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SUMMARY

Chapter 1: Economic Developments 1981

The recession in the European economies deepened in 1981 with GDP
growth becoming negative. The growth of GDP in Ireland in 1981 was
somewhat over 1% and was due primarily to significant increases in the
volume of industrial exports and public investment. soth the volume
of public and private consumption fell in 1981. When GDP growth is
adjusted for net factor payments abroad and an adverse movement in
the terms of trade the volume of domestic resources available to the
community fell by almost 1%.

The volume of output of manufacturing industry recovered in 1981,
increasing by 2.9%. The growth of manufacturing output was entirely
attributable to the growth of labour productivity with manufacturing
employment declining by 7,5600. The volume of agricultural output
declined by over 2% despite an improvement of over 3% in the price/
cost ratio. Total employment in the economy declined by 5,000 between
April 1981 and April 1982 while unemployment increased to 10.7%
of the labour force. The bulk of the decline in employment in the
present recession has been concentrated in the industrial sector with
services sector employment continuing to increase.

The divergence between the Irish inflation rate and the EEC average
widened further in 1981 with the Irish rate climbing to over 20%. This
widening was partly the result of a depreciation of the effective exchange
rate of over 8%. Unit wage costs slowed significantly in 1981 due, in
part, to a cyclically induced increase in productivity. However, the
decline in unit wage costs was insufficient to prevent a further decline
in competitiveness against most of the EMS countries. Personal dispos-
able income fell for the second year in succession. Average real earnings
in transportable goods industries together with profits, professional
earnings and rents fell by almost 3% and 4% respectively. Family farm
income per family labour unit declined by about 1.5%. The continued
imbalance between Government current expenditure, which reached
46% of GNP in real terms, and tax revenue resulted in a further increase
in the current budget deficit to 7.9% of GNP. The scale of the current
budget deficit and the rapid increase in Government capital expenditure
resulted in an increase in the exchequer borrowing requirement to 17.1%
of GNP. The financing of this borrowing requirement entailed an in-
creased reliance on foreign sources, with 73% being financed abroad.
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In line with the increase in the exchequer borrowing requirement and
increased recourse to foreign financing Government external debt
expanded rapidly in 1981, to reach £3.8 billion, an increase of 72%
over the 1980 level,

' Manufactured exports performed strongly in 1981, increasing by 11%
In volume despite a slowdown in world trade in manufactures. Agri-
cultural exports declined in volume terms following the destocking of
1980. The slowdown in the growth of total exports of goods and ser-
vices in 1981 combined with an adverse movement in the terms of
trade resulted in a widening of the trade deficit. An increase in net
payments abroad due almost entirely to interest payments on Govern-

ment foreign debt resulted in the deficit on current account reaching
14.3% of GNP,

Chapter 2: Economic Outlook 1982 and 1983

World economic growth is estimated to have remained sluggish in 1982
despite earlier forecasts of an up-turn in the second half of the year. As
a consequence the volume of world trade is likely to have declined
somewhat in 1982. Despite this fall in world trade the volume of Irish
exports is estimated to have increased quite significantly and to have
provided the main stimulus to GDP growth. However, both the volume
of personal consumer expenditure and investment are estimated to have
exerted considerable downward pressure on the rate of GDP growth
which is expected to be of the order of 1% in 1982. As a result of an
increase in net factor payments abroad, reflecting as in 1981, the in-
terest payments on increasing Government foreign debt, the volume
of GNP is estimated to have fallen by approximately 1%.

A further deterioration in the public finances occurred in 1982 by
comparison with both the budgetary forecasts and with 1981. An over-
run of 45% in the current budget deficit occurred despite the introduc-
tion.of a series of measures in July designed to correct the emerging
divergence. However, the over-run in 1982 was different from those of
previous years in that expenditure was broadly on target while there
was-a considerable shortfall in receipts. The outturn for the exchequer
borrowing requirement, as a percentage of GNP, was 16.7% compared
with-17.1% in 1981.

As a result of the relative movements in exports and imports the
balance of trade is estimated to have improved. The terms of trade
effect was also favourable. However, the current balance of payments
defic!t did not fully reflect these favourable movements due to a fur-
ther increase in net factor payments abroad to £610m. The deficit for

1982 is estimated to have been around £1,100m equivalent to 9.4%
of GNP.

The average annual rate of inflation fell to 17.1% in 1982 compared

to an increase of over 20% in 1981. However, the underlying rate of in-
flation has fallen more sharply and was running at 12.3% by mid-
November.

Manufacturing output is likely to remain unchanged and a fall of over
7,000 is expected in manufacturing employment. Agricultural output is
expected to have increased by approximately 3% while income from
self-employment in agriculture is estimated to have increased by 5%
in real terms.

Monetary developments in 1982 were again dominated by the size
of the exchequer borrowing requirement. Net foreign borrowing by
the Government reached £1,150m with monetary financing of the
borrowing requirement falling to 70%. Government foreign debt is
estimated to have reached £5 billion by the end of 1982.

Two major influences dominate the outlook for the domestic eco-
nomy in 1983, namely, an attempt to restore order to the public
finances together with continued export growth. In the light of a num-
ber of assumptions regarding budgetary strategy for 1983 the contribu-
tion of private and public consumption and investment to GDP growth
is likely to be negative while export growth will not be sufficient to
offset this negative contribution. The volume of GDP is therefore likely
to remain broadly static. Unemployment is likely to maintain its upward
trend during 1983. Assuming stability of the exchange rate the under-
lying rate of inflation could be in single figures for 1983 as a whole.
However, as a result of budgetary measures the actual rate is likely to
be of the order of 10% to 11%.

Summary of Chapter 3

Chapter 3 opens with a review of the Council's definition of social
policy and the principles which it believes should guide the develop-
ment of social policy. The trends in the major expenditure headings of
housing, education, health services and social welfare are then discussed
in separate sections. The chapter concludes with a section on taxation
trends. Deficiencies in the basic information on the operation and
users of many of the social services are noted in detail in Appendix 1.

In relation to housing the trends in public subventions over the
1970s are examined. The ways in which the owner occupied sector and
the local authority sector are subsidised are outlined, and the relative
neglect of the private rented sector is noted. The case is put for a com-
prehensive housing policy which would take account of all three sectors
and, inter alia, the regressive distributional effects of many of the exist-
ing subsidies.

The section on education, besides reviewing capital and current
expenditure trends, shows that the total cost to the exchequer of each
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student has been increasing most rapidly at first level. The links between
educational disadvantage and unemployment are briefly explored. It is
argued that there is a need for specific measures to intervene in this
cycle of disadvantage.

Health service expenditure, both current and capital, is shown along
with trends in current expenditure by programme. Two of the major
programmes: The General Hospital Services and the Community Health
Services Programme are examined in some detail. The rapid growth in
expenditure on county hospitals in recent years is highlighted. Hospital
admission rates per 1,000 for various age groups are shown to be high
in lreland compared to the regions in the United Kingdom. In 1981
drug costs accounted for over half the total expenditure on the Com-
munity Health services. While it is accepted that the pattern of delivery
of these services must be reviewed, any reductions in services should
have due regard for the most vulnerable sections of the community.

" The developments in social welfare expenditure are examined in
aggregate and in relation to schemes catering for the aged, the un-
emp‘l‘oyed, families and the ill. The growth in the proportions of the
youth and long-term unemployed is noted along with the existence of
“poverty traps’ for the minority of the unemployed who have large
families. The information available on Disability Benefit recipients is
analysed and serious deficiencies are noted.

The composition of the Taxation System is examined along with
consideration of the tax changes in the 1982 Budget. The effects of
direct taxation on the personal incomes of prototype families in recent
years is also examined. Higher income families are shown to have
improved their relative position from 1980 and the relative position of
the unemployed has improved since 1981.

Chapter 4: Key issues for Economic and Social Development

There are two features of the Irish economy which give particular cause
for concern: the high and rising unemployment rate and the large and
growing external debt arising from the rapid expansion of the exchequer
borrowing requirement. The balance of payments imposes a major con-
straint on any policy designed to alleviate these problems. Borrowing to
finance the present level of the deficit on the balance of payments and
to maintain the external reserves is unsustainable for any prolonged
period.

The reduction of the exchequer borrowing requirement to a sustain-
abte level will require the elimination of the current budget deficit. In
addition, borrowing for capital purposes should only be continued if the
investment undertaken yields a real net return to the economy.

In previous reports the Council recommended the elimination of
the current budget deficit over a three year period. However, the size
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of the deficit is now such that it may not be realistic to plan the elimina-
tion over as short a period. Regardless of the exact time scale, and while
the scope for further taxation must be considered, the main burden of
adjustment of the public finances must fall on the level of public ex-
penditure. In the context of this adjustment future trends in public ser-
vices pay must now reflect a choice between numbers employed and
rates of remuneration within an overall public service pay bill consistent
with restoring balance to the public finances. A strategy which aims to
bring expenditure into line with available resources must be accom-
panied, also, by consideration of the allocation of resources within and
between programmes.

In the medium term the magnitude of job creation targets which seek
to maintain unemployment even at its present rate is daunting. The
manufacturing sector will be the key sector in determining overall ex-
port, output and employment growth. The growth required to reverse
the rising trend in unemployment will require an increased share of
export markets. This in turn depends crucially on improvements in
labour cost competitiveness throughout the entire economy. \Vith a
fixed exchange rate and productivity maintaining its long run growth
trend average earnings become the key to improving competitiveness.
The increase in earnings necessary for an improvement in competitive-
ness involves a significant departure from past experience.

The contribution to output growth arising from /import substitution
is considerable. There have been significant increases in import penetra-
tion of consumer goods markets in recent years due, in part, to a
deterioration of cost competitiveness but also reflecting inadequacies
in marketing and other non-cost factors. With regard to raw materials
the potential for import substitution is also considerable particularly in
the area of sub-supply to foreign industry.

The level of social welfare benefits and the operation of the tax code
have given rise to a number of situations where absence from work can
prove financially beneficial. This is particularly the case in respect of
certified illness and short time working. There is a need to change to a
five day week for the purpose of calculating benefits for workers on
short time and also to monitor more closely the process of medical
certification. There is also an urgent need for improvements in the
information available for management of the social welfare system.

Sectoral strategies

In a longer term perspective moderation in the growth of incomes with
consequent improvements in labour cost competitiveness will not be suf-
ficient to ensure a strong industrial base with growing employment and
income levels. This will require greater emphasis on ensuring that more
firms have the size, functions and financial strength to maintain com-
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petitive advantages on international markets. This in turn will require a
more selective /rrdustrial palicy .

" Policy for manufacturing industry must also address non-pay factors

such as management skills and innovative capacity. A key factor for the
survival of a firm is the ability to manage change. This involves anticipat-
ing threats and opportunities in the business environment and also the
development of a commitment to change among those working in the
firm. The long term growth of firms will require the introduction of
new products and processes in response to changes in market demand
and developments in technology. The main thrust of policy in the area
of technology must relate to the transfer of technology developed over-
seas. There are a number of areas where there is potential for the trans-
fer of technology: increased linkage between foreign and indigenous
industry; the employment of Irish personnel in the high skill areas by
foreign firms; and licensing. '
A favourable price cost environment will provide the real basis for
output growth and efficiency at the farm level and allow a sustained
increase in agricultural output and incomes. The Council believes that
Government expenditure on agriculture should be directed more
specifically to supporting an increased rate of growth of output. This
increase will also require the identification and removal of structural
impediments. Consideration may need to be given to developing some
form of long term credit facility for agriculture.

Chapter 5: Conclusions and Recommendations

The Council believes that the ultimate objective of economic and social
policy must be to bring about a sustained and significant increase in
employment through policies which are consistent with restoring order
to the public finances.

The levei of state indebtedness, including the large part of it result-
ing from the current budget deficit, are immediate and severe constraints
on. policies to boost employment. Whereas the increasing seriousness
of these constraints has been well documented in recent years, it has
proved altogether more difficult to reach agreement on the type of cor-
rective actions required.

A strategy which aims to provide an environment where employment
levels will be maintained and expanded requires a comprehensive plan-
ning framework. The Council believes that a broad consensus on eco-
nomic and social objectives is an appropriate starting point for the
development of planning procedures.

- Af present trends continue employment will continue to rise rapidly.
The reversal of these trends will require a rapid increase in output
growth. The achievement of this growth will require large improve-
ments in competitiveness and in the amount of output producing in-
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vestment. In so far as moderation in wages and salaries gives rise to
increased profits, it is necessary that these profits are seen by employees
to result, through investment, in prospects for increased employment at
rising incomes.

The extensive use of borrowing, in particular to finance current ex-
penditure, has led to levels of public expenditure which are higher than
the economy can sustain. There is an immediate need for corrective
action to halt the adverse trend in the level of exchequer indebtedness.
The Council believes that this action should include the elimination of
the current budget deficit over a four year period.

Any realistic strategy for the elimination of the deficit must start
with significant reductions in public expenditure and increases in taxa-
tion in 1983. There should also be consideration of the options for in-
creased revenue from charges for publicly provided services. Develop-
ments in the public service pay bill, which accounts for 50 per cent of
current public expenditure excluding debt service, must be consistent
with the objective of eliminating the current budget deficit.

The Council recommends that a more rigorous evaluation be under-
taken of new and existing public expenditures and concessions relating
to capital projects in the public and private sector. The highest priority
should be accorded to investment in the directly productive sectors and
associated economic infrastructure. There isa need for more widespread
debate and scrutiny of the evaluation technigues used and the decision
making procedures in relation to all such expenditures and concessions.

The long term objective of industrial policy should be to restructure
industry into high value-added businesses which would support income
levels comparable to other developed countries. These businesses require
the development of competitive advantages in non-wage areas such as
scale, marketing, applications engineering and research and develop-
ment. The Council recommends that a greater emphasis on these areas
should take place in the context of a more selective industrial policy.

The macroeconomic policy outlined in this report would result in a
more favourable environment within which the agricultural sector could
develop. In addition to providing a more favourable environment the
Council believes that the Government should consider a reallocation of
public expenditure on agriculture with a view to maximising output
growth.

A policy framework must incorporate explicit recognition of social
policy principles. Policies which aim to affect the level of resources
must be accompanied by consideration of the distribution of these re-
sources. |t is essential that the burden of corrective action is not borne
by the most vulnerable members of the community. There are a number
of areas identified in this report where the distributive impact of social
services is at variance with the principles which the Council believes
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sh_ould guide social policy. Present trends suggest that unemployment
will continue to rise. There are two main requirements to the reversal
of these trends — a large increase in exports and a reduction in the level
of state indebtedness. The meeting of these requirements will involve
the introduction of some measures which if viewed in isolation, will be
unpopular. The Council believes that the alternative to facing up to the
problems now confronting the economy would be an eventually harsher
and more abrupt fall in employment and living standards.

imeeen et

CHAPTER 1*
ECONOMIC DEVELOPMENTS 1981

Qutput

1.1 The international environment in 1981, was characterised by slow
or negative growth. GDP growth rates became negative in both the EEC
and OECD-Europe while GNP growth was 1.2% for the OECD as a
whole (Table 1.1). The growth of GDP in Ireland, while remaining slug-
gish compared to growth rates of the late seventies, increased by just
over 1 per cent. This performance can be attributed to a notable expan-
sion of industrial exports and of the public capital programme.

1.2 Gross domestic product is a measure of the total flow of goods and
services produced by the economy. It is not, however, a measure of the
volume of goods and services available to the community. In order to
measure the volume of resources available, it is necessary, firstly, to
adjust GDP for any factor payments (e.g. interest payments, dividends,
profits) which have to be made abroad or any similar payments accruing
to domestic residents from abroad. These net payments have grown
steadily since 1977 with the result that GNP and GDP growth rates
have begun to diverge quite markedly. In 1981 GDP grew by 1.1%
while GNP increased by only 0.3%.

1.3 Secondly, GNP must be further adjusted for any changes in the
terms of trade, i.e. the price of exports relative to the price of imports.
These terms moved unfavourably from Ireland’s viewpoint in both 1980
and 1981 indicating that a greater volume of exports was required to
pay for a given volume of imports. This further reduces the volume of
resources available to the community. The concurrence of net factor
payments abroad and adverse movements in the terms of trade in 1980
and 1981 resulted in a fall in the volume of resources available to the
community in both these years."’

*Following discussions in the Economic Policy Committee, in the Social Policy Committee and
in the Council, the successive drafts of this report were prepared by Gerry Danaher, James
Raftery and Paul Turpin of the Council Secretariat,

1 available resources as used here refers to the resources which accrue from domestic pro-

duction following adjustment for net factor payments and terms of trade movements. It is
possible to vary this supply of resources over time through borrowing abroad.
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‘or;%atnon was one of the main contributory factors to GDP growth
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1.5%:Exports of gpods and services increased by only 1.6% in 1981, in
contrast to the fl_rst two years of the present downturn with expt’)rts
gfg‘agoods and services growing by approximately 7% in both 1979 and
b 0 The growth of tota_l exports conceals significantly different per-
;‘,t‘)rmances in the two major exporting sectors. The volume of agricul-
‘tural exports fell by approximately 9% following the destocking of

‘1980. By contrast, the volume i i .
. . / of industrial
approximately 8%.2 lal_exports increased by

16‘ Expendnture by public authorities on goods and services declined
‘matgnr}ally in volume terms in 1981 while the volume of private con-
sumptlon (fgll for the second consecutive year due to a fall of approxi-
‘mately 2% in real personal disposable income. This fall in private con-

sumption occurred despite a fall in the savi i i
fini‘fl£981 rom g espite savings ratio to just under 20%

Employment Trends

1.7 'Total employment in the economy fell by 12,000 between mi
April 1980 and mid-April 1981 and by a further 5,000 in the succr:;g-
‘l‘ng}i‘;tWelve months to mid-April 1982 (Table 1.2), thus reflecting the
slgvger growth of GDP since 1979. This fall in employment together
wnﬁ*s an increase in the labour force led to an increase in the unemploy-
ment rate (labour force survey definition) from 6.1% in 1980 10 8.9% in
1981 and to 10.7% in 1982. If first time job seekers are includéd the
rgters‘ of unemployment were 10.3% in 1981 and 12.0% in 1982 ’The
absplute. number unemployed has risen by 37,000 between April .1980
and April 1981 and by a further 24,000 up to April 1982.

;81;Fhe bulk of the deqllne in.employment during the present recession
. as een concentrated in the industrial sector with employment declin-
!pg“?by 29,000 between April 1980 and April 1982 in contrast to an
tnerease In the services sector of 19,000 over the same period. Within
the ermces sector, employment in both public and private sec.:tor ser-

5 2Manufactured exports {

i.e. Si i P i
fram the food, drink and e TC 5-8) increased by 10.6% in real terms while exports

bacco sectors (SITC 0 and 1) increased by 8.8% in volume terms,
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vices has continued to increase {Table 1.3).

Agriculture

1.9 The agricultural output price index increased by almost 19% in
1981, a sharp contrast with 1980 when output prices fell by about
3% (Table 1.4). The increase in 1981 originated primarily in the live-
stock sector. Input costs increased at much the same rate in 1981 as in
1980. However, as a result of the improved situation with regard to
output prices, the price/cost ratio increased by over 3% in contrast to
the sharp deterioration in 1980.

1.10 Despite the improvement in the price/cost ratio the volume of
gross output fell by over 2% and the volume of net output by almost
7%. Deducting other items of expenditure such as rates, fuel and
wages from net output, it is estimated that income from self employ-
ment in agriculture increased by approximately 14% in nominal terms,
but fell in real terms for the third successive year.

1.11 Part of the rise in nominal farm incomes in 1981 can be attributed
to special measures from both the domestic exchequer and EEC sources.
The former included increases in headage payments and the temporary
suspension of disease eradication levies. The latter included incentives
to increase lime consumption and silage production together with aid
towards the cost of disease eradication and the suckler cow schemes.

Manufacturing Industry

1.12 The volume of output of manufacturing industry recovered in
1981, increasing by almost 3% compared to a decline of over 1% in
1980 (Table 1.5). The growth of output in 1981 was entirely attribut-
able to the growth of output per person employed (labour productivity),
with numbers employed actually declining by 3.5%, an absolute fall
of 7,500. As discussed below, this rapid growth of productivity is not
necessarily indicative of an improvement in the trend rate of growth in
productivity but is due mainly to cyclical developments and changes in
the composition of output. The fall in total manufacturing employment
in 1980 and 1981 resulted in total employment in December 1981 being
similar to March 1978 levels. In 1981 total job losses of over 24,000
were recorded in the manufacturing sector (Table 1.6).

