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BUDGET, JULY 1981

On the 21 July 1981 the Government introduced their Budget. The
main conclusions and recommendations to this report were developed
on the basis of information available up to mid-July 1981, i.e. before
the introduction of the July Budget. The statistical material in the
report was subsequently revised in a number of key places to take
account of the latest information provided through the Budget (July)
1981. It is, however, the view of the Council that the conclusions and

recommendations in this report are still valid, after the July 1981
Budget.

SUMMARY

Chapter 1: Economic Developments, 1979 and 1980

In 1979 the rate of growth of Gross Domestic Product (GDP) fell to
1.9 per cent, substantially less than the EEC average of 3.5 per cent.
The relative decline in output growth was largely attributable to the
decline in agricultural output. An increase in both consumption and
investment was achieved at the expense of a sizeable increase in the
current balance of payments deficit which increased from 3.2 per cent
of GNP in 1978 to 10.1 per cent in 1979.

In 1980 GDP grew by an estimated 2.1 per cent while the EEC
average was 1.2 per cent. Given an unfavourable international environ-
ment, there was a slowing of industrial export growth, although overall
export growth was aided by a recovery in agricultural exports. During
1979 and 1980 Ireland’s terms of trade deteriorated sharply, with
rapidly rising oil prices and slowly rising agricultural prices. The effect
has been that the real value of goods and services available to the
community, as measured by Gross National Product (GNP) adjusted for
the terms of trade, declined by 2.4 per cent in 1980.

Total employment is estimated to have fallen by up to ten thousand
between April 1980 and April 1981, with unemployment increasing by
about 30 thousand. The unemployment rate, including school-leavers
seeking jobs for the first time, is estimated at 9.3 per cent in April
1981.

In agriculture, during 1979 and 1980 the volume of gross output
declined by about one per cent while real family-farm incomes fell by
about 40 per cent. There was a considerable reduction in the cattle
herd. In 1980 the cow herd declined by 5 per cent and there was little
indication that the level of replacement stock was sufficient to com-
pensate for the reduction in numbers.

In 1980, manufacturing industry experienced a fall in output of 2 per
cent, while employment declined by 1.1 per cent. Between December
1979 and December 1980, the numbers employed declined by 9,400,
more than cancelling out the employment gains of 1979.

Unit labour costs in Ireland, as measured by European Commission
statistics, increased by 5.3 per cent relative to the main industrialised
countries in 1979, and by a further 7 per cent in 1980. The deterioration
in unit labour costs relative to the other participants in the European
Monetary System (EMS) was particularly marked in the latter year. The
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rate of inflation was 18.2 per cent in 1980, in contrast to an EEC
average of 12.2 per cent for the period.

The current account deficit of the balance of payments was equal to
10.1 per cent of GNP in 1979 and 8.4 per cent in 1980. The financing
of these large deficits has been achieved largely through the expansion
of public sector borrowing abroad.

Government expenditure relative to GNP increased by 8.6 percentage
points, from 48.8 per cent in 1978 to 56.9 per cent in 1980. The
expansion of current expenditure accounted for 6 percentage points.
That part of the increase due to increased expenditure on goods and
services is due, primarily, to the rise in price of such goods and services,
relative to the prices of other goods—a price rise due in part at least, to
relative wage movements between public and private sectors.

Tax revenue did not match the increase in Government current
expenditure and the result was an increasing current budget deficit.
The current budget deficit was equal to 7.3 per cent of GNP in 1979
and 6.6 per cent in 1980. The scale of these budget deficits and the
expansion of Government capital expenditure have resulted in substantial
increases in the borrowing requirement of the Exchequer. The Exchequer
borrowing requirement in 1980 amounted to £1,217 million, 14.6 per
cent of GNP, compared with 14.0 per cent of GNP in 1979, and 13.0
per cent in 1978. The more broadly defined public sector borrowing
requirement, which comprises the borrowing of the Exchequer, State-
sponsored bodies and local authorities amounted to 18.9 per cent of
GNP in 1980.

An aspect of fiscal policies during 1979 and 1980 has been the
increasing scale of error in budgetary forecasts. Estimates in the budget
statements of 1979 and 1980 suggested that the Exchequer borrowing
requirement would amount to 10.5 per cent in both years, while the
actual outturns were 14.0 per cent and 14.6 per cent of GNP, respec-
tively. The actual current budget deficit in 1979 was 80 per cent greater
‘than forecast in the 1979 Budget, while the 1980 outturn was 50 per
cent greater than the forecast in the 1980 Budget.

Chapter 2: Economic Outiook: 1981 and 1982
The immediate outlook for the OECD countries is for slow recovery from
the trough of the recession, with the rate of growth of output unlikely
to -reach its 1979 levels before late 1982. Of particular importance to
the external environment for the Irish economy are (i) the expectation
of limited expansion of the country’s main export markets and (ii) the
general easing of inflationary pressures in Ireland’s main trading partners,
most notably the United Kingdom.

- A comparison of the present experience with economic events in
1973-76 suggests the European Community is likely to suffer less output
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decline and inflation in the present recession. In Ireland, however, the
outlook for agricultural output and the constraints on domestic policies
imposed by the budgetary position and the balance of payments
suggest that the economy will fare less well vis-a-vis the Community
than was the case in 1973-75. Agricultural exports are likely to fall in
volume terms this year. Industrial export growth should continue to be
aided by the coming “on stream’ of new overseas industrial projects.
The total value of exports is expected to increase by 16.5 per cent,
composed of a price increase of 15 per cent and a volume increase of
1.25 per cent.

The outlook for selected main economic indicators for 1981 compared
to 1980 is as follows:

1980 1981

Increase in GDP 2% 2%
Increase in GNP, adjusted for the

terms of trade —~2.5% ~1%
Deficit on current account of the

balance of payments £700m £1,375m

—as % of GNP 8.4% 13.8%
Official external debt at end-year £3 billion £4.3 billion
Current budget deficit £547m £789m
Annual inflation 18.2% 20%

The forecast current budget deficit, at 7.9 per cent of GNP, is the largest
ever recorded and the forecast balance of payments deficit on current
accounts at 13.8 per cent of GNP is the largest recorded since 1951.
The deficit on current account will be largely financed through official
external borrowing by the Exchequer and by the State-sponsored bodies.
New official external borrowings will amount to about £1.15 billion in
1981. The end-year external debt is likely to reach £4.3 billion—a 40 per
cent increase during the year. Given the output environment, total
employment is unlikely to show any significant increase in the twelve
months from April 1981 to April 1982. in the absence of employment
growth, the unemployment rate in April 1982 is likely to be about
10.5 per cent including schooli-leavers seeking their first job."

The outlook for 1982 is examined on the assumption of a “neutral’
policy stance by the Government, involving no change in the volume
of Government expenditure and no change in the real value of social
welfare payments, income tax allowances and specific taxes. The
external environment facing the Irish economy in 1982 appears likely

Yin the present repart, the definition of unemployment follows that of the Labour Force
Surveys,
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to be characterised by a somewhat improved demand situation in export
markets and relatively slow increases in traded goods prices. The
expansion in exports and a recovery in private sector investment will be
the chief factors contributing to output growth during the year. Gross
Domestic Product is expected to increase by 2-2.5 per cent, with GNP
increasing by about one percentage point less, due to the increasing
interest rate burden resulting from the increase in external indebted-
ness. The balance of payments deficit on current account should be of
the order of £1,375 million; over 13 per cent of GNP.

Chapter 3: Review of Social Policy
A number of significant developments occurred in the area of social
policy in the past year, including the non-pay terms of the Second
National Understanding and the designation of 1981 as the Inter-
national Year of Disabled Persons.

There is likely to be a significant increase in real terms in public
capital expenditure on housing, education and health services in 1981.
Real increases in current expenditure on housing, education and social
welfare are also likely in 1981, with a significant reduction in real current
expenditure on health services.

The recently announced increases in subsidies to home purchasers
will ease the burden of repayments in the early years of a mortgage and
assist those who would otherwise be dependent on local authority
housing to purchase their own homes. However, the overall direction of
housing subsidies is regressive. The distributive impact of the policy of
sales of local authority dwellings and of the reduction in the level of
subsidy of local authority tenants in favour of house purchasers should
be kept under review.

The White Paper on Educational Development suggests that substantial
increases in real levels of expenditure will be necessary to cater for
increased enrolments over the coming decade. It is regrettable that the
White Paper did not address the question of priorities for achieving
equality of opportunity in education.

In view of the projected reduction in real expenditure on health
services, it is important that the burden of adjustment does not fall on
community services such as home helps, meals-on-wheels and grants to
voluntary organisations, which are vulnerable because their level of
provision is determined by administrative decision rather than statutory
entitlement.

The failure to maintain the real value of payments to child dependants
of social welfare recipients is regrettable. Recent delays in payment of
social welfare payments are a matter of grave concern and the question
of decentralising payments to increase the flexibility of the system
should be examined.
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The distributive effects of the tax system must be taken into account
in assessing progress towards achieving social policy objectives. As a
result of tax changes, the disposable income of those on high incomes
has increased substantially relative to average earnings.

The average levels of payment to the unemployed are low relative to
average earnings and, of themselves, are unlikely to act as a disincentive
to gainful employment. The adequacy of payments to the long-term
unemployed is questionable. The burden of unemployment is par-
ticularly heavy on young people and on older and less skilled workers.
Recent measures to improve the employment opportunities of residents
of the inner-city of Dublin are to be welcomed.

Chapter 4: Strategic Problems for Economic and Social Development
This chapter identifies the main problems which must be overcome if
economic and social objectives are to be achieved. These problems are
related to:

— the balance of payments

— inflation and the exchange rate
— incomes and employment

— demographic structure

— redistribution.

The balance of payments deficit on current account indicates the
amount which the country is spending in excess of its income. The
size of the balance of payments deficit is now a fundamental constraint
to policy. The deficit is, in large part, the result of expansionary fiscal
policy and the growth of nominal incomes in excess of output growth.
The net external indebtedness of the State and State-sponsored bodies
more than doubled between December 1978 and December 1980. The
repayment of the debt incurred will amount to an estimated £460 per
employed person in 1981, and could rise to £820 by 1983.

The larger the country’s net external indebtedness, the more vul-
nerable the economy is to outside factors, such as trends in world
trade and fluctuations in the availability and cost of finance. |f the
adjustment of living standards to available resources is not brought
about by planned measures the adjustment will be forced upon the
community through the action of creditors and/or a forced devaluation
of the Irish pound within the EMS.

In March 1979 Ireland joined the European Monetary System. It
was argued, at the time, that the link to a strong currency regime would
lead to a convergence of the Irish inflation rate to the generally lower
rates obtaining in the continental EEC countries. This convergence of
inflation rates has not occurred. The constraint of a rising balance of
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payments deficit has been temporarily removeq throggh recourse 10
external borrowing. Expansionary fiscal policy is relatively |qeffect|ve
in reducing unemployment because a high proportiqn of the |qcrea§ed
incomes is spent on imports, thus producing a significant deterioration
in the current balance of payments. The present high levels of Govern-
ment foreign borrowing and the increasing burden of interest.p.ayments
on outstanding debt leave no scope for such expansionary policies. -

import controls and devaiuation are inappropriate to ireland’s spem.flc
circumstances. Moderation in the growth of real incomes would provide
a significant stimulus to employment through its effects on the com-
petitiveness of the exposed sector and also through the effect on the
demand for imports. .

The Irish population has a high dependency ratio. it is to be expepted
that the proportion of national output devoted to social expendltur’e
would be high by European standards. The growth of the country’s
labour force is expected to continue over the coming decade. The
prox)ision of employment for the increased numbers seeking yvork yvnll
constitute one of the principal challenges to economic and social .pollcy.

.The successful implementation of economic policies will require that
they operate and are seen to operate with due regard to the reductl.on
of inequalities of income and wealth. The principal means of reducing
inequalities are the tax and transfer systems. For example,. revenue
could be raised in a more progressive fashion if the value of reliefs from
income tax were restricted to the standard rate equivalent, rather than
the marginal rate.

Chapter 5: Aims and Recommendations

The main problems now facing the Irish economy are unemploymgqt,
the high balance of payments deficit, the high current budggt deficit,
the high rate of inflation and the high rate of unit labour cost increases.
These problems are similar to those which faced the Irish economy in
1980 but they are now more severe. There is an urgent need for policies
to tackle these problems effectively.

The elimination of the current budget deficit would ease the balance
of ‘payments deficit which is at present a severe constraint on other
policy measures. The Council recommends a target of three years for
the planned elimination of the current budget deficit. With the existing
tax system a higher rate of economic growth will not lead to the
automatic elimination of the deficit. .

The potential for restoring balance through the curtailment pf publ!c
expenditure is limited. Any attempt at blanket reduc’gior)s in public
expenditure programmes without regard to the redistributive and
employment consequences, and in particular to the likely impact on the
most vulnerable groups in the community, would be undesirable. The
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question of widening the tax base, in particular through greater use of
capital taxation, should be considered from the perspective of a more
equitable distribution of resources as well as the elimination of the
curent budget deficit.

Depending on the progress made in reducing the current budget
deficit the Council believes that productive capital expenditure may be
allowed to increase in real terms on a selective basis. There is a valid
case for the financing of a deficit in the public capital programme by
foreign borrowing when the resulting investments provide a return
sufficient to meet interest charges and capital repayments. The Council
recommends that all public investments should be rigorously evaluated
against this criterion.

The future growth of the economy is dependent on the success of
the exposed sector in home and export markets. This success is primarily
determined by levels prevailing for income, by productivity and also, of
course, by such factors as management practices and marketing. Using
the measure of unit wage costs Ireland has incurred a significant loss in
cost competitiveness relative to the main industrialised countries since
entry to the EMS. This loss of competitiveness in home and export
markets has led and will continue to lead to a loss in employment.

The Council recommends the adoption of an incomes pause as an
essential element in aiding the restoration of economic competitiveness
in the short term. On current trends, an incomes pause of eighteen
months duration would be required to offset the decline in competitive-
ness which has occurred since Ireland’s entry to the EMS. In this context
the Council recommends that all incomes, with the exception of agri-
cultural incomes, and not just employee incomes should be subject to a
pay pause for eighteen months or at the very least for the longest
sustainable period leading to eighteen months following the expiry of
the Second National Understanding. Following the restoration of
previous competitive levels the Council recommends that income
increases should not exceed what the exposed sector will bear.

The short-term deflationary effects of a pay pause and the elimination
of current budget deficit will be mitigated to a large extent by the open-
ness of the economy. The defiationary impact will be seen primarily in
a drop in the demand for imports and an increase in the volume of
exports consequent upon the improvement in competitiveness. Any
short-term adverse effects on output and employment will quickly be
reversed as the economy benefits from the improved state of the public
finances and the gain in competitiveness.

The main conclusions of this report were formulated before the
Budget of 21 July 1981. Notwithstanding the effects of that Budget the

Council believes that the analysis and recommendations in this report
are still valid.



CHAPTER 1’

ECONOMIC DEVELOPMENTS 1979 AND 19807

Output

1.1 The period 1970-76 saw Ireland’s Gross Domestic Product (GDP)
expanding at an average annual rate of 3.6 per cent, compared with an
EEC average of 3.1 per cent. Under the expansionary stimulius of Govern-
ment'expenditure and taxation policies and the favourable international
environment, the pace of growth accelerated in 1977 and 1978, with
output growth being more than double the EEC average (Table 1).
Much of this growth can be attributed to the sustained expansion of
exports which, aided by the inflow of new foreign firms, grew in
volume terms at rates of 13.5 per cent and 12.7 per cent respectively,
in these two years. Fixed investment also increased rapidly, with the
share of GDP going to domestic fixed capital formation increasing from
23.9.per cent in 1976 to 28.2 per cent in 1978 (Table 2).

1.2 In 1979 the rate of growth of GDP fell to 1.9 per cent, less than
one-third the growth rate of the preceding year, and substantially less
than the EEC average of 3.5 per cent. Investment continued to expand
rapidly, increasing in real terms by some 16 per cent, and attaining a
remarkable 32.2 per cent share of GDP—the highest investment ratio in
the European Community. The relative decline in output growth was
largely attributable to the decline in agricultural output, with its associ-
ated effects on private consumption and exports. While industrial
exports continued to expand rapidly in 1979, assisted by the continued
expansion of the European economies, agricultural exports are estimated
to have grown by a mere 4.6 per cent in nominal terms, and to have
fallen by about 3 per cent in volume terms. The effects of declining
agricultural output on income and consumption growth were partially

1Fouowing discussions in the Economic Policy Committee, in the Social Policy Committee
and in the Council, the successive drafts of this report ware prepared by the Council sacretariat
assiéteq by John Bleckwell and Sean Nolsn. Mr Nolan, a graduate student at Yals University,
drafted ‘Chapters 1, 2 and Appendices 1, 2 and assisted with Chapter 4. Mr Blackwell drafted
Appendix 3 and assisted with Chapter 4. A background paper on agricuiture was prepared
by Brandan Kearney of tha Agricultural institute.

?The cut-off point for the data which are used throughout the report is 31 July 1680.

8

offset by the continued stimulus provided by Government fiscal policies.
Both public and private consumption expanded substantially, albeit at a
slower rate than in 1978, and the total consumption share of GDP
increased from 80.4 per cent to 82.9 per cent. The concurrence of an
increasing consumption share and an increasing investment share was
achieved at the expense of a sizeable increase in the current balance of
payments deficit, with the excess of imports over exports increasing
from 9 per cent of GDP in 1978 to 16.2 percentin 1979,

1.3 By late 1979, the international economy had begun to move into
recession, in part attributable to the effects of rising oil prices, which
increased by 150 per cent in the eighteen months from December 1978,
The rate of growth of output for the OECD area as a whole fell to 1.3
per cent for 1980, compared to an estimated 3.3 per cent the preceding
year. Trade between the QECD countries, which include Ireland’s chief
export markets, declined markedly, with the rate of growth in volume
of intra-OECD imports declining from 9.75 per cent in 1979 to 2 per
cent in 1980. The weakening of Irish export markets produced a marked
slowing in industrial export growth, although overall export growth was
partially sustained by a recovery in agricultural exports. Despite the
continued expansion of public sector investment, fixed capital formation
in 1980 fell in real terms by an estimated 7.9 per cent, indicating a
substantial decline in private sector investment. Private consumption in
real terms declined by 1.2 per cent while public consumption expen-
ditures increased by 4 per cent. Gross Domestic Praduct rose by an
estimated 2.1 per cent in 1980, in comparison with an increase of 1.2
per cent for the European Community as a whole.

1.4 In a small economy such as ireland, closely integrated into the
international trading system, growth in average real incomes can occur
in one of two ways. First, overall productivity may improve in the
country, in the sense that the output of goods and services per person
employed may increase. Second, the country’s terms of trade can
improve, in that the prices of the particular goods and services it exports
increases relative to the prices of the goods it imports. A recent example
of how terms of trade movements can improve incomes is provided by
the experience of the OPEC countries, where real incomes have risen
substantially due to the large oil price increases. Ireland’s heavy reliance
on international trade makes it particularly vulnerable to the influence
of changes in the terms of trade. If Irish GNP is to measure appropriately
the real value of goods and services available to the community in any
year, it must be adjusted to allow for the effects of changes in the
terms of trade. The effects of such adjustment may be either to increase
or decrease GNP, depending on whether the terms of trade have moved
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in ireland’s favour or not. While GNP increased by 6.3 per cent in real
terms in 1978, GNP at constant prices adjusted for changes in the terms
of trade increased by a further 1 per cent. During the last two years,
however, Ireland’s terms of trade have deteriorated sharply, with rapidly

ising oil prices and slowly rising agricultural prices. Such was the extent
of the.deterioration that the real value of GNP declined by an estimated
2.4 per cent in 1980, despite an increase in the volume of GNP of
1.4 per cent.

Employment Trends

1.5 Ireland is experiencing a rapid growth in the size of the Ifzbour
force, with the rate of growth averaging 1.6 per cent per annum in the
years 1975-80, This rate of growth is over twice the EEC average, and
represents a marked change in Ireland’s demographic experience. Over
the same period, the total numbers employed have expanded at a
similarly rapid pace, increasing by 95,000 between April 1975 ar!d
April- 1980. Employment growth of such a scale was remarkable in
comparison with the experience of other EEC countries. Between 1975
and 1979, employment increased in lreland by 7.2 per cent, compared
to an EEC average of 1.3 per cent. Unemployment declined between
April 1977 and April 1980, with the numbers unemployed falling by
15 thousand, while the unemployment rate fell from 7.6 per cent to
6.0 per cent.3 (Table 3)

1.6 The slow-down in output growth referred to in paragraphs 1.2
and 1.3 above was reflected in increasing unemployment. The numbers
on the Live Register, seasonally adjusted, began to increase in the first
quarter of 1980, and continued to increase in succeeding quarters. It is
possible that total employment has fallen by up to 10 thousand between
April-1980 and April 1981, with unemployment increasing by about
30 thousand. The unemployment* rate is likely to have increased from
6 per-cent to an estimated 8.3 per cent over the same period. If one is
to allow for school-leavers seeking jobs for the first time, the unemploy-
ment:-rate in April 1981 is an estimated 9.3 per cent. (Table 5)

Agriculture '

1.7 The down-turn which commenced in the agricultural economy in
1979, after four years of substantial growth in output and incomes,
continued during 1980. Product prices were generally lower than in 1979,
the increase in input costs accelerated, inflation was considerably higher,

,;3Unemployment as used above refers 10 the unemployment definition used in the Labour
Farce Surveys, and the labour force statistics revision of 19 December 1980.

"4The unemployment rate referred to above uses the definition of unemployment used in
the Labour Force Surveys.
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and interest rates reached historically high levels. Adverse weather
conditions made fodder conservation very difficult and seriously affected
harvesting operations, cereal quality and production. Additionally, the
increases granted in intervention prices in the EEC price review were
not reflected in Irish farmgate prices. While intervention price levels
were increased on average by about 4 per cent, the agricultural output
price index in Ireland declined by 2.7 per cent, in contrast with an
input price index increase of 14.5 per cent. {Table 4)

1.8 The year 1978 can be seen as a watershed in the agricultural
economy, especially in relation to price/cost relationships, value of net
output and real incomes. (Table 4) All of these indicators declined over
the two succeeding years. In that period input costs increased by 29 per
cent, volume of gross output declined by about 1 per cent while real
family farm incomes have fallen by about 40 per cent.® The decline in
output had its origin particularly in contrasting developments in the
beef and dairy sectors in the period 1975-1978. (Table 5) During these
years milk supplies expanded rapidly, mainly due to higher yields per
cow, associated in turn with increased use of concentrate following on
an appreciable increase in the milk/concentrate price ratio. In the two
years following 1978, delivery per cow was virtually static and so were
milk supplies. Expansion in the dairy sector in the period 1975-78 was
the primary factor in the substantial increase in farm output and incomes
and probably camouflaged the relatively indifferent performance in
some other sectors, notably cattle. Side by side with the moderate
expansion in dairy cow numbers and milk yields, the beef cow herd
has been in persistent decline.

1.9 One of the most significant features of the agricultural economy
in 1980 was the considerable reduction in the cattle herd. (Table 27)
Cattle stocks were about 419 thousand less at the end of 1980 than a
year previously, which represented a considerable destocking. Several
factors contributed to the decline in numbers including an anticipated
fodder shortfall, the general economic situation in farming and disease
eradication. The most serious aspect of the destocking process relates
to the decline in cow numbers, At year end the cow herd had declined
by 6 per cent and there was little indication that the level of replace-
ment stock was sufficient to compensate for the reduction in cow
numbers. Indeed the major source of the current decline in the breeding
herd has been increased disposals rather than reduced drafting which is
in contrast with the position in the period 1967-74.

5The decline in family farm incomes net of interest payments is likely to have been
somewhat greater than this.
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‘Manufacturing Industry .
1.10 Irish manufacturing industry, assisted by the inflow of new foreign

firms, experienced substantial growth in the years 1978 and 1979,
'with output growth averaging 6.8 per cent per annum, a figure substan-
tially in excess of other EEC countries. Employment in manufacturing
industry increased by 14,600 an annual average growth of 3.5 per cent.
‘(Table 6) These growth trends were reversed in 1980, with output falling
by 2 per cent, and manufacturing employment declining by 1.1 per
‘cent.® Between December 1979 and December 1980, the numbers
employed declined by 9,400, more than cancelling out the employment
~gains of 1979.

1.11 The sectoral composition of Irish manufacturing industry has been
- .undergoing systematic change throughout the 1970s, with traditional
~light consumer goods industries experiencing a relative decline. The
. causes of this structural change are to be found in the effects of freer
= frade, and the types of industry attracted to Ireland. The two years
- 1979 and 1980 have seen such tendencies continuing and indeed inten-
- sifying, with employment declining in textiles, clothing and footwear,

paper and printing and wood products, while increasing in the chemicals

-and metals and engineering sectors. (Table 7)

Incomes and Competitiveness
- 1.12 After significant growth in real disposable personal income,
. averaging over 6 per cent per annum, in the three years 1977-79, the
weakening economic situation in 1980 led to a fall in real disposable
incomes of at least 2 per cent. The use of aggregate statistics hides the
markedly different experiences of different groupings within the labour
. force. Workers in the transportable goods industries have seen their real
_pre-tax earnings increase by 14 per cent in the 4 years, 1977-80. (Table
-8) Family farm income, although showing a notable increase in 1977,
-fell substantially in real terms in both 1979 and 1980, and by 1980
‘was 23 per cent lower than in 1976. Non-agricultural non-wage incomes
—which include non-agricultural profits, professional earnings and
rent—declined in real terms by about 13.5 per cent in 1980, having
-increased at an annual rate of 9.8 per cent during the preceding three

- years.

1.13 Comparisons of productivity and of movements in unit wage
costs across international boundaries must be treated with caution, given
- the problems posed for such comparisons by differing industrial struc-

6The 1.1 per centdeciine in employment is e decline in the annual average employment level
- ‘while the 9,400 decline in absolute manufacturing employment is arrived at by comparing
*. :December 1980 with December 1879. The two figures are therefore not comparable.
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Foreign Trade and the Balance of Payments
1.14 Export growth in 1979 and 19
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i . as a share of GDP increasing by 10 percentage points, from
gP)%OSZr cent in 1977 to 70.7 per cent in 1979. While the .lmport share
of GDP is an extremely crude measure of import penetration, the sqale
of the movement was such that there can be little doubt that competing
imports are increasing their market share—with a consequent loss in
domestic output and employment. The volume of imports fell by an
estimated 4.5 per cent in 1980 but much of this Qecline was due to
declining demand for capital goods and intermediate inputs.

1.17 As a consequence of these movements in exports and i(nport_s,
Ireland’s balance of payments position deteriorated su§bjcant|ally in
1979, with the trade deficit widening by some £600 million and the
current account deficit increasing from £200 million in 1978 to £727
million in 1979. (Table 11) Despite the decline in the volume of imports
in 1980, the adverse movement in the terms of trade, the i_ncrgasmg
levels of interest payments on the external debt,” and a decline in net
receipts from the EEC combined to ensure that the current account
deficit showed no significant improvement in nominal terms, although
the deficit as a percentage share of GNP declined from 10.1 per centin
1979 to 8.4 per cent in 1980. Financing of current account defn_cnts of
such magnitude has been achieved largely through the expansion of
public- sector borrowing abroad. Net official foreign borrowmg_ by the
Government and the State-sponsored bodies amounted to approximately
£650 million in 1979, and £890 million in 1980.8

Inflation and the Exchange Rate

1.18 Prior to the emergence of the European Monetary System,
Ireland’s close trading and institutional links with the UK resulted in a
situation where the movement of price indices and interest rates in
Ireland were primarily determined by economic events in the UK.
Ireland’s fixed exchange rate vis-a-vis sterling, and Britain's role as the
dominant trading partner meant that lreland’s inflation rate was largely
outside the control of domestic policies and closely followed the UK
rate;. although indirect tax movements and other factors led to slight
differentials. Free capital mobility between lreland and the UK, in
combination with the fixed exchange rate, ensured that Irish interest
rates could not deviate significantly from the interest rates prevailing
in:London.

Iy
7interest payments on the external debt of the Exchequer and the State-sponsored bodies
increased from Ir£141 million in 1979 to Ir£240 million in 1980. Dail Debates, 5 May 1981,

. 81980 estimate is from Central Bank, Quarterly Bulletin, 1981(1). 1979 estimate is derived
from. Tables 25 and 27, As Statesponsored bodies data is derived from end-year balance sheets,
the borrowing figure may include a revaluation effect arising from exchange rate movements.
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1.19 The advent of the EMS, and Britain’s non-participation in it, has
partially transformed these relationships. Ireland is now a member of a
quasi-fixed exchange rate system, while having a flexible exchange rate
vis-a-vis her primary trading partner. Britain’s role as the chief recipient
of Ireland’s exports and the main source of Irish imports means that
Irish prices are under substantial pressure not only from Britain’s price
inflation, but also from the appreciation of sterling vis-a-vis the Euro-
pean currencies. Ireland’s rate of price inflation, having closely followed
that of the UK until 1979, was substantially in excess of Britain's
inflation rate by the first quarter of 1981. The UK's recent experience
of faster inflation and an appreciating currency vis-a-vis the continental
European countries has contributed to a widening of the divergence
between Ireland’s inflation rate and the average for the European
Community as a whole. {Table 12) In 1978, the percentage change in
consumer prices in lreland was 7.6 per cent, in comparison with an EEC
average inflation rate of 7 per cent. The acceleration of international
inflation that accompanied the oil price increases of 1979 and 1980 saw
the EEC average rate of price increase amounting to 12.2 per cent in

1980° while the Irish inflation rate increased even more rapidly to
18.2 per cent. (Table 12)10 ‘

1.20 Prior to EMS, the linkage of the Irish pound with sterling resulted
in the continued depreciation of the Irish currency vis-a-vis the European
economies throughout the 1970s, although the dollar value of the
pound recovered significantly after 1976. Membership of the European
Monetary System has resulted in the Irish exchange rate being linked
with the European currencies, with only slight deviations in values
being experienced in 1979 and 1980. (Table 13) Tight monetary policies
in the UK in combination with the effects of North Sea oil on Britain’'s
balance of payments have led to the marked appreciation of sterling
relative to the EMS currencies. This resulted in a 20 per cent depreci-
ation in the value of the Irish pound vis-a-vis sterling between March
1979 and the end of 1980. {Table 13) The competitive advantages
afforded to Irish exports to the UK have, however, been partly offset
by poor demand conditions in the UK and the deterioration in Irish

competitiveness relative to other industrialised countries competing in
the UK market.

1.21 lIreland’s experience of high interest rates in 1979 and 1980 must
be viewed against a background of relatively high interest rates in the

SThe unweighted average rate of
Ireland was 10.2 per cent.

107he effects of indirect tax chan
must be treated with some caution.

price increase for the EMS member countries excluding

ges on inflation rates means that international comparisons
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“international economy as a whole, due to hign inflation rates.and the
‘tidhtening of domestic monetary policies. lreland’s prime Iendnpg rate,
75 per cent in December 1977, increased to 15.5 per cent in Jupe
1979, with a further increase to 18 per cent in April 1980. A substantial
easing in interest rates occurred in the second half of the year, with the
prime lending rate falling to 14 per cent in October 1980.

Public Sector Pay, Employment and Finances

1.22 The years 1979 and 1980 saw a substantial expansion of Govern-
ment expenditure in both real and nominal terms, with the expansion
“of capital expenditure being particularly marked. (Table 14) Governm_ent

outlays on the capital account increased by 65 per cent in nomnpal
* terms over the two years, with the rate of growth in volume terms being
9.6 per cent in 1979, and 13.3 per cent in 1980. Government current
expenditure also grew substantially in real and nominal terms during

these two years, with a volume growth of 3.3 per cent and 4.5 per cent
_respectively. (Table 14)

" 1.23 The experience of recent decades, both for Ireland and other
‘i éountries, indicates that the share of public expenditure in GNP ten(_:ls
_ 1o increase over time. The causes for such an increase are examined in
" NESC Report No. 21;"" among the factors influencing such a develop-

ment are the increasing demand for publicly provided goods and
- services as articulated through the political system, the increased role
of the State in influencing the distribution of income and the nature
’ of the decision-making process in public sector activities. In the two-
year period 1978-80, Government expenditure relative to GNP increased
by 8.6 percentage points, from 48.8 per cent in 1978 to 56.9 per cent
in 1980. (Table 15) The expansion of Government current expenditure
accounted for 6 percentage points, with the residual being due to the
increase in Government capital outlays.

1.24 A number of factors can be used to explain the large expansion
in the Government current expenditure share of GNP. The effects of
weak output growth in 1979 and 1980, and rising unemployment in
the latter year may partly explain the increase in the share of GNP
‘attributable to transfer payments—with the remainder being due to
developments in social policies. The cause of the increased share of
GNP taken by public goods and services is indicated by the fact that,
~while its share of GNP in nominal terms increased by 3.7 per cent
between 1978 and 1980, the increase, in constant price terms, was a
mere 0.2 per cent. One can conclude that Government current expen-

. YTNESC Report No 21, Report on Public Expenditure, (July 1976).
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diture on goods and services is increasing, due primarily, to the rise in
the price of such goods and services, relative to the prices of other

goods—a price rise due in part at least to relative wage mavements
between the public and private sectors. 12

j.25 The numbers employed in public sector service activities have
Increased significantly in recent years, with an annual growth rate of

6 per cent per annum between January 1977 and January 1980.
(Table 16) These increases have, however, occurred in a period of rapid
service sector expansion, with the result that the share of public sector
service employment in total service employment increased only slightly
over this three year period, from 42.3 percentin 1977 to 42.8 per cent
in 1980. Preliminary figures for January 1981 indicate that pubilic
sector service employment grew by some 3 per cent during 1980, whiie
private sector service sector employment remained unchanged.