1.13 In order to examine the course of the recession in the manufactur-
ing sector it is necessary to consider the data on a quarterly basis. Figure 1
presents details of manufacturing output and employment on a quarterly
basis from the end of 1979 to the third quarter of 1982 together with
comparable details for the 1974/75 recession. In the present recession,
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output reached its pre-recession peak in the first quarter of 1980 and
declined by 7.4% over the next three quarters to end 1980. Output
grew by 7.7% from the end of 1980 to the third quarter of 1981 but
remained static up to the first quarter of 1982 before going into decline
in the subsequent two quarters. Manufacturing employment has been in
continuous decline (with the exception of a marginal increase in the
third quarter of 1981) since the fourth quarter of 1979.

1.14 During the 1974/75 recession employment began to recover
approximately two quarters after the output trough. However, the
recovery of output was remarkably strong after the 1974/75 recession,
increasing by almost 13% over a nine month period. One notable
feature of the present recession is that despite the stabilisation of out-
put in the last quarter of 1981 and the first quarter of 1982 employ-
ment continued to decline.

1.15 The present recession, examined from the perspective of manu-
facturing output would appear to be of shorter duration and not as
severe as the 1974/75 recession. In the present recession output fell by
7.4% in three quarters and virtually reached its previous peak three
quarters later, only 18 months in all. By contrast, in the previous reces-
sion output fell by almost 11% over six quarters but had reached its
pre-recession peak three quarters later, indicating a very strong recovery.
Recovery from the present recession has proved short-term with output
stabilising after the third quarter of 1981 and declining again in the
second and third quarters of 1982.

1.16 There are a number of points worth noting about comparisons of
output and employment over the course of a recession, particularly in
the Irish context. Firstly, short run movements in productivity follow
a pronounced cyclical pattern. This is because employers do not fully
adjust their labour force to changes in output immediately but respond
to such changes with a time lag. This was well illustrated by the Irish
experience of 1974/75. In the present recession, however, employment
actually began to decline even before output reached its peak. An
examination of output and employment trends prior to the period
shown in Figure 1 indicates that the fall in employment which preceded
the output peak was most likely an anticipatory fall, with employers
adjusting current employment to their expectation of future output
rather than a lagged response to earlier output trends. However, the more
usual cyclical pattern characterised output and employment develop-
ments for the remainder of the recession.

1.17 Secondly, superimposed on this cyclical pattern is change of a
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more structural nature. This results from a change in the stock of firms
in the economy, as new firms (particularly new overseas firms) assume a
greater importance in terms of their share of total output. Evidence for
the operation of this factor can be found by a comparison of the growth
of the volume of exports and the volume of output which shows the
growth of exports to be considerably in excess of the growth of output
in-each year since 1977 (Table 1.5). This is most likely due to a change

in thg s'tock. of firms in the economy rather than export re-orientation
of existing firms.

Incomes

1.18 Real personal income fell by 1.3% in 1981 the second successive
year of decline (Table 1.7). The net effect of budgetary measures in
each of the years 1979, 1980 and 1981 has been to reduce the growth
”c}*f";:real persor?al disposable income to below that of personal income.
‘This was particularly marked in 1980 when real personal disposable in-
come fell by 3.1% while real personal income fell by 0.5%.

119 Avqfage real earnings in transportable goods industries fell by
almost 3% in 1981 after showing marginal real increases in both 1979
an‘fi 1980. The sharp fall in real family farm income per family labour
‘umthof 28% in both 1979 and 1980 slowed in 1981 to a fall of 1.5%.
Profits, professional earnings and rents fell in real terms by 3.7% in
1981 following a decline of just over 15% in 1980.

Wage-Cost Competitiveness

1:',2.00,The growth of unit wage costs (in Irish pounds) declined from
17#:9% in 1980 to 9.5% in 1981. This occurred as a result of a fall in
the‘grovyt_h of earnings per hour, combined with a significant increase in
prpductlwty with the latter resulting primarily from a 3.5% fall in
employment (Table 1.8). Despite this slowdown in the growth of unit
w.‘age cos_ts, the rate of growth remains extremely rapid reflecting a sig-
nificant imbalance between the rate of growth of earnings per hour and
the:growth of labour productivity. In the three years 1979, 1980 and

1:981 _earnings per hour increased by about 62%, while output per man
hour increased by some 12 per cent.

1;2;:1_ To assess f:hanges in wage-cost competitiveness vis-3-vis Ireland’s
ti’admg partners it is necessary to convert unit wage costs in Irish pounds
ftq @ common currency. Irish unit wage costs in European currency units
‘m_creased by 7.5% in 1981, significantly in excess of our EMS partners
thh the exception of ltaly and France (Table 1.9). One of the notable
features of Table 1.9 is that in each year since EMS entry, Ireland’s
wage-cost competitiveness has deteriorated vis-%-vis her EMSI partners.
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However, wage-cost competitiveness vis-3-vis the US and UK improved
significantly in 1981 due to the substantial appreciation of the dollar
and the pound sterling.

1.22 The differential movements in lreland’s competitiveness compared
with the UK and the EMS countries should not be treated as two dis-
tinct developments - - one favourable and one unfavourable — when ex-
amining the implications for Irish exports. Since Irish exporters are not
only competing with UK producers on the UK market but also against
continental exporters, the potential benefits to exporters to the UK
from any improvement in competitiveness vis-3-vis the UK will be eroded
by losses of competitiveness against other countries who also export
to the UK.

Comparison of Price/Cost Developments in the Manufacturing and
Agricultural Sectors

1.23 It is useful to examine the price/cost relationships in both the
manufacturing and agricultural sectors as it shows that many of the
constraints they face are broadly similar in nature. For example, changes
in the price of Irish manufactured exports are constrained by changes
in the world price of these products while agricultural output prices are
strongly influenced by the EEC Council of Ministers.> On the input
side, cost increases for both sectors are influenced to a large extent by
domestic factors as well as by the trend in import prices.

1.24 In the early part of the period under consideration, 1975-77 in
the case of manufacturing and 1975-78 in the case of agriculture, there
was an improvement of approximately 16% and 19% respectively in
the price cost ratio (Table 1.10).* However, between 1978 and 1980
in the case of manufacturing and 1979 and 1980 in agriculture there
was a substantial deterioration in the price/cost ratio, while both sectors
experienced an improvement in 1981. This improvement derived largely
from the output price side for agriculture while for manufacturing it
was due to moderation on the cost side.

1.25 The structure of the manufacturing and agricultural sectors ensures

3in the period from EEC accession up to 1979 agricultural output prices were alsc strongly
influenced by movements in exchange rates with consequent effects on green rates. Since lre-
land’s entry to the EMS, however, and the commitment to maintenance of the exchange
rate vis-a-vis other EMS currencies this influence has been lessened considerably.

4p comprehensive input cost index for manufacturing is not available, a unit wage cost

index is therefore used a a proxy. It should be noted that wage costs are only a partial element
of total labour costs as they exclude employer’s contributions to the social insurance fund.
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that their reactions to a price/cost squeeze will be different. The pre-
dominantly family farm basis of Irish agriculture with only approxi-
mately 8% of income arising in agriculture being in the form of employee
remuneration ensures that incomes are likely to suffer more than
employment in a price/cost squeeze situation. This is exacerbated by
the lack of job opportunities outside agriculture. Thus, between 1978
apd 1980 family farm income per family labour unit fell by approxi-
mately 50% while total agricultural employment maintained its long
run decline. In 1981, the improvement in the price/cost ratio resulted
in a substantial increase in nominal farm income though real family
farm income continued to decline.

1.26 In the manufacturing sector, the reaction to a price/cost squeeze
can take a number of forms: a decline in employment; reduced profit
margins and lower investment; a switch to cost reducing investment;
reduced real income per employee or a combination of all three.® The
evidence on the nature of the reaction is however difficult to isolate; for
example net employment change is the result of job gains and losses
with the former heavily influenced by new foreign firms coming on
stream. Thus, existing firms may be shedding labour as a result of the
price/cost squeeze but in considering data on net employment change,
this effect may not be obvious. Data on profit margins in the manu-
facturing sector are also difficult to estimate. Ideally it would be desir-
able to isolate the profit data of the sheltered from the exposed sectors
siqce the former can compensate for cost increases through increased
prices more easily than the exposed sector. Finally, long run effects
may be quite different from short run effects particularly if the price/
co§t squeeze obtains for more than a limited period. For example, a
price/cost squeeze may initially result in a narrowing of profit margins
but ultimately in a movement of resources out of the traded sector.

Foreign Trade and the Balance of Payments

1.27 The background against which the growth of Irish exports in 1981
must be viewed is one of slow growth in world trade. The growth in
volume of total world trade declined from a peak of 7.4% in 1979 to
1.5% in 1980 and remained static in 1981 while the growth in volume
of world trade in manufactures halved to 2.2% in 1981 compared to
1980 (Table 1.11). Against this background industrial exports from
Ireland performed strongly in 1981, increasing by approximately 8% in

- o ]
B The form of the cost reducing investment will depend on the nature of the cost increase.
For example, after the oil price increase of 1973 energy saving investment is likely to have

occurred while in more recent years labour saving investment is likely to have been more
important.
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volume terms. Irish export’s share of both developed countries and EEC
manufactured exports continued to increase in 1981 reaching 1% of
EEC manufactured exports. Following a large increase in 1980, the
volume of agricultural exports fell by over 9% in 1981, reflecting
relative scarcity of cattle supplies as a result of destocking in the pre-
vious year.

1.28 The volume of imports of goods and services increased by approxi-
mately 1.7% in 1981. Competing imports have substantially increased
their share of the domestic market between 1977 and 1980, rising by
approximately eight percentage points from 29.2% in 1977 to 37.7%
in 1980 (Table 1.12).5 However, the rate of increase appears to have
slowed down in 1981. This can be gauged from an examination of the
ratio of total imports to GDP, which, although a crude measure of
import penetration, fell from 71% in 1979 to 67% in 1980 and increased
only marginally in 1981. This would be expected due to destocking as
the economy entered a recession and may not reflect the underlying trend.

1.29 As a consequence of these movements in exports and imports, to-
gether with a deterioration in the terms of trade of approximately 2%,
Ireland’s trade deficit deteriorated further in 1981 reaching £1,697m or
16.9% of GNP compared to 15.8% in 1980 (Table 1.13). A fall in trans-
fers from the EEC and an increase in net payments abroad, due almost
entirely to interest payments on Government foreign debt, resulted in a
deficit of £1,432m on current account, equivalent to 14.3% of GNP. In
1981 the deficit on external current account was almost entirely
financed by net Government foreign borrowing with other net capital
inflows falling from £662m in 1980 to £304m in 1981.

Inflation and the Exchange Rate

1.30 The divergence between the Irish inflation rate and the EEC
average widened further in 1981 compared to 1980 (Table 1.14). The
Irish inflation rate increased from 18.2% in 1980 to over 20% in 1981
while the inflation rates of the main trading partners in particular the
UK, began to decline as a result of tight fiscal and monetary policies.

1.31 One of the major contributory factors to the higher inflation
rate in Ireland in 1980 and 1981 has been increases in import prices
of 17.9% in 1980 and 18.3% in 1981. These increases in import prices
are partially attributable to the appreciation of sterling in 1980 and
1981 and the 22% appreciation of the dollar against the Irish pound

6Competing imports are defined as imports for which domestic substitutes are readily
available, :
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m 1881 which offset any beneficial advantages which might have re-
sulted from the weakening of the prices of primary commodities.

1.32 The trade weighed exchange rate fell by 4% in 1980 and by over
8% in 1981 (Table 1.15). The depreciation was concentrated in the
fourth quarter of 1980 and the first quarter of 1981. In fact there was
_same strengthening of the effective exchange rate in the last two quar-
‘ters of 1981, due in particular, to the general weakening of sterling. This
-is reflected in the growth of import prices which slowed significantly
.in_the second half of 1981 and actually fell in the August/November
qQuarter.

1.33 Other factors contributing to Ireland'’s relatively high inflation rate
in 1981 were the increased charges for public services and the increase
in 'indirect taxes imposed in the January and July budgets. In addition,

_the imbalance, between the rate of growth of earnings and productivity
while primarily having an effect on employment also contributed to the
higher average inflation.

Public Sector Finances

1.34 Government current expenditure continued to expand rapidly
in 1981, increasing by 27% in nominal terms and 5.6% in real terms
(Table 1.16). Since 1976, Government current expenditure has increased
almost threefold in money terms and was equivalent to nearly 49% of
GNP in 1981 compared to 38% in 1977 (Table 1.17). The composition
of the growth in current expenditure changed somewhat in 1981 with
transfer payments growing faster than expenditure on goods and ser-
vices reflecting increased rates of benefit, the upward trend in un-
employment and increased national debt interest. In absolute terms

ex‘pen;:liture on transfer payments amounted to almost £2,600m in
1981.

‘1.35 The ratio of Government expenditure on goods and services to
GNP increased slightly from 22% in 1980 to 22.9% in 1981 in nominal
terms while remaining largely unchanged in constant price terms. This
continues the trend observed in previous years whereby the rise in the
. ¥atio in volume terms is less than the rise in value terms. This indicates
that the rise is largely attributable to the rise in the price of such
~goods and services relative to the price of privately produced goods
and services. A comparison of changes in the private consumption ex-
~penditure deflator with changes in the public current expenditure

7 . . - : ;
© "Transfer payments are defined to include: subsidies, national debt interest and current
transfer payments to both residents and non-residents,
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deflator in Table 1.24 illustrates this. Given the labour intensive nature
of much of publicly provided goods and services the deviation in prices
is most likely a result of relative wage movements in the public and
private sectors. Exchequer pay costs increased by 24% in 1981, a dec-
line from the very high increase of 34% in 1980 (Table 1.18). Exchequer
funded employment increased by 3.0% with the result that exchequer
pay costs per employee increased by 21%, a marginal real increase.®

1.36 Total tax revenue also increased as a proportion of GNP to 37.5%
in 1981 from 35.2% in 1980 (Table 1.19). This increase, however, was
insufficient to finance the growth in current expenditure with the result
that the current budget deficit increased to £802m in 1981, equivalent
to 7.9% of GNP (Table 1.20). The deficit has therefore continued on an
upward trend since 1977 and only temporarily halted in 1980.

1.37 Government capital expenditure increased in nominal terms by a
dramatic 36.3% in 1981, a 19.5% real increase and was the major con-
tributor to growth in the economy. Total Government expenditure,
i.e., current and capital, has increased significantly faster than the
growth of the total output in the economy with the result that total
government expenditure has increased relative to GNP by 15 percentage
points in nominal terms and 12 percentage points in real terms in the
period 1977-81 (Table 1.17).

1.38 The current budget deficit of £802m, equivalent to 7.9% of GNP
together with government borrowing for capital expenditure of £920m
resulted in an Exchequer borrowing requirement of £1,722m or 17.1%
of GNP in 1981 (Table 1.20). Including the borrowings of the State-
sponsored bodies, the total public sector borrowing requirement
amounted to 22.3% of GNP.

1.39 The scale of the increase in the exchequer borrowing requirement
since 1977 has necessitated increased recourse to foreign sources for
financing the requirement. The proportion of the exchequer borrowing
requirement financed from foreign sources increased from 33% in 1977
10 48% in 1980 (Table 1.21). In 1981, a massive 73% was financed
abroad. The fall in the domestic contribution to the financing in 1981
resulted from a drop in sales of securities to both the domestic non-
bank public and the commercial banks.

1.40 The external financing of the borrowing requirement is reflected in
the external debt of the Government which has increased from one bil-

8For qualifications regarding calculations of this nature see NESC No. 62 paragraph 1.26.
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lion pounds in 1977 to £3.8 billion in 1981 (Table 1.22). In 1981 alone
the external debt of the Government increased by aimost £1600m. A simi-
lar picture emerges when the external debt of the State-sponsored
bodies is considered. Total official external debt stood at £5,100
miltion in 1981, an increase of nearly 60% over 1980. The servicing of
this debt now has substantial effects on a number of macro-economic
aggregates, for example, the growth of GNP, the balance of payments
and the public finances. The growth in foreign exchange reserves has
not kept pace with the growth of external debt with the result that
the debt/reserves ratio has continued to increase since 1978 with the
increase being particularly marked in 1981.

Fiscal and Monetary Policy

1.41 In Budget 1981 (January) the exchequer borrowing requirement
was projected to fall to 13% of GNP from 14.2% in 1980. However, a
borrowing requirement considerably in excess of 13% was being fore-
cast by mid 1981. A supplementary budget was introduced, involving
increased indirect taxes and revised expenditure plans. Despite these
alterations, the exchequer borrowing requirement was still estimated at
16.5%. The end year outturn was slightly greater than this at 17.0%.

1.42 The degree of fiscal stimulus is influenced not only by changes in
exchequer borrowing requirement but also by the method of financing
the requirement. Sales of securities to the domestic non-bank public
and small savings simply involve a transfer of purchasing power from
the private sector to Government while the remaining financing methods
involve a net addition to purchasing power. The latter methods, en-
titled monetary financing, therefore involve a greater degree of stimulus
to the economy. Monetary financing of the exchequer borrowing require-
ment amounted to 83% in 1981 compared to 70% in 1980 (Table 1.21).
The proportion of the exchequer borrowing requirement financed by
monetary means virtually doubled between 1977 and 1981.

1.43 The means of financing the exchequer borrowing requirement
also has implications for monetary policy. The increase in domestic
credit expansion was again heavily influenced by the extent of mone-
tary financing in 1981 and the Government’s share of domestic credit
expansion further increased to 59% (Table 1.23).
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CHAPTER 2
ECONOMIC OUTLOOK: 1982 AND 1983

International Economic Trends

2.1 The world economy since 1979 has been adjusting to the second
major oil price rise of the 1970's. The price increase, which occurred
at the end of 1979, is estimated to have cost oil-consuming countries
the equivalent of 4.5% of GNP compared to approximately 2.5% in
the case of 1973/74 oil price increase! .

2.2 In order to counter the inflationary pressures associated with
this increase, policy makers in the industrialised countries have pur-
sued generally restrictive financial policies. These policies have been
continued despite the significant weakening of output growth, to
which they have contributed, and the associated increase in unem-
ployment. Unemployment increased to over 30 million in the OECD
area in 1982, equivalent to 8'%% of the labour force2.

2.3 The restrictive financial policies have been quite successful in
limiting the inflationary impact of the 1979 oil price increase. There are
a number of other favourable influences also affecting consumer
prices in the OECD area, in particular falling world commodity prices,
stable oil prices and a fall in the growth of nominal wages. These
influences in combination with tight financial policies have resulted
in a fall in the rate of consumer price inflation to 7.3% in the OECD
area in the twelve months to September 19823 .

2.4 As a result of the weakness of economic activity in the major
industrial countries the growth in the volume of world trade has re-
mained sluggish. The volume of world trade remained largely unchanged
in 1981 and is estimated to have declined by one per cent in 19824.

1Bank of England, Quarterly Bulletin, June 1982.
20ECD Economic Outlook, December 1982.
31bid.

4NIESR, November 1982,
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Héwever, EEC imports are estimated to have grown by 2.3% in 1982
incontrast to a decline of 1.4% in 1981, thus providing a more favour-
able background for Irish exports®.

2.5  Restrictive monetary policies in the absence of a complementary
fiscal policy have resulted in high nominal interest rates, particularly
in-the US. In order to minimise the inflationary impact of exchange
rate depreciation vis-vis the dollar, similarly high interest rates have
been maintained in Europe. Although there has been a signficant
dasing of nominal interest rates since mid-1982 real rates have
rgtnained very high due to the success in moderating the rate of in-
Hation.

2.6 Against this policy background real GNP growth in the OECD
as:a whole is estimated to have declined by %% in 19826. In July
12982 the OECD were forecasting a growth rate of approximately a
half of one per cent with growth expected to be concentrated in the
second half of the year. However, developments since July indicate
this expectation to be somewhat optimistic. The long-awaited and
much forecast upturn from the present recession did not begin to any

significant extent in the second half of 1982. The prospects for 1983
afe discussed later in this chapter.

Outlook for the UK

2.7 GDP growth was negative in the UK in both 1980 and 1981.
However, in 1981 the fall was concentrated in the first half of the year,
while a slowdown in the rate of destocking contributed to positive
growth in the latter half of the year. However, the weak recovery
evident in the latter half of 1981 and the beginning of 1982 faltered
int mid-1982 with the result that GDP is likely to have fallen again in
1982. Of more importance than the growth of GDP from lIreland’s
viewpoint is the growth in the volume of imports which is estimated
t& have been up to 4% in volume terms’ .