1.26 Exchequer Pay costs increased by 25.1 per cent in 1879, and by
a further 34.6 per cent in 1980, (Table 17) As a consequence of these
increases, public service remuneration as a share of Nationai income
increased from 16.7 per cent in 1978 to 21.9 per cent in 1980, while
average real renumeration of employee paid by the Exchequer increased
by approximately 19 per cent over the two years."® Such remuneration
data must be interpreted with caution, as they are distorted by the
impact of back-dated pay increases on the pay bill in any individual
year. Furthermore, the remuneration bill includes overtime earnings,
which may vary significantly from year-to-year, thereby affecting
the year-on-year increases. Finally, calculations based on average
remuneration per employee may hide the different experiences of
differing groups of income-earners in the public service. For example,
over half the increase in real remuneration peremployee in the Exchequer
pay bill in 1980 was attributable to increased remuneration of employees
of the Health Boards and the voluntary hospitals.' While accepting
these qualifications, the 19 per cent increase in real remuneration per
employee is in contrast to the 3.25 per cent increase in the volume of
GNP over the same period. Real income increases of this magnitude are

12The divergence may also be attributed 1o the effect of measured productivity growth in
private sector activities: however this factor is likely to be of very limited significance in a
period as short as two years.

13National Income equals Net National Product at factor cost, Sources: Economic Review
and QOutlook (ERO) Summer 1980 and The Economic and Social Research Institute, Quarterly
Economic Commentary (QEC), April 1981. An alternative estimate provided by the Depart-

ment of Finance suggests that the increase in real pay costs was of the order of 17 per cent
over these two years,

14Dep::1rtment of Finance. The heaith employees pay increase inciuded significant back-
dated pay awards in respect of 1979,
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largely a consequence of special pay awards in certain public service
az::rt%vizies, whicl'? accounted for £260 million during the 'gwo years 1979
and 1980—10 per cent of total public service remuneration for the two
years.'® The burden of such special pay awards on the Exchequer is
subs‘"tantial, with pay expenditure in excess of the pre-bydget estimate
in 1980 being equivalent to 5.8 per cent of total tax receipts and 15 per
cent of income tax revenues.

1.27 The special pay increases of recent years were, i'n part, a response
to previously slow growth in public service remuneration per employee,
which ‘actually declined in real terms betweep 1975 and 1977. Sqme
insight into relative movements in different income groups over time
can be obtained by examining the period 1975-80 as a whole. (Table 18)
In addition to the qualifications mentioned in 1.26, two further important
qualifications with regard to public service pay flgures- must be men-
tioned. First, the different experiences of d-lfferen-t income-earners
within public sector activities means that public service pay growth-ls
highly sensitive to the exact definition of the public service used. While
Exchequer pay costs per employee increased in real terms bY 26.4 per
cent during 1975-80, an alternative definition of the pybluc service,
including local authority employees but excluding Post Office employees
and certain other categories of Exchequer-financed employment, showgd
a real increase of only 13.2 per cent over the same period.'® Over this
5-year period, the volume of GNP increased by 17-.25 per cent while
GNP per worker increased by 7.75 per cent. Second, given the dlfferenges
in skill levels between employees in the transportable goods industries
and many employees in the public service, disparities in income growth
revealed in Table 18 may be a consequence of shifts in the distribution
of income between differing skill levels rather than any public/private
sector shift. Furthermore, given that salaries of many public §ervice
employment categories are linked to private sector activities in the
commerce, insurance and finance sectors, which are primarily sheltered
sector activities, disparities in income growth may be attributable to
differing income movements in the exposed and sheltered sectors rather
than any shift between the public and private sectors. In consequence of
these qualifications, comparison of public service incomes with incomes
in corresponding private sector activities would not be possible without
a detailed study of individual occupations.

15Minister for Finance, Budget 1981,

16A§sfa'n indication of the importance of one or two income groups in affecting the aggreg.ate
publiciservice remuneration data, it is noteworthy that, in the absence of any real remuneration
increase in the health sector between 1979 and 1980, the aggregate public services real earnings
increase between 1975 and 1980 would have been 18.9 per cent, instead of the 26.4 per cent
mentiohed above.
.
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1.28 Despite an increase of 6.0 percentage points in Government
current expenditure as a share of GNP between 1978 and 1980 (Table
15), total tax revenue as a share of GNP increased by only 4.1 percentage
points with the residual increase financed chiefly by increased borrow-
ing. Taxes on income and wealth increased as a share of total tax
revenue, and accounted for 3.3 percentage paints of the increase in tax
revenues relative to GNP, (Table 19)

1.29 The failure of tax increases to match the increase in Government
current expenditure resulted in an increasing current budget deficit.
The current budget deficit increased from 3.8 per cent of GNP in 1977
to 7.3 per cent in 1979, although it fell slightly to 6.6 per cent in
1980. (Table 20) The scale of budget deficits and the expansion of
Government capital expenditure have resulted in substantial increases
in the borrowing requirement of the Exchequer, which has increased,
relative to GNP, each year since 1977. The Exchequer borrowing require-
ment in 1980 amounted to £1,217 million, 14.6 per cent of GNP,
compared with 14.0 per cent of GNP in 1979, and 13.0 per cent in
1978. (Table 25) The more broadly defined public sector borrowing
requirement, which comprises the borrowing of the Exchequer, State-
sponsored bodies and local authorities, has also increased relative to

GNP in each of the last three years, and amounted to 18.9 per cent of
GNP in 1980.

1.30 The increased magnitude of the Exchequer borrowing require-
ment has resulted in an increased reliance on foreign borrowing to
supplement the supply of savings available domestically. Foreign
borrowing by the Exchequer amounted to 6.4 per cent of GNP in
1979and 7.0 per cent of GNP in 1980 (Table 20), while foreign borrow-

ing as a share of total Exchequer borrowing increased from 35 per cent
in 1978 to 48 per cent in 1980. (Table 21)

1.31 The foreign indebtedness of the State has been notably increased
by the scale of foreign borrowing, with outstanding Government foreign
debt increasing rapidly in recent years. (Table 22) The external debt of
the State-sponsored bodies more than doubled between 1978 and 1980,
while the official external reserves increased by less than 10 per cent.
As a consequence, the ratio of official external debt to external reserves
increased from 1.11 in 1978 t0 2.25 in 1980."7 While the interest rate
structures of official debt and external reserves are substantially different,

17The external debt data of the State-sponsored badies excludes foreign currency-denomin-
ated borrowing from Irish resident banks. If such borrowing were included the corresponding
debt-reserves ratios would be 1.23 in 1978 and 2.41 in 1980.
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an increase in this ratio of such a magnitude is indicative of dramatically
" increased net State indebtedness.

Fiscal Policy
1.32 The usefulness of fiscal and monetary policies as demand manage-
ment tools in a small open economy such as Ireland is severely con-
strained by the sensitivity of imports to movements in final demand,
and the sensitivity of domestic interest rates to external interest rate
movements. The scope for encouraging output and employment growth
- through fiscal policies is limited by leakage of increasing demand into
imports of goods and services and the consequent deterioration in the
balance of payments position. Domestic monetary policies can have
little effect on interest rates given that Irish interest rates still must
remain broadly in line with interest rates abroad.

1.33 Increases in Government expenditure on domestically produced
goods and services or transfer payments provide a stimulus to output
and"employment. Increased taxes which reduce disposable incomes and
consumption have a contractionary effect on output and employment.
The stance of fiscal policy can be broadly summarised by the change in
the borrowing level of the Government relative to GNP. Since 1977, the
Exchequer borrowing requirement as a share of GNP has increased each
year; indicating that fiscal policy has provided a strong expansionary
stimulus in recent years.

1.34 One regrettable aspect of fiscal policies in 1979/80 is the increasing
scale of error in budgetary forecasts. Estimates in the budget statements
of 1979 and 1980 suggested that the Exchequer borrowing requirement
would amount to 10.5 per cent in both years, while the actual out-turns
were 14.0 and 14.6 per cent of GNP, respecitvely. The actual current
budget deficit in 1979 was 80 per cent greater than forecast in the 1979
Budget, while the 1980 out-turn was 50 per cent greater than the fore-
cast in the 1980 Budget. While the effect of the 1979 postal strike
affected the revenue estimates in 1979, it is noteworthy that over half the
forecast error for thecurrentbudget deficit in that year was attributable
to the overshooting of the current expenditure target. In 1980 almost
all the forecast error was due to expenditure, both capital and current,
being substantially greater than expected.

Monetary Policy

1.35 The primary goal of monetary policy in recent years has been the
maintenance of an adequate level of official reserves, without severely
éffecting the domestic supply of funds for investment. Restrictions on
the expansion of domestic credit to the private sector have been used to
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CHAPTER 2
ECONOMIC OUTLOOK: 1981 AND 1982

in tional Economic Trends . .
;'.‘Frl'}'ahe prospects for lrish economic growth mu.s"c be viewed against
the international background of slow growth and rising ungmployment.
The sharp increases in oil prices in 1979 ar}d.1980 provngied a strong
contractionary shock to the major industrialised countries. ngan
management policies in these countries have augmented 'ghns deflat!onarr]y
‘impact, reflecting policy-makers’ concern with the increase in the
‘rate of inflation. GDP growth in the OECD as a vyhple .slowed down

" from mid-1979 onwards, with output actually declining in the second
‘half of 1980. The immediate outlook is one of slow recovery from the
trough of the recession, although the rate of growth of output |s_]t_1r:1-
likely to reach its 1979 level before late 1982, at the earliest. The
"GDP of the OECD countries is forecast to increase by11-1.5 per cent
in‘'1981; a similar growth rate to that recorded in 1980." The recovery
‘in -the economies of the European Community is likely to bg slower
<than for the OECD as a whole, with recent forecasts n;dncatlng that
GDP in 1981 will be about 1 per cent lower than in 1980.

2.2 The effects of the slowdown in economic activity on labgur
“demand have resulted in declining employment in the OECI? countries.
“Tatal employment in the seven major industrialised economies declined
“during the second half of 1980 and little increase is expected before

1982.3 Unemployment in the OECD increased from 5.3 per cent of

the labour force in the first quarter of 1980 to 6.4 Qer cent a year

later, with further increases expected during ?981. Employment
in the European Community is expected to decline by close to 1 per
cent in 1981, reflecting the relatively poor output perfqrmance of the

“‘Community economies, while the unemployment rate is expected to

) ‘ﬂ‘OECD, Economic Outlook, July 1981; National Institute Economic and Social Review
(NIESR) May (1981).
" 20ECD op. cit.
" 30ECD op. cit.
" 4NIESR op. cit.
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have reached 7.5 per cent by the end of 1981, compared with 5.6
per cent in 1979.°

2.3 Despite the strong upward pressure on prices resulting from the
oil price increases, inflation in the OECD has peaked, at an estimated
12.9 per cent in 1980 with the increase in consumer prices expected
to decline to 10.4 per cent in 1981, and to less than 9 per cent in
1982.° The easing in inflation since mid-1980 suggests a relatively
smooth adaptation to the effects of the oil price rises. Among the
factors contributing to the relative ease of adjustment to the oil price
shock in the industrialised countries have been maintenance of tight
demand management policies, the slower than expected wage growth
and the weakness of non-oil primary commodity prices.

World Trade

2.4 The expansion of international trade has been strongly affected
by oil price increases and other contractionary pressures in the in-
dustrialised countries, with the volume of world trade growing by 1
per cent in 1980, compared with 6 per cent in 1979.7 The outlook
for 1981 suggests limited growth of the order of 1 per cent with a
resumption of faster growth during 1982. The exports of the OECD
countries, having fallen in the second half of 1980, are expected to
increase by 1.75 per cent in 1981, compared with 4.25 per cent for
1980 as a whole® Of greater importance for lreland (which sent
87 per cent of its exports to the OECD countries in 1980)° is the
fact that the volume of intra-OECD trade is likely to show a slight
decline this year, in comparison with 2 per cent to 3 per cent growth
in 1980, and the 8 per cent to 9 per cent increase recorded in 197910
Within the European Community, intra-EEC trade is expected to
decline by 1 per centin 1981, compared with an annual average increase
of over 8 per cent in the years 1977-79."

United Kingdom

2.5 The immediate outlook for the UK economy is one of continued
output decline, accompanied by declining inflation. Gross Domestic
Product, having declined by about 1.75 per cent in 1980, is forecast
to decline by a further 1.5 per cent in 1981, with little, if any, change

5eec Commission, European Economy, March (1981),
BNIESR op. cit.

7NIESR op. cit.
80ECD 0p. cit.

90ECD, Statistics of Foreign Trade, March (1981).
100ECD op. cit.

1 European Economy, November 1980; March {1981).
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in 1 12 lining demand in the UK, and an associated destocking
It?yﬁ gzbroc?ue:e:fs, r?as resulted in a declining volume of mercha:]ndlse
imports, which fell by 5 per cent in 198_0, and ?ge expected to s owla
fu‘r‘t:h‘eff decline of 5 per cent to 6 per centin 1981.. The use'of quarter \é
daizi, fhowever, indicates that the bulk of the import decline occurre
in the second half of 1980, with imports falling 11 per cent between
the second and fourth quarter of that year.'4 Import demand continued
to decline during the first quarter of 1981, with recovery 'beglnmng
in_the second quarter. Such has been the scale .of decllng in |m_port
déhjahd, however, that the volume of merchandise traﬁ!g is not likely
to reach its second quarter 1980 peak before early 1983.

Priée inflation has continued to ease in the U.K., aided by the an_tl-
inf,léﬁonary stance of demand management polncne; and the appqegnBa{
tion of the exchange rate, and is expecte‘d‘to decline further in

ang- 1982 although such forecasts are sensitive to exchange rate move-
rﬁ.erjt’ts. Between the fourth quarter of 1980 and 1981, consumer.pr:u:]ess
arﬂaékpected to increase by about 10.5 per cent compared wit .
‘,per',%‘cent in the preceding year, while inflation should fall further
. in. 1982,

26 Ql,n conclusion, two major features of the prospective ex'gerr;al
enviranment for the Irish economy in 1981 and 1982 are of particular
importance:

‘(i) the limited expansion in import demand in lreland’s major
export markets . ' , .
(ii) the general easing of inflationary pressures in Ireland’s main
trading partners, most notably the United Kingdom.

Aethird feature of importance is the increasing variabilijcy of inter-
national exchange rates which may affect the competitiveness of
~Irish exports, and the costs of Ireland’s imports.

Comparison of the two ""oil-related’’ Recessions . . .

2.7 Given the significant causal role played by lfeal 9|| prices in the
present downturn in economic activity, some inslght into future eco-
normic prospects can be obtained from a comparison of the present
experience with economic events in 1973-76.

213N ESR; OECD
ANIESR
fﬁﬁl'E‘SR, seasonally adjusted data.
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2.8 The scale of the oil price shocks in 1979-80 and their direct
effects on the economies of the European Community are of a similar
order of magnitude to the experience of 1973-74. While the percentage
increase in oil prices was substantially greater in the earlier period,
due to the low initial base, the absolute increase (in constant 1973
prices) is estimated to have been $8.7 per barrel in 1979-80 compared
with $7.3 in 1973-74.'® The directincrease in the oil bill of the European
Community amounted to an estimated 3.1 per cent of GNP in 1979-
80, in comparison with 3.0 per cent in 1973-74.'7

2.9 Both internal and external developments in 1979-80 suggest,
however, that the adjustment of the European economies is likely
to be relatively smoother in the present recession. Among the main
factors facilitating such adjustment at present are:

(i) the decline in real income due to the deterioration in the
terms of trade is less than half the reduction that occurred
in 1973-74, due chiefly to the comparatively slow growth
in non-oil primary commodity prices in 1979-80

(ii} the slower-than expected growth in unit wage costs,® and
the absence of a marked "psychological”’ effect on-business

expectations, both of which have assisted in preventing a
marked decline in investment,

As a consequence of these developments, among others, the present
recession is likely to be less marked in its effects on output and invest-
ment than was the case in 1974/75. (Table 25) Inflation is likely to
fall somewhat more rapidly than in the previous recession, when in-
flation remained above 12 per cent in both 1974 and 1975. Fixed
investment in 1981 is expected to be slightly higher than the volume
achieved in 1979, in contrast with an 8 per cent decline between
1973 and 1975. While most recent forecasts suggest that output is
likely to decline in the Community in 1981, the decline is expected
to be less marked than the 1.4 per cent decline in GDP recorded in
1975. The present recovery is, however, likely to be slower than in
1976, reflecting policy-makers’ continued concern with inflation,

2.10 While prospects for the European Community as a whole in-
dicate that the present recession is likely to be less severe than the
previous recession, there are a number of factors which suggest that
the outlook for the Irish economy is more unfavourable than in 1973-75.

16, 17y ropean Economy, November (1980).

Y8EEC reai unit labour costs are o

xpected to incresse st sn snnual aversge rate of 0.2 per
cent between 1979 and 1981, compare

d with 2.7 per cent in 1974-75.
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First, the immediate outiook for lrish agriculture is relatively poor,
in: marked contrast with the experience of 1973-75, when the net
output of Irish agriculture increased by 19.1 per cent in volume terms.
The importance of agriculture as a contracyclical factor was particularly
marked in 1975, when agricultural output increased by 10.7 per cent,
and the output of all other private sector activities declined. Given
that net agricultural output is forecast to decline in 1981, it is clear
that the performance of agriculture in the present recession is tending
to: ‘worsen the impact of the recession on Irish incomes and output.
_Furthermore, recent trends in agricultural prices have augmented the
deterioration in the terms of trade.

Second, the financial position of the State at the outset of the present
recession was markedly inferior to the corresponding situation in 1973-
74. (Table 26) The current budget deficit as a share of GNP amounted
to 5.8 per cent on average, in the three years 1977-79, in contrast with
0.23 per cent for the years 1971-73, while the Exchequer borrowing
requirement averaged 12.4 per cent in the later period, compared with
7.3 per cent in 1971-73. The initially serious budgetary position and
associated borrowing level has imposed a major constraint on the
scope for effective contracyclical budgetary policies, such as occurred
in 1974-75, when the Exchequer Borrowing Requirement, relative
to GNP, increased by 8.2 per cent over two years.

Third, the foreign payments position of the economy at the beginning
of the present recession was substantially worse than the corresponding
position in 1973, indicating that the underlying balance of payments
position provides a more serious constraint on domestic policies than
‘was previously the case. The current account deficit amounted to
10.1 per cent in 1979, compared with 3.1 per cent in 1973. (Table 26)
Even allowing for the effects of a poor agricultural export performance
n+1979, the average external current account deficit for 1977-79 was
5.1 per cent of GNP, as against 3.0 per centin 1971-73. The increased
ljevel of official foreign indebtedness—208 per cent of official reserves,
and 28 per cent of GNP in December 1979, as against 76 per cent and
12 per cent respectively, in March 1974—has resulted in an increasing
. @amount of foreign exchange being required to finance the foreign debt,
which places increasing pressure on the balance of payments position,
thereby further constraining domestic policies.

2:11 In conclusion, while the evidence suggests that the European
Community is likely to suffer less output decline and inflation in the
present recession, as compared with 1973-75, the outlook for agri-
cultural output and the constraints on domestic policies imposed by
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2.12 The progress of the agricultural econom
cantly affected by producers’ decisi

cattle, sheep and pigs,
primarily determined by
but for such sectors as mil
and input prices may have
Furthermore, market bal
strong impact on agri
annual EEC price revi
context,

the volume of output in a particular year is
the level of the breeding herd in that year
k a.nd'tillage the interaction of current outpu{
asignificantinfluence on output and margins.
ances and processing cost levels may exert a
cultural prices, although the outcome of the
ew usually attracts much more attention in this

2.13 The output of cattle including inventory change in .1980 was

about 1.64 million, while output for 1 i
of 1.6 million. The co toutfor 1981 is expected to be of the order

: mponen .
in Table 27. Of parti P ts of output for certain years are shown

cular interest is the greatly reduced le i
. : vel of dis-
Posals (i.e. exports plus domestic consumption) in 1981 relative to

:981055(,)un?u.t excluding inventory is expected to fall from 2.06 million
0 1.95 million but stocks are expected to increase slightly. Further-
n}ore, 'fhe.pattern o.f ma.rketing to-date suggests that about two-thirds
ge total disposals will arise in the second half of the year. Prices have
een abqut.20. per cent above the corresponding level in 1980, but th
differential is likely to narrow as the year progresses. ’ °

2.14 Despite reduced cow numbers, milk i i
. , production was higher i
:::: l‘:;;'st ifnou,\; months 'of.1 981. How.ev.er, weather conditions deter?oreartelg
hart ;iffe ay fand It Is now anticipated that annyal supplies will be
rent from the depressed levels of 1980, with milk prices
expected to be about 14 per cent higher than in 1980. Little change

hough prices are

2.15 As regards tillage crops, the most recent indications point to
19Eurc:;pnn Economy, November (1980}, Annex: Table 7.
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el Slildll wneiedse 1l e dred dnael Fenﬂals Compnseu 01 d aecuune
‘i:nf;vheat, especially spring wheat and an increase of peyhap; ?é)se; ﬁgcé
in feed barley. Favourable planting condlt.lons.ln the spring o oo have
been more than negated by adverse cllm.atnc conc!mons in bay nd
June and the cereals sector output is t.!nlnkely to increase a (;)vet ot
year’s level. Little change is expected in the potato acreagef u e
response to the campaign for increased acreage of sugar beet romd "
trish Sugar Company seems.to be very positive. The are.ahde'\:ote. ldos
the crop will probably expand by about 9 per cent and with t efy;n:le ;
and quality achieved in 1980 the average price per tonne of suga
beet should be approximately 15 per cent higher.

2.16 It is generally anticipated that the output price mdex. v.wllt_n:-
crease by about 14 per cent in the current year, largely orlg.nlrlla ing
in the livestock and livestock product sectors. Input costs wi 9pro;
bably increase at a slightly slower pace varying from about pee
cent for feedingstuffs to 30 per cent fo.r farm fuel.s: Hoyvevgr, sor.nh

~ teduction is expected in the consumption of fgrtnln.ser.nn line lwn‘c
the decline in cattle numbers, but little change will arise in Fh.e volume
of other inputs. Indications to date suggest c_iepressed activity in in-
vestment both in farm buildings and machinery, but d.eli)recnatnoirz
charges will continue to increase somewh.at.. The rates bi on agnid
cultural land is expected to be £19.6 mllll_on lower thagl0 it wou
-otherwise be owing to the concession granted in the Budget.

2,17 Having regard to the expected movements putlined in the price
and volume components of output, farm materials anc! e_xpenses,blt
is estimated that the value of gross agricultural output will mcrea.ze Y
about 9 per cent this year, but volume could be d_own by about per
cent. (Table 28) The value of net output should increase by ap5proxg
mately 9 per cent, but volume would be expected to fall by 5 to
per cent.

‘2.‘18 When other items of expenditure including rates, deprecnatlolr;,
fuel and wages are deducted from net output, mcome_from se l
- employment is projected to increase.about 14 per cent in nomina
terms.?' While the increase realised in the annual EEC price review
~and through devaluation of the reference rate for the Irish Grqen
Pound was slightly more than sufficient to compensate for the rise
in.farm input costs in 1981, the rise in farm incomes can also be attri-
buted to rates relief, increases in headage payments and the temporary

. 208uaget 1981, p. 24. o _
" ~21ghould cettle prices be maintained through the autumn despite increased markatings, the
iﬂérem in incomes could be of the order of 16 to 17 per cent.
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Suspension ot the disease eradication levies, while the measures agreed
in Brussels in April include incentives to increase lime consumption
and silage production, to aid livestock performance and progeny
testing programmes and to subsidise the use of A.|. for beef production.
The total cost of the measures agreed in Brussels will be £51 million
over two years, of which the EEC will contribute £31 million,

Manufacturing Industry

2.19 The expansion of manufacturing output and employment in
Ireland can arise from three distinct sources:

(i) the expansion of established firms, both native and foreign
owned

(i) the inflow of new industrial projects from abroad and

(iii)} the setting-up of new domestic firms.

2.20 The prospects for output and employment in established industry
will be largely determined by the speed of recovery from the present
recession. The movement in manufacturing output and employment in
the 1974-75 period provides a useful illustration of the pattern of
fluctuations in manufacturing industry during a recession. International
experience suggests that in the initial stages of a downturn in economic
activity, output declines significantly, while employment is only
slightly affected, as firms retain their labour force in the short-run. As
the recession deepens, employment losses begin to follow the decline in
output, as firms adapt their labour fore
ments. This pattern of downward adjustment in the labour force
continues even as the output decline “bottoms out’’. During the initial
stages of recovery, output growth is a
tivity, reduction in short-term worki ime,
than employment growth.

These relationships are highlighted in the Irigh experience of 1974-75,
(Chart 1) Between the first and third quarter of 1974, output in manu-
facturing industry fellby 3.8 per cent, while employment fell by 0.9 per
cent. In the succeeding six months, both output and employment feli
, 5.8 per cent and 4.2 Peér cent respectively. Between

i arter of 1975, output decline was less marked, at

1.5 per cent, while employment continued to decline by over 4 per
cent. Finally, the period between the third quarter of 1975 and the first
quarter of 1976 saw the initial recovery, with output increasing by
10.1 per cent, but employment still showing a very small decline of
0.3 per cent. In the present recession, output decline commenced
from the first Quarter of 1980, with manufacturing output de-
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would expect Output recovery to occur |

with employment beginning to recover in early 1982. In fact, the

recovery in output may occur sooner, given that manufacturing output

increased by 7 Per cent between the fourth quarter of 1980 and the
first quarter of 198124
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2.21 Given that new industrial

projects require a number of years in
operation to approach their outp

ut and job approvals targets, the chief
impact of new industrial overseas projects in 1981 and 1982 will arise
from projects set up in 1978-8

Projects recorded in these years were hj
! should provide a relatively favourable st
ment growth in 198182, Although projects attracted to lreland in
1981 and 1982 will have limi i i
industry, the scale of the inflow of Projects is likely to be of key
importance in assisting the expansion of the Irish industrial sector over
the medium-term. The slow recovery of manufacturing employment

from the previous recession2® was at least partly attributable to the
. slump in the number of job approvals from new overseas firms in
\ ; ' 1975 and 1976, when job ap i

both years were less
than 60 per cent of the 12,700 attained in 1973.26 While it is unlikely

that a slump of such magnitude will occur in 1981-82, the effects of
high job approvals on industrial output and employment will depend on

the conversion rate of job approvals into actual employment, which
may decline significantly given weak demand conditions,
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ividual components
ikely impact of fiscal

“ Policy in 1981, as indicated in Budget 1987, were t

0 be a small nominal
. nt budget deficit, a marked in
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22Monthly Industrial Enquiry, December (1980)

23Employment, Earnings, Hours worked, September (1981).
2“Monthly Industrial Enquiry, March
25Manufacturing emplo
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(1981), seasonally adjusted figures.

yment did not recover to its March level until March (1979).
261DA Annusl Reparts, (1978), (1979).
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public capital expenditure and a decrease in the Exchequer borrowing
requirement relative to GNP.

Wi“'th regard to the current budget deficit, actual developments in the
first six months of 1981 have suggested that the scale of the increase in
Government current expenditure, in particular, was incompatible with
the target setin Budget 1981.27 The Financial Statement of the Minister
for Finance, 21 July 1981, indicates that the current budget deficit for
1981, allowing for the measures announced in the statement, is now
expected to be £787 million, some 7.9 per cent of GNP, in comparison

with the £547 million deficit recorded in 1980, an estimated 6.6 per
cent of GNP.

2.23 The capital budget for 1981 provided for a substantial expansion
of’investment expenditure by the State, both on building and construc-
tion activities (33%), and on machinery and equipment expenditure
by State agencies and capital grants to the private sector (58%).

E{évised estimates presented in the Financial Statement of July 1981
;{uggest that expenditure on the Public Capital Programme during the
curent year will be 3 per cent greater than estimated in Budget 1981,
with total capital expenditure likely to be £1,884 million, a 43.9 per
¢ent nominal increase on 1980 expenditures. One innovatory feature
of the present public capital programme is the allowance made for
private sector participation in the financing of public investment,
expected to amount to £200 million in 1981.28 One effect of such
private participation in the public capital programme is to reduce the
capital borrowing requirement of the Exchequer relative to what it
would otherwise have been. Consequently, the capital borrowing
requirement of the Exchequer in 1981 is expected to be £850 million,
or 8.6 per cent of GNP, while capital borrowing including private sector
participation should be £1,050 million—10.6 per cent of GNP,

2.24 Given the likely scale of the current budget deficit and the level
of capital borrowing, the conventionally defined Exchequer borrowing
réquirement in 1981 could amount to £1,637 million, an estimated
165 per cent of GNP. The more broadly defined public sector borrow-
ing requirement, which includes the borrowing of the State-sponsored
bedies and local authorities, is likely to be about £2,100 million, or
21.1 per cent of GNP.

- 27EROQ, Summer {1981).

: ‘?SUD to £100 miilion is expected to be made available by the commercial banking system
to finance the development of the elecommunications system. Details concerning the remaining
£1QO million have yet 1o be announced.
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2.25 Movements in the scale of the State borrowing requirement
provide a broad indication as to the impact of fiscal policy on output.
However, the sensitivity of the borrowing requirernent to the level of
economic activity itself makes comparison of the fiscal impact of
borrowing levels at different stages in the business cycle less straight-
forward than simple year-to-year comparison. Furthermore, for a given
borrowing requirement, the method by which it is financed will sig-
nificantly affect the magnitude of the stimulus to output, with financing
by monetary means (i.e. borrowing from abroad, or from the banking
system) being more expansionary and inflationary than borrowing from
domestic residents. The forecast Exchequer borrowing requirement of
16.5 per cent of GNP in 1981, and a corresponding public sector borrow-
ing requirement of 21.1 per cent, can be compared with corresponding
figures for 1980 of 14.6 per cent and 18.9 per cent, respectively,
suggesting that budgetary policies will provide a significant expansionary
impetus to the economy in 1981.

In the absence of private sector participation in the public capital
programme, the Exchequer borrowing requirement in 1981 would
amount to 18.5 per cent of GNP, with a public sector borrowing
requirement in excess of 23 per cent of GNP, 2

226 The Central Bank, in its Statement on Monetary Policy has
announced quantitative credit guidelines which permit a 15 per cent
increase in the amount of non-Government credit extended by the
commercial banks in the year from mid-February 1981. As the new
credit guidelines include the onlending of capital inflows from abroad,
in contrast with their exclusion for the greater part of the last credit
year, the present credit expansion target of 15 per cent is not directly
comparable with the 13 per cent expansion permitted in the twelve
months from February 1980. However, on the assumption that up to
£200 million of non-Government lending will be required to finance
private sector participation in the public capital programme, the expan-
sion of bank credit to other private sector activities and State-sponsored
bodies would be about 11 per cent during the present credit year,

suggesting a somewhat tighter monetary stance than that taken during
the 1980 credit year.

29¢f participation in the PCP by the commercial banking system were to be exempted from
the credit guidelines on non-Government lending of the banking system, the expansionary
effects of present fiscal policy would be equivalent to a situation where the Exchequer borrow-
ing requirement amounted to 18.5 per cent of GNP, with a corresponding public sector borrowing

requirement of 23 per cent of GNP, See ESRI, Quarterly Economic Commentary, July (1981),
Appendix.
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~ and its components 1981
(2);217mehe primary %ctors influencing GNP in 1981 are the weak ex.ternall
environment facing Irish exports, the marked expansion, both in reaf
and nominal terms, of public investment e).(pendnture, and the effectks.o
the agricultural price package, input cost increases, and the destocking
of 1980 on agricultural output and incomes.

228 The main influences on private consumption expenditure in 198(11
are the growth of agricultural incomes. frqm the Iovy level qf 19f806an
thie limited scope for any further decline |n.the savings ratio of 1 per
cent recorded in 1980.3% This savings ratio is the lowest recorded smci
1974, and represents a significant declinc.a from the annual average od
23 per cent during the period 1977-79. Agrlcultu.ral incomes are expectc.:d
to increase by about 15 per cent while non-agricultural incomes shou
increase by close to 18 per cent, although there should bg dlvergent
movements in earnings within the non-agricultural. sector, wn'Fh earnings
in public sector services and building and construction Increasing relative
to other sub-sectors. Personal incomes as a vyhole shquld increase by
close to 18 per cent, with personal disposable incomes increasing some-
what more than this, aided by the 2 per cent increase In dlqusable
incomes attributable to income tax and socie_zl welfare phanges in the
budget.3' Assuming an unchanged savings ratio and an increase in the
private consumption deflator of 20 per cent (Qscussed below),.the
volume of private consumption expenditure is likely to show a slight
decrease on the 1980 level, with a value increase of about 19 per cent
(Table 29).32

-2229 In the 1981 Budget statement, central Government expenditure
“on goods and services was expected to increase by 16.5 per cent, with
“non-capital supply services excluding expenditure by the D_epartm.ent of
‘Sacial Welfare expected to increase by 13.2 per cent. Revised estimates
“in the Financial Statement of 21 July 1981, indicate that expe;;dntu@s
~on the latter are now expected to increase by 24.5 per cent. While
transfer payments other than social welfare expepdlture may have
‘increased relative to expenditures on goods and services, public expen-
+diture on goods and services should increase in Qominal terms by at
ifeast 20 per cent. The likely increase in the price index for such goods

1. 30QEC April (1981).
" 31perived from Budget 1981, page 40.
32While retail sales volume in the first quarter of 1981 are 1.8 per cent down on the corr.es-
- ponding period in 1880, new car sales in first five months are up by 9.3 per cent, suggesting
that some consumption items are experiencing substantial growth. .
33gstimated from Budget 1981, ERO Summer {1981}, Financial Statement of the Minister
for Finance, 21 July 1981.
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and services will depend primarily on the scale on nominal earnings
levels in public service activities, given that, in 1980, some 63 per cent
of current budget expenditure, excluding transfer payments, was
accounted for by pay expenditure. Between 1978 and 1980 the price
index for public expenditure on goods and services increased by 15 per
cent relative to the private consumption expenditure deflator. While
average incomes in public service activities may increase relative to
other incomes, the expected decline in the real value of personal
incomes suggest that a relative price effect of this magnitude is unlikely
in 1981. Assuming an increase in the price index for public goods and
services of 21 per cent, the volume of public expenditure on goods and
services is unlikely to show any significant change in the current year.

2.30 The primary influence on gross domestic fixed capital formation
in 1981 is the planned expansion of the public capital programme.
Private sector investment expenditure, after a marked decline in 1980,34
is unlikely to show any significantincrease in 1981 given the unfavourable
demand situation, rising interest rates and the weak agricultural situation.
Assuming a small decline in non-public capital expenditures, the volume
of investment expenditure should increase by about 8 per cent with an
average price increase of about 18 per cent.>® Expenditure on gross
domestic fixed capital formation is likely to increase relative to GNP,
with an investment ratio of about 32 per cent,

2.31 The demand situation facing lrish exporters is unfavourable,
particularly in the United Kingdom, indicating that Irish export growth
in 1981 is reliant upon the success in increasing market shares, rather
than external growth in demand. Domestic supply factors are of impor-
tance with regard to agricultural export prospects, given the major
destocking that occurred in 1980, and which provided a once-off
expansion in exports in that year. Agricultural exports are consequently
likely to fall in volume terms this year. Industrial export growth should
continue to be aided by the coming “on stream’ of new overseas
industrial projects set up in recent years. Irish industrial exports should
increase as a share of world manufactured exports, but this improving
market share will be concentrated in a number of commodity classifi-
cations. The total value of exports is expected to increase by 16.5 per

cent, composed of a price increase of 15 per cent and a volume increase
of 1.25 per cent.

34Gross domestic fixed capital expenditure less public capital programme expenditure
declined by 12.5 per cent in 1980, suggesting a volume decline of about 25 per cent.

35Coment sales in the first half of the year are up a mere 0.8 per cent on the corresponding

period last year, suggesting limited increases in building and construction during the first half of
the year.
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2.32 After the substantial destocking which occurred in both agri-
“culture and industry in 1980, the immediate outlook is for a slight
recovery in physical stocks, although the magnitude is depender_mt
upon the exact timing of the end of the destocking cycle. A change in
physical stocks valued at about £20 million is assumed for 1981, com-
pared with a decline of £145 million in 1980.

2.33 The expansion of investment on machinery and equipment, which
is relatively import-intensive, should result in an expansion of imports
of goods and services, although the importance of agricultural stock
movements in the increase in final demand should partly offset the
effect on the overall import propensity. Given an expected increase in
the volume of final demand of 2.5 per cent in 1981, and assuming that
the responsiveness of imports to increases in final demand is similar to
the pattern of the 1970s, the volume of imports is expected to increase
by 3.25 per cent. Despite the easing of international inflationary

pressures import prices are expected to increase by about 18.5 per cent
in 1981, due to unfavourable movements in Ireland’s exchange rate,

234 Given the outlook for the individual components of aggregate
demand, the value of GDP is expected to increase by close to 2 per
cent in 1981, with an 18 per cent increase in the implicit price deflator
for GDP. The growth in the volume of GNP is likely to be smaller, due
to the increasing burden of interest payments on official debt which has
resulted in a rapid growth in net factor payments abroad. While GNP
in volume terms is likely to grow by almost 1 per cent, the further
deterioration in lreland’s terms of trade will result in a decline of about
1 percentin the volume of GNP adjusted for terms of trade movements.

2.35 Thedeteriorationin Ireland’s terms of trade and the faster volume
growth of imports relative to exports will lead to a substantial deteri-
oration in the current account deficit, which is forecast to be £1,375
million, about 13.8 per cent of GNP, compared with an estimated
£700 million, 8.4 per cent of GNP in 1980.

Inflation
2.36 Inflationary pressures on internationally traded goods are expected
to ease substantially in 1981, with foreign prices for most commodities
increasing at substantially lower rates than in 1980. While traded goods
prices in foreign currency terms are rising more slowly, the effect on
the Irish inflation rate has been offset by the depreciation in the value
~of the Irish pound in terms of sterling and the US dollar. In the nine
months, September 1980-June 1981, the value of the Irish pound has
depreciated by 9.4 per cent in terms of sterling, and by 26.3 per cent in
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dollar terms indicating substantial upward pressure on lrish currency
prices of traded goods.*® Movements in indirect taxes are also a source
of price increases, with the £164 million revenue expected from new
indirect taxes and increased Post Office charges in the 1981 Budget likely
to add 3 per cent to the private consumption deflator in 1981, The tax
and food subsidy measures announced in the Financial Statement of
21 July 1981 should add about 1 per cent to the year-on-year inflation
rate for 1981, but should have an additional effect on the year-on-year
inflation rate in 1982, As a consequence of these developments the
year-on-year increases in the price index for Private Consumption
Expenditure in 1981 is likely to be about 20 per cent compared with an
18.25 per cent increase in 1980,

Monetary Developments

2.37 Some tentative indications into the likely financing of the balance
of payments deficitand its implications for the State’s foreign indebted-
ness can be obtained from an analysis of the monetary implications of

the Exchequer borrowing requirement and the Central Bank’s credit
guidelines.

2.38 The borrowing requirement of the Exchequer can be financed
through non-monetary means, such as sales of securities to domestic
non-bank residents, or an increase in savings with the Post Office
Savings Bank or, alternatively, through monetary means, where the
requisite funds are borrowed from the Central Bank, the commercial
banking system, or abroad. The former involves a transfer of funds
between sectors, whereas the latter entails an injection of funds into the
economic system, and consequently has a more expansionary effect,

with a correspondingly greater effect on the balance of payments
position.

2.39 Non-monetary financing of the Exchequer borrowing requ irement,
at £345 million,*” accounted for just over one-quarter of the total
borrowing requirement of £1,217 million in 1980. Assuming a constant
ratio of net sales of securities to non-bank domestic residents to personal
disposable income, and allowing for a substantial increase in small
savings, non-monetary financing could amount to £430 million in
1981, all other things being equal. Given an Exchequer Borrowing
Requirement of £1,640 million in the current year, monetary financing

36Central Bank, Quarterly Bulletin, Summer {1981).

371 the present section, non-monetary financing is defined residuaily, as being equal to the
Exchequer Borrowing Requirement less Net Foreign Borrowing by the State, less net Govern-

ment borrowing from the banking system. See M. Kenneaily, Quarteriy Economic Commaentary,
September {1980).
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of 'the borrowing requirement could amount to £1,210 million. Data
from the first five months of 1981 show that net Government borrowing
from the banking system had increased significantly compared with
the corresponding period last year, suggesting that net borrowing from
the banking system will be somewhat greater than in 1980, when it
amounted to £299.4 million.*® On the assumption that borrowing from
the banking system could be as high as £350 million during the calendar
year 1981, net foreign borrowing by the Exchequer should be of the
order of £860 million, compared with £5630 million in 1980. (Table 30)

2.40 On the basis of the output forecasts in 2.27 to 2.34 above, the
balance of payments deficit on current account is expected to be £1,375
million in 1981. As in 1980, this deficit will be largely financed through
official external borrowings both by the Exchequer and the State-
sponsored bodies. Given that the level of external borrowings by the
State-sponsored bodies is likely to be increased by the reduction in
non-Public Capital Programme expenditures announced in the Financial
Statement of 21 July 1981, external borrowings by these bodies could
amount to £300 million in 1981, suggesting that the total net official
external borrowings will be of the order of £1,160 million.3® The remain-
ing portion of the deficit will be largely financed through net external
borrowings by the consolidated banking system, which can occur either
through a flow decline in the official external reserves or through new
external borrowing by the commercial banks.

2.41 Given the 15 per cent credit guideline of the Central Bank for the
period February 1981/February 1982 and allowing for the rapid growth
in credit during the last two months of the 1980 credit year, non-
Government lending of the banking system could increase by about
£850 million during the present calendar year.*® Domestic Credit
Expansion (DCE), which equals non-Government lending of the banking
system plus the monetarily financed component of the Exchequer
borrowing requirement, is expected to increase by approximately
£2,050 million. Assuming an increase in the non-deposit liabilities
of the banking system of the order of £260 million, net credit expansion

£l

38Central Bank, Querterly Bulletin, Summer (1981}. Borrowing from the benking system
is dafined to be the Increment In Government lending of the consolideted banking systam less
tha increment in Governmant deposits at the Central Bank.

39The revised estimate for non-Public Capital Programme expanditure in the current year is
£98 milllon, compared with an emerging position at end-June 1981 of £233 million.
. 40Given that domestic non-Government credit, excluding private sector participation in the
Public Capital Programme, is constrained by the credit guidalines to Increase by approximately

11 per cent during the credit year, it is assumed that the demand for credit will grow in line
with the credit guidelines.
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—which is equal to the change in the money supply (M3) plus net
external finance—is likely to be £1,800 million. (Table 30)*'

2.42 Net external finance can arise from three sources:42

(i) net exchequer borrowing abroad
(ii) net borrowings abroad by the consolidated banking system
(iii) revaluation effects of exchange rate changes on the official

external reserves and the net external liabilities of the banking
system.

Assuming revaluation effects will reduce net external finance by £100
million below what it would otherwise be, and that net borrowings
abroad by the banking system amount to £230 million, net external
finance should be close to £1,000 million, indicatin% an expansion in
the money supply of about £800 million during 1981.%3

243 The foreign indebtedness of the State has increased rapidly in
recent years, from £1.4 billion at the end of 1978 to £3 billion in
December 1980. Increasing indebtedness can arise from: '

(i) new borrowings abroad by the Exchequer and the State-
sponsored bodies

(ii) depreciation of the Irish pound relative to currencies in which
Ireland’s official external debt is denominated.

On the basis of the forecasts above, new official external borrowings
will amount to about £1.15 billion in the current year. While somewhat
over half the official external debt at end-year 1980 was denominated
in EMS currencies, the deteriorating value of the Irish pound relative to
the US dollar—which accounted for about one-fifth of the external
debt at end-year 1980—should increase the value of outstanding debt
during the current year. Given these developments, the end-year external
debt is likely to be about £4.3 billion—a 40 per cent increase during the
present calendar year. The increase in the net external liabilities of the
public authorities—i.e. official indebtedness less official reserves—should

41A number of items in the consolidated balance sheet of the banking system are affected
by raveluation effects arlsing from exchenge rate changes. Non-deposit liabilities are affected
by such changes, as are the official external reserves and the net external llabilitles of the
banking system,

42Net external finance is defined to be net Government foreign borrowing plus the increass
in the net external liabliitles of the banking system less the incresse in the oflicial external
reserves.

43The seasonally adjusted monsy supply increased by £370.6 million during the first five
months of 1981: Central Bank, Quarteriy Bulietin, Summer (1981).
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be of the order of £1.2 billion. Total net official external liabilities
amounted to £1.7 billion in December 1980 in contrast to a mere £140
million in December 1978. (Table 22)

Employment and Unemployment '
244 Employment in the twelve months from April 1981 to April
1982 is unlikely to show any increase at an aggregate level, although
increases may occur in some sectors. Agricultural employment is
expected to decline in line with its long-term trend, with the numbers
employed declining by some 3,000/4,000. Employment in manufactur-
ing industry, as discussed in 2.20 above, may decline somewhat over
this period, with the magnitude of the decline depending upon the
speed at which output growth recovers. Employment in building apd
construction should experience some growth, aided by the expansion
o‘f the public capital programme. For the industrial sector as a whole,
employment is likely to be static, while the outiook for private con-
sumption expenditure and public sector employment suggest little or
no growth in service sector employment.

2.45 The rate of growth of the labour force has averaged 1.6 per cent
per annum in the years 1975/1980, which if continued in 1981/82
‘would lead to an increase of 20,000 in the labour force in the twelve
;éﬁ,onths from April 1981. Due to the effects of poor employment
_prospects on participation rates, the actual increase is likely to be Igss
than this, although weak labour demand in other European economies
'sugg&sts that the scale of induced emigration should be extremely small.

246 On the assumption that no employment growth takes place
‘between April 1981 and April 1982, and that the labour force increases
by close to 14,000, the unemployment rate in April 1982 is likely to
be about 9.4 per cent, excluding school-leavers seeking their first job.44
-Including an estimated 15,000 such school-leavers in the labour force,
the corresponding unemployment rate would be 10.5 per cent. This
compares with an April 1981 unemployment rate, including school-
leavers of 9.3 per cent.

“Outlook for 1982

247 Given the uncertainty of the international environment, and its
sensitivity to oil price movements and demand management policies in
the large OECD countries, any forecasts of output and employment in

i3
¥

}jil 44 s noted above in footnote to 1.6 and 1.7, unemployment as used here refars to the
uhemployment definition used in Labour Force Surveys, and the recent Labour Force Statistics
“ggvision of the CSO.
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the Irish economy in 1982 must be extremely tentative. The outlook
hereunder assumes that there will be no alteration in the exchange rate
value of the Irish pound relative to sterling, the US dollar, and the EMS
currencies during 1982. It also makes a "'neutral Budget” assumption in
the following sense: no increase in the volume of Government current
and capital expenditure on goods and services, and increases in line
with the consumer price index of income tax allowances, specific taxes
and social welfare payments in 1982,

2.48 At present, the external environment facing the Irish economy in
1982 appears likely to be characterised by a somewhat improved demand
situation in export markets, and a relatively slow increase in traded
goods prices. With constant exchange rates, prices of internationally
traded goods in Ireland should increase much more slowly than in
1980-81, with a corresponding effect on increases in the Consumer
Price Index (CPI). Given a forecast OECD year-on-year inflation rate of
about 9 per cent, and allowing for some carry-over from 1981 exchange
rate movements, export and import prices could increase by about
11 per cent, although there may be some movement in the terms of
trade, probably adverse. The indirect tax increases announced in the
Financial Statement of July 1981 will directly increase the year-on-year
rate of inflation in consumer prices in 1982 by about 3 per cent. The

CPI is likely to show an average year-on-year increase of about 15 per
cent during 1982,

249 The volume of private consumption expenditure is dependent
upon the likely trends in real personal income, and in the savings
ratio. While some recovery in real agricultural incomes should boost
real personal income, the poor employment oulook suggests that there
will be little, if any real growth in aggregate incomes. Given the low
savings ratios recorded in 1980 and likely to be recorded in 1981, there
is little likelihood of any further decline in the savings ratio, which
would suggest that private consumption expenditure is unlikely to
experience any significant volume growth. Public consumption expen-
diture is assumed to show no volume increase in 1981 (see 2.47).

2.50 Public capital expenditure is assumed to show no volume increase
in 1982, reflecting the "neutral budget” assumptions. Improvement in
export demand, and recovery in the agricultural sector should result in
a marked expansion in private fixed investment from the low levels
recorded in 1980-81. Physical stocks should also increase, as stock levels
continue to recover from the destocking of 1980.

2.51 The recovery in Ireland’s export markets should provide a strong
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stimulus to lIrish exports, particuiarly if market shares for lndugtr|a|
exports can be improved. The heavy destocking of 1980 may provide a
constraint on the expansion of agricultural exports, but the forecast
décline in such exports in 1981 should be reversed.

2.562 On the basis of past trends, import volumes should inc_rgase faster
than final demand. The actual scale of the increase is sensitive to the
composition of the increase in final demar_nd, _and to the_ success of
import-competing domestic industries in satisfying domestic demand.
While the responsiveness of imports to final dema_nd should_ not be as
great as in the 1975-77 recovery,*® it is likely that imports will increase
close to one-and-a-half times as fast as final demand.

Given the likely trends in the components of GDP, discussed above, a
tentative forecast would suggest GDP growth in 1982 of 2-2.5 per cent.
Given the likelihood of official foreign borrowing in excess of £1,100
million in 1981 , a further substantial increase in net factor payments to
foreign residents will occur, with the result that GNP growth will be
about 1 percentage point less than the increase in GDP. The current
account deficit on the balance of payments is likely to increase in
nominal terms, and could amount to £1,500 million, over 13 per cent
of GNP. This compares with a forecast of approximately £1,375 mlll!o_n
for 1981, an estimated 13.8 per cent of GNP. The financing of a deficit
.of this magnitude will require additional increases in the official external
iindebtedness.

" ‘; 45|n 1975-77, imports increased, in volume terms, by 29.2 par cent, compared with a 16.0
_pat cent increase in final demand.
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CHAPTER 3
REVIEW OF SOCIAL POLICY

3.1 The aims and recommendations presented in the final chapter of
this report were formulated with regard to the principles of economic
and social development. Chapters 1 and 2 include an analysis of the
economic environment within which policies must be formulated.
Economic policies cannot be considered in isolation from their social
impact: policies which aim to affect the level of resources must be
accompanied by consideration of the distribution of these resources.

This chapter includes a discussion, from a social policy perspective, of
recent developments. ‘

3.2 This chapter contains discussion of the following issues:

— recent developments in public expenditure on the social services:
housing, education, health and social welfare

— social aspects of unemployment

— distributive consequences of the tax system.

Finally in an addendum to the chapter there is a list of social policy
developments which have occurred over the last twelve months.

3.3 The following sections of this report compare the estimates for the
principal social services for 1981 with expenditure in recent years. In
particular, their relationship to expenditure in 1980 is discussed with
reference to implications for availability of services. The Council believes
that such an examination is desirable to demonstrate the consequences
of the proposed allocation of scarce public funds. (This examination is
based on the assumption that estimate figures are intended to represent
firm proposals for limits of expenditure).

Second National Understanding

3.4 The Second National Understanding for Economic and Social
Development, which was concluded by the Government, employer and
industry organisations and the lrish Congress of Trade Unions in October
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1980' was an important development in social policy in the past year.
The National Understanding contained a number of commitments on
the part of the Government in relation to social policy, in particular
with regard to taxation, health, social welfare, housing, education and
training, the disabled and conditions of employment. In some cases,
these commitments constituted a reiteration of general principles in
regard to the operation of these services, e.9. maintenance and develop-
ment of community care services; continuing to give attention to the
achievement of greater equity in taxation. in other cases, the commit-
ments amounted to an undertaking to review certain areas of policy,
e.g. housing finance; family income support (taking account of the
relevant NESC reports). in a minority of cases, the commitments were
of a specific nature, e.g. to introduce a statutory scheme of paid maternity
leave; to provide for a double payment for one week in December 1980
to.long-term social welfare recipients.

International Year of Disabled Persons

35 1981 was designated as International Year of the Disabled by the
United Nations (UN) as a means of promoting full participation in social
life and an equitable share in the benefits of economic and social
development. The Minister for Health established a National Committee
and Advisory Council to promote activities during 1981 in order to
create a greater awareness of the needs and potential of the disabied.
In its First Report,? the National Committee made a number of recom-
‘mendations concerning health services, income maintenance, education,
employment, housing and recreation for the disabled. Many of those
recommendations are similar to those contained in the Council’s report
on this issue.? A number of tax allowances available to the disabled
were increased in the 1981 Budget while relevant transfer payments
were increased by 25 per cent. In addition, Value Added Tax (VAT)
‘was removed from certain aids for the disabled. A number of allowances
available to the disabled were substantially increased while the free
telephone rental scheme was extended to recipients of the disabled
persons’ maintenance allowance. The Council welcomes these increases
and the commitment by the Government to publish a green paper during
1981 concerning the future development of certain aspects of services
for the disabled. Progress has also been made in implementing the
Government decision as regards a 3 per cent quota for employment of
disabled persons in the Public Service. A number of special competitions

El
- 1Agricultural intarests were not a party to the Understanding,
.~ 2National Committee for the International Year of Disabled Persons, First Report, (1981).

o 3NESC Report No. 80, Major Issuss in Planning Services for Mentally and Physically Handi-
ahppcd Persons, (Dublin, 1980).
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have been arranged for entry of disabled persons to the Civil Service
and itis expected that up to 200 will be recruited from the competitions
by the end of 1981. Health boards, local authorities and other State
bodies are also arranging to increase the number of disabled persons
employed. The Council has already commented that: “if the goal of
integration is to be achieved it will necessitate a change of attitude
among the general public and will involve an acceptance of the fact
that heaithy and handicapped persons should live and work side by
side”.* The Council believes that the activities of statutory and volun-
tary agencies during this year designed to bring about such a change of
attitude are to be commended.

Housing

3.6 The total number of houses completed in recent years is set out in
Table 31. The 1980 figure of 27,800 dwellings completed represents
the highest level of completions so far achieved. While the number of
local authority dwellings completed has remained fairly constant since
1977, local authority houses have been declining as a proportion of
total annual house completions. in 1980 local authority dwellings
represented 22 per cent of all house completions, compared to 26 per
cent in 1977.5 Private estate house-building continues to provide by far
the largest source of completions.

3.7 Table 32 sets out public capital expenditure on housing in recent
years. Public spending on house construction in 1980, at £2,163 million,
was 18 per cent higher than had been provided originally in the Public
Capital Programme. It represented an increase in nominal terms of
£47 million or 28 per cent over expenditure in 1979, equivalent to an
increase in real terms of 5.6 per cent. The original 1981 capital alloca-
tion to housing would, if fully utilised have represented an increase of
12 per cent in nominal terms over 1980. The major part of this increase
was to provide for house purchase grants and loans, inciuding outstanding
commitments in relation to the house improvement grants terminated
in 1980. Table 33 shows the allocation of public capital expenditure on
housing in recent years. The original allocation for new local authority
housing in 1981 was £109 million, representing an increase in money
terms of 6.8 per cent over 1980. This would have been likely to result
in a significant reduction in the rate of completions of local authority
houses over the coming year. However, a further £30 million was provided
for local authority housing in the budget of July 1981, representing a

4/bid, page 19.

SThe level of completions of local authority houses in 1976 and 1977 were uniguely high,
representing 33 per cent and 30 per cent respectively of total completions.

45



significant increase in real terms in resources for this area. As a result,
the share of capital expenditure devoted to local authority housing is
estimated at 51.3 per cent, compared to 62 per cent in 1976.

3.8 Current public expenditure on housing in 1980 was £64.5 million.
This constituted principally a subsidy to local authorities towards the
cost of housing for letting. (£2 million was spent on subsidies to building
societies in respect of the interest rate structure.) The allocation for
1981, at £68.4 million, represents an increase in nominal terms of 1.5
per. cent. As most of this increase is accounted for by the cost of sub-
sicdising interest on building society loans, this implies a substantial
reduction in the real value of subsidies to local authority tenants. The
subsidy benefits local authority tenants whose rents are less than an
economic rent. The value of rents and rent subsidies in recent years is
set. out in Table 34. The value of subsidies to local authority tenants
would be greatly increased if economic rents were measured by reference
to market rents rather than (up-dated) historic costs of construction.
The estimates for spending on subsidies to building societies relate only
to the subsidy which applied between 1 June and 30 September 1980.
The cost of paying the subsidy announced in May 1981 (to prevent an
increase in mortgage interest rates) is not included in this estimate.®
The other principal current housing subsidy is the value of tax allowances
for mortgage interest payments. This is estimated to have cost £24 million
in revenue foregone in the fiscal year 1980/81.7

3.9 The waiting list for local authority housing around the country
comprises 27,708 approved applicants (i.e. families who have been
accepted by local authorities as being in need of adequate housing). The
approved list represents more than three families waiting for each local
awthonty vacancy arising annually.® Two-thirds of approved applicants
comprise families of three persons or less. (Table 35) The Council notes
that an assessment of housing needs is being carried out at present by

6The Minister for the Environment announced in July that this subsidy would be terminated
op 1 September 1981.

A 7The Council in a previous report (NESC Report No. 23, Report on Housing Subsidies}
has ‘commented that the largest element of subsidy to owner-occupiers is the cost of the tax
\exemptlon of imputed net rent from owner-accupation. The value of tax relief on mortgage
interest payments is less than the cost of this exemption since interest relief only benefits those
actually purchasing their house and not those who own their house outright. The exemption of
most house sales by owner-occupiers from capital-gains-tax and of new houses from stamp
duty constitute important tax subsidies of a capital nature.

s '3However, families on the waiting list may also avail themselves of measures designed to
facilitate home purchase. As a result of recent changes they may qualify for a loan of £18,000
and receive a mortgage subsidy of £3,000 (over three years), whether or not the house being

purchased is newly constructed. These measures are designed to reduce the demand for local
authority housing.
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the Department of the Environment in conjunction with the relevant
local authorities. This assessment will indicate the level of output of
local authority housing which is likely to be necessary over the coming
years. The Council proposes to comment in a forthcoming report on
the implications of demographic change for housing policy. It is unlikely
that the need for local authority dwellings will decline in the immediate
future. The situation with regard to housing need in Dublin is substan-
tially unchanged since the Council’s Report No. 63: annual vacancies
{including new dwellings) represent approximately one-third of approved
applications. In addition, the number of existing tenants seeking transfers
is over 6,000; a substantial proportion of these are living in overcrowded
accommodation.

3.10 One of the factors which affects the availability of local authority
accommodation to prospective tenants is the extent to which the stock
of local authority housing is reduced through sales. In the period 1975
to 1979 inclusive, 33,742 houses were purchased from local authorities.
This represented 97 per cent of the total of local authority houses
completed in that period. In short, only 3 per cent of local authority
houses completed in a five-year period actually represented an increase
in the stock of accommodation available for renting by local authorities.
However, the bulk of these sales occurred at the beginning of the
period and the level of sales in recent years, at approximately 3,000
houses, has represented one-half of local authority completions. This
reduction reflects changes in the terms governing the sale of such
houses, such that prices to tenants are considerably less generous.

Tenants are subsidised to purchase local authority dwellings in a number
of ways: the gross sale price is likely to be somewhat less than the
market price; the gross price is reduced by deductions for length of
tenancy; the purchaser qualifies for a fixed interest loan. The Council
has already commented that '‘to the extent that the tenants who
purchase dwellings are those with relatively higher incomes—and this
is hkely—then the effects of the sales scheme work in a regressive
direction”.® In view of the fact that the rate of sales could leave local
authorities managing the most unattractive portion of the housing
stock, the Council recommended that consideration be given to other
means of stimulating owner-occupation, while retaining the stock of
local authority dwellings for the aims of public housing policy. While
recogmsmg the benefits which may result from sales of local authority
houses,’® the Council repeats its concern at the effects of local authority

ONESC Report No. 23, Report on Housing Subsidias, (Dublin, 1977}, paragraph 27.

10These include: revenue to lacal authorities from the proceeds of sales, reductions in the
cost of maintenance, the reduction of social segregation by area of residence and possibly
greater variation in the physical appearance of estates.
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house sales. It welcomes the introduction of a loan and mortgage subsidy
scheme announced in May 1981"" in place of the low-rise mortgage
scheme and believes that the further development of these incentives,
for purchase of private houses, which are available to ex'!sting and
prospective local authority tenants, constitutes an alternative to the
continuation of local authority house sales.'? The Council recommends
that the implications of the current policy of sales of local authority
houses for the size and composition of the public housing stock be kept
under review,

3.11 The difficulties facing first-time house purchasers were the subject
of-measures announced in April 1981 by the Minister for the Environ-
ment. The Council notes that the Government undertook to review all
relevant aspects of the SDA and low-rise mortgage schemes, as well as
't‘dexamine the general question of house purchase finance, in the
Sécond National Understanding. The income limit for the SDA loan
was increased from £5,500 to £7,000. The latter figure represents
rather more than estimated average industrial earnings in 1980/81 (the
relevant tax year). The ordinary maximum loan limit was raised from
£12,000 to £14,000. While this increase is welcome (the maximum has
been increased by 200 per centsince 1977), the maximum loan (£14,000)
represents only 65 per cent of the average price of new houses approved
for local authority loans in the first quarter of 1981.'3 While the increase
in’ the maximum loan (and the new mortgage subsidy) are a welcome
improvement in the support available to home purchasers on low
incomes, the financing of the balance of the cost of a house will continue
to be a major difficulty for eligible persons. A higher maximum loan
{£18,000) of up to 98 per cent of the net market value of a private
house is available to those who were formerly eligible for the low-rise
Anortgage scheme. In such cases the new mortgage subsidy (discussed
‘below) is payable in respect of previously occupied as well as new houses.

3.12 The principal innovation in the measures announced recently is
:the introduction of a mortgage subsidy of £3,000 to first-time purchasers
of grant-sized new houses, in addition to the existing £1,000 grant. The
‘new subsidy is payable in arrears over three years. The income tax

11 The new arrangements include the granting of a mortgage of up to £18,000 or 98 per cent
of.the cost of a house to existing or prospective local authority tenants and the payment of a
fhbrtgage subsidy of £3,000 over three years, payable in such cases in respect of previously
occupied as well as new houses.

. :12The Council recognises, however, that not all tenants who purchase a local authority
“house under the sales scheme would be likely to purchase a private house instead, even with the
;53bsidies now available,

13The maximum loan represents 78 per cent of the average cost of new_a_ngsecond—hanc
Houses approved for loans in the first quarter of 1981.
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relief gained on mortgage interest payments added to the value of the
subsidy may not exceed the amount of the annual loan repayments. On
the assumption that purchasers are able to borrow, on a short-term
basis, an amount equal to the subsidy in the first year, the latter's
impact is likely to be greatest in reducing the burden of raising a deposit
for a new house. Table 36 shows the deposit required on an average
priced new house financed by a buildingsociety mortgage if the purchaser
received a loan equal to 90 per cent of the house price.'* It is estimated
that the average deposit in 1980, net of the £1,000 grant for a first-
time owner-occupier was £1,799. This amount, equal to 6.4 per cent of
the total cost of the house, was just over 30 per cent of gross average
male industrial earnings. If the £1,500 available in the first year under
the new mortgage subsidy is used to finance a deposit, the net deposit

required on similar new houses at prices obtaining in the first quarter
of 1981 would be £518.

3.13 The second main obstacle facing prospective house-purchasers is
the level of repayments. Table 37 shows the initial repayments to
building societies for mortgageson average priced new houses. The gross
monthly repayments on such houses for which loans were approved in
the first quarter of 1981 is £283. The net repayments are determined
by the impact of tax relief on interest paid and the new mortgage
subsidy. The impact of tax relief depends upon the borrower’s marginal
rate of tax: for those liable at the standard rate (35%) the repayments
are reduced to £184 monthly, while they are reduced to £113 for those
liable at the maximum rate of 60 per cent.'® The latter group are more
likely to use the new mortgage subsidy to offset repayments than to
finance the deposit (as assumed in the previous paragraph). In that case,
they would have no repayments in the first year. Table 38 illustrates
the net repayments in the first three years for borrowers (at current
rates and prices) with differing marginal tax rates. The new mortgage
subsidy, is, of itself, progressive since it is of more benefit (proportion-
ately) to lower income groups because of its flat-rate character. However,
the regressive effects of the subsidies available through the tax system
continue to operate in conjunction with the new subsidy, i.e. those on
higher incomes receive the highest levels of subsidy.

3.14 The Council is concerned that the new subsidy further accentuates
the benefits available to the higher income groups in the housing

14g,ch loans are available from a number of building societies to first-time house purchasers
whose incomes are sufficiently high to meet the cost of servicing the mortgage.
154 married couple (both working) are liable to tax at 60 per cent on gross incomes in

excess of £22,430 (excluding non-personal allowances and deductions), Such joint income
would be relatively unusual among first-time buyers.
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mafket and that no attempt was made to concentrate the benefits on
those most in need, even within the house purchasing sector by, for
example, off-setting the subsidy against tax relief or making the subsidy
taxable.'® The new subsidy will cost approximately £22 million per
year when fully in operation. As an indicator of the range of choice
available in the allocation of funds, it is noteworthy that this would
finance approximately 950 local authority dwellings (at 1980 prices)
or would enable an income-related subsidy to be introduced for private
tenants who currently receive no subsidies but who include the poorest
groups in the community.' The Council, in a report on priorities in
social policy,'® has recommended that priority be given to policies
which are directed to those most in need. The distributive impact of
proposals for new expenditure programmes should be published to
indicate progress in that regard. While the latter requirement was not
met in this case, the Council believes that, in the light of the evidence
available to it, the new mortgage subsidy does not represent a priority
use of scarce public funds within the housing area.

3.15 The Council is also concerned that the new mortgage subsidy
may not be wholly reflected in a reduction in the cost of houses to
first-time buyers. The supply of housing is slow to respond to increases
in demand or price because of locational fixity and the length of time
required to complete new houses. A stimulus to demand for housing is
therefore more likely to be reflected in the short term in increased
prices rather than output. The operation of the CRV scheme does,
however, represent a means of controlling such increases. In 1977, the
introduction of the £1,000 grant for first-time purchasers and the
abolition of domestic rates gave a significant boost to demand for
haotses. Completions of private sector dwellings increased by 8.8 per
cent in 1977 and by a further 6.3 per cent in 1978. However, the
avérage price of new houses increased by 19 percentin 1977 and by a
further 29.2 per cent in 1978. In 1978, house prices increased nearly
four .times as fast as consumer prices whereas they had increased only
by. rather less than one-fifth faster than consumer prices, on average,
in the previous four years. Similarly, in 1978 new house prices rose on
average by more than twice the increase in average adult earnings,
whereas the increase in the previous four years was approximately equal

“uwaThe Minister for the Environment announced in July 1981 that the subsidy would be
confined to married couples, those about to marry and certain categories of single persons who
are considered to be in housing need.

! 1<7However, a payment in respect of rent may be made to those who qualify for a Supple-
mentary Welfare Allowance.

*18NESC Report No. 61, Irish Social Policies: Priorities for Future Development, forth-
coming.
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to the average rise in adult earnings. While other factors clearly influence
the level of new house prices, it is likely that a stimulus to demand in
the absence of measures to increase building output will lead to pressure
for price increases which, if they occurred, would reduce the impact of
subsidies. The Council notes, however, that the CRV scheme has been
substantially modified and placed on a statutory basis since 1977 and

may thus prove to be a more effective method to controlling the pressure
for house price increases.