28 The rate of UK retail price inflation continued to moderate in
1982 having fallen from an average annual rate of 18% in 1980 to
14.9% in 1981. Tight fiscal and monetary policies coupled with the
favourable influences mentioned in the previous section on inter-
national trends have led to an easing of inflationary pressures. For

Sgammission of the European Communities, Annual Economic Review, 1982-1983,
SOECD Economic Outlook, op. cit.

TNIESR, op. cit.
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example, the growth of unit labour costs in manufacturing is likely
to have fallen to somewhat over 5% in 1982 compared to nearly 9%
in 1981. On a year-on-year basis inflation had fallen to single figures

by the beginning of the second quarter of 1982 and was down to 6.3%
by November8.

Domestic Economy 1982

Fiscal Policy

29 One of the prominent features of the lrish macro-economic
environment since 1979 has been the extent to which budgetary
outturns have diverged from budgetary estimates (Table 2.1). It is
difficult to isolate the extent to which discretionary policy changes
or automatic stabilisers are responsible for these divergences®.

2.10 The main thrust of Budget 1982 was to reduce the exchequer
borrowing requirement as'a percentage of GNP to 13.9% from 17.1%
in 1981. The bulk of the reduction was expected to come from the
current side of the budget with the current budget deficit forecast
to fall from 7.9% of GNP to 5.6%. This was to be achieved through
an increase in total tax revenue of 32.6% compared to a current ex-
penditure increase of 24.6%. However, by mid-year the full year estimate
for the deficit had already been exceeded by £13m.

2.11 A series of measures were introduced by the Government at
end-July with the objective of reducing the deficit below the emerg-
ing mid-year position. The measures on the current expenditure side
were estimated by the Government to yield £100m of savings. The
provisional outturn for the year as a whole amounted to a deficit of
£988m or 45% greater than the estimate contained in the March budget.
This divergence was due primarily to a shortfall of revenue compared
to the budget estimate while expenditure was broadly on target.

2.12 There is an aspect of the budgetary position in 1982 and the
prospective outlook for 1983 which is worth noting. The bringing
forward of the due date for corporation tax and the imposition of
VAT on imports at the point of entry were estimated to yield £36m
and £140m respectively in 1982. However, bringing forward these

8bid.

9Automatic stabilisers are those elements of the budget which are sensitive to changes
in the level of economic activity, for example, as economic activity slows, both direct and
indirect taxes fall off and unemployment payments increase.
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- revenues will have a once-off effect on exchequer revenues which
~will not recur in 1983. The opening budget deficit in 1983 will there-
fore be higher than if some recurring form of taxation was imposed
or if some expenditure was permanently reduced'©.

2.13 The public capital programme was projected in Budget 1982
to increase by 17% in nominal terms in 1982, giving rise to an ex-
chequer borrowing requirement for capital purposes of £1,000m
for 1982. The series of measures introduced by the Government in
July 1982, included provision for savings of £20m in capital expendi-
ture. Of this, £10m was due to savings on capital injections to semi-
state bodies. Public capital programme expenditure was somewhat
less than the budget estimate of £2088m resulting in an exchequer

-borrowing requirement for capital purpose of £957m, a fall of £47m
on the budget estimate. '

-2:14 An exchequer borrowing requirement for capital purposes of
‘£957 in addition to a current budget deficit of £988m yields a total
exchequer borrowing requirement of £1,945m, approximately 16.7%
of GNP. Borrowing by the semi-State bodies and local authorities
yyas_estimated in Budget 1982 at £722m. Assuming that this borrow-
INg Is on target and allowing a marginal fall for the July 1982 measures

‘-gives a public sector borrowing requirement of £2,660m, equivalent
to almost 23% of GNP.

Monetary Policy

2.15 The major concern of monetary policy in 1982 continued to be
the prqtection of the external value of the currency, which requires
the’r maintenance of an adequate level of external reserves. However
since the large balance of payments deficits of recent years have mean'é
increasing resort to external borrowing (with associated debt-servicing
burdens), in order to maintain the level of external reserves, the Central
Bank has become increasingly concerned to reduce the size of the
external deficit. In 1982, therefore, the stance of monetary policy
w‘z-‘)s_stated to be such as not to accommodate any slippage in the
orlglnglly projected balance of payments deficit (£1,300 million)
and, indeed was intended to be supportive of any tendency for a
lower deficit to emerge. To this end a credit guideline of 14% for the
gr.owth of private sector credit for the year to February 1983 was
|miposed. The figure included foreign currency lending by the com-

1 . - .
Orhe opening budget deficit for 1983 is that deficit which would emerge in 1983 in the
absence of any policy changes.
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mercial banks and was 1% lower than that imposed to February 1982,
the latter having been broadly adhered to.

2.16 |n contrast to 1981 the Central Bank has imposed guantitative
guidelines on the growth of credit for non-productive purposes. In the
year to February, 1982 lending to the personal sector and to hire-
purchase companies increased by 17%, despite requests by the Central
Bank that such credit should grow by less than the overall guideline.
Consequently, a guideline of 7% for 1982 was imposed on the growth
of non-productive lending, permitting lending for productive purposes
to grow by approximately 15%.

Components of Output!!

Consumption Expenditure

2.17 Private consumption expenditure is determined principally by
movements in personal disposable income and the savings ratio. The
most buoyant elements of personal income in 1982 were agricultural
incomes and transfer payments with the latter budgeted to increase
by 25%. Overall personal income is likely to have increased by some-
what less than the rate of inflation.

2.18 However, personal disposable income is likely to have increased
by significantly less than the rate of inflation due to increased taxation
on personal income including the 1% Youth Employment Levy which
yielded £34m in 1982 and the increased rates of PRSI. Overall, personal
disposable income is likely to have fallen by approximately 3% in real
terms.

2.19 Movements in the savings ratio are very difficult to forecast due
to uncertainty with respect to its underlying determinants. The ratio
has been in continuous decline since 1979, falling to somewhat under
20% in 1981. It was estimated in the most recent Quarterly Economic
Commentary that the savings ratio increased to 23.2% in 1982. An
increase of this order of magnitude would have exerted substantial
downward pressure on private consumer expenditure. Overall, the
volume of private consumer expenditure is estimated to have declined
by somewhat over 6% as a result of the movements in personal dis-
posable income and the savings ratio.

1 The forecast for output growth for 1982 and for its individual components draws exten-
sively from the Quarterly Bulletins of the Central Bank and the Quarterly Economic Commen-
tary of the ESRI,

25



220 In the 1982 Budget statement net current expenditure on goods
and. services by central Government was budgeted to increase by 24%.
Allgyving for net current expenditure by local authorities and taking
into.account the impact of the July measures discussed earlier on both
volume and prices, net current expenditure by public authorities is
estimated to have increased by approximately 1% in real terms.

Investment

2.21 The boost of the economy which was provided by the Public
Capital Programme in 1981 was not repeated in 1982. The programme
was,.estimated in Budget 1982 to reach £2088m in 1982, an increase
of 17% in nominal terms over the 1981 outturn. The section of the
programme affecting the building industry was budgeted to increase by
19%, but the actual increase was somewhat less than this. However,
private investment is estimated to have fallen again in 1982, a third
consecutive year of decline. This was partly due to a fall-off in new
overseas investment and was reflected in the overall static provision
for;the IDA in the public capital programme for 1982. The |DA allo-
cation included a 9% increase in grant expenditure and a 19% fall in
building expenditure. Gross domestic fixed capital formation in total
is ggtimated to have fallen by up to 7%.

L

Expeorts and Imports of Goods and Services

2;22 Manufactured exports provided a strong impetus to growth in
1981 against a background of slow growth in world trade. The back-
ground against which manufactured exports evolved in 1982 was
somewhat more favourable with EEC imports estimated to have in-
créased by 2.3% by contrast with a decline of 1.4% in 1981 while
UK _imports are estimated to have increased by 4% in volume terms
i 1982. Manufactured exports up to November 1982 have reflected
this demand growth. In the period January to November 1982 manu-
factured exports increased by 24% in nominal terms over the corres-
poriding period of 1981.

2.23 Agricultural exports following a volume fall of 9% in 1981 are
estimated to have fallen again in 1982. The volume of merchandise
exports grew by approximately 6% while exports of goods and services
are Jikely to have grown by somewhat less than this.

2.24 The main factors influencing the growth in the volume of imports
in: 1982 are the fall in the volume of personal consumer expenditure
and-fixed capital formation and the volume increase in manufactured
exports. The decline in the volume of consumer demand is likely to
lead to a drop in the volume of imports of finished consumer goods
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although on past trends the volume of imports may not have fallen by
as much as consumer expenditure.

2.25 The estimated increase in manufactured exports, particularly
that part emanating from the activity of new overseas firms, with their
high import propensity, could provide a boost to imports of materials
for further production towards the end of 1982, though much depends
on destocking trends. One factor, the effects of which are difficult to
evaluate, is the bringing forward of VAT payments to the point of
entry on all imports. Overall, it is likely to result in a dampening of
import demand. Total imports of goods and services are expected to
fall by approximately 4% in volume terms.

2.26 As a result of these movements in the components of expenditure,
GDP growth is estimated to be of the order of 1% in 1982 with the
GDP deflator likely to have increased by 17%. Net factor income
abroad is estimated to have risen to £610m with the result that GNP
is expected to have declined by somewhat over 1%. There was an
improvement in the terms of trade in 1982 which should result in
GNP adjusted for the terms of trade remaining broadly static.

Balance of Payments

2.27 The balance of trade deficit in 1982 is likely to improve as a
result of the estimated increase in exports together with the decline
in import demand. The cumulative trade deficit for the first eleven
months of 1982 amounted to almost £1,100m (unadjusted for balance
of payments purposes) compared to approximately £1750m for the
first eleven months of 1981. However, the balance of payments deficit
will not fully reflect these favourable movements due to the further
increase in net factor payments abroad. The deficit for 1982 is estimat-
ed at around £1,100m, equivalent to 9.4% of GNP.

Manufacturing Industry

2.28 Developments in manufacturing output and employment for the
first three quarters of 1982 were discussed in Chapter 1. In the nine
months to end September, manufacturing output fell by 2.4% com-
pared with the end of 1981 position. For the year as a whole manu-
facturing output is, at best, likely to remain static with a likely average
fall in employment of over 7,000. The trend observed in Table 1.5
whereby the volume of manufactured exports has increased consider-
ably faster than the volume of manufacturing output, appears to have
continued in 1982. While destocking by manufacturers may be in part
responsible for the discrepancy between the two growth rates in 1982
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a‘f‘,fyfl,jlurther decline in production for the domestic market is also likely
to be occuring.

Agriculture

2.29 Gross agricultural output in 1982 will be some 13 per cent
higher in value terms than in 1981, reflecting a volume increase of
about 3 per cent and a price increase of some 9-10 per cent. The main
features of this outturn are set out below.

2.30 Net disposals of cattle and calves are expected to reach some
1.61 million in 1982 compared with 1.61 million in 1981. While
slaughterings for export and domestic consumption remained largely
unchanged, live cattle exports were down by about a third on last year’s
levels. Adjusting for some build up in stocks on farms; output of cattle
and calves in 1982 will reach some 1.58 million, somewhat higher than
the previous year’s level of 1.57 million. The continued relative scarcity
of cattle supplies on the domestic market was one of the main factors
responsible for cattle price increases of the order of 12 per cent in
1982. The impact of the live cattle export markets on prices weakened
considerably in 1982.

2.31 Despite the particularly harsh weather at the start of 1982,
curmulative milk intake at the creameries for the first 8 months of
1982 was over 6 per cent higher than the cumulative intake during
the same period of 1981. Milk output is estimated to have increased
by B per cent in volume terms for 1982 as a whole with milk prices
about 10 per cent higher. With regard to crops, cereal output is esti-
mated to have increased by about 6 per cent in volume terms reflect-
'ing a large increase in the output of wheat and oats.

-2.32 The value of farm materials (feed, seed and fertiliser) is likely to
‘be about 4 per cent higher in 1982. With a price increase of 6 per cent
in, farm materials this suggests a decline of about 2 per cent in the
volume used on farms. As a result of this moderation in farm material
usage, net agricultural output is likely to have increased by over 5 per
cent in volume terms and by some 11 per cent in price terms. The value

off,net agricultural output is expected to increase by approximately 17
per cent.

2.33 The agricultural output price index is estimated to have increased
by 9-10 per cent, largely originating in the livestock and livestock
products sector. Input costs increased at a similar rate. Deducting
other items of expenditure from net output, income from self em-
ployment in agriculture is estimated to have increased by some 24
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per cent in nominal terms. This represents an increase of about 5
per cent in real terms in 1982.

Empioyment and Unemployment

2.34 The outlook for employment growth over the short term in the
Irish economy is poor. As discussed in the section on manufacturing
industry, employment on average in 1981 is likely to fall by approxi-
mately 3.4% while employment in building and construction is likely
to fall significantly, in line with a forecast fall in building and con-
struction investment.

2.356 The public service employment embargo introduced in July
now rules out any significant employment boost from this sector.
In addition, the decline in personal consumer expenditure will have
an adverse impact on the growth of private services employment.
Agricultural employment is likely to continue its long run decline
but this may moderate somewhat due to the absence of job oppor-
tunities in other sectors. These likely developments in employment
in the main sectors combined with rapid labour force growth will lead
to a continuing growth in unemployment.

Inflation

2.36 The average annual rate of inflation fell to 17.1% in 1982 com-
pared to an increase of over 20% in 1981. This, however, disguises a
much more significant fall in the underlying inflation rate. The year-on-
year rate peaked in the second quarter of 1982 at 21% reflecting a 2%
depreciation in the effective exchange rate in the first quarter of 1982
combined with higher excise duties, post office and VAT charges
introduced in Budget 1982. Since mid-May the year-on-year inflation
rate has fallen steadily and was running at 12.3% in mid-November.

Monetary Development

2.37 Monetary developments in 1982 were influenced chiefly by the
extent of the exchequer borrowing requirement of £1,945m. Net sales
of securities increased from £290m in 1981 to approximately £750m in
1982 while small savings remained at broadly their 1981 level. These
changes together with other smaller items results in net foreign borrow-
ing by the Government of approximately £1150m. Foreign financing
of the borrowing requirement is estimated to have fallen to 58% while
monetary financing fell to approximately 70% from 83% in 1981.

2.38 In line with therapid growth of foreign financing of the exchequer
borrowing requirement in recent years Government external debt has
increased rapidly. This growth continued in 1982. From £3.8 billion

29



av-end 1981 external Government debt had increased to £4.7 billion
by mid 1982 and is estimated to have approached £5 billion by end
1982. This amounts to a doubling of Government foreign debt in two

Zéars. The policy implications of this growth are discussed in Chapter

:?"@‘ PRELIMINARY OUTLOOK FOR 1983

International Outlook

289 As outlined in paragraphs 2.1 and 2.6 world economic growth
~ remained sluggish in 1982 despite earlier forecasts of an up-turn in the
second half of the year. The most recent and comprehensive forecasts
for 1983 are contained in the Annual Economic Report of the Euro-
pean Commission and the OECD Economic Outlook: The Commission
expects a relatively weak recovery in the Community in the first half
- of 1983, which should gain some strength in the second half. Never-

theless the Commission sees little sign of a sustained upturn in eco-
nomic activity.

2:40 Community GDP is expected by the Commission to grow by 1.1%
nsm 983. This is forecast to result from marginal improvements in each of
the components of demand in 1983 with the exception of Government
@6rsumption which is expected to be somewhat restrained and the
dentribution of the net foreign balance which is likely to be negligible.
n line with the forecast growth of GDP, community imports are
expected to grow by 2.6%. The OECD has revised down its projections
tor real GDP growth based mainly on a re-assessment of export market
developments in non-OECD countries. With regard to the European
economies in particular, GDP growth is projected to be modest until

mid-1984. Overall the OECD expects EEC GDP to increase by a quarter
q?ﬁane per cent in 1983,

241 In the present economic environment growth prospects depend
cy(gcially upon the policy stance adopted in the major industrialised
c‘;&hntries. A striking feature of recent policy in a number of major
industrialised countries is the attention accorded to the control of
inflation at considerable cost in terms of growth and employment.
The extent to which the control of inflation is likely to remain the
major focus of attention is one of the uncertainties attached to the
fér’ecasts. It is assumed here that there will be some easing of the
tight policy stance in a number of major countries. The most plaus-

ible scenario for 1983 is therefore one of slow recovery from the
trough of the recession.
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Domestic Outiook

2.42 Two major influences dominate the outlook for the domestic
economy in 1983, namely an attempt to restore order to the public
finances together with continued export growth. This preliminary
outlook for 1983 is discussed below in the context of a budgetary
strategy designed to effect a significant reduction in the exchequer
borrowing requirement in 1983.

2.43 The opening budget deficit for 1983 is likely to be of the order
of £1,300m. One of the reasons for an opening deficit of that magni-
tude is that some measures adopted in 1982 will not have recurring
effects on the exchequer finances in 1983. Examples are the imposi-
tion of VAT at the point of entry on all imports and the bringing
forward of corporation tax. These measures served to accelerate pay-
ments to the exchequer rather than resulting in any permanent return
to the exchequer. In addition the postponment of the due date for
payment of the 5% October phase to the public service which is to be
paid retrospectively in 1983 also boosts the opening deficit. The
exchequer pay and pensions bill will increase by 10.4% in 1983 on the
basis of present agreements

2.44 A number of points are relevant when considering how a reduc-
tion in the exchequer borrowing requirement is to be achieved in 1983.
Firstly, growth in 1983 is likely to be such that overall revenue buoyancy
will not occur — in fact the opposite is possible. Secondly, it is assumed
that it will not be possible to rely on expenditure reductions alone to
effect the necessary adjustment. A rise in the tax burden will there-
fore be necessary.

2.45 In the light of these assumptions, the contribution to GDP of
public and private consumption and fixed capital investment will be
negative. Export growth is unlikely to increase sufficiently to offset
the negative contribution of these other components with the result
that the volume of GDP is likely to remain broadly static in 1983.
Unemployment is therefore likely to maintain its upward trend as a
result of declining employment and the continuing increase in the
labour force. Assuming stability of the exchange rate the underlying
rate of inflation could decline to single figures in 1983. However, the
impact of budgetary measures is likely to be such that the actual
rate will be of the order of 10% to 11%.
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CHAPTER 3

- REVIEW OF SOCIAL POLICY DEVELOPMENTS

Introduction
31 This chapter includes a review of recent important developments
ir:the area of social policy. The definition of social policy adopted by
the Council is: )
"social policies are those actions (of Government) which deli-
berately or accidentally affect the distribution of resources,
status, _opportunities and life chances among social groups and
‘+i. categories of people within the country, and thus help shape
the general character and equity of its social relations’’1.
The Council has previously expressed the view that social planning
should be closely integrated with economic and physical planning?.
This follows from the definition of social policy quoted above which
attributes social policy aspects to virtually all public policies. The
Council considers that future official planning documents should
include both ecanomic and social policy dimensions.

o

32‘ The Council has developed a framework for the analysis of
soclial policy developments3. The framework is based on three prin-
ciples:

(i} the distributive consequences of existing and proposed

) policy developments should be taken into account;

(ii) the interaction of social, fiscal and occupational welfare

systems should be considered;
(iii) the manner in which the services are provided should

encourage recipients to participate in normal economic
and social life as equal citizens.

# For a discussion of this definition see An Approach to Social Policy NESC Report No. 8.

Council comments, paras. 14 and 26, Social Planning in [reland: Its pu
sat/ona/ requirements, NESC Report No. 68. purpose and organt:

Iris jal lici (]
*These plll Clples are discussed in /rish Social Policies: Pr jorities for Future Developl”e”l

C
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3.3 The application of the above three principles would require
information on the operation of each major programme, its inter-
action with other programmes and their combined effects on recipients.
The Council notes with disquiet that, in general, the information
available is insufficient for the application of the above three prin-
ciples except in the most rudimentary fashion. The major priority
headings for improved information are listed in Appendix 1. The
Council has previously noted the lack of institutional provision within
departments for planning and for the production of the information
on which planning could be based*. The Council recommends that
the information deficiencies listed in Appendix 1 be remedied as a
matter of urgency.

3.4 Public expenditure on the social services has increased rapidly
over the past decade. Total expenditure on education, health and social
welfare rose from 16.5% GDP in 1970 to 26.8% of GDP in 1981
(Table 3.1). Of this increase of 10.3 percentage points, social welfare
accounted for 4.4 points, health services for 4.1 points and education
for 1.8 points. The share of social welfare expanded cyclically, re-
flecting changes in economic activity; while the share of health services
increased steadily. |n absolute terms, then, total social spending has
increased rapidly and represents a substantial proportion of the out-
put of the community. In view of Irelands’ unique demographic struc-
ture, it is to be expected that a high proportion of output would be
devoted to the provision of social services. However, the high levels
of social spending in recent years have coincided with increasing current
budget deficits. The reduction of the current budget deficit is discussed
in the final chapters of this report. It is likely to necessitate reductions
in public expenditure and increased taxation. It is the view of the
Council that the burden of this adjustment should not be directed
at those parts of the social services which support the most vulnerable
sections of the community.