3.16 The Council is very concerned that no decisions have yvet been
taken on the issues relating to the control of the price of building land.
This matter is of great importance for the cost of providing accom-
modation in both the public and private sectors and also for equity in
the distribution of income and wealth. The Council, in last year's
report' stated that sufficient time had been devoted to the examination
of the recommendations in the Kenny Report for policy decisions to be
taken. Since the Kenny Report was published in 1974, the price of land
for housing acquired by local authorities in or adjacent to urban areas
has increased from an average of £2,638 per acre (1975) to £6,811
(1980), an increase of 158 per cent. While this is substantially less than
the increase in the average price of new houses over the same period,
the lack of progress on this issue is to be deplored on the grounds of

equity and the Council urges that action be taken as a matter of
urgency.2®

3.17 The Council wishes to record its concern at the distributive
impact of recent developments in housing policy. As was demonstrated
in previous paragraphs, the proportion of new houses constructed by
local authorities has declined significantly in recent years as the number
completed annually has been held constant; the proportion of the
public capital expenditure devoted to public housing has declined at
the expense of subsidies to owner-occupiers; the average level of subsidy
of local authority tenants has declined in real terms while substantial
increases in the subsidies available to house purchasers have been
announced. While the Council welcomes the increase in the level of
house construction and efforts to ease the burden of house purchase, in
particular for those who might otherwise be obliged to seek local
authority housing, it believes that the distributive impact of these
measures and the adequacy of public policy in respect of those in

19NESC Report No. 63, Economic and Social Policy 1980-83: Aims and Recommendations,
{Dublin, 1980).

204 commitment to “reach firm decisions as soon as possible on the actions to be taken so

@ to curb the rising costs of development land” was given by the Government in the Second
National Understanding.
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greatest need are of the greatest importance. The Council. recommends
that future developments with regard to housing subsidies should be
directed towards producing a more equitable outcome. In this context,
the Council believes that the policy options outlined in Report No. 232
are still worthy of examination.

3.18 With regard to special housing needs, the Council welcomes the
increase in grants to disabled persons for alterations and reconstruction,
to £4,000, announced in April 1981. This represented an increas.e of
66.66 per cent. The Council notes that the number of houses provided
for elderly persons by local authorities in recent years has exceeded tf)e
level of 10 per cent of all local authority dwellings recommended in
The Care of the Aged report in 1968. The Council welcomes this level
of ‘provision and recommends that construction of housing for t.he
elderly, in particular of sheltered housing schemes, continue to receive
a high priority. The Council notes with concern the results of a survey
ofi old people living alone conducted by the Society of St Vincent de
Paul in 1978,°2 which found that 30 per cent of old people living
alone had none of the basic water amenities?® for their sole personal
use. In addition, 10 per cent of residents had no electricity supply.
Old dwellings, principally in rural areas, accounted for many of these
cases. Furthermore, 20 per cent of respondents complained of persistent,
frequent or recurrent dampness while 25 per cent complained of
draughts. This evidence suggests that a significant minority of the
elderly living in the oldest part of the housing stock suffer substantial
housing deprivation. The Council believes that a policy on the rehabili-
tation and improvement of older dwellings is necessary and recommends
that consideration be given to the introduction of a modified version of
the scheme of home improvement grants discontinued in 1980.24
Voluntary and community organisations would have an important role
in ensuring that groups like the elderly availed themselves of such aid.
The Council welcomes the increase in maximum loans and subsidies to
voluntary groups providing housing for the elderly and the extension of
these aids to voluntary housing for other groups in need.

" 2INESC Report No. 23.
' 22g0ciety of St Vincent de Paul, O/d and Alone in ireland, (Dublin 1980).
23These are a hot water supply, a bath or shower, a wash-hand basin, a flush toiiet and a
kitchen sink.

‘ 24The Council notes that the limit of expenditure under the essential repairs grant scheme
has-been increased to £2,000 while new arrangements have been made for the financing of
house improvement works by local authorities. Provision was made in the July 1981 Budget for
a new scheme of house improvement grants to be announced by the Minister for State of the
Départment of the Environment.
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Education

3.19 The position regarding public capital expenditure on education is
set out in Table 39. The outturn of capital expenditure in 1980, at
£61 million, was 20 per cent higher than had been provided originally
in the Public Capital Programme. The original estimates had provided
for a substantial fall in expenditure on this heading, in nominal terms
over 1979; supplementary estimates resulted in the outturn exceeding
1979 expenditure by 14.5 per cent in nominal terms, This was equivalent
to a reduction of 5.5 per cent in real terms. The reduction in real terms
in capital spending in both 1979 and 1980 will not continue in 1981:
the Public Capital Programme provides for expenditure of £80 million,
which represents an increase in real terms. The extent to which capital
spending over a period of years represents the achievement of policy
goals for provision of accommodation can only be assessed in the light
of analysis of pupil enrolment by age, sector and region. This is discussed
below in the context of the White Paper on Educational Development.

3.20 Current public expenditure on education is set out in Table 40.
The outturn in 1980, at £486 million, was 6 per cent greater than had
been estimated originally. The over-run was due mainly to pay increases.
There was no change in real terms in current spending in 1980 as com-
pared with 1979, The estimate for current spending on education in
1981, at £601 million, is 24 per cent higher than the outturn for 1980.

This is likely to result in an increase in real terms of the order of
4 per cent.25

3.21 The White Paper on Educational Development was published in
December, 1980. The Council welcomes the publication of such policy
statements as an integral part of the process of planning and evaluation
in the social area. It regrets that they are not a more regular feature of
social policy development. The Council proposes to comment further
on this issue in a forthcoming report on social planning.

3.22 The White Paper contains projections of student numbers in the
period to 1991 and consequent implications for numbers of teachers
and building requirements. The number of additional pupils in each
level and the projected requirements of additional teachers and accom-
modation for the coming decade are set out in Table 41, The rate of
increase in numbers of pupils in national schools is likely to be roughly
equivalent to the rate experienced over the last decade. However, a
substantially increased level of replacement of out-of-date or pre-

25An additional £2.25 miliion was provided in the July 1881 Budgst to meet the cost of
increased grants for third level students which were announced by the Minister for Education.
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fabiicated structures is foreseen at primary level. The projected number
of teachers required implies a marginal decline in the average number of
pupils per class (from 28.1 in 1980/81 to 27 in 1991). This does not
necessarily imply a decline in the number of pupils in large classes,
which is generally held to be excessive. The rate of increase in enrol-
ments in second-level schools, at 10.5 per cent for the coming decade,
is estimated to be substantially lower than over the past 15 years.
Comprehensive and community schools are likely to be the fastest
gFawing component of the system. A substantial building programme
will be necessary to provide over 60,000 additional places over the
decade, including the replacement of obsolete accommodation. The
substantial increase projected in the numbers in third level education
will be concentrated in the vocational sector, including the proposed
regional technical colleges in Dublin, and the National Institute for
Higher Education. The projected building programme at third level,
while smaller than for the other sectors is likely to be quite expensive
because of the greater importance and sophistication of equipment and
infrastructural support in this sector.,

3.23 The White Paper does not contain estimates of the cost of pro-
viding the additional places required or the costs of employing additional
staff as projected. |t does state that the building programme will proceed
subject to the availability of resources. The Council regrets that the
opportunity was not taken in the White Paper to identify the costs
likely to arise from the projected increase in student numbers (as well
as from other trends and proposals outlined). The Council has already
recommended: "“when any new proposal for public expenditure is made,
‘itsicosts should be projected forward for five years so that the public
\‘wiflj be made aware of its cost implications. These projections would
‘help to ensure that the growth in public expenditure was related to the
capacity and willingness of the community to finance them”.26 The
Council is aware that some of the proposals in the White Paper do not
readily allow of precise guantification of costs. However, the Council
notes that the Minister for Education has stated that the capital and
teaching costs can be readily inferred from the White Paper.2’ Estimates
of the cost of providing necessary buildings and additional teachers
were sought from the Department of Education and these are set out in
Table 42. The Council believes that it would have been preferable to
have these estimates included and discussed in the White Paper. This is
all the more desirable in view of the fact that these estimates imply, for
example, an increase in real terms of 20 per cent, on average, in current

?ﬁNE’SC Report No. 21, Report an Public Expenditure, {Dublin, 1976), paragraph 6.32.
27 paif Debates, Column 737, 3 February 1981,
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spending to meet the costs of employing additional teachers.

The Council proposes to return to this question in a forthcoming report
on the implications of demographic change for the social services.

3.24 The Council welcomes the acknowledgement in the White Paper
of the importance of equality of opportunity within the educational
system and the need, in particular, for curriculum development and
teacher education to respond adequately to the educational needs of
disadvantaged children. The Council notes and welcomes the statement
that “special educational intervention, however sensitive, can hardly
achieve its objectives unless accompanied by significant changes in the
children’s life-experience as a whole. The Government will be concerned
to ensure that educational change will be accompanied by a comparable
amelioration of the environmental circumstances which at present
militate against successful school performance’’.?® It is regrettable that
the White Paper does not indicate what measures will be taken to bring
about such amelioration.

3.25 The Council notes and endorses the White Paper’s statement of
the standards and competences required of pupils in second-level
education: “that pupils be well-trained in various forms of thinking, in
spoken, written and artistic expression, in scientific method, in manual
dexterity, in acceptable forms of social behaviour and the exercise of
social responsibilities””.2® The need to prepare young people for the
world of work requires ""an adequate articulation between the education
system and the economy”.3® The Council welcomes the proposal for
greater diversification in the curriculum at second-level, with particular
reference to technological skills appropriate to the modern economy
with its emphasis on new forms of information handling and com-
munications. In particular, the Council welcomes the proposal to
develop alternative courses designed to provide young workers with
basic career skills, through work experience and allied instruction. The
further development of these alternative approaches at second level,
with elements of general education and personal and social development,
is particularly welcome as an attempt to cater more effectively for the
needs of pupils who are likely to leave whole-time education at a

relatively early point, and may, indeed, encourage such pupils to remain
in the educational system.

28white Paper on Educational Development, paragraph 4.16.
29p;d, paragraph 6.21.
30ypid, paragraph 6.13.
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3.26 With regard to third-level education, the COun;iI notes t'he state-
ment in the White Paper calling for flexibility and dn_ver5|f|c§t|on bgth
within and between educational institutions, in particular YVIth a view
to' meeting vocational needs in the communi'gy_. The Coum_:ll welcomes
the proposals to expand provision for certlflc?te and c‘ilplo'rr!a level
courses and to expand engineering education in the universities and
the non-u niversity sector, at various levels.

3,27 The Council is disappointed that the White Paper contains little
refeérence to issues which it believes are of particular concern m_thg area
of education. The Council has already recommended?' thgt priority be
given to increased expenditure on the compulsory education age group
as this would do most to promote equality of opportunity in equpatlpn.
The White Paper does not refer to the issue of low rates of participation
by children of low-income families beyond the minimum sghool-leavnng
a . It does not specify how the educational attainment of disadvantaged
children will be improved. The Council believes tha_lt the developr_ngnt
Qafﬁfmore equitable participation rates should constitute an ovgr-rld!ng
éihi,"of social policy, and this should be reflected in a document discussing
policy for the period of a decade.

;‘ll:;ﬁr'fthermore, the distributive impact of educational expenditu're on
g}iffgrent income groups is not discussed in thg context of existing or
future financing arrangements. Such distributive consequences are at
Ihe,fheart of social policy and merit serious discussion in any statement
of public policy.

Health '

3.28 The position concerning public capital expenditure on '_th_e health
services is set out in Table 43. Expenditure in 1980, at £35 mlll_lon, was
25 per cent higher than had originally been estimated. The increases
‘were due to the effects of inflation on the health construction pro-
gramme and an unexpectedly high level of output in what had been
intended as a restricted capital programme. The outturn was 27 per
cent higher in nominal terms than capital spending in 1979. The increase
in real terms of 5 per cent continued the trend of increased capital
-spending on the health services, largely as a result qf the programme of
‘development of general hospitals. Capital spending in 1981 is estlmgte_d
-at £47 million, an increase of 34 per cent in nominal terms. This is
equivalent to anincrease in real terms of over 12 per cent'and, if adhe(ed
to; will result in an increase in the rate of completion of building
iprojects.

‘31NESC Report No. 12, Educational Expenditure in Ireland, (Dublin, 1976).
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3.29 Tabie 44 outiines the position regarding public current expenditure
on health services. The outturn for net expenditure in 1980 was £701
million. As £35 million of this was a non-recurring provision for salary
increases back-dated to 1979, the level of expenditure related to 1980
was £666 million. This outturn for 1980 showed an increase of £128
million or 22 per cent as compared with the budget estimate. The
increase was due largely to substantial pay awards, principally to
nursing staff. The increase would have been higher but for the fact that
appropriations-in-aid in the health services in 1980, at £52.8 million,
were 23 per cent higher than had originally been estimated, mainly due
to increased yield from health contributions occasioned by increases in
average incomes. The expenditure level of £666 million for 1980 was
an increase of 23 per cent in nominal terms over expenditure in 1979
which was equivalent to a modest increase in real terms, e.g. new units
were commissioned and other service developments occurred.32

3.30 Non-<apital spending on statutory health services in 1981 is
estimated at £773 million, an increase in nominal terms of 16 per cent

over 1980. This provision js likely to represent a slight decreage in

spending in real terms, The rate of increase in public spending in real
terms on the health services has been significant in recent years and in
such circumstances particular policies and services may develop rapidly.
The evaluation of existing policy and services to ensure that the highest
possible levels of cost-effectiveness are achieved should therefore receive
high priority. The Council notes, for example, the publication of a
recent report33 which suggests that substantial savings could be effected
through changes in arrangements for the supply of drugs and medicines,
the cost of which has increased substantially in recent years. A constraint
on the scope for effecting reductions in spending on non-capital health
services, however, is their labour intensive character: nearly 70 per cent
of non-capital health expenditure in 1981 is estimated to be required
for pay purposes. Table 53 illustrates the trend in staff costs in recent
years. A concern to ensure the cost-effectiveness of health spending

must, therefore, be reflected in a review of the numbers and productivity
of staff employed.

3.31 Table 45 sets out the percentage breakdown of current expen-
diture on the health services by programme. The table illustrates that

32However, when deflated by the deflator for net current public expenditure no increase in
real terms would be shown. This implies that a more refined deflator for the health services is
required to reveal small changes in real expenditure. Such a deflator is not available.

33Raport on the Review of Arrangements for the Supply of Drugs and Medicines, Report
by Trident Management Consultants for the Department of Health, (Dublin, 1981).
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pendi n hospital services in recent years has increased relatn{e 10
:gzgdaﬁg gn community services. ihq continued growth of exper;dltu:;
on general hospital services, in relative terms, reflects the num ersnt

bétients treated annually and associated costs of staff_ and equnphme ir;
as well as the greater impact of pay awards on hospital costs than I
community services due to the relati_vely larger number c?f personne.
employed in hospitals. The Council is conce_rned that, wnthn;: Iexpend
diture on the community services, _expendlture on home help an

‘meals-on-wheels services, together with grants for vo_luntary ?]genclﬁs
should not be allowed to decline. These_servnces are vital for; e V\;]e I-
being of many wulnerable groups, pat_'tlcularly the_ e:lderly, :t :ielr:
level of provision is generally determm?d by administrative ec.:tod
rather than by statutory entitlement. Given the extent of committe

expenditure on staff and accommodatign costs, the burden of r?ductl%r:s
in: real spending may fall disproportlona:cely on these_ services. t;
Council is concerned that any reduction in real terms in this form o
expenditure might increase the demand for costly, and unnecessary
institutional care. The Council notes the Governrnent s commitment, in
the Second National Understanding, to the maintenance and develop-
ment of the community care and welfare programmes under health
boards.

Social Welfare ) _

g.?;; Current public expenditure on social weIf_au:e is set out in Table
46. Exchequer expenditure in 1980, at £493 million, was 39 per cent
‘higher than had originally been estimated. The over-run was due to thg
cost of paying the increases in allowances provided for in thq 1_98
-Budget and also the cost of payingan extra week'’s a_\llov_vance to recnpleth
‘of long-term benefits in December 1980. Contributions to the socia
Jinsurance fund by employers and employees were also lower _than h_ad
“been estimated. Total public expenditure on social wpl_fare, including
“expenditure from the social insurance fund, at £_890 million was 30 per
“cent higher in nominal terms than in 1979_. Using the deflator of net
vcurrent expenditure by public authorities, it can be seen that a sub-
“gtantial real increase in expenditure occurred in 1980, foIIowmg_ a
‘period of stability since 1976.34 Using changes in the consumer price
“iridex to deflate expenditure a similar increase in real terms can be seen
firr 1980. Allowance must, however, be made for thg changlr_'ng number
‘of beneficiaries. The number of beneficiaries is particularly influenced
‘by cyclical factors, principally through the impact of unemployment.

34y oiume changes heve been caiculated by reference to the defllator for net current expen-
?difUre by pubiic authorities and to changes in the consumer price index. The latter qeflaior is
“Q?more appropriate if it is intended to measure the vaiue of transfer payments to the recipient.
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3.33 Social weifare expenditure is determined by the number of
eligible persons who apply for benefits and allowances, Cyclical factors
influence the levels of expenditure through the number of unemployed
persons and the average duration of unemployment. Table 47 sets out
the number of recipients of unemployment benefit and assistance in
recent years and the level of expenditure on benefits paid to the un-
employed. The proportion of social welfare expenditure accounted for
by unemployment payments was less in 1980 (16.6%) than in 1976
(18.6%). The relative value of such payments as well as the numbers in
receipt of these payments will determine their share of total expenditure.
Unemployment benefit and assistance are regarded as short-term pay-
ments and have therefore been increased by 20 per cent in recent
budgets, compared to 25 per cent for long-term benefits.

3.34 Table 48 shows the allocation of social welfare income and
expenditure in 1980, The importance of exchequer financing is apparent
and this is relatively high by European standards. The trend in recent
years has been for the share of expenditure met from employees’ social
insurance contributions to fall, while the share derived from employers’

contributions has risen and the Exchequer contribution has remained
constant.

3.35 The Council welcomes the increase in the value of benefits and
allowances provided in the 1981 Budget. The value of short-term
allowances, other than child dependant payments were increased by
20 per cent while those of a long-term nature were increased by 25 per
cent.®> The Council notes that the Minister for Social Welfare has
publicly endorsed the Council’s statement in Report No. 53 that those
most in need must not suffer from changing economic fortunes over
which they are powerless.3¢ The Council welcomes the increases as an
attempt to meet this criterion. However, the Council is disappointed
that the increase in allowances for child dependants in the social welfare
code were, at 10 per cent on average, considerably less than the pro-
jected rate of inflation for 1981.37 Children’s allowances were, however,
substantially increased: by one-third for the first child and by 29 per
cent for subsequent children, with effect from July 1981, The combined
effect of the increases in children’s allowances and child dependant

351n the July 1981 Budget rates of benefit were Increased for old age pensioners (and other
recipients aged 66 or over) by 5 per cent and for ali other recipients by 3 per cent, with effect

from October 1881. No distinction was drawn between long and short-term payments other
than to the elderly.

36Daj! Debates, Column 706, 29 January 1981.

Dependant allowancss were increased in the July 1981 Budget by 5 per cent (Dependants
of recipients aged 66 or over} or 3 per cent (aii others}.
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‘allowances is that the monthly income of a married couple with two
children dependent on unemployment benefit (ﬂat-rat_e) mcreqsed by
18 per cent from July, compared with the 20 per cent increase in basic
‘rates. Similar families dependent on invalidity benefit hqd an increase
of 22 per cent, compared with 25 per cent in .basi'c rates introduced in
April. The Council welcomes these substantial improvements as an
advance towards a more adequate level of family income support.
‘However, in view of the fact that the children of those depende_nt on
'social welfare payments are among the most deprived groups in the
“eommunity, the Council believes that the value of child dependant
allowances should at least have been maintained in real terms.

3.36 The Pilot Scheme to Combat Poverty, initiated in 1 974, came to
~an end in December 1980.3% The Council notes that the final report of
"‘the National Committee responsible for the pilot schgme and the
”‘pf?bjects themselves together with other relevant rpaterlal are u.n<.1er
“iéxamination by an inter-Departmental group with aview to determlmpg
'what further action may be taken. The Council welcomes.the commit-
“‘ment in principle by the Government in the Second National Qnder-
~standing to develop a sound and effective approach tggthe tackling of
_poverty including research projects, where appropriate.

VLR

“3.37 The Council notes with concern the serious delays which have
“oceurred in recent months in the payment of di.sablllty-beneﬂts. The
_delays, consequent on a changeover from social insurance numbers to
“revenue and social insurance (RSI) numbers for benefit payment
‘purposes and the failure of many applicants to quote the'lr 9|d and new
~record numbers on applications, have been largely eliminated. The
administration of income maintenance payments must be capable of
_providing an accessible and efficient service to those. dependent on such
‘payments. Even short delays in the receipt of entitlements can cause
considerable distress. The Council recognises that the recent changeover
was necessary and that the serious delays were of a temporary nature.
‘However, the Council is concerned that the degree of centralisation of
administration of the social welfare system may have aggravqted the
‘situation and may, in general terms, make for an inflexible service. The
‘Council therefore recommends that consideration be given to a restruc-
turing of the administrative arrangements in favour of a decentralised
sytem, with a greater degree of access at local level. Ar(angements
‘shiould be capable of being devised which would enable entitlement to

- ,‘38Tha total cost of the National Committee and projects in the seven year.s,'1974-80
. iné[usive, was £2.4 million, of which 36 per cent was contrlbuted by the EEC Commission.

.4 39Provision was made in the July 1981 Budget for a new structure to be established to
7ca’r¢y forward the work of the Combat Poverty team.
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be determined and payments made at a regional or local level while

central monitoring and control could continue, based on modern data
handling procedures.

Social Spending 1981

3.38 The overall position regarding public social expenditure is set out
in Table 49. Current social spending in 1981 is estimated to represent
44.6 per cent of current Government expenditure, compared with 44.8
per cent in 1980 and an average of 45.4 per cent in the five-year period
1976-80. Capital expenditure on the social services in 1981 is estimated
1o represent 21.2 per cent of spending on the Public Capital Programme,
compared with 23.5 per cent in 1980 and an average of 24.5 per cent
in the period 1976-80. The total of public current and capital social
expenditure in 1976 represented 26.6 per cent of GNP, in 1980 it is

provisionally estimated at 23.5 per cent of GNP and, in 1981, at
23.1 per cent.%°

3.39 There was a small decline in the proportion of public current and
capital expenditure devoted to the social services in 1980 and this is
likely to continue in 1981, However, in absolute terms, the level of
social spending is high and represents a substantial proportion of the
output of the community. In view of our unique demographic structure
it is to be expected that a high proportion of our output should be
devoted to the provision of social services, in addition to transfer pay-
ments to dependent groups. However, the high levels of social spending
in recent years have coincided with increasing deficits on current public
expenditure. (see Table 20) The implication of this level of deficit is
that the community has borrowed heavily to pay for the public spending,
including social spending, which it desires. The importance of eliminating
the current budget deficit is discussed in the following chapters. Insofar
as this may require a reduction in the level or rate of growth of public
expenditure, the burden ofadjustment should not fall on those vulnerable

sectors of the community who are dependent on social services and
transfer payments.

3.40 In aprevious report, the Council has stated its belief that:

“levels of support for those most in need and the degree of
redistribution within the community should at least be main-
tained in times of economic difficulty. It follows that in periods
of recession, those in employment or otherwise in receipt of a

4OBudget Book, various years.
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B secure income have an even greater obligation‘ﬂto contribute to
the support of those in need through taxation’'.

The manner in which revenue is raised to meet expepditure cprr)mlt-
ments, including additional revenue which may be rqulred to elnmnna.te
the current budget deficit, has substantial implications for tl:\e C!IS-
tribution of disposable income in the community. The distributive
consequences of the tax system are therefore of equa! concern as the
provision of social services for the attainment of the objectives of social
policy.

3.41, The distributive consequences of the system of .allowances.and
deductions within the income tax system—generally desngnaped as fiscal
welfare—is of particular concern. Table 50 sets out the cost in terms of
revenue foregone of the principal allowances and .rellefs in thg income
ta{x system. The value of tax allowances and reliefs to the mdnvnd.ual
tax-payer is determined by his marginal tax rate, as well as the nominal
value of the allowance or relief. Thus, the fall in the cost of the per.sonal
allowances in 1980/81 as compared with 1979/80 reflects the intro-
duction of income-splitting for married couples in 1980 which had the
effect of doubling the tax bands. The total value of allowances aqd
reliefs is substantial, particularly in comparison to the amount of public
expenditure devoted to programmes with similar aims. .Thus, for
example, the cost of child tax allowances and relief of social vyelfare
children’s allowances was £58 million in 1980/81, which was equivalent
to 78 per cent of the cost of paying children’s allowances in 1980. The
cost of relief of employees’ superannuation contributions was £14
million in 1980/81, which was equivalent to 54 per cent of the Ex.chequer
coptribution to the cost of paying social insurance (contrlbutory)
old-age pensions in 1980. Concern at the rate of increasg of publ.lc
expenditure on the social services may not take account of increases in
the value of related tax allowances, which have similar implications for
the public finances. For example, the estimated cost of tax relief on
medical insurance premia rose by 25 per cent between 1979/80 and
1980/81, while Government current expenditure on the health services
inicreased by 23 per cent between 1979 and 1980.

3.42 The Council in a previous report*? has recommended that the
distributive impact of tax allowances and reliefs should receive greater
attention in the development of social policy. In that report it was
indicated that higher income groups benefitted disproportionately

4INESC Report No. 61, paragraph 5.3.
4ZNESC Report No.61.
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from such allowances, partly due to the structure of the tax system
but also because certain expenditures for which tax relief may be
claimed are more likely to be incurred by those on higher incomes.
The Council recommended that the benefits of tax allowances should
not flow disproportionately to the higher income groups. In addition,
it questioned the desirability of continuing the tax relief of medical
insurance premia in view of current eligibility for health services free
at the point of use. In an earlier report*3 the Council outlined possible
methods of limiting the extent of the tax relief on mortgage interest
payments which atpresent is of most benefit to those on higher incomes
purchasing more expensive houses. The Council believes that these
issues merit serious consideration in view of their implication for social
equity.

3.43 Earnings, together with the taxation and transfer systems,
determine the disposable income of families. Given the importance of
redistribution for the attainment of social policy objectives, it is necessary
that the overall impact of taxes and transfers should be progessive, i.e.
transfer resources from higher to lower income families. An examination
of their distributive effects in 1973 has been published and showed the
extent of redistribution at different levels of income.** The Council
has recommended that a similar analysis, based on the Household
Budget Survey of 1979 be prepared and published before the end of
1982.%° As an indicator of recent developments in the area of redis-
tribution, Appendix 4 sets out the effects of direct taxes and transfers
on the income of a number of prototypical families in the years 1976/77
to 1980/81. Their effects are summarised in Tables 51 and 52. It will
be noted that the gap between the disposable income of those on high
incomes and those in receipt of average industrial earnings widened
considerably as a result of the introduction of income-splitting for tax
Purposes in the 1980 budget. The disposable income of families on
unemployment benefit, while relatively improved in 1980, is still
substantially below that necessary to support typical patterns of
consumption in the community, i.e. those of the average production
worker. The distributive impact of public expenditure on benefits in
kind must however be taken into account before an assessment of the
overall distributive impact of public policy is possible. Such analysis

43NESC Report No. 23.

44Redistributive Effects of State Taxes and Benefits on Household Incomes in 1973, CSO
1980. This analysis is, however, subject to the limitations of all household budget surveys, i.e.

understatement of income, which may have the effect of over stating the extent of the re-
gressivity of indirect taxation.

45NESC Report No. 61, paragraph 5 .4.
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secure income have an even greater obtigation to contribute to
the support of those in need through taxation'*.%!

The manner in which revenue is raised to meet expenditure commit-
ments, including additional revenue which may be required to eliminate
the current budget deficit, has substantial implications for the dis-
tribution of disposable income in the community. The distributive
consequences of the tax system are therefore of equal concern as the
Provision of social services for the attainment of the objectives of social
palicy.

3.41 The distributive consequences of the system of allowances and
deductions within the income tax system—generally designated as fiscal
welfare—is of particular concern. Table 50 sets out the cost in terms of
revenue foregone of the principal allowances and reliefs in the income
tax ‘system. The value of tax allowances and reliefs to the individual

tax

‘payer is determined by his marginal tax rate, as well as the nominal
value of the allowance or relief. Thus, the fall in the cost of the personal
allowances in 1980/81 as compared with 1979/80 reflects the intro-
duction of income-splitting for married couples in 1980 which had the
effect of doubling the tax bands. The total value of allowances and
reliefs is substantial, particularly in comparison to the amount of public
expenditure devoted to programmes with similar aims. Thus, for
example, the cost of child tax allowances and relief of social welfare
children’s allowances was £58 million in 1980/81, which was equivalent
to 78 per cent of the cost of paying children’s allowances in 1980. The
cost - of relief of employees’ superannuation contributions was £14
million in 1980/81, which was equivalent to 54 per cent of the Exchequer
contribution to the cost of paying social insurance (contributory)
old-age pensions in 1980. Concern at the rate of increase of public
expenditure on the social services may not take account of increases in
the value of related tax allowances, which have similar implications for
the public finances. For example, the estimated cost of tax relief on
medical insurance premia rose by 25 per cent between 1979/80 and
1980/81, while Government current expenditure on the health services
increased by 23 per cent between 1979 and 1980.

3.42 The Council in a previous report*2 has recommended that the
distributive impact of tax allowances and reliefs should receive greater
attention in the development of social policy. In that report it was
indicated that higher income groups benefitted disproportionately

41NESC Report No. 61, paragraph 5.3.
42NESC Report No. 61.
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from such allowances, partly due to the structure of the tax system
but aiso because certain expenditures for which tax relief may be
claimed are more likely to be incurred by those on higher incomes.
The Council recommended that the benefits of tax allowances should
not flow disproportionately to the higher income groups. In addition,
it questioned the desirability of continuing the tax relief of medical
insurance premia in view of current eligibility for health services free
at the point of use. In an earlier report®? the Council outlined possible
methods of limiting the extent of the tax relief on mortgage interest
payments which atpresent is of most benefit to those on higher incomes
Purchasing more expensive houses, The Council believes that these
issues merit serious consideration in view of their implication for social
equity.

3.43 Earnings, together with the taxation and transfer systems,
determine the disposable income of families. Given the importance of
redistribution for the attainment of social policy objectives, it is necessary
that the overall impact of taxes and transfers should be progessive, i.e.
transfer resources from higher to lower income families. An examination
of their distributive effects in 1973 has been published and showed the
extent of redistribution at different levels of income 44 The Council
has recommended that a similar analysis, based on the Household
Budget Survey of 1979 be prepared and published before the end of
1982.%° As an indicator of recent developments in the area of redis-
tribution, Appendix 4 sets out the effects of direct taxes and transfers
on the income of a number of prototypical families in the years 1976/77
to 1980/81. Their effects are summarised in Tables 51 and 52. It will
be noted that the gap between the disposable income of those on high
incomes and those in receipt of average industrial earnings widened
considerably as a result of the introduction of income-splitting for tax
purposes in the 1980 budget. The disposable income of families on
unemployment benefit, while relatively improved in 1980, is still
substantially below that necessary to support typical patterns of
consumption in the community, i.e. those of the average production
worker. The distributive impact of public expenditure on benefits in
kind must however be taken into account before an assessment of the
overall distributive impact of public policy is possible. Such analysis

43NESC Report No. 23.

44 Redistributive Effects of State Taxes and Benefits on Household Incomes in 1973, CSO
1980. This analysis is, however, subject to the limitations of all household budget surveys, i.e.
understatement of income, which may have the effect of over stating the extent of the re-
gressivity of indirect taxation,

45NESC Report No. 61, paragraph 5.4,
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constitutes a basic requirement for the assessment of the extent to
whch social policy objectives are being met.
3

Unemployment

3.44 The extent of the problem of unemployment has been outlined
in Chapter 1. It is estimated that the rate of unemployment in April
1981, including school-leavers seeking work for the first time, was
9.3 per cent. The outlook for employment and unemployment in the
context of overall economic policy is discussed in Chapter 4. From the
social policy perspective, unemployment constitutes one of the most
important causes of social distress in terms of material deprivation and
lack of social status. The Council is therefore concerned that the level
of income received by families whose breadwinner is unemployed should
be adequate and that the distribution of the burden of unemployment

should not be permitted to aggravate the extent of inequality within
the community.

3.45 While statistical information on the characteristics of the un-
employed does not extend to an adequate account of their social
background, it is clear that unskilled and semi-skilled workers are more
likely to become unemployed than other members of the labour force.
They are likely to be restricted to lower paid occupations and, having
limited educational attainment, are likely to have been raised them-
selves in low income families. It is also known that older workers on
becoming unemployed are less likely to be re-employed. In the course
of a recession, the employment prospects of the lower skilled and the
older worker are aggravated by the fact that younger and skilled workers
are able to compete more successfully for available jobs. There is thus a
need for greatly intensified efforts to make appropriate arrangements
for'the training of these vulnerable groups of unemployed. 46

3:46 Not all of the unemployed receive transfer payments from public
fu‘nds. Those who have no entitlement to social insurance benefits may
not qualify for a means-tested assistance payment. School-leavers and
married women are the principal groups in this category.?” The level
of;payments to those who do qualify for transfer payments has been
the subject of comment suggesting that these payments are unduly
high“and encourage People to remain unemployed. Such conclusions
are hardly supported by the available evidence. In one particular week

,46The Council reco
particularly older worke

" 47 These groups are
on the Live Register.

gnises the difficulty which exists in persuading many of this group,
rs. to participate in retraining programmes.

unlikely to register at employment exchanges and are under-represented
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in 1980,%® 86,600 people qualified for payment of unemployment
benefit or assistance.*® The rates of payment in June 1980 were as
follows:

] loyment Assistance
Unemployment Benefit _Unemp
Single Person £20.45 Smgl_e Person £1232(5)
Married Couple £33.70 Married Cc_)uple £29. :
+ 1 child £39.65 + 1 child £34.5

+ 2 children £45.60 + 2 children £39.85
Table 53 outlines the numbers who qualified for \_/arious_; types of pay-
ment. 51 per cent received unemployment benefit, while 23 per c:f\t
received pay-related benefit in addition to unemployment bene ||t.
43 per cent of the recipients of unemployment benefit had an a(iu t
dependant and an average of two child dependants. The tr'fms ers
received by a typical family dependent on une nployment benefit were
thus £45.60 per week. The minority in receipt of pay-related benefit
received an average of £16 in addition.

3.47 Just under half of the unemployed in receipt of uner_nployment
payments were not eligible for, or had exhausted_ t_helr entltlemenlt to
unemployment benefit. The majority of these; recipients of unempdoy;
ment assistance were single and received a maximum income (depen enf
on their assessed means) of £17 weekly. However, 46 per cent o

recipients had an adult dependant and an average of three child depez-
dants. These families had a maximum payment of £43.95 per week.
Such a family dependent on unemployment assistance had a maximum
income equivalent to 31 per cent of average male industrial earnings
in June 1980 (single people received a maximum of 15 per cent of that
income). The typical family in receipt of unemployment peneflt t_1ad an
income equivalent to 41 per cent of average male industrial earnings in
June 1980. For the minority in receipt of pay-related benefl_t, their
average income was raised to 55 per cent of that !evel. The income
available to the unemployed in most cases is thus unlikely to constitute
of itself a significant inducement to forego fo_r long available oppor-
tunities for employment. The Council, rather,_ls concerned at the low
level of payments to families dependent, in par_‘tlcular, on_unempl_oyment
assistance, and the levels of deprivation which these imply since the
majority of these are long-term unemployed.

3.4o A further determinent of the adequacy of payments to the

48week ending 27 June 1980.
490ther than small-holders.
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unemployed is the duration of unempioyment. The longer a person is
unemployed, the more likely it is that his savings will have been ex-
hausted, while the need to replace clothing and other semi-durable goods
will. increase. Thus a weekly level of income which is adequate in the
short-term may be quite inadequate over a long period. While the
majority of the unemployed are short-term recipients of unemployment
payments, a significant minority of families are dependent on such
payments over a long period. Furthermore, the longer the duration of
unemployment, the less likely a person will return to gainful employ-
ment. Thus, in November 1979 (the latest date for which statistics are
available) 31 per cent of unemployed males had been on the live register
for more than one year. The proportion rose to 46 per cent in the case
of male recipients of unemployment assistance and to 56 per cent in
the: case of all male recipients aged 65 years and over. Payments to the
unemployed decline over time, first through the exhaustion of pay-
related benefit and second through the exhaustion of entitlement to
unemployment benefit. Transfers to the unemployed are regarded as
short-term benefits and their rates of payment were increased by 20 per
centin recent budgets, compared to 25 per cent in the case of designated
long-term benefits. The Council is concerned that a substantial minority
‘of ‘long-term_recipients are dependent upon incomes which are clearly
intended for subsistence in the short-term. In a previous report, the
Colincil has recommended that the adequacy of benefits provided
should receive particular attention.®® The Council recommends that the
question of providing more adequately for the needs of the long-term
‘unempioyed be given urgent consideration, while efforts should con-
“tinue to be made to assist their return to gainful employment.

3.49 One of the aspects of the problem of unemployment which has
received considerable attention internationally in recent years is the
question of youth unemployment. The waste of human potential
-caused by unemployment is accentuated when the burden of unemploy-
‘ment falls on the young, particularly school-leavers. It is estimated
that approximately 45,000 young people under 25, including school-
:feavers were unemployed at the end of 1980.%" The problem of youth
‘unemployment was considered by a sub-committee of the Manpower
“Consultative Committee whose report was published in November
11980.°2 The committee concluded that the level of youth unemploy-
ment was unacceptably high and that, because of the age structure of

. BONESC Report No. 61, paragraph 2.19.

_:51This estimate was given by the Minister for Labour in the course of a Dail Debate on
‘yduth unemployment, 3 February 1981,

*" 52Manpower Consuitative Committee, Report on Youth Employment.
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the population, the number of young people in the labour force would

ir)crease in the coming years. The Council endorses the committee’s
views that:

”thg .main cause of youth unemployment is the lack of job oppor-
tunities overall in the economy and not something related to
the age of individuals. Thus a reduction in the level of youth
unemployment will be achieved mainly through economic growth
and the consequent increase in overall labour demand’’.54

The Council endorses the recommendations made by the committee to

enhance the job opportunities of young people, particularly of early
school-leavers and handicapped young people.>®

3.50 The unemployed, young and old, living in the inner-city of Dublin
face particular difficulties in securing employment. This reflects the shift
In economic activity within the inner-city area away from traditional
Industry, the low level of educational attainment of many young people
from deprived areas and the existence of discrimination in employment
on the basis of home address. The dimensions of the problem were
discussed in NESC Report No. 55:°¢ The Council recommended in
that report thatanadditional employment premium be paid to employers
where jobs are provided to applicants from designated areas of high
unemployment. The Council therefore welcomes the introduction of
the Dublin Inner-City Employment Programme by the Department of
Laboyr ynder which a premium is paid for 26 weeks to employers who
recruit innerity residents through the National Manpower Service.
The Council welcomes the establishment of special units within that

Service and. the Industrial Development Authority (IDA) to concentrate
on the particular problems of inner-city areas.®’

54/bid, page 4.

55 i i
The Councii notes that the question of youth unempioyment in Ireland is being examined
by a study team from the OECD as part of a cross-national programme.

19852?N ESC Report No. 55, Urbanisation: Problems of Growth and Decay in Dublin, {September,
57The Councii also welcomes the contribution made by grants from the Government's

lnner-City Fund to alieviating some of the problems outiined in Report No. 55. This Fund is a

ﬂexnple response to complex probiems which transcend the functionai boundaries of pubiic
agencies.
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ADDENDUM TO CHAPTER 3

PRINCIPAL DEVELOPMENTS IN SOCIAL POLICY

(i) Health and Personal Social Services

The income limit for free consultant treatment in hospitals was raised
from £7,000 to £8,500 per annum from June 1981. The Report of the
Task Force on Child Care Services was published. A Review Body on
Policies and Services for the Travelling People was established by the
Ministers for Health and the Environment. (The Council welcomes the
fact that the Review Group includes three members of the travelling
community as an example of how recipients of services may be involved
in their planning.) The Health (Mental Services) Bill, 1980 was passed
by the Dail and provides a modern legislative framework for services
for the mentally iil.

(ii) Housing

Thé number of houses completed in 1980 was the highest so far recorded.
A new mortgage subsidy of £3,000 per annum was introduced, together
with increase of limits in the SDA loan scheme and new arrangements
to.replace the low-rise mortgage scheme. Subsidies were paid to building
societies to maintain the level of mortgage interest rates in 1980 and
they were reintroduced in May 1981 to prevent a proposed increase in
interest rates from coming into effect.

‘(iii) Education
A'White Paper on Educational Development was published in 1981.

(iv) Social Weifare
‘Increases of 20 per cent were granted in payment rates for short-term
benefits and 25 per cent in the case of long-term benefits in the 1981

-Budget. Children’s allowances were increased by approximately 30 per

"¢ent with effect from July 1981. A pay-related maternity benefit was
‘introduced for women on maternity leave. The Social Welfare (Con-
‘solidation) Bill, 1980 was passed, bringing together the many legislative
“provisions in this area in one measure.
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A Corpmissign on Safety, Health and Welfare at \Work was established
1o review I_eg|slat|on and practice in that area. A Working Party on Child
Care Facilities for Working Parents was established. A statutory right to

paid m_aternity leave for working mothers was introduced through the
Maternity Protection of Employees Act, 1981,

(vi) Law Reform

T_he Family Law (Protection of Spouses and Children) Bill, 1981 pro-
wde_s for greater flexibility in the granting of barring orders in cases of
family violence and provides for more effective sanctions in the case of
breaches of such orders. The Criminal Law (Rape) Biil, 1980 provides
for ghanges in criminal procedure to lessen the burden of court pro-
ceedings on the victims of rape, The Courts Bill, 1980 provided for the
tr_an_sfer, inter alia, of a considerable amount of the family law juris-
diction exercised by the High Court to the Circuit and District Courts
thus enabling litigants to have their cases dealt with locally. ’

(vii) Other

Legal aid centres operated by the Legal Aid Board opened in August
1980. Income limits for legal aid were substantially revised in February
1981.58 Subsidies in respect of basic food items were increased in
May 1981 to offset increases in prices consequent on the outcome of
the 1981 review of farm prices within the EEC.

:'Blha Council is disappointed to note that other means-test criteria, e.g. possession of a
mghtczl card, m§y not be substituted for detailed assessment of applicants’ means in accordance
with the legal aid scheme. The Council is concerned that multiple testing of means in different

services be avoided if at all possible.
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CHAPTER 4

STRATEGIC PROBLEMS FOR ECONOMIC AND SOCIAL
DEVELOPMENT 1981-84

introduction ' ' o
4.1. The outlook for the international environment in 1981, wu'tl)m
which the Irish economy must develop, is one of slovy growth, rising
unemployment and an easing of inflationary pressures, wn'th some geperal
improvement in growth expected in 1982. Against thls' lntermtlonql
background, the Irish unemployment rate is forecast to rise to approxi-
mately 10.5 per cent in April 1982." The Exchequer borrowing require-
ment and the public sector borrowing requirement as percentages 9f
GDP are expected to be 16.5 per cent and 21.1 per cent respec'glvqu in
1981. The current account deficit on the balance of payments is Ilkgly
to amountto 13.8 per centof GNP, In the absence of' an adgquate policy
E&Sp,onse, this external current account deficit combined wnth' a forecast
inflation rate of 18 per cent must pose questions for the stability of the
Irish pound in the EMS.

4.2 It is against this background that economic and social 'pollmes
must be formed. This chapter identifies and presents an apalysns of the
strategic problems which must be addressed if economic qnd sgglal
objectives are to be achieved. The problems which have been identified
are:

(i) the balance of payments, and associated with this the budget-
. ary situation
‘(i) inflation and the exchange rate
(iii) employment and unemployment '
(iv) the implications of the demographic structure for social ob-
, jectives
~(v) the need for redistribution of resources.

C A The definition of unemployment used here is that used in the Labour Force Surveys, The
‘above estimate inciudes an estimated 15,000 first-time job seekers.
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THE BALANCE OF PAYMENTS PROBLEM

4.3 The balance of payments deficit on current account is equal to the
difference between domestic expenditure on goods and services and
National Disposable Income (NDI). Consequently, the deficit on current
account is equal to the aggregate amount which Irish residents, companies
and the State are spending in excess of their incomes.

4.4 The external deficit on current account has increased markedly
relative to GNP in the past two years. Having averaged 3.4 per cent of
GNP during the years 1971-78, it amounted to 10 per cent of GNP in
1979, 8 per cent in 1980, and is forecast to be almost 14 per cent of
GNP in 1981.2 Thus, for eve ound received in income in Ireland in
1981, an estimated £1.14 is being spent. As is shown in-Appendix 1,
Ireland’s deficit on current account relative to GDP® has been by far
the largest in the European Community since 1979, and is extremely

high by the standards of other European countries (Tables A 1.2 and
A 1.5),

4.5 The external deficit on current account must be financed either
by a rundown of reserves, by capital transfers from abroad or by
external borrowing (which may be public or private). Ireland’s external
deficit on current account in recent years has been financed mainly by
borrowing abroad by the Exchequer and State-sponsored bodies, Foreign
borrowing by the Exchequer and the State-sponsored bodies was
approximately 90 per cent of the deficit on current account in 1979,
and an estimated 120 per cent in 1980,

Causes of the Deficit on the Extsrnal Current Account

4.6 The deterioration in Ireland’s balance of payments position in
recent years is partly attributable to the expansionary fiscal policies
adapted in recent years, to increases in the price of oil and to the

deterioration in the competitiveness of traded goods produced in
Ireland.

4.7 Since 1978, the sharp increase in oil prices and the unfavourable
external environment have adversely affected the rate of growth of
national output and consequently the volume of resources earned by
the community. Indeed between 1978 and 1981 national disposable
income adjusted for changes in the terms of trade is expected to decline

2The current account deficit amounted to 9.4 per cent of GNP in 1974, the highest per-
centage in any year during the period 1965-78.

3For international comparative purposes GDP is used in the Appendix.
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by some 5 per cent. However, actual living standards have been broadly
maintained during this period, largely by means of increased public
expenditure which has led to an increase in the public sector borrowing
requirement from 15.7 per cent of GNP in 1978 to a forecast 21.1 per
cent of GNP in 1981. This has been achieved at the cost of increased

levels of official foreign borrowing to finance the associated deficit on
current account.

The Deficit on the External Account and Official Foreign Indebtedness
4.8 As noted in 4.5 above, the external current account deficit in the
past two years has been financed almost entirely by large-scale foreign
borrowing of the Exchequer and the State-sponsored bodies. The net
external indebtedness of the State and State-sponsored bodies more
than doubled between December 1978 and December 1980. The bulk
of this debt must be financed through general taxation. The official
external indebtedness per person employed in Ireland is shown in
Diagram 1. Official debt per worker has increased from £305 in March
1974 to £1,250 in December 1978, and to £2,610 in December 1980.
On the basis of the forecasts in Chapter 2, the official external debt per
person employed will be in excess of £3,700 in December 1981.

4.9 lIreland’s official indebtedness is relatively high, both in comparison
with the other European Community member countries, and in com-
parison with countries at a similar level of economic development.
Indeed, even prior to the recent rapid increase in the debt level, Ireland’s
foreign debt relative to GDP was higher than that of any other country
at a similar income level, with the sole exception of Israel. Appendix 1
provides some international comparisons of official external debt levels
and trends in such indebtedness.?

The Increasing Repayment Burden on Official External Debt

410 The primary cost of running persistent balance of payments
deficits on current account is the repayment burden associated with
increased levels of official indebtedness. The repayment burden with
its implications for the public finances illustrates the nature of the
balance of payments constrainton economic policy. The scale of external
borrowing in recent years has resulted in a sharp increase in the level
of domestic resources required to finance the higher official debt levels.
In 1981, interest payments on official foreign debt will amount to £340
million.é Capital repayments on the Exchequer debt will be £120 million®

4Tha Deapartmant of Finance has axpressed considerabla resarvations about tha validity of
thase comparisons which are outlined in a footnote to Appandix 1.

SMinister for Financs, Dail Debates, 5 May 1981,
6Department of Finance. It is possibla that these capital repayments may not repressnt a
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and repayments on the debt of the State-sponsored bodies \(/jw_ll l:eg g{
the order of £80 million. The total transfer.of resaurces abroa |n| 31
will' therefore be £540 million, or approximately £460 per emp oyb
erson. This is just under half the average amount gxpected t% e
collected from each worker in income tax in 1981. This resource tlow
implies a debt-service GDP ratio of 5.3 per cent and a debt-sg;\gf:e
exports ratio of 10 per cent. The corresponding figures for all mi e7-
income developing countries in 1977 were 2.4 per centand 9.2 per cent.

4.11 Given that external borrowing by the Exchequqr and th_e State-
sponsored bodies is on present trends likely to continue tp increase
extremely rapidly (see 2.43 above}, the intqre_st bur@en will mc_reasehm
real terms in future years. If the scale of official f9re|gn borrowing that
'isflikely in 1981 were to be repeated in 1982, interest payr_'nt_ents on
official debt in 1983 are likely to be of the order of £600 r:nlllnon, odn
the assumption of no change in the external value of tht_a Irish pound.
Scheduled repayments of Exchequer foreign detgt ogtstandmg at 30 June
1981 amount to over £300 million in 1983,° with at least a further
£120 million of repayments by State-sponsored bodies. Foreign loans
‘arranged in the second half of 1981 and 1982. could furt!'ner qdd t?c
séheduled repayments in 1983. Consequently, with jche contmua.tlong
ékisting policies, the total resource transfer .re_gmred to service the
official external debt would be some £1,000 million, or about £850 per
‘worker. This is equivalent to over £16 per worker per week.

’ Existing Usage of Foreign Borrowing

1-.'1162 In agdevelgoaping economy, access to foreign sources of funds
- enables the State to augment domestic savings witt'! externally_ borrowed
* funds, thereby increasing the total funding a\_/allab_le for. investment
" purposes. |f the return on public investment projects is suffncner}tly high
“tin terms of increased export receipts or redu_ced e>_<pend|ture on
- imports) to service the debt, future incomes wnll_ be mcrt_aased as a
- consequence of such investment. External t_>orrowmg that_ is usef:i to
- finance day-to-day expenditure or to finance investment projects with a
‘low or negative return will, however, leave future tax-payers worse off,

in that they will have to meet the burden of debt repayment without an
"adequate increase in income to compensate for the debt burden.

 4‘.13 Foreign borrowing, chiefly by the public sector, contr'!buted about
~ene-quarter of the total funds available for investment in 1979 and

true measure’’ of the annual repeyment burden. In the absence of flxed annual amortisation,
“the repsyments felling In particular years may be untypical.

TwWorld Development Report, 1979
- 8pepartment of Finance.
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198U (see Appendix 2). Given that one-fifth of this total has been used
to finance day-to-day expenditure, with a further share of funds being
used to finance unremunerative investment, it follows that part of this
foreign borrowing is leading to a reduction in future living standards.

Conclusions

4.14 Ireland’s balance of payments deficit on current account has
increased markedly in recent years with the forecast deficit on current
account estimated to be almost 14 per cent of GNP in 1981—the
largest deficit relative to GNP recorded since 1951. This deficit on
current account has been largely financed by official external borrowing.

The current level of official foreign borrowing is undesirable for the
following reasons:

(i)  the rapidly rising burden of debt service places an increasing strain
on the public finances and on the balance of payments deficit
on currentaccount. Foreign borrowing provides short-term relief
from balance of payments and budgetary problems, but sustained
borrowing only defers the need for underlying structural
adjustment ,

(ii) in a period when the rate of growth of output is relatively high,
the required resource transfers might be accommodated with-
out undue strain. However, given the current and medium term
growth prospects for the world economy and for Ireland, and
the extensive external borrowing, the resource transfers will
involve increased rates of taxation. There is no alternative

(iii) the larger the accumulated net external liabilities, with the
resulting need to remunerate them, the more Ireland is vulner-
able to trends in world trade. This is because a certain proportion

of export earnings are already pre-empted to remunerate pay-
ments on external debt

(iv) the larger the accumulated net external liabilities, the greater
the vulnerability of Ireland to fluctuations in the availability
and cost of finance in world capital markets. This vulnerability
exists in two forms. First, there is the possibility of interest
rate increases of the scale of 1980 and 1981, which affect both
fresh borrowing and re-financing. Second, there is the vulner-
ability to changes in the terms under which foreign funds are
lent arising from a deterioration in lreland’s credit rating.
While Ireland’s credit rating appears to be good at present, the
rapidly rising debt to GNP ratio and debt to exports ratio may
adversely affect this rating in the future

(v) it is not wise to use foreign borrowing to fund current public
expenditure since no additional income is generated to remun-
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‘ erate repayments and interest payments on the borr9wed fund;

“lvi) the scale of foreign borrowing conceals the adjustmqnt in
expenditure and in incomes which is necessary to qchleve a
tolerable balance of payments deficit. This necessary adjustment
requires that living standards be related to the resources available
to the community. This adjustment of living standards and
expectations to available resources, which is ipescapable, can be
brought about by planned measures which w.|II ease the burden
of adjustment and ensure its equitable distribution. If present
policies are not altered, adjustment will be forced upon the
community through the action of our creditors and/or a forqed
devaluation of the Irish pound within the EMS, both of which
could involve undue hardship in their incidence on the com-
munity.? In addition, devaluation would increase the burden gf
repayments and of interest payments on externa! debt, in
domestic currency terms, as well as giving a renewed impetus to
inflation.'®

INFLATION AND THE EXCHANGE RATE

“4.15 Prior to March 1979 the exchange rate policy pursued in. ireland
was that of fixed parity with sterling. This exchange rate regime was
“one aspect of the close trading relationship between the Irish and UK
_economies, other aspects of which were the free movement of goods,
_capital and labour. The closeness of the relationship can be gauged from
the fact that 51 per cent of Irish imports originated in the UK and that
43 per cent of Irish exports were destined for that market in 1980.

4.16 Exchange rate parity and the free movement of goods, capital
and labour resulited in a close correspondence of Irish and UK inflation
rate movements. (Table 54) Minor differences between the rates were a
consequence of lags in the transmission of inflation, differences in price
movements in the non-traded goods sectors, and differences in indirect
- tax changes and subsidies.

4.17 In March 1979, ireland joined the European Monetary System.
This involved a commitment by Ireland to the maintenance of the
exchange rate within a fixed margin against the currencies of the EEC
partners with the exception of the UK, the latter having decided against

) 9t is difficult to ensure equitable sharing of the burden of adjustment when this adjust-
ment is forced upon the economy.

10The Council in Report No. 53 has already outlined why devaluation is inappropriate to
Irish circumstances,
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participation in the system. This effectively amounted to a decision to
alter our exchange rate policy and the break in the link with sterling
followed soon after our entry to the EMS as sterling appreciated
vis-a-vis the EMS currencies.

4.18 This decision was viewed at the time as a commitment to a strong
currency option.'" It was argued that the link to a strong currency
regime would lead to a convergence of the Irish inflation rate to the
generally lower rates obtaining in the continental EEC countries.'?
It was recognised, however, that this convergence would not occur
unless monetary and fiscal policies were designed to reduce both the
current budget and external deficits and unless the growth of domestic

incomes (adjusted for productivity movements) did not exceed those of
the EMS countries.

4.19 It was envisaged that this convergence would take place directly
through traded goods, price equalisation and indirectly through the
adjustment of the current account of the balance of payments. Essen-
tially, a rate of inflation in excess of that of our EMS partners would
lead to a rise in the deficit in the external current account which in
turn would lead to downward pressure on the exchange rate. It was
envisaged that commitment to the preservation of the exchange rate
within the EMS would provide the necessary discipline to manage the
growth of demand in a way that would lead to convergence of the
inflation rates and to the eventual reduction of the balance of payments
deficit. In the absence of foreign borrowing, automatic balance of pay-
ments adjustment would come into play.

4.20 It was also envisaged that this balance of payments adjustment
required to maintain the exchange rate would have adverse effects on
output and employment. Loans with interest subsidies were obtained,
designed to help finance the balance of payments deficit during a tran-
sitional adjustment period." In the event, the increase in the deficit has

exceeded the "income transfers’” and has been largely financed by
external borrowing.

4.21 Following two years of EMS membership this convergence has
not occurred. The Irish inflation rate in 1980 (18.2%) is still substan-

MThe European Monetary System (Prl. 7600). Annual Repart, Central Bank, 1979. This
view was based on an expected depreciation of sterling against the European currencies which
proved incorrect in the light of later events.

12Programme for National Development (1978-81). Annual Report, Central Bank, (1971).

13These resource transfers were also designed to help Ireland converge to European Com-
munity levels of development.
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tially above the average EEC rate (12.2%), the divergence having
actually widened between our entry to the EMS system and 1980.
(Table 55) The current account deficit has also widened from 2.9 per
cent of GDP in 1977 to 8.4 per cent of GDP in 1980. Why has con-
vergence not occurred?

4.22 Effectively, the balance of payments constraint which was
envisaged as providing the necessary discipline for the introduction of
deflationary policies which would lower the rate of inflation has been
rendered inoperative by virtue of the financing, in part, of the current
account deficit in the short-run, through official external borrowing.
This, combined with both the 13 per cent depreciation of the effective
exchange rate’® between 1978 and the first quarter of 1981 (due
mainly to the fall in the value of the Irish pound against sterling and the
US dollar) and the failure to reduce the rate at which earnings {adjusted
for productivity) increased, has resulted in the inflation rate remaining
above the EEC average.

4.23 A number of other possible reasons, which are not exclusive. of
the above, can also be advanced for the non-convergence of inflation
rdtes:

(i} inertia in switching to non-UK supply sources
(ii) a greater inflation rate in the non-traded goods sector than in
other EMS countries
(iii) the lags in the transmission of inflation may be longer than was
envisaged at the time of EMS entry.

4.24 The balance of payments constraint, however, has been only
temporarily removed. The financing of the current account deficit by
means of Government borrowing is not sustainable in the long-run for
reasons discussed in paragraphs 4.10 to 4.14. Even in the short-run, the
scale of the current account deficit may produce strong pressures on
the value of the Irish pound. It is relevant in this regard to examine the
experience of Belgium, another small open economy participating in
the EMS. The Belgian authorities have had to intervene heavily, on
occasion, to defend the franc in the face of strong speculative pressures,
after the widening of the deficit on current account to 5.6 per cent of
GDP in 1980, and a forecast 6.6 per cent of GDP in 1981. The corres-
ponding figures for the irish economy are 8.9 per cent and 12.8 per
cent, with price inflation in 1980 being 18.2 per cent, compared with
6.7 per cent in Belgium.

141he eftective exchange rate is the average exchange rate against the currencies of Ireland’s
main trading partners, weighted by their relative importance in Irish trade.
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THE EMPLOYMENT PROBLEM

4.25 lIreland’s labour force'® is growing extremely rapidly, both by
historical standards and in comparison with the European Community.
During the period 1975-80, Ireland’s labour force increased at an annual
average rate of 1.6 per cent, compared with an average of 0.2 per cent
for the European Community. While the rate of growth in the labour
force may decline somewhat, given poor labour demand conditions,'®
recent trends would indicate that the numbers at work or seeking work
are still likely to increase by some 18-22 thousand per annum over the
period 1980-84. Since mid-1980, the number of persons employed has
declined and is unlikely to show any significant increase before mid-
1982. As a consequence, unemployment in April 1982 is likely to be
35-40 thousand greater than the 74 thousand recorded in April 1980."7
Such is the scale of the unemployment problem, at least in the short-
run, that if the April 1980 unemployment rate of 6 per cent is to be
attained by April 1984, it is likely to require employment growth in
excess of 3 per cent per annum between 1982 and 1984—an unpre-
cedented rate of expansion.

The Cyclical Unemployment Problem

426 Cyclical unemployment is a consequence of fluctuations in the
level of output around its long-term trend, arising from the operation of
the business cycle. The traditional remedy for unemployment resulting
from a cyclical decline in the level of economic activity is fiscal policy
accompanied by an accommodating monetary policy.

4.27 However, expansionary fiscal policy is relatively ineffective in
reducing the level of unemployment in a small open economy because
a high proportion of the increased income is spent on imports, thus
producing asignificant deterioration in the current balance of payments.
As a consequence the foreign borrowing cost of a fiscal policy-induced
reduction in unemployment is relatively high. The causes of this high
borrowing cost in Ireland are threefold. First, given the sensitivity of
labour force participation rates and net migration rates to changes in
the availability of jobs, a reduction in unemployment will require a
significantly larger increase in employment. Second, an increase in

15The Labour Force is defined to be all those persons available and willing to work in gain-
ful employment at prevailing income levels.

16Fhis is because participation rates and migration flows are sensitive to labour demand.

17Unemployment figures used refer to the measure used in the Labour Force Surveys, and
not to the Live Register. The numbers on the Live Register in April 1980 amounted to 92
I-Eusand, compared with 74 thousand in the Labour Force Survey-based statistics. Neither
estimate includes first time job seekers, an estimated 15 thousand.
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employment will require a signiticantly larger than proporiional increase
in output. This arises from the fact that a substantial proportion of the
output increase will be met through improved productivity rather than
employment growth. Third, to achieve a given expansion in output, a
relatively large balance of payments deterioration must be financed,
due to the high import propensity of the Irish economy. This balance
of .payments deficit must be financed, all other things being equal, by
an increase in the official external indebtedness of the State.’® As a
result of the operation of these three factors, any reduction in the
numbers unemployed resulting from fiscal policy actions is likely to
entail a significant foreign borrowing cost per job. The corrollary of
this!high external borrowing cost of reducing unemployment is that
significant reductions in the external debt should not result in large-
scale increases in unemployment.

4.28 While the high costs of reducing unemployment by fiscal policy
measures in the lrish economy suggest that counter-cyclical expansionary
policies should in any case be used sparingly, the high levels of Govern-
ment foreign borrowing and the increasing burden of interest payments
on outstanding debt leave no scope for their use at present.

4.29 The foreign borrowing cost of reducing unemployment also serves
to highlight the balance of payments position as a fundamental con-
straint on economic policy-making in the Irish economy. Appropriate
employment policies must be designed to avoid producinga deterioration
in the balance of payments deficit on current account.

'The Medium-Term Employment Problem

430 The Council, in a previous report, has highlighted the primary
rofe of the internationally traded goods sector in generating sustainable
output and employment growth. “In the growth process, the key sectors
are agriculture and manufacturing industry—the sectors which produce
‘physical goods”.'® While some commaodities produced in these sectors
‘are not internationally traded—such as fresh milk, cement, packaging
materials—agriculture and manufacturing can be broadly viewed as the
‘sectors producing internationally traded goods, and jointly comprise
‘the “exposed’’ sector. The achievement of sustained long-run employ-
‘ment growth requires the development of an environment conducive to
the expansion of this exposed sector.

18The present discussion assumes unchanged interest rates and exchange rates, and the
maintenance of the level of official reserves by the Central Bank.

19NESC Report No. 26, Prelude to Planning, {Dublin, 1976).
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4.31 The Council is at present engaged in the preparation of a report
which will examine the appropriateness of present policies for the
development of the manufacturingsector. The Review of Irish Industrial
Policy will include an appraisal of the various existing instruments of
the Government's industrial policy and will have regard to such issues as:

(i) the prospects of new growth industries
(ii} therole of foreign industry
(iii) the cost efficiency of the instruments of industrial policy.

Incomes and Employment

4.32 While appropriate medium-term policies are essential if sustained
employment growth is to be achieved, such policies are unlikely to have
a significant immediate effect on existing levels of unemployment.
Given the constraints imposed by the balance of payments and budget-
ary positions, expansionary fiscal policy is not a realistic policy option
in present circumstances. As import controls and devaluation are
inappropriate to Ireland’s specific circumstances,?® moderation in the
growth of incomes remains the only feasible option for reducing existing
levels of unemployment. Income moderation also has beneficial effects
on the balance of payments, through a reduction in import demand and
through its effects on competitiveness.

4.33 The sheltered sector of the economy consists of those activities
which are notin direct competition with foreign producers. The primary
economic significance of the distinction between the sheltered and
exposed sectors of the economy is that, in the former, cost increases
can be passed on to the consumer in higher prices, whereas the presence
of international competition in the exposed sector means that cost
increases greater than those experienced in competing countries are less
easily passed on to consumers. Sheltered sector activities include public
sector services,?' professional services, the activities of financial in-
stitutions and the building and construction sector. The following

paragraphs set out the effects of sheltered and exposed sector income
increases on employment.

4.34 To analyse the effects of real income increases in the exposed
sector, it is useful to view the exposed sector as being composed of
three subsectors—agriculture, the indigenous manufacturing sector and
the export-orientated foreign manufacturing sector.

20Tr_\e Council has previously pointed out that import controls and devaluation are in-
appropriate policies for the |rish economy. See NESC Report No. 63,

2n this case cost increases are passed on to the taxpayer in the form of higher taxes
although foreign borrowing may postpone the date of payment.
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employment will require asignificantly larger than proportionql increase
'in output. This arises from the fact that a substantial p!'qportlon of the
output increase will be met through improved product,vnty. rather than
employment growth. Third, to achieve a given expansion in output, a
relatively large balance of payments deterioration must be.flnanced,
due to the high import propensity of the Irish economy. This balance
. of payments deficit must be financed, all other things being equal, by
‘an increase in the official external indebtedness of the State.'8 As a
result of the operation of these three factors, any reduction in the
numbers unemployed resulting from fiscal policy actions is likely to
entail a significant foreign borrowing cost per job. The corrol[ary of
this high external borrowing cost of reducing unemployment. is that

significant reductions in the external debt should not result in large-
~ scale increases in unemployment.

4.28 While the high costs of reducing unemployment by fiscal policy
measures in the lrish economy suggest that counter-cyclical expansionary
policies should in any case be used sparingly, the high levels of Govern-
ment foreign borrowing and the increasing burden of interest payments
‘'on outstanding debt leave no scope for their use at present.

.

4.29 The foreign borrowingcost of reducing unemployment also serves
to highlight the balance of payments position as a fundamental con-
straint on economic policy-making in the Irish economy. Appropriate
employment policies must be designed to avoid producinga deterioration
in the balance of payments deficit on current account.

The Medium-Term Employment Problem

430 The Council, in a previous report, has highlighted the primary
role of the internationally traded goods sector in generating sustainable
output and employment growth. “In the growth process, the key sectors
are agriculture and manufacturing industry—the sectors which produce
physical goods”.'® While some commodities produced in these sectors
are not internationally traded—such as fresh milk, cement, packaging
materials—agriculture and manufacturing can be broadly viewed as the
sectors producing internationally traded goods, and jointly comprise
the “exposed’’ sector. The achievement of sustained long-run employ-
~ment growth requires the development of an environment conducive to
the expansion of this exposed sector.

18The present discussion assumes unchanged interest rates and exchange rates, and the
maintenance of the level of official reserves by the Central Bank.
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431 The Council is at present engaged in the preparation of a report
which will examine the appropriateness of present policies for the
development of the manufacturingsector. The Review of Irish Industrial
Policy will include an appraisal of the various existing instruments of
the Government’s industrial policy and will have regard to such issues as:

(i) the prospects of new growth industries
(ii) the role of foreign industry

(iii) the cost efficiency of the instruments of industrial policy.

Incomes and Employment

4.32 While appropriate medium-term policies are essential if sustained
employment growth is to be achieved, such policies are unlikely to have
a significant immediate effect on existing levels of unemployment.
Given the constraints imposed by the balance of payments and budget-
ary positions, expansionary fiscal policy is not a realistic policy option
in present circumstances. As import controls and devaluation are
inappropriate to Ireland’s specific circumstances,?® moderation in the
growth of incomes remains the only feasible option for reducing existing
levels of unemployment. Income moderation also has beneficial effects

on the balance of payments, through a reduction in import demand and
through its effects on competitiveness.

4.33 The sheltered sector of the economy consists of those activities
which are notin direct competition with foreign producers. The primary
economic significance of the distinction between the sheltered and
exposed sectors of the economy is that, in the former, cost increases
can be passed on to the consumer in higher prices, whereas the presence

‘of interpational competition in the exposed sector means that cost

increases greater than those experienced in competing countries are less
easily passed on to consumers. Sheltered sector activities include public
sector services,?! professional services, the activities of financial in-
stitutions and the building and construction sector. The following

paragraphs set out the effects of sheltered and exposed sector income
increases on employment.