HOUSING

3.5 In previous reports® the Council has drawn attention to aspects
of housing policy which are questionable from a social policy pers-
pective. These include the subsidisation of the owner- occupied and
local authority sectors, the relative neglect of the private rented

4NESC Report No. 68, pp. 5, 6.

5Ect:onomic: and Social Policy 1981 NESC Report 62, /rish Social Policy: Priorities for
Future Development, NESC Report 61, Economic and Social Policy 1980-83, NESC Report 53,
Report on Housing Subsidies, NESC Report No. 23
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sécizor and the regressive nature of many of the subsidies provided
to,.each of these sectos. These trends have continued in 1981/82.

The following paragraphs review overall developments in housing
and briefly examine each sector.

3 6 Housing completions in 1981, at almost 29,000, were the highest
in: the history of the State (Table 3 2). The share of local authority
completlons at just under 6,000, fell to below 20% of total completions
fo ithe first timeS. In real terms, public capital expenditure on housing
mc;reased 12% in 1981 and by an estimated 7% in 1982 (Table 3.3).
House purchase loans and associated supplementary grants have
accounted for an increasing share of public expenditure on housing
in recent years (Table 3.4).

37 The public subvention of housing includes tax allowances and
reliefs (tax expenditures) as well as capital and current expenditure.
Tax expenditures on housing increased more rapidly than any other
form of subvention during the 1970s, followed by loans and grants
for house purchase (Table 3.5).

3& The distribution of subsidies, both explicit (cash grants) and
mphcut (tax expenditures), primarily favours the owner occupied
sector, followed by the local authority sector with minimal subsidis-
ation of the private rented sector? (Table 3.6). Implicit subsidies
predomlnate in the owner occupied sector and local authority tenants
are:subsidised explicitly by rent subsidies.

‘@wner Occupied Sector

3.9 The Council has previously noted the high costs of entry to
this sector due to the level of initial deposit required and the cost of
mortgage repayments. As house prices continued to increase in 1981,
the net deposit required to purchase an average priced new house rose
tor almost one third of average annual industrial earnings compared to
one fifth in the mid 1970s (Table 3.7). The share of the £1000 state
grant in the average gross deposit has fallen steadily since its introduc-
t‘ién in 1977, Repayments on mortgages on average priced new houses

RESLocal authority completions reached a peak of around 8000 in 1950/51 and declined
'steadily to a little over 1000 by 1961/62 and thereafter rose steadily to another peak of almost
9000 in 1975. The 1961/62 figure represented 22% of total houses completed and was the
low&st figure until the 1981 figure of 20%.
‘fl ,7

There was a subsidy to the private rented sector in the form of the income tax yield
forbgone due to income foregone by landlords because of rent control. This amounted to £6m
In }980 See NESC Report 23, para 6, for discussion of this subsidy.
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have increased sharply due to the combination of rising house prices

and interest rates®. In early 1982, repayments amounted to almost

two thirds of average industrial earnings compared to one third in the
mid 1970s (Table 3.8).

3.10 These high entry costs can be reduced by a number of schemes.
The Mortgage Subsidy Scheme introduced in April 1981 provided a
£3,000 subsidy spread over three years. |f the £1,500 available in the
first year under the mortgage subsidy is used to finance a deposit, the
net deposit required to purchase an average priced house in the first
quarter of 1982 would fall to just under £700 or 9% of average
annual industrial earnings®. If the subsidy were, instead, offset against
repayments, the repayments would decrease by different amounts:
from £343 to £137 per month for a tax payer on the 35% tax band
and to £44 per month for those in the 60% tax band. It is estimated
that this scheme will cost £6m in 1982. The Housing Finance Agency
which was established in 1982, provides mortgages, the repayments on
which are limited to 18% of the recipients gross income''. Local

authorities provide fixed interest mortgages under the Smal/ Dwellings
Acts (SDA loans)'2,

3.11 The main subsidies provided to the owner occupied sector
are in the form of tax expenditures, the most important of which are
income tax relief on mortgage interest repayments and the exemption
of new houses from stamp duty. The Council has drawn attention on
a number of occasions to the regressive impact of the system of income
tax relief for mortgage interest payments!'3. The Council has recom-
mended that consideration be given to “‘confining tax relief on interest
payments to tax at the standard rate only or for a limited period
or the fixing of a lower maximum on loans eligible for tax relief’14,

8/-‘\Ithough interest rates fell in the later parts of 1982 they are still high by historical
standards,

9Compared to £518 in 1981.
1("Et:onomi:: and Social Policy 1981 NESC Report No. 62, pp. 48, 49.
" Loans from the Housing Finance Agency are limited to £22,500 and eligibility is limited

to those who earned under £9,000 in 1981/82. The Agency is envisaged as being self-financing
through the issue of index linked bonds.

125D A 10ans are limited to £14,000 and eligibility is limited to those who earned under
£6,700 in 1981/2.

1 3/rish Social Policies: Priorities for Future Development NESC Report No. 61 paragraph 5.9.

1“'Ffeport on Housing Subsidies NESC Report No. 23 paragraph 22.
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Both the proposed January and the March 1982 Budgets proposed
changes towards confining relief to the standard rate of income tax.
However, the Minister for Finance said he was not introducing this
change in the Finance Bill for technical administrative reasons'®. The
Council strongly recommends that action be taken to make possible
the changes that are needed in this area. The cost of this relief is esti-
mated at £35m in 1981/82, compared to £24m in 1980/8116. The
Council notes that the First Report of the Commission on Taxation

recommended that the relief on interest repayments should be with-
drawn17.

The Local Authority Sector

3.12 Although the number of local authority dwellings completed
has been falling from the peak figure of 9,000 in 1975 to under 6,000
in 1981, the number of families on the approved waiting list of the
tocal authorities has continued to grow (Table 3.2). In 1981 there
weére 29,000 families on the waiting list. Two thirds of these families
cto"mprised three persons or less and most of them are currently housed
in‘overcrowded and or unfit accommodation (Table 3.9).

3 YS The number of local authority tenancies has remained largely
an:hanged in recent years and amounted to 105,000 in 1982. (Table
3. 10) Average rents in 1982 were a little over £5 per week. Local
authoruty tenants are subsidised in respect of rents. The estimate for
this subsidy in 1982 was £120m, a nominal increase of 24% over the
1981 outturn. Rent subsidies have accounted for an increasing share
of local authority receipts in recent years (Table 3.11). In 1982 rent
subsidies were estimated at 77% of local authority receipts and rent
receipts at 18% with most of the remainder accounted for by receipts
from sales of local authority houses. It has been suggested'® that the
high level of subsidy and the consequent low rents of local authority
tenants may be due to the relatively better off tenants purchasing their
dwelllngs If this is so, the tenants who continue to rent their dwellings

‘15The Minister for Finance stated that “The Revenue Commissioners advised me that they
were not in a position to implement the proposals as originally announced. These proposals
would have involved three separate and unrelated restrictions. . . It was not found possible to
devise a satisfactory method of incorporating these unrelated restrictions in certificates of tax

free allowances for PAYE purposss. . . However, | shall be looking at the relief at a later stage”’.
Ball. Records 17/6/'82, Column 700.

'flslnformation received from Revenue Commissioners.

17Ccummlssmn on Taxation, Report on Direct Taxation, Chapter 10, 1982,

38Publ:c Subventions to Housing in ireland, An Foras Forbartha, p. 29.
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will be in the lower income levels, giving rise to low rents through the
differential rents scheme. Although information is collected at local
level on the incomes of tenants, it is not available nationally. It is
estimated however,'® that some 40% of tenants are dependent on social
welfare. In view of the absence of data on the income levels of local
authority tenants, it is difficult to assess the scope for rent increases.
The Council believes that any rent increases should be designed in such
a way that the position of the most vulnerable groups is not worsened.

3.14 The number of sales of local authority houses was equivalent to
95% of the number of local authority houses completed in the period
1975 to 1980. Sales in 1981 were around 4,000 while 5,681 dwellings
were completed. The present financing arrangements provide an in-
centive for local authorities to encourage sales?® and tenants are sub-
sidised to purchase local authority dwellings: the gross price is reduced
in respect of the length of tenancy and the purchaser qualifies for
a fixed interest loan. The price charged to a tenant purchasing a ten
year old local authority house after ten years continuous tenancy
is shown in Table 3.12 for various years. |In 1980 that house could be
bought for £6,280 after deductions. The average price for a second
hand house in that year was just over £24,000. In real terms the price
for such a house fell sharply with the changes in the tenant purchase
scheme in 1973 and has been increasing slowly since then. Although
this example may be untypical because of the assumptions made, no
information is available on the ““age” of houses sold or on the average
period of occupancy by purchasers?’. The example does indicate
however the existence of very sizeable subsidies to tenant purchasers.
To the extent that the tenants who purchase their dwellings are those

19Department of Environment estimate.

2QFheceipts from sales of local authority houses are divided between capital and current
account by local authorities. Those credited to capital account are used for site acquisition,
redemption of capital liabilities outstanding, etc, while those credited to current account are
used mainly for maintenance of local authority housing. The proportion of receipts from sales
credited to the current account has varied, from 50% up to 1975, 25% in 1976, 68% in 1977
and 1978, 50% in 1979 and 45% in 1980. The Coalition Government withdrew the arrangement
— whereby receipts from sales can be used for current expenditure — in 1981 and the Fianna
Fail administration restored the proportion credited to current account at 40% in 1982 {Par-
liamentary Debates, Dail Eireann 2/7/82 col. 968; Quarterly Bulletin of Housing Statistics, Dec.
1981). There are also iikely to be a number of other benefits arising to the local authorities
from sales, e.g., savings in maintenance costs.

21The purchase price estimates in the example would fall if the house was older and would

rise if the period of occupancy fell, This example indicates a subsidy of the order of £90m to
tenant purchasers in 1980 based on the difference between the average price of second hand
houses and the estimated average sale price to local authority tenants.
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with relatively higher incomes, the effects of the sales scheme works
in ‘a regressive manner. The Council has warned of the possibility that
lecal authorities may be left managing the least attractive or residual
partion of the housing stock. The Council reiterates its concern at the
likely adverse social policy implications of this scheme and urges its
reappraisal.

The:Private Rented Sector

3.18 This sector can be divided into the formerly controlled rented
seetor and the uncontrolled sector. Parts of the Rent Restrictions
Agt- 1960 which prevented the raising of rents were declared uncon-
stitutional by the Supreme Court in June 1981. The Housing (Private
Rented Dwellings) Act 1982 made provisions for the level of rents
to'be settled by the landlord and tenants and, in default of agreement,
the District Court has the power to set what it considers a just and
proper rent. The 1982 Act also provided for the Minister for Social
Weifare to introduce a system of rent allowances to tenants who
might otherwise suffer hardship as a result of rent increases. Such a
system of rent allowances has been introduced.

3.16 Very little information is available on the economic and social
eharacteristics of tenants in the private rented sector. With the phasing
out of the major part of rent controls this is the one sector which does
not benefit in any substantial way from subsidies?2. The proportion
of households renting accommodation from private landlords has
fallen from 26% in 1946 to 13% in 1971. Within this sector there has
been a decline in the number of rent controlled dwellings. This has
‘been partly offset by growth in uncontrolled dwellings, many of which
‘are furnished. Weekly rents in the uncontrolled sector are significantly
“higher than in the local authority sector?3.

3.17 The flexibility of privately rented accommodation suits certain
‘categories of tenant, notably young people, including students, and
those whose occupations involve mobility. Married couples in the
%ﬂvate rented sector may be saving to purchase their own house or will
‘enter local authority housing when sufficient children are born. There
‘is"a significant number of elderly persons in this sector, many of whom
‘é:t?é in formerly controlled tenancies. Some tenants, including many of

7
.

"227he Finance Act 1981 {Section 23) introduced tax incentives for the construction of
‘ténted apartments. The estimated cost was £4m in 1981 and £8m in 1982. Because this scheme

<applied only to new apartments, they tend to have higher rents. Consequently the benefits of
this subsidy are likely to flow to those on higher incomes.

~."23private Rented, the Forgotton Sector, L. O'Brien and H Dillon, 1982, p. 23, 24.
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the elderly but also including low income or unemployed persons and
small families have little prospect of receiving local authority accomm-
modation or of acquiring home ownership. These groups are often
households on the verge of homelessness, who are “trapped’’ at the

bottom of the housing ladder. Public policy has hitherto paid little
attention to the problems of these groups.

3.18 In the context of lrelands’ demographic structure and labour
force trends, it is unlikely that the owner occupied and the local
authority sector will be able to cater for the entire housing needs of
the future. It follows that the private rented sector has an important
role to play and that housing policy should take account of the different
groups of people with differing requirements who are presently housed
in this sector. Further, the inequality of subsidies by type of tenure
needs to be corrected in order to maintain the private rented sector
in existence. In this context the recent decision to provide assistance,
through the Department of Social Welfare, toward payment of rent
by tenants in the formerly controlled rented sector is to be welcomed.
The Council is of the opinion that consideration should be given to
extending this type of scheme to both low income tenants in the “un-
controlled” sector and to the homeless.

3.19 The Council welcomes the establishment of the Joint Oireachtas
Committee on Building Land which was to make recommendations
regarding possible legislative and other measures to deal with the
supply and cost of building land2¢. The Council considers that this
Committee should be reconstituted in the new Oireachtas. The Council
also welcomes the changes in capital gains legislation relating to de-
velopment land. From 25 March, 1982 the rate of tax on gains from
disposals of development land was raised from a top rate of 30%
to 50% with a special 60% rate for gains realised within one year.
Tax reliefs were also reduced.

3.20 The Council considers that there is a need for a comprehensive
housing policy which could ensure that the regressive aspects of the
existing subsidies are corrected and which should also insure that per-
sons and families who are unable to afford the high entry costs to the
owner occupied sector and who do not qualify for local authority
accommodation are catered for.

EDUCATION
3.21 Public expenditure on education is determined largely by the

24pail Debates, 15/7/82, col. 2608-2610.
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pattern of demographic change, particularly the number of children
and their participation rates in education and also by cost increases
in respect of teachers salaries and equipment. The White Paper on
Educational Development, published in 1981, recognised the likeli-
hood of further substantial increases in real expenditure in education.
In its report on economic and social policies in 1981, the Council
regretted that the White Paper, while it acknowledged the importance
of equality of opportunity within the educational system, did not
outline priorities. In the following paragraphs the overall trend in
expenditure on education up to 1982 is briefly reviewed, and recent
developments are examined in the terms of the objective of equality
of opportunity.

3.22 Public capital expenditure on education is estimated at £94m in
1982 — which would be a 2% decline in constant prices on the 1981
figure (Table 3.13). Capital expenditure on education has been subject
td considerable year to year fluctuations.

3;.\23 There was steady growth in current educational expenditure
in real terms of around 4% p.a. between 1977 and 1981. Current
public expenditure on education in 1982, which is estimated at £695m,

represents a decline in real terms of 4% on the 1981 outturn (Table
3.14)

3.24 The non-capital cost per pupil is shown in both current and
constant prices for different educational institutions in Tables 3.15
and 3.16. There is a sharp increase in the cost per student as one
progresses from the “"lower”’ to the “higher” levels. In comparison
‘with the 1981 cost per primary pupil, cost per pupil aimost doubles
at 'second level, and almost triples at RTC and more than quadruples

“at university level. The cost of teacher training places is as high as for
university places.

3.25 There have, however, been changes in the relative costs per pupil
-over time. The cost in real terms has increased by some 16% between
1975 and 1981 for pupils at primary level, while the real cost at secondary
level has increased by 5.5% over the same period. By contrast, real
wexpenditure per pupil at third level fell over the period: by 27% in
SRTCs, 20% in universities and 31% in teacher training colleges.

“3.26 The Council welcomes the shift towards increased expenditure
“at the compulsory age groups but is concerned at the redistributive
-effects of continuing high levels of subsidy for third level students,
‘whose backgrounds are predominantly those of middie and higher
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income families?®. While recognising that many aspects of third level
education are important for economic and social development, the
Council considers there is merit in considering changes in the methods
of financing third level education®.

3.27 Participation rates by age and sex are given for 14 to 24 year
olds in Table 3.17. The increase over time in the rate for 16 year olds
is noticeable. The participation rates at age 17 are significantly lower.
It is clear that at third level there has been a significant increase for
all ages and particularly for girls. At the same time that participation
rates have been increasing, pupil-teacher ratios have fallen: from 32 to
28 in national schools and from 19 to 18 in secondary schools, between
1972 and 198127,

3.28 The Council is concerned at the apparently close links between
unemployment and poor education. Those leaving school in 1980 with
no qualifications had an unemployment rate of 30% while those with
intermediate Certificate or Group Certificate had an unemployment
rate of 16% and those with Leaving Certificate had an unemployment
rate of 8%28. It has been argued that participation in education depends
largely on the socio-economic background of the pupils’ families so
that “the potential for mobility out of the more marginal and dis-
advantaged categories is slight. The children born into such categories
will lack the credentials for movement to other positions’’?2. In this
way the present system of education can contribute to reproducing
social inequalities. The Council believes that there should be increased
emphasis at first and second level education on measures which could
identify likely early school-leavers and provide special training and
support to prevent them becoming long term unemployed.

HEALTH SERVICES
3.29 Public capital expenditure3® on health services in 1982 is esti-
mated at £49m, a decline of almost 1% in real terms on the 1981

25p ticipation in Higher Education — A National Survey, Pat Clancy, HEA 1982.

26Perhatps along the lines suggested by A Barlow The Financing of Third Level Education
ESRI Paper 106, 1981 which suggested loans for students.

27Dail Records 25/5/82 Column 890.

28NMS School Leavers Survey, 1980, Department of Labour June 1982,

2974 Distribution of Income in the Republic of Ireland. A Study in Social Class and
Family Cycle Inequalities, D Rottman, D Hannan, et. al. ESRI paper 109 p. 70.

30Capital expenditure on health services refers almost entirely to expenditure on hospitals.
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oytturn (Table 3.18). Between 1977 and 1981 capital expenditure
Aon?‘fthe health services grew by around 14% p.a. in real terms.

3*30 Current expenditure on the health service is estimated at £951m
in’ 1982, the same in real terms as the 1981 outturn. (Table 3.19)
p?ve been considerable increases in current expenditure in real terms
in, recent years, particularly in 1979 and 1980 when increases of 13%
and 1fl% respectively were recorded3!. The 1981 outturn represented
§ ?}eclme in expenditure in constant prices of 3% over 1980.

331 The General Hospitals Programme dominates public expenditure
on the health services, accounting for over half of current expenditure
inrecent years (Table 3.20). The Community Programmes32 account
for just over 20% of current expenditure and the Psychiatric Pro-

grg‘mme an.d the Programme for the Handicapped account for 12% and
8% respectively.

3§2 ' Current public expenditure on the health services grew by almost
32% in real terms between 1977 and 1981 (Table 3.21) with the most
rapid increase of 39% occurring in the General Hospitals Programme
fplzjowed by Community Health Services at 30%. These two programmes
arggexamined in some detail in the following paragraphs.

Sk

Qgperal Hospitals Programme

3§3 "Acute”® hospitals account for a little over 80% of expenditure
an\uthls.programme (Table 3.22). Within this category the increase in
exgendlture was particularly sharp for health board county hospitals
anq homes: 77% in real terms between 1977 and 1981. This may, in
part, reflect the Governments’ decision in its 1975 National Hosplital
quelopment !:’Ian34 to develop 22 General Hospitals. | ncreased expendi-
tp»re was required to develop a number of hospitals, almost all of which
vyere county hospitals. No estimates have been made of the costs of this

i
i

WY

S ;gl‘The large real increases in 1979 and 1980 wer
reflgcted in an increase to 66% in the
years (Table 3.19). The 1982 allocati
expénditure,

4

: e due partly to major pay awards. This is
proPomon of expenditure accounted for by pay in those
on in the Book of Estimates put pay at 64% of current

32 . .
i Corpmunny here is taken to mean the Community Protection, Community Health and
¢ ‘or‘n\munny Welfare programmes. The community aspects to the Programme for the Handi-
‘g‘apped and the Psychiatric Programmes are excluded.

33, " .
i Acute’ hospitals are those that cater for short stay patients with acute illnesses.

T34 :
Y Genaral Hospital Development Plan, Department of Health, October 1975,
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decision nor of the optimum size for general hospitals3s.