434 To analyse the effects of real income increases in the exposed
sector, it is useful to view the exposed sector as being composed of
three subsectors—agriculture, the indigenous manufacturing sector and
the export-orientated foreign manufacturing sector.

20Tf.1e Council has previousiy pointed out that import controls and devaluation are in-
appropriate policies for the Irish economy. See NESC Report No. 53,

2Vin this Case cost increases are passed on to the taxpayer in the form of higher taxes
aithough foreign borrowing may pastpone the date of payment.
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435 The family farm basis of Irish agriculture ensures that the structure
of incomes is markedly different from that of industry, with a mere
8 per cent of income arising from agricultural sector activities being in
the form of employee remuneration.“ When demand for agriculture out-
put falls or when output prices remain stable while input prices are
rising, agricultural incomes rather than employment are affected.
This is in contrast to industry, where employee income comprises the
bulk of income arising, and where employment bears the bulk of the
adjustment with unchanged real income per employed person. As a
consequence, real income movements in agriculture have little direct
effect on agricultural employment, although longer-term income
disparities between agriculture and other sectors will affect the speed
of employmentdecline in the agricultural sector. The efforts to maintain
agricultural incomes at an equitable level has necessitated the inter-
vention of both national and EEC authorities. The Council is at present
preparing a report on Farm Incomes which will have regard to the
current trends in farm incomes and will seek to identify what policies
should be pursued in order that appropriate levels of farm incomes may
be a}chieved and subsequently maintained.

4.36 In the indigenous manufacturing sector, real income increases of
employees have two directeffects onemployment. First, risingemployee
costs relative to the cost of capital goods encourages firms to substitute
capital for labour in the production process, thereby reducing employ-
ment even at unchanged levels of output. This effect, however, is likely
to be of limited significance in the short-term. Second, given that Irish
firms compete at externally determined price levels, real income increases
fof employees which are not matched by productivity increases will
result in a pricecost squeeze with consequence adverse effects on
‘output and employment.

4.37 In the foreign-owned manufacturing sector, employee income
‘movements may have additional effects on employment in that it may
affect the firm’s international location choice. Wage movements are
likely to have their greatest effect on firms examining the attractiveness
of Ireland as a location base rather than on firms already located here,
although such firms’ reinvestment plans would obviously be affected.?3

4.38 Incomes in the sheltered sector can be divided into three categories
—employee incomes, self-employed persons incomes and non-labour
inc0mes, such as dividends from sheltered sector firms and rents.

22Average for 1973-78. Nationa! Income and Expenditure, 1978.
23see IDA Annual Repart, (1980) .

82

$ignificant real income increases for any of these groups will lead to an
Increased demand for imports and pressure on the balance of payments.

439 .Income increases in sheltered sector activities also affect employ-
ment in the exposed sector, through their effects on the competitiveness
of _ﬂ_ns sector. First, rising output prices of many sheltered sector
activities, such aselectricity, communications, building and construction,
aqtomatically result in increased costs for exposed sector activities,
with a consequent reduction in profitability. Second, to the extent to
which sheltered sector employees are successful in maintaining their
real post-tax earnings, the operation of the comparability principle
between employee earnings in exposed and sheltered sector activities
can result in a similar compensation being sought by employees in the
exposed sector resulting in declining competitiveness of the exposed
sector. Third, increases in profitability in sheltered sector activities can
lead to a diversion of capital out of the exposed sector, into safer and
more profitable sheltered sector activities.

4.40 In conclusion, real income movements have significant effects on
the level of employment. Such real income movements operate both
through the effects on the competitiveness of the exposed sector, and
also through effects on the demand for imports. Moderation in the
growth of real incomes will consequently provide a significant stimulus
to employment growth, even in the short-term.

DEMOGRAPHIC STRUCTURE AND SOCIAL OBJECTIVES

4.4.1 The implications of the demographic structure for social policy
derives from the demand for social services which it implies. The Irish
demographic structure is unique by European standards. (Table 56)
In 1978 each member of the active population (working or seeking
work) in lreland supported an average of 1.9 dependants, compared to
an average of 1.4 in the EEC as a whole. This is mainly due to the
proportion of children in the Irish population, almost one-third in
1979. While the dependency ratio (those aged 0-14 years plus those
aged 65 and over, as a proportion of those aged 15-64) is projected
to decline over the period to 1991,%4 the burden of dependency at that

time vyill still be significantly in excess of that in other European
countries.

442 Many social services are particularly concerned with the needs

2“For.a c!iscussion of these projections see NESC Report No. 62, Population and Labour
Force Projections by County and Region, 1979-91 (forthcoming).
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of children and the elderly e.g. education, health services. Similarly,
income maintenance services are dominated by the support of the elderly
and of children, whether as dependants of social welfare recipients or
through the payment of children’s allowances. The demand for these
services is likely to increase in line with increased numbers in these age
groups. There is, therefore, little prospect that the volume of public
social services and hence the level of social expenditure can be reduced
without seriously affecting the most vulnerable groups in the com-
munity. Indeed, in view of the relatively heavy burden of dependency it
would be surprising if the proportion of national output devoted to
sogial expenditure in Ireland were not higher than in European countries.

F.

4.43 A further implication of the demographic structure is the projected
ingrease in the labour force in the coming decade. Over the period
1966-79 the labour force increased by 99 thousand as a result of
population growth, offset to some extent by a decline in activity rates
in certain age groups. It is likely that the labour force will continue to
grow over the coming decade, resulting in the slight reduction in the
burden of dependency noted above. The provision of secure, well-paid
erhployment for the increased numbers seeking work will constitute
one of the principal challenges in the area of economic and social
policy.

REDISTRIBUTION

4.44 The reduction in the inequalities of income and wealth, together
with the elimination of inequalities of opportunity, constitute some of
‘the principal aims of social policy. The extent of inequality is substantial;
in 1973 the top 9 per cent of households (in terms of gross income)
had over 24 per cent of disposable income while the lowest 20 per cent
received 5 per cent of disposable income.2® The principal means of
reducing the inequalities generated by the market are the tax and
transfer systems. The aim of public policy in this regard should be to
ensure that they are progressive, i.e. transfer resources from higher to
tow income groups. The evidence for 1973, the latest year for which

data are available, suggests that taxes and transfers do have a broadly
redistributive effect.26

4.@45 Certain expenditure programmes do, however, have a clearly

+

;  [ 25g, Nolan, “The Personal Distribution of Income in the Republic of Ireland™, Journal of
the Statistical and Social Inquiry Society of ireland, {Dublin, 1877/78).

‘260501 The Distributive Effects of State Taxes and Transfers on Houssholds in 1973,
(1980},
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regressive effect, i.e. they benefit higher income groups more than
proportionately. Examples of such programmes include expenditure on
higher education and on subsidies to owner-occupiers. The tax system
may also raise revenue in a regressive fashion. Thus indirect taxation is
frequently regressive (but this is not necessarily the case). Within the
income tax system, the system of allowances allied to a nominally
progressive tax structure results in the value of allowances to tax-
payers increasing with their income. Furthermore, certain allowances
and deductions in the tax system are more likely to be availed of by
higher income groups, e.g. allowances for interest paid, medical insurance.
These allowances have a regressive effect and they also result in a con-
siderable reduction in the average rates of tax paid under a nominally
progressive tax structure. Additional revenue could be raised in a more
progressive fashion if the amount of income excluded from tax were
reduced by, for example, restricting their value to the tax-payer to the
standard rate equivalent, rather than the marginal rate.

4.46 Almost every action of public agencies has implications for the
distribution of resources between different groups in the community.
The need for policies to address the economic problems now facing the
economy is addressed elsewhere in the report. The successful imple-
mentation of these policies will require that they operate and are seen
to operate with due regard to their distributive implications.
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CHAPTER 5
AIMS AND RECOMMENDATIONS'

introduction

5.1 Chapter 4 contained an analysis of the problems facing the Irish
economy. These problems are broadly similar to those which were
discussed in the most recent Council report on the economy (Report
No. 53), except that they have now become more urgent:

(i) the unemployment rate, including first-time job seekers, of
7.1 per cent in 1980 is forecast to increase to 9.3 per cent in

. 1981 andto 10.5 per cent in 19822
. (i) the balance of payments deficit on current account was 8 per
‘ cent of GNP in 1980 and is expected to be almost 14 per cent

‘ in 1981

- (iii) the current budget deficit as a percentage of GNP was 6.6 per
: cent in 1980 and is expected to be 7. 9 per cent in 1981. The
Exchequer borrowing requirement and the public sector borrow-
ing requirement were 14.6 per cent and 18.9 per cent of GNP
respectively in 1980 and are expected to reach 16.5 per cent

o
s
s

and 21.1 per cent in 1981. Foreign borrowing as a percentage
of GNP increased from 6.4 per cent in 1979 to 7.0 per cent
in 1980

(iv} the Irish inflation rate in 1980 was 18.2 per cent compared
to an EEC average of 12.2 per cent. The Irish rate of inflation
. is expected to be slightly higher in 1981
" {v) unit labour costs in Ireland increased by 5.3 per cent relative
to the average of the main industrialised countries in 1979
and by a further 7 per cent in 1980.

5.2 The Council's principal recommendations in Report No. 53
were the elimination of the current budget deficit over the three

1The Secretary of the Department of Finance did not participate in the discussions in so
far as they involved speciflc budgetary pollcy recommendations.

2The definition of unempioyment here corresponds to the definition used in the iabour
Force Surveys.
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year period 1981-83 and that real incomes should reflect the growth in
domestic output adjusted for the terms of trade. Depending on the
progress made in reducing the current budget deficit the Council
considered that productive capital expenditure might be allowed to
increase in real terms on a selective basis. Finally, the Council recom-
mended that increases in public sector pay should be related to the
Government’s capacity to pay.

5.3 These recommendations are still relevant twelve months later
but are more urgently in need of full implementation. Unless there
is @ commitment to policies which tackle the problems specified in
Chapter 4 and paragraph 5.1 as a matter of urgency, the achievement
of real and sustainable growth in employment and incomes and the
maintenance and development of existing levels of public social ex-
penditure will not be possible. The following paragraphs outline the
Council’s recommendations on policies.

FISCAL POLICY
Current Public Expenditure

5.4 In report No. 53 the Council recommended that the 1980 Budget
forecast for the current deficit should not be exceeded and that the
1981 Budget strategy should involve substantial progress in the re-
duction of the current budget deficit. The 1980 Budget contained
a forecast of 4.2 per cent of GNP for the current budget deficit. The
out-turn for that year was 6.6 per cent of GNP. The excess of the
actual over the forecast figure was almost entirely due to the excess
of public expenditure over the original forecasts. The January 1981
Budget estimated a current budget deficit of 5.2 per cent for 1981,
The revised estimate given in the Financial Statement, July 1981
indicates a final current budget deficit for the year of £787 million,
approximately 7.9 per cent of GNP,

5.5 Appendix 3 contains estimates of budgetary trends, in the absence

of policy changes, for the period 1981-84. The following (neutral)
budgetary stance is assumed:

— no change in the volume of Government current or capital
expenditure

— indexation of specific rates of indirect taxation
— indexation of income tax allowances.

Other assumptions include a 10 per cent rate of price inflation per
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annum and an increase of 1.8 per cent in the rate of price increase of
Government provided goods and services reiative to othe( goods and
services. Against this budgetary stance it is estimated that with a growth
rate of 2.5 per cent for domestic output, the current budget deficit would
rise to £1,405 million in 1984. At that time service of public debt would
absorb 99 per cent of receipts from income tax and would amount to a
“tax"’ of 21 per cent on total non-agricultural domestic income. Relative
to GNP,? the current budget deficit would be 10.0 per cent in 1984,
higher than the proportion of 7.9 per cent in 1981.

5.8 With the existing tax system a higher rate of growth will not
fead to the automatic elimination of the current budget deficit. It is
estimated that if there were a sustained rate of growth of 4.5 per.cgnt
per annum, the current budget deficit would be equal to £986 million
‘of to 6.7 per cent of GNP in 1984. This is with the ‘neutral’ Budget
'éssumption, which involves no change in the volume of Governmeqt
current or capital expenditure over the three years. Moreover, this
outcome is likely to under-estimate the deficit in 1984, for two reasons.
First, past experience suggests that with a higher growth rate, input
“prices tend to be bid up. Second, a rate of growth of 4.5 per cent per
‘anhnum would be likely to lead to increased demand for public goods
and services.

5.7 Paragraphs 5.5 and 5.6 illustrated the extent of the budgetary
“imbalance likely to result if present policies are unchanged. The poten-

‘tial for restoring balance through the curtailment of public expenditure.

is limited. In 1980 expenditure on debt service, income maintenance
and public sector pay amounted to 73 per cent of current Government
‘expenditure.* In addition, a proportion of non-pay public current
‘expenditure is devoted to the provision of social services which are
designed to cater for the needs of dependent groups e.g. children, the
elderly. In view of our demographic structure it is unlikely that signifi-
“cant reductions could be effected in this area of expenditure.

‘5.8 In 1980 the Council recommended the elimination of the current
T‘bu’dget deficit over the three year period 1981 to 1983 inclusive.® The
deterioration in the state of public finances since then means that the
elimination of the deficit is now more difficult. The elimination of the
’d‘éficit over a very short period such as 12 months would result in a

3In this section the current budget deficit is forecast as a percentage of GDP rather than
GNP due to the greater difficulty in forecasting the latter.

4The corresponding figure for 1979 was 70.4 per cent.
‘SNESC Report No. 53, ap. cit.
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severe defiationary shock to the economy while an attempt to eliminate
it over a relatively long period such as seven years could prove im-
possible since, for example, the increasing burden of interest payments
could outweigh attempts to raise revenue or reduce expenditure., The
Council, therefore, recommends that a target of three years be set
for the elimination of the deficit.

5.9 The successful elimination of the current budget deficit will
reduce the repayment burden on future tax-payers referred to in 4.11
and 4.12 and lead to an improvement in the balance of payments
position through a reduction in imports. The openness of the economy
will ensure that much of the deflationary impact of the elimination
of the deficit will result in a reduced demand for imports rather than
a severe decline in domestic employment.® The elimination of the de-
ficit combined with an incomes policy as outlined below would minimise
short term adverse effects on employment while providing a basis for
long-term employment growth.

5.10 It is clear that a balanced current budget is not a realistic pos-
sibility without a reduction in the volume of public expenditure and/
or faster growth in revenue. Any attempt at blanket reductions in
public spending without regard to the redistributive and employment
consequences, and in particular to the likely impact on the most
vulnerable groups in the community, would be undesirable. This
implies that the identification of areas of public expenditure where
reductions might be made will require careful evaluation of the effi-
ciency, effectiveness and equity of expenditure programmes. Similarly,
the methods by which increased revenue might be sought have serious
implications for social equity. The extent of the current deficit has been
aggravated by the elimination or reduction in recent years of sub-
stantial sources of tax revenue. Domestic rates, for example, would
have raised £63.3 million in 1978 which is equivalent to £100 million
at 1981 prices. Similarly, motor taxation on cars up to and including
16 horse-power was abolished in 1977 at a full year cost of £27 million,
equivalent to £40 million at 1981 prices.” The revenue foregone from
these services alone, without taking account of possible changes in
the real value of their yield, was equivalent to over one quarter of the
current budget deficit in 1980.

6This is the corollary of the argument outiined in paragraph 4.27 that expansionary fiscal
poilcy is raiatively ineffective in reducing the levei of unemployment in an open aconomy.

7The increases in motor registration fees in the Januery 1981 Budget restored less than
one-quarter of this revenue. In the July 1981 Budget the Minister for Finance stated that motor

tax would be reintroduced with effect from 1 September 1981 at the 1977 rates. The estimated
tuli year revenue would be £27 5 miilion.
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The level of income tax revenue is largely dependent on the
E{/ltlem of tax allowances and deductions. The_value of th&s.e allowafnces
and deductions (which removed over one-third qf gross income from
tax in 1977/78) flows disproportionately to higher income groups
because of the structure of the tax system. The cost of these allowances
and deductions in terms of revenue foregone in 1980/81 was 116 per
cent of the 1980 current budget deficit. Th&se.allo_wgnce_s and de-
ductions are available to all tax-payers and their ellmmat_lon would
not be feasible under the present tax system. However, if the tax
reliefs and deductions available to individuals (other than personal
‘éliowances)a had been valued at the staqdard rate, rath_er. than the
téx-payer’s marginal rate, in 1980 approximately £_25 rqllllon wguld
have been raised in additional revenue. Such requctlons in exclusions
from income tax would result in a more progressive tax system as well
as contributing to the reduction of the current budget deficit. The
question of widening the tax base, in particular through greater use
.of capital taxation (which contributed only 0.7.per cent of total
‘revenue in 1980) should be considered from the point of vnew.of pro-
.moting a more equitable distribution of resources as well as its con-
“tribution to the elimination of the current budget deficit.

5.12 The reduction in public expenditure which may be necessary
utyo‘ complement the raising of additional revenue should not tz-_lke
»pface on a pro-rata or across-the-board basis. _Rather, the allocqtmn
‘ol% resources should have regard to the effectiveness of expendlturg
programmes including their distributive conssquences. The Coupcnl
Has already outlined its views on areas of priority within tt)e field
‘of social expenditure.? The recent increased level_s of sub.sldy for
owner-occupiers are a further example of expenditure wh!ch dges
‘not meet the criteria of social priority. In view of the labour intensity
-of most public services, a reduction in average real pay levels in the
“public sector would have a substantial impact on public expenditure
‘without, of itself, affecting the availability of services.

:»A“«Gapital Expenditure . . .

6,13 During the period 1976-80 fixed capital formation both pub!lc

+and private amounted to an average of 30 per cent of .GDP. While
recognising the long pay-back and social nature of many investments,

. 8The rellefs concerned sre: dependant reiative silowsnce, PAYE ailowsnce, age eliowancs,
- housekeeper sliowence, relief of loan interest, relief of superennustion contributions, life
" gssurance rellef, medical insurence relief, chiidren’s ellowanca (social weifers) relief, relief of
‘bank deposit interest.

i 9NESC, Report No. 61.
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the level of investment has not yielded a commensurate increase in
output.1®

5.14 There is a valid case for the financing of a deficit in the public
capital programme by foreign borrowing when the resulting invest-
ments provide a return to the State, directly or indirectly, sufficient
to meet interest charges and capital repayments. The Council is con-
cerned that new public investments should meet this criterion. In
order to reach a balanced judgement on this matter the Council, while
recognising a case may be made for certain expenditures on productive
infrastructure, recommends that the returns from all public capital
expenditure should be rigorously evaluated, In January 1981 the
Government introduced the /nvestment Plan 1981 which provided for
total public investment during the year of £1,700 million. On present

information it is not possible for the Council to evaluate the pro-
ductiveness of the planned investment.

Monetary Policy

5.15 A fiscal policy aimed at eliminating the current budget deficit
and reducing the external current deficit must be complemented by
an appropriate monetary policy. A large part of the exchequer borrowing
requirement is financed by monetary means and the public sector
accounts for a predominant part of domestic credit expansion.'’ While
the Central Bank has considered that the rate of growth of domestic
credit is excessive, it has nevertheless taken account of the needs of
the private sector in determining its credit policy. Whether the re-
duction in the Exchequer borrowing requirement which would result
from the elimination of the current budget deficit would enable the
credit available to the private sector to be increased would depend
on a number of factors—for example, the impact on the external de-
ficit and the monetary financing of the reduced borrowing requirement.

Incomes Policy

5.16 In recent years the rate of growth in the community’s expendi-
ture has exceeded the rate of growth in the community'’s resources.
During 1977-80 domestic expenditure rose by 11.1 per cent while
gross national disposable income adjusted for the terms of trade rose
by 5.4 per cent.’? In 1979 and 1980 the adverse movements in Ireland’s

10The gross incremental capitsl outputratio provides a crude indication of the productiveness
of investment. This ratio deteriorated from approximately flve over the period 1968-756 to
eight over the perlod 1977-80, suggesting e deciins in the productiveness of investment.

111n 1980 the Government shere of domestic credit expension was 55 per cent.

12The baisnce of payments deficit on current account is equal to the difference between
domestic expenditure end gross national disposable incoms.
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terms of trade implied a transfer of resources to her trading par.tners.13
The divergence between income and expenditure ha§ been fln.anced
by foreign borrowing. Recourse to borrowing for this reason is not
sustainable.

5.17 The future growth of the economy is dependent on the success
of the exposed sector in home and export markets. This success is
primarily determined by prevailing income levels, by productivity
and also, of course, by such factors as management practices and
marketing. The index of unit labour costs (Table 9) indicates the
extent to which Ireland has been losing cost competitiveness relative
to*the main industrialised countries. Over the period 1978-80 in-
clt.isive, Ireland’s competitiveness deteriorated by approximately
14 per cent. The consequences of this decline in competitivenes.s
have been offset to some extent by the greater decline in competi-
tiveness in the UK, due mainly to the marked appreciation of sterling
in 1980. This compensating factor, however, is unlikely to persist over
the. medium-term. The loss of competitiveness in home and export
markets has lead and will continue to lead to a loss in employment.

5.18 The cost competitiveness of the exposed sector'® will depend
not only on pay and other direct cost increases, but also on the rate of
price increase of raw materials and services which it purchases fron) the
sheltered sector. It is essential that pay and other cost increases higher
than in competing countries do not become the general norm. Pay and
income increases in the sheltered sector should be related to the increases
which the exposed sector can bear.

B.19 Given the serious deterioration in competitiveness which has
‘occurred in recent years and its adverse effects on output and em-
ployment, the Council considers that adoption of an incomes pause—
as defined in paragraph 5.20 below—is an essential element in aidin

the restoration of economic competitiveness in the short-term.’

‘Calculations on this specific point made available to the Council'®
indicate that on current trends, an incomes pause of eighteen months
duration would be required to offset the decline in competitiveness
which has occurred since Ireland’s entry to the EMS. In this context,

"713|n 1879 and 1880 respectively, adverse movements in the terms of trade reduced the
volume of resources avaiiable to the community by 1.9 and 3.7 percentage points.
~.§ 14T he exposed sector as broadiy defined in Chapter 4 includes agricuiture and manufacturing
industry.
- 150ver the medium term more efficient management practices and improved marketing
are also essential elements for enguring a raturn to previous competitive ieveis.

16Received from the Centrei Bank.
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the Council recommends the adoption of a pay pause for eighteen
months or, at the very least, for the longest sustainable period leading
to eighteen months following the expiry of the second National Under-
standing.'’- '8 ¥ Following the restoration of previous competitive
levels the Council recommends that income increases should not
exceed what the exposed sector will bear.

5.20 The Council wishes to emphasise that if the economy is to
derive maximum benefit from such a policy, all incomes and not
just employee incomes must be subject to the pause. This would
include employee incomes, income from self-employment and non-
labour income such as dividends and rents. In a situation where there
is an income pause it will be necessary to ensure strict implementation
of the price control criteria of the National Prices Commission?® in
order that price increases intended to compensate for increases in
income are not granted. Because of its special circumstances, including
in particular the fixing of prices at EEC level, the Council is not in-
cluding the agricultural sector in this recommendation for an incomes
pause. The Council intends, however, to comment, in detail on this
issue in its forthcoming report of farm incomes,

5.21 A pause in nominal income growth, followed by a growth in
incomes in line with what the exposed sectors can bear, would not
only improve competitiveness with the consequent beneficial effects
on employment, it would also lower inflationary pressures in the
economy, have significant beneficial effects on the external current
account and would significantly ease the burden of adjustment on

employment which the elimination of the current budget deficit
would entail.

17Mr TO Cearbhail suggests that, before any decision is taken on this matter, all interests
who would be affected by an incomes pause should be consulted and account taken of their
views in framing, and operating, whatever decision is taken,

18Professor Hannan does not accept that sufficient evidence has been presented to support
the recommendation of a general incomes pause for a specific period nor that the full economic
and social consequences of such a pause have been adequately evaluated.

A note of dissent to this proposal was provided by the ICTU representatives on the

council on 17 September 1981, This note appears in full as Appendix 5 to this report.

20The coverage of the National Prices Commission is not total. In so far as manufacturing
industry is concerned there is broad coverage by virtue of the dominant firms being controlled.
Limited control is exercised over service industries, importers and wholesalers. The NPC does
not have a function in regard to dividend or rent control,

a3



Table 1

Expenditure on GNP 1976-80

% change per annum, compounded annually

1977 1978 1979 1980

Private consumption 40 8.8 3.6 —-12
Public consumption 23 43 3.5 4.0
Gross fixed capital formation 6.3 17.3 15.6 -79
Exports of goods and services 135 12.7 6.7 7.0
Imparts of gaods and services 130 152 14.7 —-4.0
Gross Domestic Product 5.8 6.3 1.9 2.1
Gross National Product 54 6.3 1.8 1.4
GNP, allowing for changes in terms of trade 4.7 7.3 0.6 —2.4
Growth of GDP:

" EEC 24 3.2 3.5 1.2

- OECD-Europe 23 3.0 3.3 14

OECD 3.8 39 3.3 (a) 1.3 {a)

Note: {a) GNP.

Sources: Economic Review and Qutlook, Summer (1981); OECD, Economic Qutlook, Decem-

ber (1980), July {1981).

+

Table 2

Saectoral Performance, 1876-80

: ﬁ A. Output
:‘ i" Sectoral share Growth rate
(GDP) 1976
{factor cost) 1977 1978 1979¢ 1980f
% %
Agriculture 171 99 19 -5 75
Industry 34.7 8.0 104 8 —25
S‘erviCES 48.2 3.1 48 2 0.5
- B. Employment
N ' Sectoral share Growth rate
' Mid-Aprit 1977 1977-78¢ 1978-7g¢ 1979-80 1980-81f
; % % % % %
Agriculture 21.1 -0.9 -1.3 -1.3 -1.8
Industry 31.0 4.2. 43 19 —2.7
Services 479 29 4.3 25 +0.9
Notes:Bestimate
fforecast
Squrces: Qutput: NIE, 1978.

ESRI, QEC. January {(1980) September (1980).
Employment Table 3, ERO, Summer {1981).
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Empioyment Performance by sector, 1975-81 (a) (b}

Table 3

1975 1977

Agricuiture 238 228
Industry 337 336
Of which: Manufacturing 224 226

Building and construction 89 87
Services 498 519
Total employment 1073 1083
Unemployed 73 89
Unemployed {including those seeking
first job) 88 104
Total labour force {(excluding those
seeking first time job) 1146 1172
Unemployment rate 6.4% 7.6%
Unemployment rate
{including first job seekers) (e) 7.6% 8.8%

1979

223
365
239
101
857
1145
74

89

1219
6.1%

7.2%

1980 (c)

220
372
243
103
571
1163
74

89

1237
6.0%

7.1%

1981f {d)

216
362
n.a.
n.a.
576
1154
104

119

1258
8.3%

9.3%

Notes: (a) Figures refer to mid-April
{b) These employment data are markedly different from employment data presented
in NESC Report No. 53 since substantial statistical revisions have been carried out
by the CSO, based upon the 1979 Census of Population
{c) 1980 figures are provisional
{d} 1981 figures are NESC forecasts
{e) Assumption of 15 000 seeking first job
Source: Central Statistics Office, ERO, Summer 1981.

Table 4

Agricultural Output Trends 1977-80

% Increase 1978 1979 1980
Gross output-value 17 5 -1
Net output-value 15 -2 1
Income from seif-empioyment 12 —-12 -9
Qutput price index 13 6 -~2.7
Input price index 4 13 145
Volume of gross output 6 —1 0
Volume of net output 2 -10 7

Source: CSO.
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Table 1

Expenditure on GNP 1976-80

% change per annum, compounded annually

Tabie 3

Employment Performance by sector, 1975-81 (a) (b)

1977 1978 1979 1980

Private consumption 40 8.8 3.6 -1.2
Public consumption 2.3 43 3:5 4.0
Gross fixed capital formation 6.3 17.3 15.6 —7'9
Exports of gaods and services 135 12.7 6.7 7‘0
Imports of goods and services 130 152 14.7 —4'0
Gross Domestic Product 58 63 19 21
Gross National Product 54 6.3 1.8 1.4
GNP, allowing for changes in terms of trade 4.7 7.3 0.6 —2.4
Growth of GDP:

EEC 24 3.2 3.5 1.2

OECD-Europe 23 3.0 3.3 1.4

OECD 3.8 3.9 3.3 (a) 1.3 {a)

Note: (a) GNP,

Sources: Economic Review and Outlook, Summer (1981); OECD, Economic Outlook, Decem-

ber (1980), July (1981).

El

Table 2

G

Sactoral Performance, 1976-80

A. Qutput
Sectoral share Growth rate
(GDP) 1976
{factor cost) 1977 1978 1979¢ 1980f
o % %
A‘gtli,‘(/:ylture 171 99 19 -5 7.5
In's:!U"Stry 34.7 8.0 104 8 —2.5
Services 482 3.1 48 2 05
B. Employment
Sectoral share Growth rate
Mid-April 1977 1977-78¢ 1978-79¢ 1979-30 1980-81f
% % % % %
Agriculture 211 —-0.9 —-1.3 —-1.3 —1.8
Industry 31.0 4.2. 4.3 1.9 —2.7
Services 479 29 4.3 2.5 +0.9
Notes: €estimate
fforecast
Sources: Qutput: NIE, 1978.

ESRI, QEC. January (198Q) September (1980).
Employment Table 3, ERO, Summer (1981).
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1975 | 1977 | 1979 | 1980¢ |1981f @)

Agriculture 238 228 223 220 216
Industry 337 336 365 372 362
Of which:Manufacturing 224 226 239 243 n.a.

Building and construction 89 87 101 103 n.a.
Services 498 519 657 571 576
Total employment 1073 1083 1145 1163 1154
Unemployed 73 89 74 74 104
Unemployed (inciuding those seeking
first job) 88 104 89 89 119
Total labour force {exciuding those
seeking first time job) 1146 1172 1219 1237 1258
Unemployment rate 6.4% 7.6% 6.1% 6.0% 8.3%
Unemployment rate :
(including first job seekers) (e) 7.6% 8.8% 7.2% 7.1% 9.3%§

Notes: {a) Figures refer to mid-April
(b) These employment data are markedly different from empioyment data presented
in NESC Report No. 53 since substantial statistical revisions have been carried out
by the CSO, based upon the 1979 Census of Population
(c) 1980 figures are provisional
(d} 1981 figures are NESC forecasts
{e} Assumption of 15 000 seeking first job
Source: Central Statistics Office, ERO, Summer 1981.

Table 4

Agricultural Qutput Trends 1977-80

% Increase 1978 1979 1980
Gross output-value 17 5 -1
Net output-value 15 -2 1
Income from self-employment 12 -12 —9
Output price index 13 6 —2.7
Input price index 4q 13 14.5
Volume of gross output 6 -1 0
Volume of net output 2 -10 7
Source: CSO.
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1 4018 O

Trend in cattie numbers and output 1974-80

Disposabie personal income, 1976-80

Yotal Beef Cattle Creamery Milk Delivery . Annual % change
cows cows output cows deliveries cow
(000} (*000) ("000) ("000) {m galion) (gallon) 1977 1978 1979 1980
¥
1974 2 208 732 1809 1246 571 458 Current Prices
1975 2102 611 1859 1237 625 505 Personal income 18.7 174 155 n.a.
1976 2047 547 1617 1274 675 530 Disposable personal income 18.2 18.3 16.2 n.a.
1977 2 092 537 1769 1333 735 551 Average earnings, transportable
1978 2096 502 1813 1378 842 611 goods industry 171 143 15.3 18
1979 2108 484 1737 1410 864 613 Family farm income 38.9 124 -11.6 -9.5
1980 2035 448 1644 1377 837 608 Profits, professional earnings, rents etc. 244 211 19.0 2.5
Constant Prices8
Source: CSO and AFT. ; Personal income 54 101 20 n.a.
T Personal disposable income 5.0 10.3 3.7 n.a.
1 Average earnings, transportable
Table 6 1 goods industries 40 6.5 2.9 -0.2
% Family farm income 234 53 -215 -235
Manufacturing industry: output and employment, 1976-80 3 Profits, professional earnings, rents etc. 105 12.9 6.1 —-13.5
1977 1978 1979 1980 k4 Note: 8Deflator used is private consumption expenditure deflator.
i Sources: NIE, (1978};, ERQ, Summer (1981); ESRI, QEC January (1980).
Voiume of output (% change) 8.7 7.8 58 —-2.0
Employment (% change) 31 3.0 4.1 -1.1 £ 4
Net increase in employment 6100 6100 8 500 —-2400 ke
Note: All changes are changes in annual averages. 5
Sources: Monthly Industrial Enquiry, December (1980), CSO; Employment, Earnings, Hours E
Worked, December (1980). !
Table 7 ‘
Manufacturing industry: employment by sector ’
% change (a) Table 9
1
1976-80 Average : Relative unit labour costs in dollar terms®, EEC countries 1977-80
1977 | 1978 | 1979 | 1980 annual growth
rates (compounded 1978 1979 1980
; annually)

;- Belgium 09 —~4.2 —-5.4
Fopd 07 1 24 24 | -34 05 : Denmark —03 3.4 -10.2
Drln&/tobacco 20 29 — 19 1.7 ‘ Germany 59 15 -3.4
T'exulves ‘ 1.7 05 38 —6.8 —-0.3 France —-5.7 23 1.9
Clothing/footwear 15 - 1.0 —8.3 —-15 Italy 0.1 20 0.2
Paper /printing/woad products —-2.1 4.3 —-1.2 -3.8 -0.7 Netherlands 09 —-0.8 -5.9
Noq~meta||ic mineral products 6.1 72 1.3 —-1.3 3.3 Ireland 11 53 7.0
Chemicals 20| 87 80 | -ani 35 | ’

Metals, engineering 8.1 30 8.9 23 55 UK 8.8 159 320
Miscellaneous 96 55 5.2 1.0 5.3
Note: aUnit labour costs in dollars by reference to the weighted average for the main indus
trialised countries
Note: (a)

Al growth rates are September-September. . Source: EEC European Economy No. 8, March (1981),
Source: CSO, Employment, Earnings, Hours Worked, March, June, September, (1980). ;
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Tabie 10

Ireland’s foreign trade performance 1976-80

1977 1978 1979 1980

(1)  Growth in volume:

Irish exports of goods and

services (%) 136 127 6.7 7.0
(2) Growth in volume:

all world commodity trade (%) 40 5.0 6.0 1.0
(3) Ireland’s terms of trade

(Base, 1968 = 100) 103.1 1046 100.6 944
(4) Ireland’s export share of total

world exports (%) 0432 0.484 0.481 0.459
(5) Ireland’s export share

of developed countries

manufactured goods exports (%) 0.397 0.426 0.473 0.499
(6) Ireland’s export share of EEC

manufactured exports (%) 0.737 0.785 0.852 0915

Sources: (a) Table 1

(b) UNMBS; United Nations Monthly Bulletin of Statistics (UNMBS), May (1981),

NIESR
) (c) Central Bank
¢ (d) UNMBS, May (1980)

(e), (f) UNMBS, March (1981); Trade Statistics of Ireland, December (1978), Decem-
ber (1979), December (1980); Exchange Rate Data; /nternational Financial

¥ Statistics Yearbook, (1980), for data up to 1979, Central Bank Quarterly
Bulletin (QB), December (1980) for 1980 data.
Table 11
The balance of payments, 1977-80
£ million
1977 1978 1979 1980
Balance of trade (1) —618 —-735 —-1347 —1290
Net invisible exports (2) (a) 463 535 620 590
Balance of current account (3)=(1)+(2) —155 —200 -727 —-700
Net Government borrowing (4) 199 342 318 na.
Private capital inflow (5) (b) 201 -191 132 n.a.
Implied capital inflow (6)=(4)+(5) 400 251 450 1071
Change in official reserves (7)=(3)+(6) 245 51 —-277 3N
Notes: (a) Includes net transfers with the rest of the world,

{b) Derived residually.

Sources: CSQ; ERO, Summer (1981); Central Bank, QB, 1 (1981).
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Table 12
inflation, international comparisons, 1976-80

% Changs in consumer prices

1977 1978 1979 1980 Dec 79—Dec 80
Ireland 136 76 13.2 18.2 18.2 (a)
UK 168 8.3 134 180 151
EEC 99 70 89 12.2 118
OECD—Europe 113 9.4 106 143 13.7
Note: (a) Novembar-November growth rate

Source: QECD, Economic Outlook, December (1980); OECD, Main Economic Indicators,
February, March (1881).

Table 13
Ireland’s exchange rate 1977-80

Foreign currency for Irish £: annual period average

1977 1978 1979 1980 31 December 1980
Pound Sterling 1.00 1.00 096 0.89 0.796
U.S. Dollar 1.75 192 205 2.06 1.898
German Mark 4.05 385 3.75 3.73 3.717
French Franc 8.57 8.65 8.7 8.68 8.569

Sources: QB,1and 4 (1980); OECD, Main Economic Indicators, February (1981).
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Change in Government expenditure, 1976-80

Tabis 14

1977 1978 1979 1980
% Changes: nominal values
Transfer payments 180 18.4 20.1 23.6
Expenditure on goods and services 16.7 247 228 295
Government current expenditure 17.3 212 21.4 26.5
Government capital expenditure —1.0 30.1 251 319
Total Government expenditure 13.8 228 22.1 275
% Changes: real valuaes (1975 prices)
Transfer payments 4.7 104 7.1 4.6
Expenditure on goods and services 2.8 128 -0.8 4.3
Government current expenditure 38 115 3.3 45
Govérnment capital expenditure -153 18.1 9.6 13.3
Total Government expenditure 0.1 126 44 6.1
Notes: (i) The present table is derived from the National Accounts classification of the

, budget expenditures.

(ii) Government capital expenditure also includes a transfer element.
Deflators: (a) Transfer payments—private consumption defiator

(b) Expenditure on goods and services—public consumption expenditure

deflator

(c) Capital expenditure—fixed capital formation deflator

Sources: Annual Budgets; Table 24,

Table 15

Government expenditure in relation to GNP, 1976-80

(%)
1977 1978 1979 1980
Ratio} to GNP market prices
Government current expenditure 384 399 420 459
-ta) transfers 20.5 208 216 231
(b} expenditure on goods and services 179 19.1 20.3 22.8
Capital expenditure 180 89 9.7 1.1
Total expenditure 46.5 48.8 51.7 56.9
Ratio to GNP: constant prices
Government current expenditure 39.1 410 416 43.1
{a) transfers 20.7 215 226 23.3
“(b) expenditure on goods and services 184 19.5 190 19.7
Capital expenditures 7.8 8.7 93 104
Total expenditures 469 497 509 53.5
Note: Items need not sum exactly due to rounding errors
Sources: Table 1; Table 14.
100

Table 16

Service sector amploymaent: 1977-81

'000s
1977 1978 1979 1980 1981
Civil service (c) 517 525 55.4 57.0 58.4
Local authorities administration (d) 15.2 16.3 16.3 16.5 16.2
Other public sector (e) 1528 1575 166.5 1711 175.0f
Total public sector services (a) 2197 226.3 2382 | 2446 249 6f
Total service sector (b) 5190 n.a. 557.0 5710 576.0f
Private sector 2993 na. 3188 | 3264 326 .4

Notes:  (a) Januery each year
{b) Mid-April each year, 1980 is provisional; 1981 forecast.
(¢} includes small number of industrial Civil Service (211 on 1 January 1981) scale-
point staff, mainly sub-postmasters (3,435, Jenuary 1981)
(d) Number of locel authorities employees attributable to ‘Public Administration
and Defence’’
(e) Garda Siochana, Defence Force, Teachers, Health Boards, Other Health Sector
Universities, Other Education State-Sponsored Bodies.
fNESC estimates.
Sources: Department of Public Service; CSO; Table 3.

Table 17

Exchequer pay costs, 1876-80

1976 1976 | 1877 1978 1979 1980

Exchequer pay costs

(IRE million) 5166 6289 | 719.2 | 862.3 | 1079.1 145298
Real Exchequer pay costs

(1976 IRE million) 616.6 B20.8 | 63798 | 6015 671.2 764.2
Exchequer-funded employment

(000's) 1729 177.2 {11820 | 1898 198.1 2023
Real Exchequer pay costs

per empioyes (1876=100) 1000 100.1 989 | 106.1 1134 1264

Notes: (a) Deflator used is private consumption expenditure deflator
(b) Employment data used is an average for Jenuary of the yeer in question end
January of the followling year
Sources: Department of Finance; Department of the Public Service; Table 24,
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Tabie 18

Estimated real sarnings; selected groupings 1875-80

1976 = 100

1976 1976 1977 1978 1979 1880
GNP, volume terms 100 1014 1069 1136 1 115.7 | 117.3
GNP per employed person {a), (b) | 100 n.a. 106.4 na, | 1079 | 107.7
Avarage reai earnings,
transportable goods industries 100 100.7 106.0 1120 ] 115.0 1149
Family farm resl income 100 94.4 116.6 1227 | 963 72.2
Real pay costs par empioyee
Publiic Service, Definition 1 100 1001 989 106.1 11134 | 1264
Pubiic Service, Definition 2 100 96.6 928 970 | 1046 113.2
Notes:  Public Service, Definition 1: inciudaes all those employaes whose saiaries are paid

direct out of Exchequer pay biii

Publiic Servica, Definition 2: includes, In addition to these workars, aii iocai authority
empioyees, but exciudes empioyees of tha voiuntary hospitais and the Post Office,

sacondary school teachers and university amployeas

(a) Tha recent revision of the employment data wili antaii ravisions of GNP data;
consequently tha resuiting GNP per employed psrson estimates for 1977, 1979

and 1980 are likely to ba under-astimates

(b} Employment data is for April of esch yaar.
Soiirces: Tables 1, 3,8, 17, 24, Department of Finance; CSO.

Table 18

Ratio of tax revenue to GNP, 1877-81

(%)
1977 1978 1879 1980
Ti)tal tax revenue:
~ Ratio to GNP 320 316 323 36.7
Taxes on income and wealth
" Ratio to GNP 16.5 16.2 17.2 19.5
Taxas on income and weelth
- Share of totai tax revenue 61.6 614 63.3 54.6
Sources: Annual Budgets, Tabie 1,
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Table 20

Current budget deficit, Exchequer borrowing and public sector borrowing 1977-80

1977 1978 1979 1980

Currant Daficit

(1) €m 201 397 522 547

(2) As % of GNP 38 6.4 7.31 6.6
Exchequer Borrowing

(1) £m 645 810 1009 1217

(2) As % of GNP 10.2 13.0 140 14.6
Gowvernment Foreign Borrowing (a)

(1) £m 121 283 459 583

(2) As % of GNP 23 4.5 6.4 7.0
Public Sector Borrowing (b)

(1) £m 703 281 1258 1678

(2) As % of GNP 13.2 16.7 175 18.9
Notes:  (a) inciudes sales of securities to non-resicents

(b) Equais Exchaquer borrowing pius non-Exchequer capital resources less internal
resources of State bodies and iocai authoritias.

Sources: Annuai Budgets; Tabia 1; Tabla 21.

Table 21

Financing of Exchequer borrowing requiremnent, 1977-80

1977 1978 1979 1980
Net saies of securitias to:
(1) domestic non-bank publiic 204 227 266 319
(2) non-residents 60 260 -60 17
(3) commerciai banks 164 67 104 243
Smalil savings 102 66 27 62
Borrowing from Central Bank - - 100 -
Governmant nat foraign borrowing ral 23 509 566
Changes in liquidity of Department funds =61 166 21 -
Misceiisneous borrowing 156 3 42 20
Total Exchequer borrowing 6456 810 1009 1217
Current budget deficit (Em) 201 397 622 547
as share of Exchaquer borrowing (%) 37 49 62 45
Foreign financing (a) of Exchequer borrowing (Em) 121 283 459 683
as shara of Exchequer borrowing (%) 22 356 45 48

Notes:
"lreland”, January 1981

Ciassification of funds in 19877 and 1978 follows

that of QECD Economic Survey:

(a) Foreign financing = Governmant nat foreign borrowing pius net sales of securities

to non-esidants,

Sources: Annual Budgets, QB 1 and 4 (1960); Department of Finance.
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Table 22
Official foreign indebtedness of state, 1977-80

Millions of Irish pounds

1977 1978 1979 1980

External Government debt (a) 1039 1 064 1642 2200
Externel debt of State-sponsored bodies 334 327 485 835¢
“11)  Total official debt 1373 1391 2027 3035
(2) Official external reserves 1201 1252 975 1346
Debt resarves ratio = (1) +(2) 1.14 1.11 208 2.25

Notes: External debt of the State-sponsored bodies does not inciude foreign currency borrow-
ing from irish resident banks. if such borrowings were inciuded, the totai officiai
. debt in miliions of irish pounds in the four years 1977-80 wouid have been £1,449,
‘ £1,494,£2,122 and £3,210, respectively.
€Estimated from increase in net external liabilities of State-sponsored bodies, QB, 1
(1981).
(a) Exciudes securities heid by non-rasidents.
Sources: Central Bank, QB, 4 (1980), 1 (1981), Department of Finance.

Teble 23

Domastic Credit Expansion (DCE), 1877-80

Sales of Bank-iending DCE
Government securities to Smali to non-

borrowing domaestic non- savings Govsrnment 1+4
benk public sector —(2+3)

(1) (2) (3) (4) = (B)

1977 545 204 102 552 791
1978 810 227 66 836 1 364
1978 1009 256 27 876 1801
1980 1217 319 62 700 1646

Gavernmaent shere of Domaestic Cradit Expansian

1977 1978 1979 1980
% % % %
30 38 45 55

Sources. Tabie 21; Centrai Bank, QB, 1 (1981).
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Teble 24

Implicit price deflators, 1975-80

1976 1976 1977 1978 1979 1980

Private consumption expenditure 100 118.7 133.7 1434 160.8 190.1

Public current expenditure 100 1160 131.7 1454 180.3 2214

Gross domastic fixed capitai

formation 100 118.7 138.7 1529 1743 203.3

GNP 100 120.1 1349 1485 168.1 1919
1976 1977 1978 1979 1980

% Change in price indices:

Private consumption expenditura 18.7 12.6 7.3 121 18.3

Pubilic current expenditure 16.0 13.6 104 240 228

Gross domestic fixed capital

formation 18.7 16.8 10.2 14.0 18.7

Sources: 1975-78; NIE 78; 1979-80, ERO, Summer (1981).

Table 26

Economic performance: European Community
1973-76, 187981

% Change

1973 | 1974 | 1976 | 1976 | 1979 | 19802 | 1981f

GDP, volume 59 1.7 1-14 501 34 1.3 —0.6
Fixed capital formation voiuma 45 |[-33 |(—48 331{ 38 2.1 —1.0(a)
Consumer prices 8.2 1127 125 103 | 89 12.1 104

Notes:  (a) 1981 capital formation forecast is from Europesan Economy, November (1980),
likely to have been ravised downward since then.
8gstimate
frorecast
Sources: European Economy, November (1980) for 73-76 data and 79-81 investment data;
European Economy, Supplement A, March (1981).
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I MO 40

Comparison of the two ‘Oil’ recessions: initisl conditions

1873 1979
% %
(1} Initial balance of payments current
account deficit, as share of GNP 31 101
March 1974 December 1979
(2) Official fareign indebtedness
(a} As share of reserves (%) 76 208
(b) As share of GNP (%) 12 28
) Aversge 1971/73 Average 1977-79
{3) Current budget deficit
As share of GNP 0.23 5.8
(4} Exchequer borrowing requirament
As share of GNP 73 124
Sources: (1) NIE 1978; ERO, July (1980)
(2) Central Bank QB, 4 (1880), 1 (1976)
(3) Annual Budgets; NESC Report No. 63, Table 18
(4) Annual Budgets; NESC Raport No. 53, Tabie 18.
Table 27
Output of cattie and caives (1877-81)
1977 1978 1979 1980 1981
Live exports 453 550 327 473 -
Deadmeat production (a) 1146 1148 1138 1360 -
Total exports 1 599 1698 14656 1823 1320
Imports -142 -120 —168 -78 —90
Slaughtering for domestic
consumption 31 324 322 318 320
Output (exci, inventory) 1768 1803 1629 2 063 156560
Inventory change 1 —-90 108 -418 +50
Output (incl. inventory) 1769 1813 1737 1644 1600
Note: (a) including intervention stocks

Sources: CSO and NESC estimates.
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Agriculture: *ggregate output and incomes and price and volume indices
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Tabie 28

Output forecast 1881

108

% Change
1980 1981 over 1980 1981
Volume Price
% %
6 330
Private consumption expenditure 5 315 -0.75 20.0
Public expenditure on current goods 210 2240
and services l 1861 00 [
: ic fixed ita
&r:;gg:wstlc edcwe 2 503 8.0 180 3 138
Change in physical stocks —114 126 160 5 438
Exports of goods and services 4 669 .
Final demand 14 224 ggs 122 1; g;g
Imports of goods and services 5 800 .
GDP 8 424 20 18.0 10 121(3;
Nat factor income -85
GNP 8 328 0.75 18.25 9835
Bsiance of Payments, 1881
Exports of goods and services 3'328
imports of goods and sarvices - ,200
Net factor income from asbroad —470
Net international transfers
Deficit on Current Account 1,375
Source: NESC

Table 30

1881 monetary forecasts

{(A) Supply and demand for funds

Demand
Exchequer borrowing requirement

Supply

1640 Increase in non-deposit liabilities
of the banking system 250
Non-Government lending of banking Increase in M 820
system 850 Net external finance 990
Sales of securities, to non-bank
public 430
2490 2490
{B) Financing of the Exchequer borrowing requirement
Exchequer borrowing requirement 1640 Sales of securities to the non-bank
public 430
Net borrowing from banking system 350
Net foreign borrowing 860
1640 1640
{C) Composition of net external finance
Net external finance 990 Exchequer foreign borrowing 860
Flow fall in reserves 0
Inflows through Commercial Banks 230
Revaluation effacts —100
990 990
(D) Financing of the balance of payments deficit
Current account deficit 1375 Exchequer external borrowing 860
State-sponsored bodies borrowing 300
Capital transfers, other flows —15
Inflows through Commercial Banks 230
Flow change in reserves 0
1375 1375
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Table 34

Sﬁbsidies and rents as % of total current recsipts for local authority dwellings, 1975-79

+

1975 1976 1977 1978 1979

£m % £m % £m % £m % £m %

Rent subsidies 2701684 | 305 628 | 33.7 1644 ] 462 | 69.0 |} 613} 719
Rent receipts 8.7 220 991} 204 | 123 | 235} 139 | 20.7 | 164 ] 19.2

Saurce: Quarterly Bulletin of Housing Statistics, March (1981).

Table 35

Approved applications according to family size and category, 30 September 1980

Family size

C;tegorv 1 2 3 4 5 6 7 Total
Unit 1235 |1421 1431 806 | 370 169 182} 5614
Overcrowded 506 |2604 4578 2387 942 434 433 | 11 884
Unfit and
overcrowded 78 2N 716 733 435 260 451 2944
Medical/
compassionate 687 600 474 230 103 34 36 2164
QOther 1218 {1312 1075 602 225 103 66| 4 601‘
Totals 3724 |6 208 8 274 4758 2075 1 000 1168 | 27 207
% * 67 33 100

Notes: “Of the 27 708 approved applications detailed analysis is only available for 27 207.
Applications from families consisting of three persons or less account for 67 per cent
of all approved applications and applications from families consisting of four persons
or more constitute 33 per cent,

Source: Department of the Environment.
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Table 36

Average deposit required on new houses being purchased with
building society loans, 197680

State grant {b) Deposit net of state grant
g Net deposit
Gross Money :gsep:;c:;; Current as % of gross
deposit (a) value de ar prices average industrial
posit .
earmngs perannum
(1) (2) (3) (4) (5)
1976 1211 325 26.8 886 27.7
1977 1457 663 456 794 20.7
1978 1859 1000 63.8 869 19.4
1979 2343 1 000 426 1343 27.3
1980 2799 1 000 356.7 1799 30.8

Notes: (a) assumes a 90 per cent loan on an average priced house
(b) the £1,000 grant, introduced in July 1977, was restricted to first-time buyers of

new houses. The 1977 figure in column (2) is an average for the twelve months,
Source: Quarterly Bulletin of Housing Statistics, March (1981).

Table 37

Initial monthly repayments to building societies for mortgages on average-priced
new houses, 1976-81

(1) (2) (3) (4)
Average monthly Repayment as %

ITota(I ) Monthlr\: male industrial of earnings
oan la repayment earnings (b) at (3)

1976 9690 97 267 36.3

1977 11 656 117 320 36.6

1978 14 874 140 369 37.9

1979 18 746 238 410 58.0

1980 22 390 268 456 58.8

1981 (first quarter) 24 150 290 n.a. n.a.

Notes: (a) assumed an 80 per cent mortgage on an average priced house payable over 20 years

(b) figures for industrial earnings refer to total transportable goods industries and
relate to the position at June of each year.

Sources: Column (1), Quarterly Bulletin of Housing Statistics, March (1981),
Column (3), CSO.
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Tabie 38
Net monthly repayment to building societiss: 15t thres years of martgage

Marginal tax rate Gross monthly repayments (a) Net monthly repayments
Year 1 Year 2 Year 3
% £ £ £ £ £
35 283 59 (b} 184 (c) 76 142
45 283 31 (b) 166 (c) 52 114
55 283 2({b) 127 {c) 27 85
60 283 — (b} 113 {c) 15 7
Nates: (a) the gross repayments are based on current repayments on a mortgage of 80 per

cent of the price of a new house approved for a loan in the last quarter of 1980
{b) assumes that the mortgage subsidy of £1,500 is offset against repaymer'\ts
{c) essumes that the subsidy of £1 /500 has been used to finance the deposit.

Source: Quarterly Bulletin of Housing Statistics.
Table 39
Capital expenditure on education, 1976-81
Public capital programme % increase on
At current prices At constant (1975) prices previous year
£m £m
1976 2798 2408 -
1977 37.36 27.33 +13.9
1978 46.92 3117 +140
1979 53.11 30.50 -2
1980 60.80 28.82 —-55
1981 8007 3163 +9.8
Source: Public Capital Programma , various years.
Table 40
Current public expenditure on education, 1976-81
Current prices Constant {1975} prices % increase on
£m £m previous year
1976 2348 2026 -
1977 2720 207.3 +2.3
1978 308.6 2041 -15
1979 393.0 215.2 +5.4
1980 4860 (p) 216.0 +04
1981 601.0 (e) 2243 +3.8
Notes:  p = provisional
e = gstimate
Sources: Book of Estimates, various years.

7

:
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Table 41

Additional teschers and buiidings required in education, 1981-91 (a)

. Additional buildings {c)
Level Addltlonal teachers required (b) sq metres
First 1 800 600 000
Second 2150 550 000
Third 1000 (d) 250 000
Nates: (a) these are the totals required over the decade 1981-91 to meet projected demand
by 1991

{b) exclusive of replacement for retirements ete

{c) inclusive of replacement of obsolete and substandard accommodation
(d) estimate provided by the Department of Education.
Source: White Paper on Educational Development.

Table 42

Average annual cost of providing additional teachers and buildings, 1981-91 at 1981 prices

Level Add"'°'2;‘“°"°" Additional buildings
First 10.1 225
Second 116 300
Third 88 175
Total 30.5 70.0
Source: Department of Education,
Table 43
Health services capital expenditure 1976-81
Public capital programme Constant {1975 prices % Change on
current prices {£m) {£m) previous year

1976 112 9.7 -
1977 16.0 1.7 +20.6
1978 215 143 +22.2
1979 275 158 +10.5
1980 35.0 16.6 +5.1
1981 47.0 188 +13.3

Source: Book of Estimates.
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Tabie 44 Table 46

Current public expenditurs on health services, 1976-81 Current public expenditurs on social waelfare, 1976-80

Curr(ezt prices Pay 85 % of toal Constant (1975} prices % Change Year Current prices Constant 1975 prices
m) (Em)
- Deflator (1) Deflator (2)

1976 275 61.5 237 —2.2

1977 328 620 250 +5.4 £m €m % change £m % change

1978 400 640 265 +6.0

1979 540 64.8 296 +11.7 1976 447 386 - 379 -

1980 666 65.5 296 0.0 1977 511 389 +0.7 381 +0.5

1981 733¢ 66.4 274 -74 1978 592 385 -1.1 404 +6.0
1979 690 377 —2.1 423 +4.7

Notse:  ®estimate 1980 889 408 +8.2 461 +9.0

Sal.{rce: Book of Estimates; Department of Health.

Notes: Deflator (1) is that for net current expenditure by public authorities
Deflator (2) is based upon changes in the Consumer Price index.
Source: Department of Social Welfare.
Table 45

A. Current public expenditure on health by programma 1976-81

£m

1976 1977 1978 1979 1980 |[1981(e)

Community protection 6.1 7.6 94 123 13.9 144

Community health 45.1 46.5 57.6 700 82.7 { 1020 Tabie 47

Community welfare 169 276 300 36.2 435 50.8

Total community 68.1 81.7 970 118.5 140.1 167.3 Unempiloyment benefit and assistance

Psychiatric programme 39.1 46.5 556.6 69.0 85.5 | 103.9

Programme for the handicapped 222 30.1 371 47.8 61.0 65.4 A. Aversgs weekly number of recipiants — unemployment bensfit and assistance 1976-80

General hospital programme 1395 1730 213.2 306.4 378.5 | 4322

General support programme 217 243 26.1 30.8 320 420 1976 1877 1978 1979 1980

Gross expenditure 290.6 3556.6 429.0 6725 697.0 | 810.7

Income 160 271 | 200} 325 | 310 | 376 Unamployment benefit 59973 54 866 47959 | 42000 | 47264

Net expenditure 2746 | 3285 | 4000 | 5400 | 6660 | 7731 Unemployment assistance (a) | 47 399 49 936 48743 | 46197 | 43204

Pay-reiated benefit (b) 22 363 19 304 17 056 13 900 21 553
. . Total no. of reciplents (c) 107 372 104 802 96 702 88 197 90 468
B. Percentage shares of current public expenditure on health

1976 1977 1978 1979 1980 }[1981(e) B. Expanditurs on payments to the unemploysd, 1976-80

£m
U % % % % % %

Community protection 2.1 21 22 2.1 20 1.8 Unemployment benefit 433 445 445 43.2 70.56
Community health 15.5 13.1 134 122 119 126 Unemployment assistance (a) 319 38.5 434 479 88.2
Community welfare 58 7.8 70 6.3 6.2 6.3 Pay reiated bensfit (b) 78 7.6 7.7 8.7 17.7
Total community 234 23.0 226 20.6 20.1 20.7 Total 83.1 90.6 95.6 99.8 148.0
Psychiatric programme 135 13.1 13.0 121 12.3 12.8 As % of social welfare

Programme for the handicapped 76 8.5 8.6 8.3 8.8 8.1 expenditure 186 17.7 16.1 145 16.6
General hospital programme 480 48.7 49.7 63.5 54.3 63.3

General support programme 7.5 6.7 6.1 6.6 45 4.6

Notes: (a) figures axclude smaiiholders
{b) payments with unampioyment benafit only

Note: € = estimate. (c) recipisnts of related benefit are a sub-total of recipients of unempioyment benefit,
Source: Department of Health. Source: Department of Sacial Welfare.
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Table 50 Table 52

Estimated cost in revenue foregone of the principel income tax allowances and reliefs Family disposable income as % earned income

! . 1979/80 1980/81 ) 1976/77 1977/78 1978/79 1879/80 1980/81
. Allowence/relief £m £m % increase
% % % % %
Personal aliowences: Senior management 62 64 64 60 67
Manried 273 246 -9.9 Executive 76 78 79 78 78
Single and widowed 164 157 -43 industrial worker 81 81 84 82 83
One perent famiiies 1 3 +200.0 Unemployed - - - - -
Child ellowance 47 43 -8.5
Dependant reletive ellowance 5 5 0
PAYE allowance - 98 -
Age ellowance 2 1 -50.0
Housekeeper allowance 1 1 0
Relief of loan interest paid
in full 30 36 +20.0
Relief on superennuation con-
tributions peid by employees 10 14 +40.0
Life essurencae relief 8 9 +12.5
Medicel insurance relief 4 (a) 5 (b) +25.0 Table 63
hildren’s all i If
¢ Ire:ie; s allowance {Sociel Welfere) ) 15 +66.7 Racipients of income maintanance payments for the unemployed,
Relief of bank deposit intarest— week ending 27 June 1880
first £70 3 3.5 +16.7 : :
Capital ellowances—machinery etc. 43 (e) 63 (b) +46.5 Totel Unemployment benefit Unemployment assistence
Stock relief 10 11 {c) +10.0 . .
Export seles relief 53 (a) 86.6 (b) +48.3 Flat rete | With pey-releted benefit
Notes: (a) these figures relete to the tex yeesr 1878/79 Recipiants 86 602 24418 19 8656 ‘1‘; 332
(b) these figures relete to the tax yeer 1979/80 Ad."“ dependents | 48 606 (e) |18 880 n.e. 54 079
e} this figure relates to the celender yeer 1981, Child dependants | 95 246 (s} j41 167 n.e.
Source: 1979/80 figures: /nterim Report of Government-1CTU Working Party on Taxation.

1980/81 figures: Revenue Commissioners. Note: (a) excluding dependents of recipients of pey-releted benefit.
Source: Depertment of Sociel Welfers.

. Table 51

Famlly disposable income axpressed as an index based on
income of family dependent on average male industrial sarnings

Teble 54
. 1876/77 1977/78 1978/78 1979/80 1980/81 Consumar prices, Ireland and UK, 1969-79

Seniof menagement 214 206 201 203 246 (a) % chenge per annum (yeer-on-year)
Exacutive 127 123 123 121 124
Industrigl worker 100 100 100 100 100 1970 1971 1972 1972 | 1974 1875 | 1976 | 1977 1978 | 1979
Unemployed 47 48 46 47 49

UK 6.4 9.4 71 92 16.0 242 16.5 15.8 8.3 13.4
Notes:  (See Appendix 1 for details of the families on which this teble is besed.) irelend 8.2 89 87 (114 | 170 | 209 | 180 { 136 7.6 | 133

(a) the substantiel increase is dus to the effects of income splitting for tex purposes

which was introduced in the 1980 Budgat and which was regressive.
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Source: OECD, Economic Qutlook, December (1980}, p. 135.
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Consumer prices in the EEC, 1876-80

% change par annum (year-on-year)

Tabie 65

1977 (a) 1978 (a) 1979 (a) 1880
Germany 3.7 2.7 4.1 6.6
France 94 9.1 10.8 13.6
UK 168 8.3 134 18.4
Italy 184 121 148 21.2
- Belgium 74 4.5 45 6.7
Denmark 1.1 100 8.6 12.3
lreland 138 7.8 13.3 18.2
- Luxembourg 6.7 3.1 45 6.2
‘Netheriands 64 4.1 4.2 6.5
EEC 29 70 89 12.2
Note: (a) annual rates 1977, 1978, 1979 refer to year-on-year averages for calendar years.

Sources: 1977,1978, 1979, OECD, Economic QOutiook, Deceamber (1980), Table 24:;
' 1980, OECD, Main Economic Indicators, March (1981), {p. 162-51

Table 56

Demographic charactaristics of EEC member states 1978—age distribution

and dependency ratio

(b) figures reiate to 1977

Source:
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OECD, Labour Force Statistics 1967-78, Paris (1980).

Under 15 years 15-64 years 65 years + Dependency ratio (a)
Per cent (1) (2) (3) (@)

Beigium 209 649 14.2 54.1
Denmark 218 64.2 141 66.9
France 229 63.2 139 68.2
Garmany 196 65.1 156.3 63.6
italy 218 66.3 11.9 50.8
Luxembourg (b) 198 66.8 134 49.7

 Netheriands 236 66.2 11.2 53.2
“United Kingdom 220 63.6 145 875
treland (b) 314 5678 108 73.0
Notes:  (a) dependency ratio equals (1)+(3) as a percantage of (2)

i
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APPENDIX 1
Ireland’s foreign indebtedness—Some international comparisom1

A 1.1 Throughout the present report, great stress has been laid on the magnitude
of the balance of payments deficit, and the scale of Ireland’s foreign indebtedness.
The role of foreign borrowing in artificially maintaining living standards, preventing
balance of payments adjustment, and producing a debt-servicing problem in future
years has been made clear in Chapter 4. The purpose of this Appendix is to place
Ireland’s foreign indebtedness in a comparative context.

A 1.2 It is customary, in choosing countries as being appropriate for comparison
with the lrish economy, to choose the member States of the European Community.
This choice is more easy to justify on the basis of institutional links and data
availability, than on any grounds suggested by output levels and economic structure.
A choice based on the similarity of GNP per capita levels, the relative scale of the
agricultural sector, the type of industrial structure and industrial policies would
suggest a comparison between Ireland and such countries as Spain and Greece, or,
alternatively, with the more affluent South-East Asian countries such as Hong
Kong and Singapore. In particular, given that the scale of foreign borrowing is
frequently defended on the grounds of Ireland's low GNP per capita relative to
the other member States of the Community, it is of significant interest to compare
Ireland’s experience with countries at a similar GNP per capita level.

Comparison with other EEC Member States?

A 1.3 lIreland's official foreign indebtedness has increased at an extremeley rapid
rate since 1978, with total official external debt increasing from Ir. £1.4 billion
in December 1978 to Ir. £3 billion in December 1880, and a projected debt in excess
of Ir. £4 billion by the end of 1981.3 However, even prior to this rapid increase

1The comparisons made in the tables to the Appendix are, in the view of the Department
of Finance, invalid to the extent that, in particular, (1) they relate only to Central Govern-
ments’ debt position excluding what, for some countries, is an important and substantial
private sactor involvement in foreign currency borrowing and excluding also borrowing by
State entities; some countries borrow heavily abroad through their State companies and very
little in the name of the Central Government, and (2) they are based in some instances on
inconsistent time periods e.g. the comparison between the Danish position in 1975 and the
Irish position in 1978. It is the view of the Department that the comparative analysis of
Ireland’s foreign indebtedness in the Appendix does not, therefore, present a valid or realistic
picture of |reland’s relative international position; for example in particular, the position
vis-a-vis Denmark would need to be viewed with considerable caution,

Due to data availability, Greece is discussed more fully in the following section.
3See 243,
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in the level of external debt, Ireland already héd a large foreign d(;bt b\:\ i:ib(i
standards (Table A 1.1). The data presented in this table refer only to _orelgf Jebt
of the central Government and exclude the guaranteed external borrowing o (:ne|

State institutions. Foreign borrowing by the central Gov'ernment has b'een eI:_tredor:
low in the main European countries, with the exception of the Unlte.d Glng ,
with external debt as a percentage of GDP being less than 1 per centin : ermar‘mr\‘/‘
France and Belgium in 1978. The Netherlands_ had, by 197_6, s_ucceeded in pafynmg
of% its previous foreign debt. In the United Kingdom, forellgn mdebtednessdeobt e
Government amounted to 5.6 per cent of GNP. Ireland’s Gover'nme9n7t8 ndl;
comparison with these figures, amounted to417.0 per cent of GDP in 1 ,a Y
1980 had increased to 26.3 per cent of GDP.

; Table A 1.1

Official foreign indebtedness — European Community
Foreign debt of central government as % of GDP

Year % of GDP i

i

% :

Germany 1978 824 i
France 1978 : {
Netherlands 1978 05 ]
Belgium e 2.0 |
bu:((embourg 1977 5.6 §
Denmark 1975 13:8 s
Ireland 1978 }

"Note: Denmark — Public debt source, UN Statistical Yearbook, 1977
Source: Basic Statistics of the Community, Eurostat, (1979)
Central Bank, QB, 1 (1981)
EROQ, July (1980).