3.34 Admissions to acute hospitals have been increasing at over 4%
per annum over the past decade3®. Admission rates3’ are above the
comparable rates, classified by age and sex, for the main regions in the
United Kingdom (Table 3.23). These higher admission rates were made
possible by relatively high bed-population ratios rather than by shorter
stays in hospitals8.

3.35 The Council considers that there is an urgent need to examine
the functioning of the General Hospitals Services Programme in much
greater detail in order to see if those presently availing of the services
provided cannot be cared for in a more cost-effective manner. It is not
possible to ascertain, for example, with present data, the socio-economic
characteristics of inpatients, whether there are multiple admissions by
the same persons, nor whether the high admission rates for older persons
could be reduced by improved geriatric care outside of general hospitals.
A study reported by the Medico-Social Research Board of the records
of short-stay patients in one hospital concluded that ‘“40% of the
patients who spent less than four days in hospital could have been treat-
ed without admission to an acute hospital bed. This represents almost
18% of the entire hospital admissions’” .39 -

Community Health Services Programme
3.36 The Community Health Services Programme includes the general

35The Fitzgerald Report (Report of the Consultative Council of the General Hospital
Services, 5.0. 1968) recommended the development of 12 general hospitals, each serving a
minimum population of 100,000. 16 of 22 centres finally chosen have been estimated to serve
populations of less than 100,000. (A Horner and A Taylor Grasping the Nettle — Locational
Strategies for Irish Hospitals, Administration Vol 27, No. 3, 1979). The proportion of acute
hospital patients attending county hospitals fell slightly between 1973 and 1979 and the growth
in hospital beds in those hospitals was below the average for all hospitals according to Statistical
Information Relevant to the Health Services, (various years).

36The increase in admissions was from 368,000 to 561,000 between 1970 and 1979, an
annual increase of 4.3% p.a.

37Dis&:harge rates are vitually the same as admission rates. The data is drawn from the
Hospital Inpatient Enquiry of the Medico-Social Research Board which excludes maternity and
psychiatric discharges,

3BThere are 4.3 acute beds per 1000 persons in Ireland in 1979, on the basis of data made
available by the Medico — Social Research Board. The comparable ratios were 4.2 in Northern
Ireland, 3.5 in Scotland, 3.1 in Wales and 2.8 in England, according to Priorities for Public
Expenditure: Health and Social Services, Northern lreland Economic Council, Report No. 32.
p. 24,

39Annual Report of Medico-Social Research Board, 1981, p. 21.
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practitioner services which accounted for over 60% of the programme’s
expenditure in 1981 (Table 3.24). Drug subsidies and refunds made up
a further 13% of expenditure, the same share as home nursing services.
Expenditure on this programme rose in real terms by 30% between 1977
and 1981. The largest increases were in the drug subsidy scheme and in
home nursing services (albeit from low bases).

3.37 The major cost element in the general practitioner service was the
provision of drugs to persons with category 1 eligibility which cost
£"50m in 1981, or just over 70% of the total cost of the general practi-
tioner service. The refund towards cost of drugs scheme, which applies
‘1o non-medical card holders, cost £11m and the drugs scheme for
persons with certain long term illnesses cost just over £4m in the
same year. Drug costs in total were £65m, or over half the total ex-
penditure on the Community Health Programme.

%;38 The Trident Report*Y examined methods which could reduce the
cost of drugs. According to that report “the concept of having only
«thical drugs?! in the GMS Scheme is . . . essential in any rationalisa-
tion of the health services cost structure”. The authors estimated that
:sofne 26% of items prescribed under the GMS were available without
Jprescription. Of the almost £11m in 1979 which the report estimated
icould be saved by its proposals, £5m was due to the exclusion of non-
«¢thical drugs from the GMS, £2m from the inclusion of community
drug schemes in the GMS, £1m from changes in the structure of the
GMS rebate structure, £1m from the management of the discount and

rebate structure, and finally £1m from a switch to generic rather than
brand name prescriptions.

3.39 The Council considers that there is merit in all of these proposals
and notes the recommendation in the Trident Report for an integrated
package of reforms encompassing all the elements listed above, only
one of which appears to have been implemented. From a social policy
point of view the Council is concerned that some low income indivi-
duals or families may experience hardship due to a recent decision to
exclude non-ethical drugs from GMS prescriptions. More generally the
trgnd in recent years has been to extend the subsidisation of middle
and high income groups in their use of GMS-type services through the

.40 .
dff R?gc;g on the Review of Arrangements for the Supply of Drugs and Medicine, Stationery
ice, .

41 : : .
Ethical drugs are defined as those which are available only with a prescription from a
ric)vedical doctor.
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direct subsidy for drugs purchased by non medical card holders 42,
through tax allowances for medical expenses®® and the extension of
category 1 eligibility to all persons over 65 years in receipt of social
welfare pensions®. The Council, while recognising that there may
be need for changes in the services provided for those with category
1 eligibility, is also concerned that the brunt of expenditure reduc-
tions should not be borne by this category4®.

3.40 The numbers employed by the health boards and voluntary
hospitals in 1977 and 1981 are shown in Table 3.25. Over the period
the number employed grew by 27% with an expansion of the largest
single category, nursing and allied, of 40%%. It is unfortunate that
more detailed information is not available on employment by pro-
gramme. The Council recommends that attempts to improve data in
this area be given a high priority.

3.41 Expenditure in real terms on health services grew by 32% between
1977 and 1981. The numbers employed are estimated to have increased
by 27% between 1975 and 1981. The implication appears to be that
the real growth in health service expenditure has been due to a growth
in the numbers employed, although much more detailed study is re-
quired to explore these relationships and their effects on the services
provided.

SOCIAL WELFARE

3.42 Social Welfare expenditure is determined by demographic factors,
economic conditions and the levels of payments in the various income
maintenance schemes. As already indicated above ({paragraph 3.4)
there have been cyclical variations in the rising trend of social welfare
expenditure which have been due largely to changes in the level of

427he eligibility limit for the subsidy of drugs purchased by non medical card holders
was extended in April 1979 from those with Category Il eligibility to include those with Cate-
gory il eligibility. All drug costs over £16 per month, are refundable. This scheme accounted
for 17% of drug costs under the Community Health Services in 1981 compared to 6% in 1977.

43Tax allowances for medical expenses cost £444 000 in 1981, according to the Revenue
Commissioners.

447he March 1982 Budget extended Category | eligibility to all persons aged over 65
who are in receipt of a social welfare pension,

45ln this context it is noted that some £8m is outstanding for health charges due from
farmers and self employed {Dail records 9/6/1982).

46Labour Force Survey estimates for health service employment indicate an increase of 21%

over the same period (Sectoral Changes in the Labour Force over the Period 1961-80, QEC
August 1982 and additional information provided by J J Sexton, ESR1).
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‘g‘t‘j{employment. Current public expenditure on social welfare is esti-
mated at almost £1,200m in 1981, a rise of almost 11%47 in real terms
qgér the 1980 figure (Table 3.26).

3.43 Current expenditure on social welfare is financed partly by social
insurance contributions from those at work. There was a sharp drop in
the share of social insurance contributions to total expenditure, from
:42% in 1980 to 38% in 1981 (Table 3.27). This drop was offset by
Increased exchequer funding which amounted to £696m in 1981,
18% above the 1981 budget estimate. The 1982 estimate is for ex-

chequer expenditure of £866m, which represents a nominal increase
over the 1981 outturn of 27%48 .

3.344 The composition of social welfare expenditure across the broad
headings of income maintenance for the Aged, the Unemployed,
‘Families and the Il is shown in Table 3.28. Income maintenance for
the Aged accounts for one third of total expenditure, followed by that
for the Unemployed (one quarter) and for Families (one quarter)
with the remainder accounted for by income maintenance schemes for
theill. A breakdown of each of those broad headings is provided
in the following paragraphs.

Al}\n_’pome Maintenance for the Aged

3.45 The shares of Contributory, Non-Contributory and Retirement
Pensions are shown in Table 3.29. Non-Contributory Pensions absorbed
4?% of pension expenditure in 1981 compared to 52% in 1976. The
share of Old Age Contributory Pensions increased from 32% in 1976
t0:36% in 1981. The share of Retirement Pensions remained the same
at: 16% in each of the years. In total there were almost 230,000 pen-

sioners who each received on average a little over £1,600 each in
1981.

1ncome Maintenance for the Unemployed

3.’346 The number of claimants for unemployment payments rose
sharply in 1981 to almost 123,000, a rise of 37% over the 1980 figures.
As’;fthe level of unemployment has risen, the share of income main-
tenance for the unemployed (excluding small holders) has increased
't@b;almost 20% of social welfare expenditure. The number claiming

~1;4710% using the Consumer Price Index as deflator.
‘""48After the Second Supplementary Estimate, passed by the Dail 16/12/82 the estimated
-1982 outturn is £935m, a 34% nominal increase over the 1981 outturn. Details of the com-

position of this revised expenditure estimate were not available at the time of writing.
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Unemployment Benefit showed the greatest growth indicating that
redundancies were an important component in the growth of the
number unemployed (Table 3.30).

3.47 The numbers receiving Pay Related Unemployment Benefit
increased sharply in 1980 by 60% and again by 54% in 1981 (Table
3.31). This increase supports the suggestion of increased redundancies
since the payment of Pay Related Unemployment Benefit is dependent
on the claimants income in the previous tax year. The 33,600 recipients
in 1981 make up 51% of all Unemployment Benefits claimants. The
average payment in 1981 was £19 compared with a maximum payment
of £60 per week.

3.48 The proportion of both men and women on the Live Register
who are long term unemployed has been rising in recent years (Table
3.32)%% . In 1981, one in three men and one in five women on the Live
Register had been unemployed for more than a year. Some 85% of all
long term unemployed were male and they tended to be older, un-
skilled and often had health problems®. As many as 40% of these
males had agricultural occupations’'. The Council considers that
there is a need for improved information about the problems of the
long term unemployed and the evolution of specific policy measures
for this group.

3.49 The share of youth (under 25 years) in total unemployment
has also been increasing. In January 1982, 25% of the unemployed
males were under 25 as were 41% of the females (Table 3.33). The
figure for females has risen more sharply than for males over the
past two years52. The lIrish ratio of youth to adult unemployment,
however, has been below the ratios for many of the OECD countries53.

49This trend towards increasing longterm unemployment (more than 53 weeks) can be
temporarily hidden in periods of sharp increase in the numbers on the Live Register. In 1979
38% of men unemployed were longterm and this proportion fell to 34% in both 1980 and 1981
as the number of new entrants to the Live Register grew. See Age by Duration Analysis of Live
Register, October 1981, CSO.

.

50 5ack Short, Study of Longterm Unemployment in Ireland unpublished MSC thesis.

51 Derived from Age by Duration Analysis of Live Register 1981, CSO.

5255 unknown proportion of the unemployed youth do not register as unemployed due
to their reduced entitlements because of living at home. There is some evidence of an increasing
proportion of school leavers {18 plus) joining the Live Register as the level of payments for
which they are eligible have increased in recent years.

53OECD, Youth Unemployment, The Causes and Consequences (1980), {the OECD ratios
are based on Labour Force Survey data in the various countries).
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The expansion of AnCO and the implementation of a variety of schemes
aimed at youth employment® has contributed to lower levels of youth
unemployment. The Council notes the establishment of the Youth
Employment Agency which has the function of funding and co-
ordinating these and other programmes. It is likely that long term
youth unemployment is concentrated on disadvantaged children,
particutarly the 15% who leave school without any qualificationsss.
In the present economic climate, measures to boost youth employ-
ment may redistribute jobs towards the more academically qualified.
The Council considers that there is a need for measures specifically
aimed at the early school leavers to provide them with at least equal
employment opportunities. The Council welcomes recent statements
from the Youth Employment Agency that it will ensure that schemes
are geared to the needs of unemployed young persons, particularly
those who are on the live register for six months or more.

3.50 Since unemployment payments are related to the number of
dependents a claimant has, it is sometimes suggested that claimants
with large families would receive little extra income from taking up
employment. A breakdown of the Live Register by number of depen-
dents in Table 3.34 shows that over half of those on the Live Register
have no dependents and over 80% have less than three dependents. The
percentage with seven or more dependents has been falling, from 5.0%
in‘i1976 to 3.9% in 1981.

3.61 Although the majority of those on the Live Register are likely
to be significantly better off by becoming employed, it is possible
that the minority with larger families may experience what has been
called the “poverty trap’’. Hypothetical replacement ratios (the ratio of
social welfare payments to income from employment) are shown for
various prototype families with children and for single persons in Table
3.35. For single persons the replacement ratios are low (below 40%)
except in the case where pay-related benefit can boost the ratio to
around 70%. A married couple with three children would experience a
ratio of around 60% if earnings had been around the average industrial
level and 85% if eligible for Pay Related Unemployment Benefit. |f
however the same sized family had previous earnings of two thirds of
the average industrial level, the ratios rise to between 75% and 87%.

54Environmental Improvement Schemes Programme, Temporary Grants Scheme for Youth
Eraployment, the Work Experience Programme and the Community Youth Training Programme.

) VSE‘Derived from Tuarscail, Department of Education. See also annual School Leavers Survey
frogn‘ the Department of Labour,
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Similar ratios apply to married couples with large numbers of children
whose earnings have been around the average industrial level but
ratios around and in excess of 100 are possible for such families whose
earnings have been around two thirds of the average. The effects of
reducing the pay related supplement from 40% to 30% is also shown
in Table 3.35 to have no effect on replacement ratios for the families

shown and hence would have no effect on the high ratios which apply
to larger families56 .

3.52 The Council is concerned at the possibility of these hypothetical
replacement ratios beingactual ratios fora minority on the Live Register
with larger families, particularly those with low earning power. Such a
situation would be undesirable from the point of view of the invidious
position for the families involved and the disincentive to seeking
employment which might result (or apply). The Council has previously
urged consideration of measures to improve the relationship between
the income tax and social welfare codes which gives rise to this problem
and has recommended an improved system of child benefits®?. The
Council believes that these proposals still warrant scrutiny and urges
that policy developments, particularly in the areas of taxation and social
welfare, take full account of this problem.

3.63 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. Unemployment compensation
declines as duration of unemployment increases due to the structure
of pay related unemployment benefit and the likelihood that any
savings will be exhausted. The Council is therefore concerned that the
level of income received by families whose breadwinner is unemployed
over long time period 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. The Council reiterates
its previous recommendation® that the question of providing more
adequately for the needs of the long term unemployed be given urgent
attention, while efforts should continue to be made to assist their return
to gainful employment.

3.4 While statistical information on the characteristics of the un-

56Tax Rebates are excluded in the replacement ratios examined here, since such rebates
apply only to those who have recently become unemployed.
S7NESC Report No. 37, also NESC Report No. 47.

58nesc Report No. 62 para 3.48.
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employed does not extend to an adequate. acpount of their social
bétkground, it is clear that unskilled and semi-skilled workers are more
likely to be unemployed than other membefs of thf.- labour force.. At
lehst 60% of the males currently on the Live Reglste_r are unsk.llled
(Table 3.36). They are likely to be restricted to lower pald_occupatlons,
have limited educational attainment, and are themselves likely to have
been raised in low incomes families. |t 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 less skilled and
the older workers are aggravated by the fact that younger and more
skilled workers are able to compete more successfully for avall.:-!ble
jrbbs. There is thus a need for intensified efforts to_ make appropriate
arrangements for the income maintenance and training of these less
advantaged groups.

Income Maintenance for Families%®
3.55 Expenditure on family income maintenance accounts for around
one quarter of gross social welfare expenditure. Wldows'and QOrphans
Contributory Pensions accounted for over 42% of expenditure on .these
rogrammes, followed by Childrens Allowances at 37% of expenQIture.
This position is the reverse of the situation in 1976 when Childrens
Aliowances were the largest item and accounted for almost 45% _of
ék‘penditure (Table 3.37). Social Assistance Allowances® ranked .thlrd
i 1981, accounting for almost 8% of expenditure. The Counc!I has
t‘rg‘commended increased Childrens Allowances for certain categories of
family in the short run and the integration of Childrens Allowances
and child tax allowances into a single child benefit scheme in the Iong
-term. While there has been some progress in this direction, the Council
- considers there is still substantial progress to be made.

éalih'come Maintenance for the il . _

.3.66 Expenditure on programmes of income maintenance fqr the ill
‘accounted for around 16% of gross social welfare expenditure in 1981,
.Disability Benefit is the largest programme, accounting for .77% of
;,e)ipenditure under this heading in 1976 and almost 70% in 1981
(Table 3.38). Invalidity Pension ranked second in both years. The

.combined share of these two programmes was 88% in 1977 and 87%
in 1981,

59Social Welfare payments in respect of dependents e.g., unemployment payments, dis-

*"ability payments and the like are excluded.

v 60Social assistance allowances comprise: Deserted Wives Allowance, Unmarried Mothers
Allowance, Single Women Allowance and Prisoners Wives Allowance.
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3.57 The number in receipt of Disability Benefit (Table 3.39) has
been just over 300,000 in recent years. Hughes® has shown that the
number of spells of incapacity per person at risk in lreland has always
been much less than the number of spells in Northern Ireland or Britain,
although the rate is rising relatively quickly in Ireland. However, the
length of the average period of incapacity has also been increasing more
quickly in Ireland. Consequently the rate of absence from work has
moved from virtual equality with Northern lreland in 1954 to nearly
10% higher in 1978 and from one and a half times the rate in Britain
in 1954 to nearly one and three quarters the British rate in 197862.

3.68 At present around one in four applicants for Disability Benefit
is summoned for a second medical opinion, (Table 3.39). The propor-
tion who do not attend for the second medical opinion has been in-
creasing and reached almost 10% in 1981. However, since it can take up
to four weeks to get a second medical opinion® | it cannot be taken
that non-attendance necessarily implies a spurious claim. (It is also
worth noting that although the Northern Ireland authorities refer most
of their doubtful cases to medical referees within a week, the rate of
absence is similar to that of Ireland), The proportion of claimants

judged capable of work is approximately 4% of all claimants for the
years shown,

3.59 Disability Benefit claims are classified by sex and marital status
in Table 3.40 and claim rates are presented using estimates of the in-
sured labour force 8. The claim rate for married women is exceptionally
high at over 30% compared to rates of between 4% and 6% for men and for
single women respectively. Very little is known about the reasons for the
high claim rate for married women, which could be due to their general
ineligibility for unemployment compensation, to the pressures of com-
bining family duties with employment, or to the effects of high marginal
tax rates on their earned incomeb%. In order to begin to answer these

61G Hughes, Social Insurance and Absence from Work in ireland ESRI, January 1982,
p. 36.

62pid p. 36.

63|pid p. 10.

64It has not been possible for the Department of Social Welfare to provide the numbers of
persons fully insured, classified by sex and marital status. Hence estimates based on the Labour

Force Survey of 1979 are used. Although these estimates are approximate, they indicate the
order of the magnitudes involved.

65Married women are uneligible for UA and thsir claims for UB are generally disallowed
if they have children, If their husbands are working they are likely to experience high marginal
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questions more detailed analysis is required. The Council recognises
that there is a need for policy reappraisal in this area and urges that ‘ghls
be based on analysis of the underlying causes. For example,‘reductlon
of the ceiling on disability benefit payments®® would have little effect
on the claim rates for married women as many of these claims are of
long duration and hence ineligible for a pay related supplement. Around
one in four claimants receive pay related supplements at present. (Table
3.41).

TAXATION

360 The trend in recent years in the composition of total tax re-
venue has been towards increased reliance on VAT and to a lesser
extent on personal income (income tax, social insurance and the
youth employment levy) (Table 3.42). The share of VAT rose from
15% of total taxation in 1975 to an estimated 21% in 1982 while the
share of personal income taxes rose from 42% in 1975 to 45% in 1980,
before settling at 44% in 1981 and 1982. The 1982 VAT figure, how-
ever, includes an exceptional once off yield from VAT on imports.
These increases were counterbalanced particularly by a decline in the
share of rates from 7% of total taxation in 1975 to an estimated 2% in
1982. Declines were also recorded in the share of capital taxation
{including estate duty) from 1.2% to 0.4% and of motor vehicle duties
from 2.4% to 1.4%, over the same period.

3.61 Similar trends are evident when tax yields are expressed as a
proportion of GDP (Table 3.43). The rise in the share of taxes on
direct income, from 13% to 18% of GDP, and VAT from 5% to 8%
GDP, over the period 1975/1982 is particularly notable, The total
tax vyield has increased from 31% GDP in 1975 to 40% GDP in 1982.
‘The Council is concerned that the increased reliance on indirect taxes
{Customs and Excise, VAT) is likely to bear most heavily on lower
income groups due to the regressive nature of these taxes87.

3.62 The ratios of family disposable income to earned income for
©1981/82 and 1982/83 show little change over the previous years
except for those on higher income whose position disimproved (Table
3:44). This is because the narrowing of the tax bands in the 1982
;:r.;,tés of income tax. Since Disability Benefit is untaxed it can be worth almast £60 per week
m real terms to a married woman paying income tax at 45%.

;BBAS was proposed in The Way Forward, Stationery Office 1982.

i fﬁ 67NESC Report No. 53 (paragraph 5.40) stated “’In general indirect taxation is fegressive
*{glthough it need not be s0."”) See also B Nolan Redistribution of Household Income in Ireland
tfy Taxes and Benefits, Economic and Social Review, October 1981, p. 80.
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budget®® has little effect on families with near average earnings. Senior
management was affected by these changes so that its ratio fell to
63% in 1981/82 and 58% in 1982/83. Similarly, single persons on
around average earnings were affected since they began to pay above
standard rate of income tax at 78% of average industrial male earn-
ings in 1982/83 compared to 102% on the previous year.

3.63 Trends in family disposable incomes relative to average industrial
earnings are shown in Table 3.45 for prototype families with only the
standard tax free allowances (See Appendix 2 for details of these
families). The introduction of income splitting in 1980 considerably
improved the position of those families on higher incomes, like those
of senior management®®. This improved position continued at a lower
level in 1981/82 and is estimated to have continued in 1982/83. The
improved relative position of the unemployed in 1981/82 and parti-
cularly in 1982/83 is also worthy of note. Their payments relative to
average industrial earnings rose from 49% in 1980/81 to 52% in 1981/
82 and 60% in 1982/83, due to a slowdown in industrial earnings as
well as to improvements in unemployment compensation.

3.64 The Council welcomes the improvement in the relative position
of the family relying on Unemployment Benefit. In earlier paragraphs
the existance of a poverty trap has been noted. The Council believes
there is a need for a review of alternative methods of family income
support which could guarantee the unemployed a reasonable living
standard without exacerbating the poverty trap.

3.65 There has been a sharp increase in the proportion of persons
liable to income tax above the standard (35%) rate. In 1973/74, 1%
of tax payers were at the higher rates; by 1981/82 this had risen to
17% and the 1982 budget increased the proportion to 40%70, High
marginal tax rates increase the incentive to minimise tax liabilities by
means of discretionary tax allowances and reliefs. The most important
of these is tax relief on loan interest which cost the exchequer £30m
in 1979/80, £38m in 1980/81 and £53m in 1981/82 in revenue fore-

68The 35% standard rate band was narrowed from £4,500 for a single person and £9,000
for a married couple, to £3,000 and £6,000 respectively.

69Based on the IMI Survey of Management Earnings. The Federated Union of Employers

has expressed dissatisfaction with this survey. It has continued to be used for illustrative pur-
poses.

7Octommissian on Taxation: Report on Direct Taxation p. 36.
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gane. Housing mortgages account for around three quarters of this
relief 7.

3166 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 3.46 sets out the cost in
terms of revenue foregone of the principal allowances and reliefs in
‘the income tax system. The total cost in 1981/82 was close to £1 ,000m.
The value of tax allowances and reliefs to the individual tax payer is
«de"termined by his or her marginal tax rate, as well as by the nominal
‘value of the allowance or relief. Thus, the fall in the cost of the per-
sonal allowance in 1980/81 as compared with 1979/80 reflects the
‘introduction of income-splitting for married couples in 1980 which
‘had effect of doubling their 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’2.
'3.67 Concern at the rate of increase of public expenditure on the
“social services may not take account of increases in the value of re-
{ated tax allowances and reliefs (tax expenditures) which have similar
‘implications for the public finances. The Council in a previous
l'fe*bort73 has recommended that the distributive impact of tax ex-
“penditures should receive greater attention in the development of social
palicy. In that report it was indicated that higher income groups
benefited disproportionately 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. The Council reiterates these recommendations and

ufges that tables showing all tax expenditures should be published
as-a matter of course.

i
by

557 nformation received from Revenue Commissioners.

‘272Thu5, for example, the costs of child tax allowances and non taxation of social welfare
; thildren’s allowances was equivalent to 77% of the cost of paying children’s allowances in 1980

nd 72% in 1981. The cost of relief of tax for employees superannuation contributions was
‘equivalent to 52 per cent of the Exchequer contribution to the cost of paying social insuran.ce
“{contributory) old age pensions in 1980 and 42% in 1981. The estimated cost of the tax relief
on.medical insurance premia rose by 2.5% between 1979/80 and 1980/81 and 40% between
-1980/81 and 1981/82, while Government current expenditure on the health services increased
‘by 39% between 1979 and 1980, and by 17% between 1980 and 1981.

73NESC Report No. 61.
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CONCLUSION

3.68 The trends in public expenditure on housing, education, health
services and social welfare as well as developments in taxation were
reviewed in the above paragraphs. The lack of sufficient information
on a number of major programmes has been noted and specific re-
commendations have been made on the provision of the data which
is required for the application of the principles of social policy
(Appendix 1), There have been considerable achievements in the past
decade, notably in the provision of new housing, the increase in parti-
cipation rates in secondary education, the provision of improved
health services to much of the population and the extension of social
welfare provisions. There exist, however, serious questions about the
redistributive transfers involved. Many of the housing subsidies benefit
disproportionately those who are better off. Third level students who
come predominantly from relatively privileged backgrounds are heavily
subsidised. The moves towards universality in the health services has
been of most benefit to the middle income groups. Levels of social
welfare support are still relatively low for larger families, particularly
those who are unemployed over long periods. The taxation system
has relied increasingly on indirect taxes, the impact of which may
be regressive. The tax base has been narrowed in recent years and,
of the range of tax allowances and reliefs available, most are of greatest
value those on relatively higher incomes. In a previous 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
or recession, those in employment or otherwise in receipt of a
secure income have an even greater obligation 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 revenues which may be required to eli-
minate the current budget deficit, has substantial implications for the
distribution 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
policy.

74NESC Report No. 61 paragraph 53,
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CHAPTER 4
KEY ISSUES FOR ECONOMIC AND SOCIAL DEVELOPMENT

Introduction _

‘4,5’"!‘ This Chapter presents the Council’s analysis of key issues in eco-
némic and social policy. It is divided into two main sections, the first
section deals with the overall macro-eccnomic strategy while the second
section deals with the strategies for particular sectors. The Chapter
includes a discussion of certain trends which are of major importance
iy the formation of policy: the rate of growth in the labour force, the
giowth of export markets and the rate of increase in costs among our
trading partners.

¢
! MACRO-ECONOMIC STRATEGY

Objectives

4.2 The economy in 1982 is characterised by a continuation of slow
érowth, rapid (though falling) inflation, a large balance of payments
deficit on current account (also falling) which is financed by State
external borrowing and a high and rising unemployment rate. The
persistence of these trends in recent years has culminated in.a very
‘'serious economic situation. The present situation does reflect, in part,
the continuing global recession. It also indicates, however, the extent
to which domestic policies have failed to address the problems.

4.3 While there are many aspects of the present situation which g!ve
cause for concern, two particularly serious features deserve priority
ranking — the high and rising unemployment rate and the large and
rapidly expanding external debt. In April 1982 there were 157,000
persons unemployed and seeking work. This was equivalent to 12.9%
of .the labour force.! The growth in both the exchequer borrowing
‘requirement and the public sector borrowing requirement has been
-accompanied by increased recourse to foreign borrowing. Extern_al
Government debt more than doubled between 1979 and 1981 as did

f 1Lal:sour Force Survey definition, including first time job seekers. On the Live Register
B définition, unemployment reached 170,000 in November 1882, an increase of 28% over the
,,‘s%rne period in 1981,
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the external debt of the State-sponsored bodies while the ratio of total
official external debt to reserves increased from 2.18 to 3.46. During
1982 interest payments on exchequer debt are expected to total
£1300 million, 44% of which will relate to foreign borrowing. The
interest payments on the foreign debt are likely to exceed one third
of income tax receipts, or £450 per employed person.

4.4 A major constraint on any economic strategy is the present state
of the balance of payments. The balance of payments deficit on current
account since 1979 has been high both by historical and international
standards (Table 4.1). In the period 1973-78 the deficit averaged over
4% of GNP while over the period 1978-81 this average increased to over
11%. The recent large balance of payments deficits have been financed
primarily by foreign borrowing by the Government and State-sponsored
bodies. Since movements in the balance of payments are ultimately
reflected in the external value of the currency, it must be reduced to a
level which is compatible with continued stability of the currency.
Borrowing to finance a balance of payments deficit and to maintain the
external reserves is unsustainable for any prolonged period.

4.5 Neither the high unemployment rate nor the level of foreign borrow-
ing can be regarded purely, or perhaps even primarily, as recession-
related, transient, phenomena. In the absence of a marked change in
government expenditure policies, external borrowing levels by the
Exchequer would continue to be unacceptably large even under the
most favourable assumption concerning the return of high growth
rates in the international economy.? Similarly, the growth of employ-
ment required to reduce unemployment below the currently high rates
will require more than global recovery.

4.6 In this chapter the Council focuses attention on the exchequer
borrowing requirement and unemployment. The balance of payments
deficit and policies to reduce it to a more sustainable level are not
directly addressed in this chapter. However, this in no way lowers the
priority which should be attached to this objective. Rather the Council
believes that the policies outlined to reduce the exchequer borrowing
requirement and reverse the trend of unemployment will have con-
siderable beneficial effects on the balance of payments deficit.

Public Finances
4.7 The Council has previously analysed the scale of Ireland’s official

2For an examination of the impact of various growth rates on Government borrowing
levels, see NESC Report No. 62, Appendix 3.
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external debt and its rapid rate of growth.® Since then there has been
a further deterioration in the external debt position. In the six months
to June 1982 external Government debt increased by 20% or £1000 m.
A. humber of key factors in the deteriorating external debt position
should be noted. Firstly, borrowing to finance current expenditure
{(which does not yield a significant return and which exacerbates the
balance of payments deficit) accounts for nearly half of the EBR.
Secondly, capital expenditure when considered in total has not generated
a significant quantifiable return. This arises partly because much .of the
capital expenditure is of a social nature but also because many invest-
ment decisions have been based, not on a rigorous appraisal of costs and
beﬁeﬁts, but on other, non-commercial, factors. Thirdly, the rapidly
rising burden of debt service places an increasing strain on the public
finances and eventually on tax payers. Fourthly, the larger the accumu-
lated level of net external debt, the greater is the vulnerability of the
economy to changes in the availability and cost of further foreign
finance.

4.8 Any attempt to reduce the level of official foreign indebtedness
must focus on the exchequer borrowing requirement. Total exchequer
bbrrowing is forecast to reach £1,945 m in 1982, equivalent to 16.7%
of GNP with 8% accounted for by the current budget deficit. One of
the central elements of any macro-economic strategy must be the
reduction of the borrowing requirement to a sustainable Ievel.'This
wilf require the elimination of borrowing to finance current expengiiture,
i.e. elimination of the current budget deficit. In addition, borrowmg for
capital purposes is only sustainable if the investment undertaken yields
-a-real net return to the economy.

‘4';.3?:,There is general agreement on the need to eliminate thg cgrrent
budget deficit. The issue which must now be decided is the timing of
the adjustment and the mix of expenditure restraint and/or taxation
increases required to effect the adjustment. In its 1980 report on the
-economy, the Council recommended the elimination of the current
budget deficit over three years beginning in 1981. It was the view, at
that time, that the elimination of the deficit over a shorter period would
have been unrealistic. The analysis at that time showed that the deficit
would not be eliminated automatically, even in the event of high levels
of economic growth. It would require curbs on public expenditure and/
or an increase in tax rates. The setting of an objective longer than thr.ee
'years would have incorporated the risk of the real urgency and necessity
of the adjustment being lost. As the state of the public finances, in par-

3NESC Report No. 62.
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ticular the level of the current budget deficit, deteriorated further in

1981, the Council revised its recommendation to three years from that
date in its 1981 report.

4.10 The appropriate period for the elimination of the current budget
deficit must now be reconsidered. The imbalance in the public finances
has deteriorated further since 1980. The deficit has increased from
6.4% of GNP in 1980 to an estimated 8.5% of GNP in 1982. In addition
it has been suggested that the level of taxation has reached saturation
level. This would suggest that any further increases will lead to a reduc-
tion in the volume of economic activity such that overall taxation
revenue will fall. It is not clear that this s, in fact, the case. It is estimated
that there will be a fall off in VAT and excise revenue in 1982 (to
below that expected at budget time). It is unclear whether this is due
to diminishing returns from these taxes or to a general fall in sales
activity induced by recession and falling real incomes. However, since
part of the decline in real disposable income is due to increases in
personal income tax, the combination of direct and indirect taxes may
be leading to diminishing returns.

4.11 As regards personal taxation the issue is similarly complex. For
example, if wage increases compensate for tax increases, a consequent
loss in competitiveness could lead to a fall off in the volume of domestic
activity. Also it might be argued that the increases in personal income

tax divert activity to the informal economy with consequent loss of
revenue to the Government.,

4.12 Although it is not possible to conclude on the extent to which
existing taxation levels are affecting economic activity, there is sub-
stantial resistance to aspects of the tax code. This arises partly because
of the extent to which people perceive the operation of the tax system
to be inequitable. In recent years there has been the seemingly para-
doxical situation of increased public expenditure accompanied by a
narrowing of the tax base. Any discussion of taxation in the present
economic and social situation must consider the impact, in terms of
revenue and increased equity, of a widening in the tax base.

.4.13 A further issue in considering the tax burden is the international

comparison of tax/GDP ratios. Bearingin mind the qualifying considera-
tions of differences in economic and social structures, Ireland’s tax/GDP

ratio does not appear excessive by EEC standards. The following is the
position for all EEC countries over the last two years: 4

4Commission of the European Communities, Annual Economic Review, 1982-83, (Table

6.2).
59



1981 1982 (e)

Indirect taxes 14.0 14.1
Direct taxes 12.6 12.8
Social Security contributions 14.7 15.1

41.3 42.0

in Ireland in 1981, total tax revenue including social security contri-
bations amounted to 37.7% of GDP while the estimate for 1982 is
39.8%.

4,14 While the scope for further taxation must be considered, the main
burden of adjustment of the public finances must fall on public expen-
diture. Since public service pay and pensions account for approximately
5’?% of government currentexpenditure excluding debt service, the trend
in numbers employed and average levels of remuneration are central to
the controlling of expenditure, Between 1979 and 1982 the exchequer
ﬁay bill almost doubled in money terms. In 1983 the exchequer pay
bill is set to increase by 10.4% without any increases above those already
agreed.® Future trends in public serveice pay must now reflect a choice
between numbers employed and rates of remuneration within an overall
pay bill consistent with restoring balance to the public finances.

4,15 With regard to the volume of non-pay expenditure the Council
wishes to emphasise that controlling current expenditure is not simply
a matter of reducing its amount. While bringing expenditure into line
with resources is necessary for any overall macro-economic strategy,
planning also requires attention to resource allocation. Restraining the
growth of current expenditure cannot be divorced from planning since
decisions on which programmes to restrict must be based on some
priority ordering. This relative ordering of priorities must pay due
regard to equity considerations, particularly in the social services area,
such that the burden of adjustment does not fall on the most vulnerable
sections of the community. This need for priorities within and between
programmes will necessitate increased attention to mobility and pro-
ductivity within the public service.

Charges for Services
4.16 The Council believes that charges for services are an important
means of restraining the growth of non-pay expenditure. Where charges

I
I

k r 5This figure includes the 1982 cost of the Third phase and the ""1982" specials claims to be
Ppaid in 1983 together with the portion of the 1983 special claims to be paid in 1983,
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are introduced they have the desirable effect of removing a possible
perception that many services provided by the Government are free,
Furthermore, where taxation is replaced by charging, decisions regard-
ing the volume of services are partially transferred from the Govern-
ment to the public. However, the Council is aware that the introduction
of charges could hit the most vulnerable sections of the community
disproportionately. A mechanism for the identification of these sections
with a view to ensuring that they are protected should therefore accom-
pany the introduction of new charges.

Employment and Unemployment Trends

4.17 lIreland, in common with all other EEC countries, has experienced
a substantial rise in unemployment over the past decade, rising from
5.7% in 1971 to an estimated 12.0% in April 19828 However, in Ireland
this period was also one of rapid employment growth with non-
agricultural employment rising by 160,000 between 1971 and 1981.

4.18 In terms of the sectors contributing to employment growth the
1970s were markedly different to the 1960s. Over the period 1961-71
the industrial sector accounted for 57% of net non-agricultural job
creation. In the period 1971-81 the contribution of the industrial
sector fell to 26% (Table 4.2). However, since the 1970s were charac-
terised by two major recessions it may be somewhat misleading to
compare the relative contributions of the various sectors over these two
periods, since the service sector is more recession proof than other
sectors. For example, over the period 1974-76 industrial employment
fell by over 7% while service employment increased by 4.5%. It is
possible to remove this distortion by examining the sub-periods of
employment growth during the 1970s, i.e. 1971-74 and 1976-80. Over
these two periods the industrial sector contributed 52% and 42%
respectively to net non-agricultural job creation. Thus, even removing
the effects of the recession the contribution of the industrial sector
to job creation has fallen, particularly in the latter half of the 1970s,

4.19 To gain some insight into likely future employment trends it is
necessary to examine the relative performance of private services and
the public sector in terms of employment growth. The relative growth
rates for the two sub-periods are presented in Table 4.3. Public sector
employment growth was much more rapid in the period 1971-79 than
in the period 1961-71 and in both periods grew at a more rapid rate
than did private services employment. Despite accounting for only one

6A background note on European employment policies and trends, used in preparing this
text, was prepared by Mr A, Foley, NIHE Dublin,
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third of total service employment in 1971 the public sector accounted
fof 62% of employment growth in the service sector over the period
1971-79. In the sub-period 1971-75 it accounted for 79% but fell off
t0.50% over the 1975-79 period.

g
Scale of Employment Problem
4.20 The number of new jobs which will be required over the next
decade to effect a significant reduction in unemployment will depend
on;the actual development of a number of key factors. An estimate of
tg,)’e number of jobs which would be required to reach a given unemploy-
ment rate by a specific year can be made on the basis of the labour
force projections contained in a recent Council report.” A technical
annex which discusses the main factors in projecting job needs is
available from the Council Secretariat.® Assuming a continuing decline
in agricultural employment it is estimated that non-agricultural employ-
ment would have to increase by between 21,000 and 26,000 per annum
over the period 1981-1991 in order to achieve a 4% unemployment
rate by 1991 (Table 4.4).

4.21 The key factor in determining employment requirements is the
rate of growth in the labour force. The Council report projected an
annual rate of growth ranging from 12,000 to 17,000 over the period
1979-1991. Other projections by Sexton have estimated that labour
force growth will be even more rapid over the period: ranging from
19,400 to 21,600 annually.® The main reason for differences between
the two sets of projections is the different assumptions used for activity

rates, The more conservative activity rates by the NESC consultants
-assume:

R F

‘ (i) that the overall effect of an increase in the proportion of
married women, despite a rise in the activity rates of married
B women, will be a decline in women’s activity rates

: {»?NESC Report No. 63, Population and Labour Force Projections, by County and Region,
1879-1991,

¢ 8The annex was prepared by Mr John Blackwell, Resource and Environmental Palicy
'Centre, University College, Dublin. Since the technical annex was prepared, revised labour force
‘estimates from the Central Statistics Office were published. These revisions show a higher
number for the labour force in 1981 than was used in the technical annex. However, as the
estimate of job needs is based on the change in the labour force up to 1991, the revisions would
1ot significantly affect the estimates of job needs,

- 'QSEXIOF\, J.d., "The Changing Labour Farce' in The irish Economy and Society in the 1980s,
Qctober 1981, ESRI.
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(ii) that education participation rates among those aged 15-19 and
20-24 will rise.

It is on the first point that the main differences arise with the higher
projections by Sexton, The NESC consultants did recognise the fact
that the potential labour force is much higher than their projected
labour force for 1991. In particular their report states:

“if the activity rate for women in Ireland were equal to that of the
rest of the EEC in 1977, the female (labour) force would be higher
by 103,000” (paragraph 48).

4.22 There are a number of factors which will affect the rate of growth
in the labour force. Different levels of unemployment and employment
will have major influence. Changes in employment are likely to affect
net migration and activity rates, Activity rates may also be affected by
the introduction of new technologies; changes in living standards over
the next decade; the level of social service provision; earlier retirement;
and increased participation in second and third level education.