"A’1.4 While data availability precludes an analysis of more recent mde'btedness
data, movements in the current account of the balance of payment§ prqvnfc'ie son;:
iﬁ‘sight into foreign indebtedness trends, since the'current account deficit is m;u?c'aj
by official foreign borrowing, private capital~ |.nflow and movements in O bl;;

‘:ﬁeserves. In lreland, the current account deficits qf 1979 a.nd 1980 have n

’,‘fi’nanced almost entirely by official foreign borrowing, by either the Exchec:ygr
‘ot the State-sponsored bodies. Comparative data on‘the f:urrent account c:ednc;t
"as" & percentage of GDP for the years 1979/81 i§ grovnded in A 1.2. The 198 Ian;va
gare forecasts prepared by the European Commission for all member Stat'es'. 1 is
noteworthy that the 1981 forecast for Ireland provided by the Cpmmnssnon is
dlmost two-and-a-half percentage points lower than the forecast in Chapter 2
above, which was prepared more recently.

4GDP figures are from NIE, (1978); QEC, April (1981).
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Table A 1.2

Balance of payments deficit; European comparisions
Current account deficit as % of GDP

1979 1980 1981
% % %

Belgium 29 5.6 6.6
Denmark 4.6 4.1 36
Germany 0.7 1.7 1.6
France -0.2 1.3 1.7
Greece (a) 2.8 26 29
Italy -16 25 1.4
Netherlands 14 15 0.9
United Kingdom 0.9 -1.0 -0.3
EEC (9) (b) 0.5 1.5 1.5
Ireland 10.1 8.3 1.4

Notes: (a) Greek data not directly comparable with other countries OECD data suggest

estimates of approximately 5 per cent for all three years
(b) EEC excludes Greece
Source: European Economy, March 1981

A 1.5 Asthe table clearly indicates, Ireland’s balance of payments position relative
to GDP is markedly inferior to that of the other member States. Indeed, the fore-
casts for 1981 in Chapter 2 suggest that Ireland’s current account deficit relative
to GDP will be twice as great as the corresponding figure for Belgium—the country
with the second largest deficit relative to GDP—which in turn should be almost
twice as high as the forecast deficit relative to GDP for Denmark, the third-placed
country. The magnitude of Ireland’s balance of payments deficit in comparison

with the other EEC countries is not unique to 1981 but is a feature of all three
years in the table.

A 1.6 In conclusion, the countries of the European Community were characterised
in 1978 by extremely low levels of central Government external indebtedness,
adjusted for GDP size. Ireland provided a notable exception to this pattern, with a
debt/GDP ratio of 17 per cent. Ireland’s balance of payments position since 1978
has been substantially inferior to that of the other member States as indicated by
the conventional measure of the current account deficit relative to GDP. This

suggests a marked increase in Ireland’s indebtedness position relative to the EEC
countries since 1978.

Comparison with other Countries

A 1.7 Given the significant disparity between lreland's GDP per capita and that
of the other EEC member States, it can be argued that a comparison of lreland’s
debt position with that of other member States is not an appropriate comparison.
International evidence would suggest a close linkage between the level of foreign
indebtedness and GDP per capita due to the fact that poorer countries, in general,
are more likely to enlist the assistance of foreign capital sources in their attempts
to achieve rapid economic development. Consequently, Ireland's foreign indebted-
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“fiess . position is more appropriately considered in comparison with the leveis of
" indebtedness in other countries with similar levels of GDP per capita.

A 1.8 In comparing Ireland’s indebtedness experience with that of other countries
'a number of measures can be used for comparison, each reflecting a different
aspect of the indebtedness problem. First, official external debt per capita can be
used, which provides some indication of the absolute burden of debt on citizens
- of different countries.’> Such a comparison is of particular use for countries with
similar GDP per capita figures, although the measure is of less relevance for compar-
" ing countries with widely disparate income levels, Second, official external debt as
a percentage of GDP provides an approximate measure of the relative burden
of debt in different countries, in that it acts as an indicator for the share of nationai
output devoted to the servicing of obligations to foreigners. (See footnote 1}
The greater is official foreign indebtedness as a share of GDP, the smaller is the
share of national output available to domestic residents, all other things being
equal. Third, official external debt as a percentage of exports of goods and services
provides some indication as to the capacity of the country in question to generate
a sufficient amount of foreign exchange to enable effective servicing of the debt.
A1.9 While external debt relative to gross exports of goods and services® s
frequently used as an indication of a country’s capacity to finance its foreign
‘dfbt, it is an incomplete indication which has only limited meaning when usea
for international comparisons.7 Firstly, exports of goods and services is a gross
value measure, rather than a measure of value-added in the export sector, which
-is a more appropriate measure of ‘true’ exports, In a small open economy, such as
‘treland, with limited internal linkages, and with the bulk of non-food exports
. produced by import-intensive transnational corporations, the ratio of net exports
" {o gross exports is likely to be relatively low. As a consequence, the debt/exporis
ratio will understate the debt-payment burden relative to other countries. Secondiy,
many other factors affect the debt-servicing capacity of an economy, such as the
stability and diversification of the export structure, the scope for low-cost import
substitution, the size of foreign exchange reserves and the debt service record.
Political factors, both as regards external alliances and internal stability, are aiso
of importance. As regards some of these factors, Ireland’s position is relatively
good, most notabiy as regards the past debt service record, and consequentiy
the debt/exports ratio may, in this regard, partly over-state the debt servicing
problem relative to other countries. In conclusion, the debt/exports ratio must
be used with caution, particularly in an Irish context.

“A'1.10 The rapid growth in Ireland's official foreign indebtedness since 1978 s
cleariy indicated by movement in the three indicators of indebtedness discussed
~above. Foreign indebtedness per capita, increased from Ir. £420 in 1978 to Ir.

5There is an implicit assumption here of foreign debt as a homogenous entity, with identica:

interest rates and repayment schedules in different countries. Although clearly a simplifying
assumption, the measure gives a broad order of magnitude of the comparative burden of debt.

7A|tematively, debt servicing payments relative to gross exports is used.
See World Bank, Annual Report (1980}, Statistical Annex.
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£885 in 1980.% Official foreign indebtedness ¥ as a percentage of GDP increased
from 22.2 per cent in 1978 to 35.7 per cent in 1980, and, on the basis of forecasts
discussed in Chapter 2, in forecast to amount to 43 per cent of GDP at the end of
1981. Indebtedness as a percentage of exports of goods and services has moved in a
similar manner, increasing from 41.3 per cent in 1978 to 64.1 per cent in 1980,
and likely to be about 79 per cent of exports in 1981.

Table A 1.3

Ireland’s official foreign indebtedness 1974-81

(1) (2} (3) (4) (5)
Debt per | Debt as Debt as Debt per Debt per
capita % GDP % exports | emloyed employed
{Irish £) of goads | person person
and {Irish £) {Irish £;
services 1974 consumer
prices)
% %
March 1974 105 12.2 31.9 306 306
December 1978 420 22,2 413 1249 712
December 1979 602 295 54.1 1770 900
December 1980 885 356.7 64.1 2610 1122
December 1881f 1200 43 79 3700 1320

f = forecast

Notes: (a) converted at end-period exchange rates
{b) official indebtedness includes external debt of State-sponsored Bodies
{c) employment, population data are for April of particular year

Source: Central Bank of Ireland, QB, 2 (1975}, 1 (1976}, 1{1980), 1 (1981}
Central Statistics Office

A 1.11 Given that the rapid increase in Ireland’s indebtedness level has occurred
primarily since 1978, it is unfortunate that the most recent comparative data
available are for 1978. However, some indication of the movement in freland’s
indebtedness position relative to other countries can be obtained by examining
the balance of payments deficits in the selected countries since 1978. The 1978
official indebtedness data, for all countries other than Ireland, was obtained from
the 1980 Annual Report of the World Bank, while 1979 balance of payments data
was extracted from the /nternational Financial Statistics Yearbook, 1980.

A 1.12 The countries chosen for comparison can be divided into three groupings.
The first grouping contains those countries with GDP per capita levels broadly
similar to that of Ireland.' The five countries selected are Greece, Spain, Singapore,

8AII indebtedness data refers to end-year figures.

9Foreign indebtedness includes the external debt of the Exchequer and the State-sponsored
bodies, but does not include the State-sponsored bodies foreign currency borrowing from
Irish Banks. If such borrowing were included, external indebtedness relative to GDP would be
23.48er cent in 1978 and 38.8 per cent in 1980, with a 1981 forecast of 46 per cent.

1 As estimated in World Development Report, (1979),
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isragl and Hong Kong, all of which had a GDP per capita within 10 per cent of
the lrish GDP per capita level."! The second grouping contains the other Nevyly
Industrialising Countries, consisting of Yugoslavia, Portugal, Brazil, Taiwan, Mexico
and S:outh Korea. Finally, a third grouping contains aselection of other less developed
coun%ries, all with low per capita incomes.

Comparison with countries at similar level of development A
A 1.13 A comparison of Ireland's foreign indebtedness with that of countries
with similar GDP per capita levelsreveals that, with the exception of Israel, lreland’s
indebtedness per capita in 1978 was markedly greater than that of the other countries
chosen (Table A 1.4). Ireland’s debt per capita was twice as high as that of Greece,
and:o\/er three times the level of indebtedness per capita in Spain and Hong Kong.
Only Singapore, with official debt of $579 per capita, was close to the $855 figure
for Ireland, Israel is best viewed as a special case, given the share of defence ex-
penditure in GDP and its unique relationship with the United States.

Table A 1.4

Ireland’s official foreign indebtedness
Comparison with countries at similar levels of development

. External indebtedness; 1978 |

GNP per capita, :

1977. US Dollars Dollars per capita as % GDP as % exports |

% % )

Ireland 2 880 855 22.2 41.3 E
Spain 3190 264 6.0 40.1 i
Singapore 2880 579 16.6 100a) |
Israel 2 850 2 663 79.1 160.8 %
Greece 2810 420 122 731 i
Hong Kong 2590 199 718 8.0 !

Notes: e estimate, relating 1978 indebtedness level to 1977 GDP, exports estimate is con-
sequently a slight overestimate.
" {a) assuming exports/GDP ratio in 1978 is the same as in 1977,
Sourck: Table 3:
., World Development Report, (1979}
" World Bank, Annual Report (1980)
IMF, International Financial Statistics Yearbook (1980}

A 1%14 As the selected countries all have similar GDP per capita levels, the ranking
of .countries on the criterion of indebtedness as a percentage of GDP is the same
as.for debt per capita with lreland’s debt burden being significantly greater than
that of the other countries, with the exception of Israel. Debt levels relative to
gross, exports provide a slightly different picture, with the lower export orientation
of the Greek economy resulting in Greece having a significantly larger debt/exports
ratio than Ireland.

A i.15 Some indication of the trends in indebtedness since 1978 is provided by

11Venezuela was excluded from this group, on the basis of it being a signficant oil export-
ing country,
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the magnituoe of the deficit on current account of the balance of payments. A
comparison of lreland’s balance of payments experience since 1979 with that of
Greece and Spain provides strong evidence that lreland’s official indebtedness is
increasing rapidly relative to these countries. According to OECD projections,
Spain’s current account deficit in the years 1979/81 is likely to average 1 per
cent of GDP, with the corresponding figures for Greece being 5 per cent. Ireland's
average payments deficit as a percentage of GDP over the same period is likely to
be in excess of 10 per cent. The relative scale of foreign borrowing in the three
countries is also suggested by the amount of central Government foreign borrowing
in 1979 which amounted to 0.1 per cent of GDP in Spain, 1.5 per cent of GDP
in Greece and 6.4 per cent of GDP in Ireland (Table A 1.5).

A 1.16 As regards lreland’s position vis-a-vis the other three countries, Israel’s
central Government borrowing in 1978 was substantially greater than that of
Ireland, although the current account deficit relative to GDP was smaller. Singapore’s
current account deficit in 1979 was extremely large, and must have entailed signifi-
cant recourse to official external borrowing.

A 1.17 In conclusion, lreland’s indebtedness level, even in 1978, was relatively
high in comparison with countries at similar levels of economic development.
Only in Israel was the burden of the official foreign debt, both in relative and
absolute terms, greater than in Ireland. Trends since 1978 suggest that this ranking
of countries is unlikely to have changed. With regard to Spain and Greece, it is clear
that Ireland’s debt level has increased significantly relative to these countries since
1978. Taking the official external debt as a percentage of gross exports of goods
and services as an approximate indicator of the debt servicing burden, lreland’s
ranking improves somewhat, at least relative to Greece.

Comparison with lower income countries

A 1.18 Further insight into lIreland’s indebtedness level can be obtained from
comparing Ireland’s debt level with those of substantially poorer countries. Examin-
ing firstly those Newly Industrialising Countries {NIC's) not included in Table
A 1.4, Ireland’s debt level per capita in 1978 was higher than any of the six countries
included here (Table A 1.1). Furthermore, with the exception of South Korea
and Mexico, Ireland’s debt relative to GDP is as high or higher than that of these
poorer countries. Ireland’s balance of payments deficit on current account in 1979
was also significantly larger relative to GDP than in Portugal, South Korea, Mexico
and Brazil, the four countries for which data are available {Table A 1.6). As noted
previously, given the primary role of official foreign borrowing in financing Ireland’s
balance of payments deficit, the balance of payments data suggest that Irefand is
increasing its foreign indebtedness at a significantly faster rate than these four
countries. It is noteworthy that the foreign indebtedness level forecast for lreland

in 1981, at 43 per cent of GDP, is greater than any of the debt levels recorded in
the poorer NIC's in 1978.

A 1.19 While Ireland’s debt/GDP level is higher than four of the poorer NIC’s
in 1978, the relatively high gross exports/GDP ratio of the lrish economy ensures
that Ireland’s debt/exports ratio is lower than any of the poorer NIC’s with the
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Table A 15
Trends in indebtedness

(1)

Balance of payments, 1979 Central Government 1979
Current account deficit as % GDP Foreign borrowing as % GDP
% %
ireland 101 64
Spain -0.6 0.1
Singapore 131 n.a.
israel 8.3 105
Greece 49 1.5
Hong Kong na. na.

{2)
-
Balance of Payments Deficit on Current Account, as % GDP i
K 1979 1980° 1981
: % % %
Greece 5 5 5
Spain -1 2 2
Ireland 10 8 14

Sources: (1) International Financial Statistics Yearbook (1980)
3 (2) OECD Ecanomic Outlook December {1980)

&
i

exception of Taiwan. While ireland’s debt-exports ratio is likely to increase from
41 per cent to 79 per cent between 1978 and 1981, it seems likely that, even
allowing for the qualifications discussed in paragraph A 1.9, the burden of in-
debtedness on the balance of payments is lower in ireland at present than in the
poorer NIC’s with the exception of Taiwan and, possibly, Yugoslavia.

A 1.20 A comparison of Ireland’s debt levels with some very poor countries is
also contained in Table A 1.6. While the absolute level of debt per capita is relatively
‘small in these countries, the low levels of output and exports per capita have
resulted in very high debt/exports ratios, most notably in the case of Pakistan.

Qualifications o

A 1.21 While the data presented above provide a useful preliminary examination
of Ireland’s foreign indebtedness position relative to that of other countries, a
number of important qualifications must be stressed. The above discussion has
referred throughout to the level of official foreign indebtedness, without regard
to the level of official external reserves. It might be argued that a more appro-
priate measure would be the net external liabilities of the public authorities—that
isﬁhe level of official foreign indebtedness Iess the level of official external reserves.
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It is noteworthy that the increase in the net external liabilities of the public au-
thorities in ireland since December 1978 has been remarkable, with net liabilities
of approximately £150 million in December 1978 increasing to over £1.6 billion

in December 1980, with a further increase of about £1.2 biliion forecast during
1981.

A 1.22 While relating the leve} of foreign indebtedness to the size of population,
GDP and exports provides some indication as to the main features of one country’s
indebtedness problem relative to another, it is important 1o stress that the measures
used above are extremely crude. For example, the interest burden of foreign debt
is, of course, dependent upon the interest-rates and maturity structure of the debt
in addition 1o the absolute level of the debt. The influence of differing interest
rates and maturity dates in comparing debt levels is likely to be particularly im-
portant where a country is the recipient of substantial “'soft’ loans, arising from
close political linkages with a major creditor. Among the countries where this is
likely to be of importance are Israel and South Korea.

Conclusions
A 1.23 The primary conclusions derived from these international comparisons
of the levels of official foreign indebtedness in selected countries are:

(i) lreland's level of foreign indebtedness is extremely high in comparison
with the more affluent members of the European Community

(ii) Ireland's level of foreign indebtedness is high in comparison with countries
with countries of a similar level of economic development. It seems clear
from balance of payments evidence that ireland’s foreign debt is also
increasing at a faster rate than in these countries since 1978

(iii) comparison of Ireland's official foreign debt with that of the poorer newly
industrialising countries reveals that both the relative and absolute burden
of foreign debt is somewhat greater in Ireland than in four of the six
poorer newly industrialising countries

(iv) Ireland’s debt level relative to gross exports is lower than would be expected
on the basis of the debt/GDP ratio. The higher export/GDP ratio suggests
that a country can more easily finance a given volume of debt relative to
GDP, aithough the high export/GDP ratio may be partly attributable to a
low value-added/final sales ratio relative to larger economies with greater
internal linkages

{(v) while the cross-sectional data above provided some insight into the scale
of Ireland’s foreign debt, the most notable feature concerning the level
of official external indebtedness has been its rapid rate of growth, as
indicated in Table A 1.3. Official foreign indebtedness amounted to 12.2
per cent of GDP in 1974, 22.2 per cent in 1978, 35.7 per cent in 1980,
and a forecast figure of 43 per cent in 1981.
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Table A 1.6

Oftficial foreign indebtednaess
Comparison with lower income countries

Official external
indebtedness 1978

Source: as Table A 1.4

132

3 GNP per capita Current
1977. US Dollars | $ as % as % account deficit
per GDP {Exports| as % GDP 1979

IRELAND 2 880 855 | 22.2 413 101

Other newly industrialising

cougtries .

“Yugoslavia 1 960 209 | 11.0 65.9 n.a.

Portugal 1890 330 | 19.0 95.3 ~0.7

Brazil 1 360 289 | 205 288 5.1

Taiwan 1170 259 | 22.0°%  40° n.a.

Mexico 1120 466 | 33.7 310 3.8

South Korea 820 493 | 38.3 114 6.9

Selected ather countries

Phillipines 450 163 | 32 176

Indonesia 300 130 | 54 260

Pakistan 190 129 | 57 587

India 150 32119 244

Note: ejsestimated as in Table A 1.4

APPENDIX 2
The Existing Usage of Ireland’s Foreign Borrowing

A 2.1 The balance of payments deficit on current account equals the difference
between domestic expenditure on goods and services and Gross National Disposable
Income. In the National Accounting terms domestic expenditure on goods and
services equals the sum of private consumption expenditure, public consumption
expenditure, and investment expenditure, while Gross National Disposable Income
(GND!1) equal Gross National Product (GNP} plus net transfers from abroad.

Table A 2.1 below illustrates the movements of domestic incomes and expenditure
in the period 1977-80, with a forecast for 1981. As can be seen, domestic ex-
penditure has risen relative to GNDI in recent years and the excess of expenditure
over GNDI could amountto 13.2 per cent of GND1 in 1980.

Table A 2.1

Expenditure, incomes and the deficit on current account, 1877-81

£ miilion 1977 1978 1979 1980 1981f

(1) Gross National Disposable Income | 5 659.1 6 683 7 735 8 855 10 405
(2) Balance of payments deficit on

current account 1565.2 148.8 670 700 1375

(3) Domestic expenditure 58143 6831.8 8 405 9 555 11 780

(4) (2) asa%of (1) 2.7% 2.2% 8.7% 7.9% 13.2%

Note: Data used are subject to qualifications noted in ERQ. Summer (1981), Table 1, and
derived from Tables 14. 1979 GNDI and Deficit figures are adjusted to aliow for
reclassification of EMS capital transfers.

Source: ERQ, Summer (1981):

Chapter 2.

A 2.2 Given that the current account deficit is equal to the difference between
domestic expenditure and domestic incomes, it must be financed by external
borrowing of some form. The external current account deficit can be financed by
any of: (a) borrowing abroad by the non-bank private sector, (b) external borrowing
of the commercial banks, (¢) increased net borrowing by the public sector. Net
external borrowing of the public sector can occur through Exchequer borrowing
abroad, State-sponsored bodies borrowing abroad or a decrease in official external
reserves.’ In recent years, lreland’s deficit on current account has been financed

Movements in official external reserves can also arise due to revaluation effects of exchange
rate movements.
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This Appendix explores some broad orders of magnitude for the current budget

: over the three-year period 1981-84. These are not forecasts, but explorations of the

ot outcome under two possible growth rates of Gross Domestic Product, given a
‘ ‘neutral’ Budget in each year. The two alternative growth rates are:
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2.5% per annum over the three-year period 1981-84
4.5% per annum over 1981-84.
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The type of 'neutral’ Budget which is assumed in each of the three years is as
follows:

2p 219e) -924n05

— no change in the volume of Government current or capital expenditure

— specific rates of indirect taxation rising by the same proportion as

. consumer prices

i — personal income tax allowances rising by the same proportion as consumer
prices.
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No assumption is made about increasing the rate bands for income taxation in line

. with the rate of price inflation—one form of 'neutral’ Budget would include such
: an assumption.
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The overall rate of price inflation (i.e. the GDP deflator) is taken to be 10 per cent
1 per annum. Plausible assumptions are made about the growth of the individual
revenue items in response to changes in rates of tax, in real output and in prices.

i The components of revenue and their respective chosen determinants are given in
Table A 3.1.
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Details on the coefficients, which link each item of revenue to each of its de-
terminants, are in a note which is available from the secretariat.
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The following are the details assumptions which are made:

— that specific excise duties rise in line with the rate of price inflation

— that no change occurs in the effective rate of excise duty on motor
vehicles, nor in rates of vaiue-added tax

— that real personal consumer expenditure, and real consumption of
durables grow in line with real GDP
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Table A 3.1

Components of revenue and their determinants

Components Determinants

Tax revenue
Excise duties, other than on cars Rates of specific excise duties; price !
' index for personal assumptions; real 0
personal consumer expenditure
Excise duties on motor vehicles Effective rate of duty (ad valorem);
price index for personal consumption
of durables; real consumption of durables

4

{ncome tax Taxable income; personal allowances !
potentially claimable by those in the .
tax net .

Value-added tax Weighted average of VAT rates; tax

base at constant prices; price index i
for personal consumption
Motor vehicle duties Weighted average of road tax on

private cars; ideal personal consumer

expenditure
Other tax revenue Nominal GDP g
Non-tax revenue Nominal GDP i

— that the price indices for both personal consumption, and for personal
consumption of durables, rise in line with the price index of GDP
— that nominal taxable income (for personal income taxation) grows
in line with nominal GDP
— that personal income tax allowances are increased by the same pro-
portion as the relative rise in prices
— that the VAT tax base, at constant prices, rises in line with real GDP.
(This tax base is, strictly speaking, a weighted average of the current
4 and the previous year’s consumption and tourism expenditure: this
‘ complication is ignored).

On the revenue side, there is an allowance for the fact that the 1981 estimate for
"other tax’’ revenue includes non-recurring receipts of £66 million from bringing
forward the payment date for the second instaiment of Corporation Tax. The
-estimate of non-tax revenue in 1981 includes an estimated £32 million of delayed
"Post Office revenue which will not be available in 1984. Moreover, EMS interest
subsidies of £45 million in 1981 will not be available in 1984. The 1981 base for
the calculations is adjusted for both of these elements.

On the expenditure side, to obtain the service of the public debt, the Exchequer
Borrowing Requirement is assumed to grow in line with price inflation in the
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period 1981-84. A nominal interest rate of 12 per cent is assumed for new borrow-
ings. Expenditure on social welfare payments are assumed to grow in line with price
inflation. In the case where an average annual increase of 2.5 per cent in the volume
of output is assumed, expenditure on social welfare payments is likely to be under-
stated. This is because such a growth rate is likely to lead to some increase in un-
employment, with a consequent rise in expenditure on unemployment assistance
and pay-related benefit.

The volume of other Government current expenditure is assumed to remain at
its 1981 level. If this volume of expenditure were converted to nominal values
by using the price index for GDP, there would be an under-estimate of current
expenditure. The average cost of Government goods and services has tended to
rise at a faster rate than the average cost of all commodities. Hence, the implicit
price of Government current expenditure is obtained by combining the GDP
deflator with a "relative price effect’, i.e. the rise in the average cost of Govern-
ment goods and services relative to the average cost of other goods and services.
in the period 1975-79, the relative price effect (measured by the implicit price
deflator for net expenditure by public authorities on current goods and services,
relative to the GDP deflator) was 1.8 per cent per annum, on average. This relative
price effect is used for the 1981-84 period.

The projections for the current Budget are in Table A 3.2. The revised.estimate
for the 1981 Budget deficit, given in the July Budget, is £787 m, With an assump-
tion of a growth rate of 2.5 per cent per annum in real output, the Budget deficit
rises to £1,405 m in 1984. The deficit wouid be 10.0 per cent of GNP in 1984,
higher than the proportion of 7.9 per cent in 1981. (In calculating this proportion,
the average annual growth rate for GNP, corresponding to the assumed growth
rate of GDP, is taken to be 2 per cent a year).

The next question which is addressed is the extent to which a higher growth of real
output, if achieved, would by itseif lead to a lower current Budget deficit. The
deficit would be expected to be lower, for a number of reasons. Since real personal
consumer expenditure would be higher, there would be greater receipts from
excise duties. For the same reason, there would be higher receipts from value-
added tax, and from motor vehicle duties. Since taxable income (in nominal terms)
would be higher, income tax receipts would be higher. Other tax revenue, and non-
tax revenue {which are assumed to grow in line with nominal GDP) would be higher.
All of these effects are allowed for, and the resulting revenue projections are in
Table A 3.2. With a growth of output of 4.5 per cent a year, total revenue in 1984
would be £6,009 m, compared with £5,599 m with a growth rate of 2.5 per cent.

On the expenditure side, a higher growth rate would lead to lower current ex-
penditure on unemployment assistance, and on pay-related benefit. Bearing in
mind the link between output and employment, and the fact that an increase
of (say) 100 in employment does not lead to a reduction in unemployment of
1001, the higher growth rate couid lead to unemployment {(numbers on the Live

1Colm McCarthy, “The Impact of Job Creation on Unemployment and Emigration’,
Central Bank of Ireland, Quarterly Bulletin, Summer (1979},
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Register) being 9 per cent lower in 1984 (calendar year average). This would lead
to payments for unemployment assistance together with those for pay.-related
" benefit being some 8 per cent lower, The resuit would be lower expenditure by
£9 m,

The resuit would be a Budget deficit of £886 m in 1984, or 6.7 per cent of the
(higher) GNP in that year, (In calculating this proportion, the average apnual
growth rate for GNP is taken to be 4 per cent a year). This would be only slightiy
lower than the proportion of 7.9 per cent in 1981,

Tabie A 3.2

Projections of current budget 1981-84

£m
1981 Projected 1984
K revised .
‘ estimate with 2,5% with 4,5%
aftar July growth growth
i budgat in output in output
Receipts
Tax revenue:
Excise 1077 1519 1581
Income tax 1191 1 843 2031
Value-added tax 601 926 1008
Motor vehicle duties 43 54 57
Other 368 433 459
Total 3 280 4775 5136
Non-tax revenue 652 824 873
Total 3932 5 599 6 009
Expenditure
Service of Public Debt 1004 1830 1 830
Social Welfare expenditure 588 783 774
All other expenditure 3127 4 391 4 391
Totai 4 719 7 004 6 996
Deficit 787 1405 986
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APPENDIX 4
Direct Taxes and Transfers and their effects on Proto-Type Families

1. In a previous report,1 the Councii examined the distributive impact of taxes
and transfers on nine proto-type families. Subsequently official estimates of these
distributive effects in 1973 were published.2 The importance of such estimates
for social policy development was discussed in Chapter 3 of this report.

2. in this appendix, the effects of direct taxes {including social insurance con-
tributions) and transfers on a limited number of proto-typical families in recent
years are examined. The effects of indirect taxes and benefits of kind are not in-
cluded and so this analysis is a partial review of the effects of the tax/transfer system,

3. Each of the families, with the exception of the contributory pensioners,
is assumed to have two children in respect of whom chiidren’s allowances are payable.
No tax aliowances, other than personal allowances, are assumed. The examples are

not directly comparable with those used in NESC Report No. 11. The families
are as follows:

A. Senior Management: the {MI survey of management earnings are used
B. Executive; for which civil service salary scales are used but with standard
rates of social insurance contributions
C. average male industrial earnings; for which CSO data are used, with estimates
for 1980/81
D. unemployment for which unemployment benefit rates are used, on the
assumption that no pay-related benefit is received
. old age pension; for which contributory pension rates (under 80) are used
with the assumption that there is an adult dependent aged under 67.

'NESC Report No. 11, Report on Income Distribution. (Dubtin, 1975).

CSG, Distributive Impact of State Tax and Benefits on Household Incomes in 1973,
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A . B c . D [
! Earnad income 9 811 4727 3483 - T
‘\ Less income tax 3635 1034 556 - i3t
Less social insurance 160 160 160 - \ -
igcome after direct taxes 6016 3533 2767 — b=
As % earned income 61% 75% 79% - o=
Pius benefits in cash VAl 71 VAl 1329 l 1128
Disposable income 6 087 3 604 2838 1329 | 1097
l As % earned income 62% 76% 81% — - .
1977-78
Earned income 10 401 5130 | 3988 - ] -
Less income tax 3629 1045 645 — [
‘Less social insurance 174 174 174 — { -
Income after direct taxes 6 598 3911 3169 — -
As % earned income 61% 76% 79% — —
Pius benefits in cash 75 75 75 1548 1287
Disposable income 6673 3 986 3 244 1548 1287
As % earned income 64% 78% 81% - -
1978-79
Earned income 11956 5863 4 546 — -
Less income tax 4184 1081 620 - —
Less social insurance 203 203 203 — —
income after direct taxes 7 569 4 579 3723 — —
As % earned income 63% 78% 82% — —
Pius benefits in cash 77 77 717 1740 1444
Disposable income 7 646 4 656 3800 1740 1444
As 5 earned income 64% 79% 84% — —
1979-80
Earned income 14 692 6 696 5 259 - —
Less income tax 5756 1301 798 — —
Less social insurance 242 242 231 - -
Iacome after direct taxes 8 694 5153 4 230 — — ;
‘As % earned income 59% 77% 80% - - '
‘Ptus benefits in cash 100 100 100 2017 1726
Bisposable income 8 794 5253 4 330 2017 1726 )
As % earned income 60% 78% 82% - - :
1980-81
Earned income 18 619 8 042 6 082 (e — - :
Less income tax 5980 1 558 872 - -
tess social insurance 315 315 274 - - :
Income after direct taxes 12 324 6 169 4 936 — — ;
1 As % earned income 66% 77% 81% - - 1
Plus benefits in cash 131 131 131 2 500 2217 ‘
Disposable income 12 455 6 300 5067 2 500 2217
As % earned income 67% 78% 83% — — )
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APPENDIX 5
Note of Dissent by ICTU representatives

The ICTU representatives emphatically reject the recommendation for a so-
called “incomes pause” (in reality, a pay pause) of eighteen months as unaccept-
able, impracticable, inappropriate and discriminartory. It would involve a massive
cut in workers’ living standards.

It is a ridiculous delusion to expect workers to forego any increase in pay over
such a long period in the light of the sharp increases in prices that have already
occurred and which are likely over the coming months. When prices are rising at
an annual rate of over 20% with little prospect of any significant moderation in
the rate of price inflation, the only protection for workers’ living standards lies
in a substantial increase in pay to meet these price increases. In these circumstances
workers would, quite rightly, deride any suggestion of such a pay pause. The
Council’s proposal must, therefore, be regarded as completely unrealistic.

Such a pay pause would be impracticable if only because of its unacceptability
to workers. Any attempt by whatever means to impose it would meet with such
resistance as to bring about an unprecedented upheaval in industrial relations.

A pay pause such as the Council proposes would be inappropriate as its de-
flationary impact would have catastrophic effects on demand for home-produced
goods and services leading to an upsurge in the already intolerably high level of
unemployment, |f, by some unimaginable sequence of events such a deflation
did resolve the problem of inflation, the consequences for the economy would be
such that the cure would be worse than the disease.

Since, in practice, the pause would apply only to wages and salaries, it would
be discriminatory.

The Congress representatives find it difficult to credit that members of the
Council could subscribe to so far-fetched and unrealistic a proposal. Whatever
label may be puton it, its consequence would be such as to make the most extreme
monetarist approach appear progressive.

We see no point in analysing in detail the implications of the proposal or its
impracticability but would, however, make the following points:

(a) It is proposed that farm incomes would be excluded from the "“incomes’’
pause. Individual farmers, irrespective of the amount of the increase in
income that they might secure, would be exempt, while the most lowly-
paid workers would be prevented from getting any increase in pay.

(b} The application of an incomes pause to the self-employed would, for all
practical purposes, be impossible.

(c)  The inclusion of dividend income would be meaningless as the distribution
of increased profits would simply be deferred or wouid subsequently
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accrue as capital gains.

Management salaries, bonuses and benefits could not effectively be in-
cluded in any pause.

The National Prices Commission would not be in a position to ensure,
as is suggested, that price increases intended to compensate for increases
in income would not be granted. There is nothing that the NPC couid do
to effect anything equivalent to a prices freeze nor indeed could it ac
anything at all to control certain prices including professional fees.

In additicn, Congress representatives would draw attention to the following
incontrovertible facts:

Average hourly wages, and particularly, average hourly labour costs, n
Irish industry are the lowest in the EEC.

Industrial workers in ireland have a longer working year than workers
in any other EEC country.

Scores of thousands of workers are at present in receipt of basic wages
of under £70 a week.

Price is one factor only, and in the case of many products, Not necessary
the most significant factor, in competitiveness. This is particularly so in
the case of competing imports.

A leading US industrialist has very recently pointed out that a major
consideration in deciding to locate a new plant in {reland was the low
level of wages.

The Congress representatives concur with the statement in Paragraph 4.40
that s "’'moderation in the growth of real incomes”” would provide a significant
stirﬁn,ulus to employment growth, even in the short term. We would point out that
trade unions are striving merely to maintain the real incomes of their members.

17 September 1981
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