4.23 The scale of the jobs required is underlined when one considers
changes which have taken place in respect of some previous sources
of employment growth. Between 1961 and 1971 the public sector
accounted for 29% of non-agricultural employment growth. This in-
creased to over 43% in the period 1971-79.10 The indebtedness problem
outlined earlier together with the balance of payments constraint now
rule out any further general fiscal stimulus. It is therefore necessary to
look to industry and private services for future job creation. In addition,
much of the growth in private services will depend on the growth of

employment in industry, of which manufacturing is the most important
part,

4.24 In the last two decades the policy of attracting foreign industry
was undertaken in the realisation that indigenous industry would not
provide sufficientemployment opportunities. During the period 1973-80,
foreign firms were the primary source of the growth in manufacturing
employment. This employment growth resulted from new inward
investment projects rather than a net expansion in employment in
already established overseas firms.

1C’Allow:ance for the effects of the 1974/75 recession on the growth of industrial employ-

ment would result in a lower share than 43% attributable to the public sector,
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4,25 The present environment for overseas investment indicates that
the future contribution of new overseas firms may be much reduced.
There has been a slowdown in the amount of direct foreign investment
for which lreland is a potential host. This amount reflects, in large
measure, the amount of investment by US companies. These companies
have been the most important source of new overseas investment in
freland. In 1973, US companies accounted for 28% of those employed
in foreign firms. By 1982, nearly 37,000 or 42% of all jobs in foreign
firms were in US firms. In 1981 there was a real decline in US invest-
ment in Europe and there is likely to be a further decline in 1982.
Ireland may beat this trend for some time, but, given the extent of the
employment problem in other developed countries, this might only be
possible through an increasingly expensive incentive package.

4,26 /n summary, the magnitude of a job creation target which seeks
10 ,haintain unemployment even at present rate, in the absence of
emigration, or significant changes in labour force activity rates, when
examined in the light of past trends, is daunting. Growth in one of the
sectors making a large contribution to growth in the past, i.e. the public
service element of the services sector, will be severely constrained by
attempts to restrain the growth of the public service pay bill while
fresh injections of new foreign firms are likely to become increasingly
expensive.

LA

Output, Employment and Competitiveness

4.27 The primary economicand social objective of any macro-economic
strategy must be to reverse the current upward trend in unemployment.
The Council believes that the manufacturing sector will be the key
sector in determining overall export, output and employment growth.
Export growth will depend upon the growth of export markets and the
competitiveness of Irish goods vis-a-vis foreign goods in terms of price
and non-price factors such as quality, reliability of service and delivery.
Competitiveness is also influenced by wider issues such as the quality
of management, infrastructure and the exchange rate. This section
concentrates primarily on labour-cost competitiveness while other
issues are dealt with in the context of sectoral strategies.

Manufacturing industry

4.28 With regard to the growth of our export markets it is relevant to
consider recent projections prepared by the EEC Commission. These
projections assume that the control of inflation will be the central
objective of national policiesin the EEC, thusindicatinga tight monetary
policy. Fiscal policy on the other hand is assumed to be dominated by
attémpts to contain budget deficits. As a result, major expansionary
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fiscal policy initiatives are seen to be unlikely, particularly in the early
part of the period 1983-87. (However, it is worth noting that the
European Commission recently urged the UK and West Germany to
attempt some reflation by allowing monetary growth to climb to the
top end of their target ranges.) With generally tight macro-economic
policies, community GDP is forecast to grow on average by 2.5% over
the period 1983-87. Given the relationship between the growth of GDP
and the volume of imports in the EEC since the mid-1970s, the growth
of EEC imports could be of the order of three to four per cent.

4.29 The effects of changes in real incomes on employment, operating
in particular through imports and exports, was discussed in detail in
NESC No. 62 where it was concluded that:

“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” (NESC No. 62,
page 83).

4.30 Reliable estimates of the effects of competitiveness on output
and employment are not available to the Council. However, it is possible
to gain some insight into the effects of labour cost competitiveness by
comparing the growth of manufactured exports with changes in unit
labour costs relative to our trading partners.!" Table 4.5 presents
details of the growth of Ireland’s export markets (weighted by the pro-
portion of Irish exports going to each market) together with the growth
of Irish exports. A comparison of the two series indicates that the
growth of Irish exports has been consistently greater than the growth of
export markets. While this, in part, reflects the inflow of new overseas
firms, the effects of changes in labour cost competitiveness are likely to
be significant also. By subtracting the growth of Irish exports from the
growth of export markets the difference in broad terms shows improve-
ments in market share. A comparison of the difference with changes in
relative unit labour costs notwithstanding the existence of lags etc, is

indicative of the benefits in terms of exports which flow from improve-
ments in relative unit labour costs.

4.31 Future developments in Ireland’s labour cost competitiveness vis-
a-vis her trading partners will depend upon movements in average

11The likely effects of changes on competitiveness on import substitution are discussed in
paragraph 4.36 et. seq.
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earnings and productivity in Ireland, movements in unit labour costs in
competitor countries and exchange rate changes. Assuming stability of
the* exchange rate and allowing productivity to maintain its long run
average annual rate of growth of 4%, the critical factors become the

grdwth of average earnings in Ireland and the growth of unit labour costs
in-our trading partners.

432 -When comparing cost competitiveness across countries labour costs
are.a more relevant variable than wage costs. The former is a broader
concept as it includes employer’s contributions to sacial insurance funds.
These contributions have become increasingly important in recent years
and their rate of change has varied across countries. There is little inter-
nationally comparable data available on these non-wage labour costs,
hence the present discussion focuses on wage costs. However, in any
pqllcy discussion on competitiveness these contributions must be con-
sidered in the context of their likely effects on competitiveness.

4 33 Since the only comprehensnve data available for earnings and unit
costs in the private sector in lreland is for manufacturing industry the
following discussion concentrates directly on that sector. However,
given the flow of goodsand services across sectors and the comparability
of wage rates between sectors, economy-wide competitiveness is more
important than competitiveness in any one sector. Thus, any comments
on:the manufacturing sector in this section apply equally to other
sectors with relevant adjustments for differential rates of productivity
growth.

4.34 In the national economic plan published in October 1982, a figure
was quoted from the European Commission projecting an average increase
of 7.5% in the unit wage costs of our trading partners over the period
1983-87. This, however, is llkely to be somewhat optimistic. Over the
period 1976-81 unit wage costs in ECUs increased by an annual average
of 4.2% in the Netherlands, 6.3% in West Germany, 5.7% in Belgium,
6.6% in France, 5.8% in Denmark and by 13.3% in the UK, Over the
same period unit wage costs in Ireland increased by 8.1%. In addition,
given the success of many of our trading partners in moderating sig-
mfmantly the rate of inflation and the likelihood of weaker labour
markets for the forseeable future the growth of unit wage costs is
likely to decelerate further.

4.35 The following table provides an estimate of the annual rate of
growth in average earnings which will be required to maintain com-
petitiveness (assuming productivity growth of 4%) if average unit
wage costs in our trading partners increase by certain percentages.
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N PV

Unit Wage Cost increases in
our trading partners:

Size of increase in average earnings
in Ireland which would maintain
competitiveness:

7.5% 11.8%
5.0% 9.2%
3.0% 7.1%

However, as shown in Chapter 2 there has been a deterioration in wage
cost competitiveness against the majority of our EMS partners since
entry to the EMS which was largely the result of increases in average
earnings being out of line with our trading partners. Restoration of com-
petitiveness to pre-1979 levels would therefore require even lower
increases in average earnings than those set out above. However, a com-
parison of theincreases in earnings required to maintain competitiveness
with the actual increase in earnings for the last number of years (Table
1.8) shows the magnitude of the departure from previous experience.
The lowest increase in average earnings since 1975 was almost 15%. In
the light of these considerations improvements in competitiveness will
be difficult to achieve. It is worth noting that in only two years since
1975 has lreland achieved a significant improvement in its competitive
position vis-a-vis its trading partners. These years were 1976 and 1981

and the improvement in both years resulted from a depreciation of the
effective exchange rate.

import Substitution

4.36 The scope for import substitution is examined in the following
paragraphs by reference to two categories of imports, viz, imports of
consumer goods ready for final use and imports of materials for further
production. The latter is discussed in the section dealing with sectoral
strategies. In the case of consumer goods it is useful to look at the
relative growth of consumer goods imports and private consumption
expenditure over the last number of years.

4.37 Private consumption expenditure is total consumer expenditure
by Irish residents, which is the total of domestically produced consumer
goods and imports of consumer goods. While total private consumer
expenditure increased by over 17% in the period 1971-79, imports of
consumer goods increased by 50% in real terms. This divergence was
also evident in 1980 and 1981 when imports of consumer goods in-
creased by over 10% while private consumer expenditure fell by 1%.

4.38 The divergence between the growth of total consumer expenditure
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and the growth of consumer goods imports may, in part, reflect the
pattern of demand such that demand is growing faster for goods which
are not produced domestically. This could result from increases in
living standards or changes in the distribution of income towards sectors
with a high import propensity. However, the competing import data in
Table 1.12 even allowing for their tentative nature, do indicate that
imports are taking an increasing share of markets for goods which are
produced domestically. Part of the reason for increased import pene-
“tration in 1977 and 1978 is likely to have been the relatively high
degree of capacity utilisation in the economy over those two years
“with the result that the rapid growth of consumer demand was satisfied
by increased imports.”? However, increased penetration also occurred
in years in which this capacity constraint did not exist. In fact in 1980
and 1981 consumer demand fell while consumer imports continued to
increase.

4.39 Another possible explanation for the increase in import penetration
ig a deterioration in competitiveness. It is therefore instructive to
examine relative movements in the price of imports and the price of
domestically produced output.'® lIdeally one would like to compare
movements (at a disaggregated level) in the price of domestically pro-
duced consumer goods with those of imported consumer goods. Since
this information is not available the comparison is between the overall
manufacturing output price index and the overall import price index.
There is one important qualification to the use of the overall output
price index in that it includes both manufactured exports and output
for sale on the domestic market, the price indices for which could
diverge significantly. Manufactured output prices and import prices
‘moved broadly in line in 1977 (Table 4.6). In 1978 manufacturing
output prices increased significantly faster than import prices while
over the remaining part of the period {1979-81) import prices increased
faster, particularly in 1980.

4.40 By subtracting the growth in the volume of personal consumer
expenditure (which indicates the growth of demand for consumer
goods) from the growth of imports of consumer goods, the residual
can be interpreted as a market share effect (Table 4.6). The results of

. ]2For further discussion on this point see An Analysis of Job Losses in Irish Manufacturing
Industry, NESC Report No.67.

BTnis may not be the most appropriate measure since domestic producers may be price

takers and hence relative prices may not diverge significantly, Measures of cost competitiveness
must be examined also.
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a comparison of the market share effect with relative price movements
is somewhat ambiguous. In some years in which import prices increased
faster than domestic output prices, for example 1978 and 1979, there
was still significant increases in import penetration, while in 1980 the
increase in import penetration fell significantly which was consistent
with the more rapid increase in import prices.

4.41 An examination of wage cost competitiveness (i.e. the movement
of manufactured output prices relative to unit wage costs) indicates
that changes in cost competitiveness, even in combination with price
competitiveness and taking into account the possibility of a capacity
constraint in some years, are not sufficient to fully explain the continu-
ous rise in import penetration. The persistence of increasing import
penetration, despite improvements in competitiveness, indicates that an
examination of non-price factors such as marketing, quality, etc. is
necessary. Improvements in cost competitiveness would therefore appear
to be a necessary rather than a sufficient condition for import sub-
stitution of consumer goods.

Disincentive to Work

4.42 The level of social welfare benefits and the operation of the tax
code have given rise to a number of situations where a person’s take home
earnings will be greater on being absent from work or while engaged on
short-time work. The ratio of net payments while out of work {(or on
short-time) to net pay while working is referred to as the replacement
ratio. The two main areas where replacement ratios can be greater than
100% occur in respect of certified iliness and short-time working. In the
latter case the use of a six day work week as the basis for calculating
social welfare benefits while the five day work week is now almost
universally applicable results in the possibility of high replacement
ratios for persons engaged on short-time work.

4.43 In the case of certified iliness an insured worker will be eligible
after twelve days for a combination of flat rate benefit and pay related
benefit. The maximum of the combined benefits is limited to 100 per
cent of a claimant’s weekly gross earnings in the previous tax year.
These payments are not treated as income for tax purposes. The claimant
may, however, also be entitled to a tax rebate on the basis that, under
the PAYE system, his taxable income will have been overestimated for
the purpose of tax deductions in that year.'® The actual replacement

14’The tax free allowance and the amount of tax to be deducted from each wages payment

will have been calculated on the basis of the person remaining in employment for the full
year.
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e, tlo will depend on wage levels, family circumstances and the time of
1 ‘:{e tax year in which the absence occurs. Table 4.7 shows possible
,qceplacement ratios for one particular set of circumstances. Information
:-is:not available on the numbers who are in receipt of benefits at various
rbpiacement ratios.

4 44 The Council believes there can be no justification for replacement
iiratios which make it attractive to avoid reasonable employment oppor-
“sfunities. It agrees on the need to change to a five day week for the
~.purpose of calculating benefits for workers on short-time. It is also
«necessary to tackle more fundamental aspects of the present system.
-« First, if there is abuse of the present system of qualification for dis-
--ability benefit there is a need to monitor more closely the process of
r-medical certification.'® Second, the lack of integration of the tax and
i~sacial welfare systems has led to the anomalous situation whereby, in a
«.number of cases, a person’s total annual take home income will be
-~maximised by spending time out of work. Thirdly, in the course of its
> discussion on the issues of support through the social welfare system
-+and abuse of the system the Council was anxious to have information
-fon the numbers and characteristics of persons involved. Unfortunately
-<in most cases, it was not possible to get information on the numbers
f “and characteristics of the persons who would be affected by changes in
the system. Of particular concern is the possibility of “poverty traps’’
u«arnsmg for large families.'® The Council believes that there is an urgent

“~need for improvement of the information available for management of
--the social welfare system,

DEVELOPMENT STRATEGY

wig

“~“Manufacturing Industry

++4,45 The development of the manufacturing sector provides the basis

¥or increased exports, output and employment, The trend in pay costs
‘necessary for the growth of the sector is discussed above. In a longer

- term perspective, however, moderation in the growth of incomes, with

*‘consequent improvements in labour cost competitiveness, will not be

“sufficient to ensure a strong industrial base with growing employment.

15The Council notes that four additional medical referees have been appointed by the
- ¢ Department of Social Welfare. The results of an increased number of claimants being referred

. more quickly for a second opinion will provide valuable information on the operation of the
present scheme,

16566 paragraph 3.51-3.53.
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4.46 The Council believes that industrial policy should give priority to
the development of strong internationally trading indigenous industry
and foreign companies incorporating those characteristics which will
maximise their contribution to the Irish economy.' In the case of
indigenous firms there is a need for greater emphasis on ensuring that
more firms have the size, functions and financial strength to maintain
a competitive advantage on international markets.

4.47 Whereas many of the job losses in Irish manufacturing industry
reflect necessary structural change, there have also been cases where
the prevention of losses would have been amenable to domestic control,
for example, through more timely recourse to the State rescue services.
A key factor in the survival of a firm is the ability to manage change.
This involves anticipating threats and opportunities in the business
environment and also the development of a commitment to change
among those working in the firm. The resistance of many workers to
change must reflect, in part, a lack of understanding of the need for
change or lack of trust in the motives for change. A recent paper'® by
an experienced company receiver and liquidator emphasised internal
factors such as styles of management, relationships in the work place
and a lack of emphasis on marketing as the main causes of company
failure. All persons working in a company have a common interest in
the long term survival and growth of the company. The increasing
complexity of the environment facing companies in Ireland and the
more intense competition from abroad have combined to increase the
importance of managers’ skills and expertise.

4.48 The characteristics of foreign firms locating in Ireland were
discussed in detail in the Council’s review of industrial policies. The
analysis showed that most foreign firms were not locating those aspects
of their businesses in their Irish subsidiaries which would ensure sus-
tained growth of the firms in Ireland at rising levels of income. It is
necessary to see foreign firms, not as providing the core of Irish industry,
but rather complementing the development of indigenous trading com-
panies. An important aspect of this complementarity is the markets
provided by these firms to Irish sub-suppliers. Foreign firms also pro-
vide a yardstick of the standards required by affiliates in other countries
and other large multinational companies. Thus the successful marketing
of products to these firms can be a key springboard to penetration of
overseas markets.

17For a discussion of desirable characteristics of foreign firms, see NESC Report No. 66.

18L Crowley 'Causes of Business Failure’, Management, May/June 1982.
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449 In the case of materials for further production which account for
approximately 59% of merchandise imports, the potential for import
substitution is considerable, particularly in the area of sub-supply to
foreign industry. In NESC Report No. 64 it was estimated that the
percentage of raw material supplies for non-food sectors purchased
domestically by Irish and foreign-owned firms was approximately 15%
and had increased only very marginally since 1974. With domestic
demand likely to be flat for the immediate future, firms competing on
the ‘domestic market must look to increasing market share as the basis
for expanding output.

4,50 Foreign firms are likely to be reluctant to experiment with new
suppliers in the more skill intensive product areas. For example an
dffered price differential may seem a small advantage in relation to the
potential risk of quality problems with components. A recent study of
linkages with new overseas industry found lrish suppliers were rated
inferior to overseas companies in key criteria used for choosingsuppliers,
sudh as quality, price, delivery date, reliability and past experience.'® It
concluded that many Irish firms had not adjusted to the standards of
internationally trading companies.

47.5]" In summary, the Council reiterates the view that sustained growth
at‘rising levels of income will require the development of indigenous
trading industry. There has been a lack of success in developing com-
panies with the size, functions and financial strength necessary to main-
tain competitiveness on international markets, Policy for manufacturing
industry must address non-pay factors such as management skills and
innovative capacity. The Council believes that industrial policy must be
more selective in the future. It believes that there is potential for
development of the local sourcing of foreign firms and using such
‘contracts as a basis on which to develop export markets. Finally the
Council emphasises that industrial policy must concentrate on building
the in-house strength of companies.

‘fanovation

452 The long-term survival of a firm and the employment which it
provides will require the introduction of new products and processes in
response to changes in market demand and developments in technology.
The level of technology employed in Irish firms will depend on: the
extent of in-house research and development; the orientation of the
edqcation system and research institutes; spin-offs from dealings with

t

Pori QO‘FarreII, P.N. ‘Industrial Linkages in the New Industry Sector: A Behavioural Analysis,
.Journal of Irish Business and Administrative Research, April 1982,
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foreign firms; joint ventures and licensing agreements. Although spend-
ing on research and development does not necessarily lead to innovation,
it does provide an indication of commitment and capacity to absorb
and adapt new technologies.?® In this context it is notable that the
total level of research and development in Ireland is low by international
standards (Table 4.8).

4.53 However, in order to make an evaluation of the relative contri-
bution of R & D expenditure to economic development in a country, it
is necessary to look in more detail at the type of R & D being carried
out. An important consideration is the extent to which commercial
criteria operate on the allocation of the expenditure.?' In this context
it is notable that the level of R & D spending by Irish firms appears
low. The largest 20 companies in Ireland which perform R & D, spend,
on average, less than 0.5% of their turnover on it.22 |n addition, R & D

expenditure per employee by indigenous firms is very much lower than
for foreign firms located here.

4.54 The level of resources available, or likely to be available in the
future for the promotion of basic research in Ireland will inevitably be
small in comparison with larger industrialised countries. It is clearly not
realistic to expect that the greater part of new technology appropriate
to industry could be developed from basic research in Ireland. The main
thrust of policy in the area of technology must relate to the transfer
of technology developed overseas.?® There are a number of areas where
there is further potential for the transfer of technology. An increased

20Tﬁv::hno/c:ogit:al innovation is defined as comprising those technical, industrial, commer-

cial or other steps which lead to the successful marketing of new manufactured products
and/or to the commercial use of technically new processes or equipment.

Research and Development

Research is defined as systematic study directed towards fuller scientific knowledge or under-
standing of the subject studied. Pure research (basic, fundamental} is devoted to this knowledge
or understanding for its own sake. Development, in this context, is the systematic application

of the knowledge and understanding gained from research, to the design or production of
products or processes.

21For example, although Japan devotes a slightly lower percentage of GDP to research
and development than the United Kingdom, the overall return is said to be greater because
of the greater emphasis in the UK on public finance and consequently greater priority to
defence and other projects not rigorously evaluated in terms of return in the market.

22Information derived from unpublished data collected in 1979 Research and Develop-
ment survey by the NBST,

23A certain level of research and development will be necessary in Ireland to ensure that
new technologies can be absorbed and adapted to the requirements of Irish industry.
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degree of linkage by foreign firms located in Ireland with indigenous
industry is one such area. The location by foreign firms of high skill
functions which employ lrish personnel in the country also provides
a very important means of technology transfer, With regard to licensing,
it is ‘estimated that only about 100 companies operate licensing, agree-
ments with firms abroad. This number appears low when it is considered
that l(censmg can be one of the cheapest and least risky ways of acquir-
ing technology. It raises two questions: the first relates to the under-
stanpmg by lrish industry of licensing possibilities, and the second,
moré fundamentally, to the adequacy of the lrish industrial structure
to incorporate new technologies.

Agriculture

4.55 One of the major factors influencing developments in agricultural
outpqt and incomes for the last number of years has been the movement
in the agricultural price/cost ratio. The significant downturn in agri-
cultural incomes in 1979 and 1980 was partially due to adverse move-
ments in this ratio. The ratio improved somewhat in 1981 and is
estimated to have remained static in 1982, The Council in a recent
report on Farm Incomes stated its belief that, within a favourable price/
cost environment, output growth and efficiency at the farm level pro-
vide the only basis for a sustained increase in output and incomes.?* In
future however, this favourable environment will depend crucially on
moderatlng domestlc cost pressures since increases in common prices
have become constrained by budgetary pressures in the European
Community. The Council believes that the macro-economic strategy
outlined in this report would significantly ease domestic cost pressures.

b

456" With regard to Government expenditure on agriculture the Council
has. previously recommended that any aid to agriculture should be
desrgned to encourage the growth of output while equity objectives,

including income support measures, should be pursued through the social
welfare code. In this context the possibility of revising the Disadvantaged
Areas Scheme with a view to making it more growth orientated should
be: considered. To accelerate the rate of growth of output of agriculture
it-wilt also be necessary to increase the number of farmers who avail of
alds and supports for increased praduction. An important consideration
in any strategy for agricultural development will be trends in interest
rates. Recent experience of high and volatile interest rates will make
many farmers reluctant to undertake investment. The Council believes
that within the context of overall Government support for agriculture

HNEse Report No. 65 Farm Incomes: Analysis and Policy.
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consideration should be given to developing some form of long term

credit facility which would reflect the long payback period of farm
investment.

4,57 The Council views structural adjustment as more long term in
nature and therefore unlikely to contribute greatly to agricultural out-
put in the short term. However, the Council believes that without an
acceleration in structural change, and in particular the concentration of
increased resources in the hands of farmers equipped to expand output
rapidly, output growth will remain sluggish. The Council recommends
that Government expenditure on agriculture, together with other Govern-
ment instruments, should be examined with a view to identifying any
impediments to structural change.

4.58 |In addition to refocussing policies to accelerate the rate of growth
of agricultural output it is necessary to consider the timing of agri-
cultural output. A key underlying consideration in the improvement of
capacity utilisation in agricultural based industries is the reduction in
the present cyclical and highly seasonal patterns of supply as discussed
in the Council’s review of industrial policies.
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CHAPTER 5
CONCLUSIONS AND RECOMMENDATIONS'

5.1 In Chapter 4 the Council discussed the key problems facing the
economy. The Council identified the main objectives of macro-economic
policy as follows:

B i to reverse the rising trend of unemployment;
¢ to reduce the exchequer borrowing requirement to levels consistent
~ with the ability to borrow and repay;

a to reduce the balance of payments deficit to a more sustainable
7 level,

In Chapter 3 the Council discussed the principles which should guide
social policy. Social planning should also be closely integrated with
economic and physical planning. The Council believes that an objective

of public expenditure and the taxation system should be the promotion
of social equity.

5.2 The level of state indebtedness and the size of the balance of
payments deficit are immediate and severe constraints on policies to
boost employment. Of particular concern is the expansion of State
indebtedness which has resulted from the growth of the current budget
deficit. A reduction in the latter will be essential to reducing the level
of State indebtedness. The growing seriousness of these constraints was
clearly identified by the Council over two years ago (NESC Report No.
53). There now exists a broad measure of agreement on the need for
corrective action. However, reaching agreement on the types of policies
requlred has proved altogether more difficult, as witnessed by the con-

tinuing deterioration in the state of the public finances, especially over
the last two years.

5.3 A strategy which aims to provide an environment where employ-
ment levels will be maintained and expanded requires a comprehensive
planning framework which puts the specific advantages and disadvantages

3

The Secretary of the Department of Finance did not participate in the discussions in so
far as they involved specific budgetary policy recommendations.

76

of policies in context. Taken in isolation the case against a policy which,
for example, involves a reduction in public expenditure or an increase
in taxation may be exaggerated. The Council believes that there is a
basis for agreement on a comprehensive framework for the development
of the economy around the following themes:

— the smallness and openness of the economy make international
competitiveness a prerequisite to the maintenance of employ-
ment and output

— social policies should be directed towards increasing equity

— the level of borrowing abroad must not lead to a stage where
the dictates of the lenders will be the primary consideration of
domestic management of the economy.

Consensus could be developed further by a more detailed outline of
both the equity considerations guiding public policy and the criteria
for promoting the most effective use of the funds available for invest-
ment, particularly in the wealth generating sectors.

5.4 The achievement of consensus on economic and social objectives
is an appropriate starting point for the development of planning pro-
cedures. The Council believes it essential that the procedures for
economic and social planning are developed to assist with overcoming
the present crisis and to facilitate future growth. It is important that
economic policies are not considered in isolation from their social
impact.

MACRO-ECONOMIC STRATEGY

Employment

5.5 The ultimate aim of any economic strategy must be the provision
of employment opportunities for the country’s growing labour force.
However, the policies adopted to achieve this objective must be con-
sistent with restoring order to the public finances. The unemployment
rate has risen rapidly in recent years, from 7.2% of the labour force in
1980 to 12.0% in April 1982 and has continued to rise since then.? This
increase results from a number of factors, in particular, the world
economic recession coupled with declining competitiveness and rapid
labour force growth.

2Using the Live Register definition, unemployment reached almost 170,000 in 1982 com-
pared to over 148,000 in April 1982, an increase of 14.5%.
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5@ If present trends continue unemployment will continue to rise
”fai’{)idly as the gap between labour force growth and employment growth
‘{?}xpands. Although it is not possible to project job needs with accuracy,
‘giyen the interdependencies between the size of the labour force and
“other economic and social factors, it is unlikely that there will be any
“improvement in the rate of unemployment if the net increase in non-
“agricultural employment is less than 15,000 per annum.

5&7 To achieve this rate of increase in non-agricultural employment a
rapid and sustained growth of output will be required. Given the out-

Ahi g

look for domestic demand the Council believes that this growth will
"have to be export led and will have to come primarily from the manu-
fk\facturing sector. There will also be scope for import substitution in the
E_cp‘nsumer goods and raw materials categories. Income moderation and
;:{i,mprovements in price and cost competitiveness must be complemented
, by improvements in non-price factors such as quality, design and mar-
.keting efforts to guarantee an increased share of the domestic market.
A key indicator of growth in export markets is the projection for
(EEC imports which are expected to grow by three to four per cent
‘per annum over the years immediately ahead. However, an annual
,increase of this magnitude in the volume of Ireland’s exports would not be
.acgompanied by any significantgrowth in employmentin manufacturing
iz,ﬁi;nc}}ustry? An improvement in market share is essential to achieving a
‘rate of output increase which will lead to an expansion in employment.

5.8 The primary requirement for achieving increased market shares is
_"g }significant improvement in the environment within which industry
operates, particularly in the area of competitiveness. While competitive-
néss embraces such factors as product quality, reliability of delivery
and quality of management, labour costs play a crucial role in deter-
mining overall competitiveness. To achieve increased export market
shares a significant and sustained improvement in labour cost com-
petitiveness will be required.

549 Such an improvement in competitiveness will depend upon trends
In"earnings and productivity. Assuming a stable exchange rate the
“opportunities for improving competitiveness in the short-term lie
primarily in moderating the growth in earnings. The trend in earnings
required to achieve significant gains in competitiveness, even allowing

‘3The relationship between output and employment is discussed in Chapter 1 (Paragraphs

1,12 et seq. and Tabie 1.5). In 1981 a growth in output of 2.9% was accompanied by a decline

..in employment of 3.5%. Overall employment would be likely to grow when output growth is
‘higher than 4%.

: /8

for a high average rate of growth in productivity, would involve a sig-
nificant departure from past trends. However, the present downward
trend in the rate of inflation provides an environment conducive to this
moderation. Moderation in the growth of earnings would be required

not only in the trading sectors but also throughout the entire economy.

5.10 A further important consideration to the achievement of high
levels of output growth is the requirement for increased investment,
particularly in the internationally trading sectors. The information that
is available on profits suggests that their share of national income has
declined in recent years. Whereas there is, without doubt, a direct
relationship between profits and investment, it is desirable that this
investment is directed at increasing output and employment.

5.11 The conclusion that the reversal of the adverse trend in unemploy-
ment will require a reduction in the growth of earnings and an increase
in the funds invested in the wealth producing sectors is unlikely to be
implemented without a clear appreciation of the strategy by government,
employees and employers. |t requires trust that current moderation is
in fact an investment in risingincomes and employment. It is reasonable,
for example, that employees of an enterprise would seek assurances
that increases in profits made possible through income moderation will
be reflected in investments which strengthen the enterprise and their
own future prospects.

Public Finances

5.12 In its 1980 report on economic and social policy the Council
argued that in an economy faced with serious and growing unemploy-
ment and where the current external deficit was a significant constraint,
public sector borrowing must be concentrated on financing productive
investment.® |t was therefore seen as necessary to reduce the borrowing
requirement and, in particular, to eliminate the current budget deficit
over the following three years. The analysis showed that the current
budget deficit would not be eliminated automatically, even allowing for
the possibility of high rates of economic growth. |t would require curbs
on public expenditure and/or increases in tax rates, together with an
effective system for the collection of revenue.

4OECD data for lreland break domestic factor incomes into compensation of employees

~ and operating surplus. The latter has fallen from 29% of domestic factor incomes in the mid-

1970s to 25% in 1980 (OECD, National Accounts, Volume 1, 1963-1980, page 133).

5Fleport No. 53, Economic and Social Policy 1980-83: Aims and Recommendations,
1980.
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The introduction of charges is also an important option in cases where
it is desired to reduce unjustifiably high demands on a service. For
example, charges could be introduced for some advisory services, with
the cost being refunded as part of an overall grant to aid developments
undertaken in line with the advice given. In the area of industry, charges
for infrastructural provision could be reflected in eventual grant aid to
a firm.

5.19 Despite high levels of investment and, within this total, the high
levels of public investment, the return in terms of output and employ-
ment appears disappointing over recent years, The actual quantification
of this return would require more detailed consideration of the objec-
tives of the different parts of the Public Capital Programme such as
di;rgéctly productive investment, infrastructural investment and social
investment. The Council recommends that a more rigorous evaluation
be undertaken of new and existing public capital expenditure and
concessions relating to capital programmes in the public and private
sectors. The highest priority should be accorded to investment in the
directly productive sectors and associated economic infrastructure.
There is a need for more widespread debate and scrutiny of the evalu-
ation techniques used and the decision making procedures in relation
10 all such expenditures and concessions. It would be desirable to
plblish, in the Public Capital Programme, an evaluation of all major
programmes, including their expected returns subject to any necessary
confidentiality in regard to individual projects and in this respect the
Council envisages that public and private projects would receive the
same treatment. There should be provision for discussion of the pro-
grammes among members of the Oireachtas. Finally as the Council
considers reduction in the exchequer borrowing requirement to be a
-fundamental element of fiscal strategy, failure to effect the necessary
reduction in the current budget deficit should in the last resort be
-compensated for by reductions in borrowing for capital purposes,

SECTORAL STRATEGIES

Manufacturing Industry

5.20 The Council believes that the successful development of manu-
facturing industry will be the critical factor in the development of the
economy and the expansion of employment opportunities. In its
review of industrial policy the Council expressed concern with the
extent of progress achieved in the development of a sustained indigenous
industrial base despite a very large commitment of public resources.
The Council recommended that State assistance to companies should
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be more finely tuned to help firms overcome the main barriers to entry
into international markets. A central consideration to the future success
of industrial policies would be the continued attraction of foreign firms
to set up and expand in lreland. Priority should be given to the develop-
ment of internationally trading industry. Present policies should be
complemented with more intensive efforts to ensure that an increased
number of enterprises in the country have the scale, functions and
financial capacity to compete in international markets.

5.21 The longterm objective of industrial policy should be to restructure
into profitable, high value-added business which would support income
levels comparable to other developed countries. The Council adopted
the Telesis nomenclature of complex-factor cost business to describe
the type of business which would support higher incomes. These
businesses require the development of competitive advantages in non-
wage areas such as scale, marketing, applications engineering and
research and development. The Council recommends that a greater
emphasis on these areas should take place in the context of a more
selective industrial policy.

5.22 For an economy such as Ireland’s there are high barriers to entering
these businesses which are dominated by countries which industrialised
earlier or initially built up businesses with the help of large and pro-
tected home markets. The development of complex-factor cost businesses
will often require high levels of investment over a number of years
before profitability will be achieved. The Council therefore recommends
priority in the allocation of state funds for industry to supporting the
development of firms in these businesses. |t is essential that as great a
share as possible of the value added by a firm so developing is invested
in the achievement of this objective, The investment required to establish
complex-factor cost businesses will impose a severe constraint on income

levels until firms establish competitive advantages on international
markets.

5.23 One of the key factors in bringing about the restructuring of Irish
industry in a rapidly changing environment will be the skill of managers
and the capacity to innovate. Companies must now achieve large gains
in competitiveness, continuously introduce new technology and build a
shared commitment to change with the company’s workforce. Managers
must also be able to compete with the strategies of highly trained
managers from other countries. This will require means for ensuring
that Irish managers are up to date on the most modern management
techniques. These means could include arrangements for Irish managers
to work overseas with leading foreign companies, the introduction of
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évérseas-management expertise on a contract basis to lrish firms, a
gréater emphasis on business studies and technological courses in third
level education.

Agriculture

5.24 Over the period 1970-78 the volume of gross agricultural output
increased by almost 4% per annum. As indicated in the Council’s report
on Farm Incomes this growth rate probably exaggerates the underlying
ttﬂend rate of growth as the price/cost ratio was extremely favourable
ovar this period, reflecting accession to EEC common prices and green
pound devaluations. However, it does indicate the potential which
exists for accelerating the rate of growth of agricultural output. The
Council believes that the macro-economic policy outlined in this report
‘would result in a more favourable environment within which the
‘agricultural sector could develop.

'5.25 In addition to providing a more favourable environment the
Council believes that the Government should consider a reallocation of
public expenditure on agriculture with a view to maximising output
‘growth. This will involve, jnter alia, increasing the number of farmers
‘who avail of aids and supports for increased production and the removal
of* impediments to structural change. An acceleration of the growth
bf ‘output will require an increase in investment. The Council believes
‘that within the reallocation of public expenditure on agriculture, con-
sideration should also be given to alleviating the adverse effects of high
and volatile interest rates on agricultural investment. An important
consideration regarding the future pattern of markets for agricultural
omput will be the extent of success in achieving closer co-ordination
E ‘bétween farm productlon patterns and the development of the food
“processing industry.®

SOCIAL POLICY

'5.26 The Council believes the principles outlined in Chapter 3 should
”guide the development of social policy in the years ahead. The diffi-
‘gulties posed by lack of adequate information on the use of many
‘social services in applying these principles has been noted.® Some

igeneral application of these principles can be made on the basis of
Jexisting knowledge.

5 8The Council has recently discussed these issues in its review of industrial policies, NESC
Report No. 66.

‘S506 Appendix 3.1.
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5.27 Firstly, there are some programmes whose distributive effects
are such that they disproportionately benefit the middle and upper
income groups. This appears to be particularly true of some of the pro-
grammes in housing, both in the owner occupied and the local authority
sectors. Expenditure on higher education predominantly benefits
students from middle and upper income backgrounds. In the health
services the General Hospitals Programme is the single biggest pro-
gramme of public expenditure, accounting for close on £600 m in 1982.
There would appear to be scope for either reductions in the overall
provision of services in this area or increasing the revenue from charges
on those who can afford to pay.

5.28 Secondly, there are some aspects of public expenditure which
redistribute resources towards the vulnerable, low-income dependent
groups. These include many of the social welfare programmes, par-
ticularly those which are means tested and long-term. Expenditure on
primary education and junior cycle secondary education is desirable
from a social policy point of view, particularly if emphasis is given to
correction of educational disadvantage. Some of the non-institutional
health services programmes would also merit priority within a social
policy framework. The provision oflocal authority dwellings for families
on low incomes or who are dependent on social welfare payments is
also necessary from a social policy perspective.

5.29 Thirdly, there are social expenditures about which either the
information available is very poor or which may require re-examination.
In social welfare many of the social insurance schemes would fall under
both of these headings. The possibility of high replacement ratios for
those out of work can be identified. However, little is known about the
numbers and characteristics of persons for whom the system operates as
a disincentive to employment. With regard to the financing of social
welfare the Council considers that the varying rates of PRSI contri-
butions and social welfare benefits between different sections are worthy
of further examination. In the health services improved data on the
social and economic characteristics of the users of the General Hospitals
Programme is required. Since some 70% of health service expenditure
is on institutions and a major part of the remainder is accounted for by
the provisions of drugs; there is a strong case for re-examination of the

extent to which community care type programmes can replace costly
institutional care or provision of drugs.

5.30 Fourthly, there are important organisational aspects to any
reductions in expenditure. By their nature, organisations will attempt
to minimise reductions in their activities and expenditures. Consequently
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there is a tendency for some organisations to build resistance to budget
reductions by threatening to cut back on the more visible, popular. and
perhaps socially desirable programmes. |n other cases public expenditure
reductions may be implemented through cutting programmes which
are less visible and less established, though not necessarily less socially
desirable. The Council considers that attention needs to be paid to the
organisational aspects of expenditure reduction to ensure application
of  the social policy principles outlined in Chapter 3. This will involve

ensuring that organisational exigencies do not distort these principles
in practice.

CONCLUDING REMARKS

531 The Council believes that the ultimate objective of economic
~and social policy must be to bring about a sustained and significant
increase in employment. The policies adopted to achieve this objective
must be consistent with restoring order to the public finances. The
appropriate actions will require a radical break with past trends. The.re
is a need for large improvements in competitiveness over our main
trading partners and in the amount of output-increasing investment.
The appropriate measures must be co-ordinated in the context of an
“overall planning framework.

5.32 The immediate implication of an output led strategy, requiring
more investment and competitiveness gains in the trading sectors, is that
there should be a drop in current consumption. In so far as moderation
in wages and salaries gives rise to increased profits it is necessary that

‘these profits are seen by employees to result in prospects for increased
employment at rising incomes.

533 Any planning framework must incorporate explicit recognition
of the objectives of social policy. Economic policies cannot be con-
.sidered 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. It is essential that the burden of
‘adjustment is not borne by the most vulnerable sectors of the com-
munity. Attention to the distributional implications is an important
aspect of any strategy which seeks support for the sacrifices which are
necessary.

i5‘{334 There is an immediate need for corrective action to halt th.e
-adverse trend in the level of exchequer indebtedness. Thg Qour}cﬂ
‘believes that this action should include, as a priority, the elimination
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of the current budget deficit over a four year period since borrowing
to finance this deficit is a major source of exchequer indebtedness.
This should take place, mainly, through reductions in public expen-
diture. It will, however, require a combination of expenditure reductions
and increases in tax revenue. It will not be possible to make a signifi-
cant start on the elimination of the deficit in 1983 through expenditure
reductions alone. The strategy on public expenditure will also highlight
the trade off between different elements of that expenditure. For this
reason if public sector pay grows rapidly it will have to be financed by
even greater reductions in other areas, such as in the numbers employed.

5.35 The level of output growth which will give rise to increased employ-
ment in the private sector will require an improvement in the share of
markets held by Irish producers. In the medium to long term this will
take place if a sufficient number of Irish enterprises are structured to
achieve high value added in specific market niches. The main option
which exists to promote increased market share in the short term is
an improvement in wage cost competitiveness. The rates of increase
projected for unit wage costs among our trading partners mean that
the level of income growth which will allow gains in competitiveness is
likely to be very much lower than in recent years. The acceptance of

this rate of income growth by employees is only likely to be successful
if the full benefits to them are clear.

5.36 Present trends suggest that unemployment will continue to rise.
There are two main requirements to the reversal of these trends — a
large increase in exports and a reduction in the level of state indebted-
ness. The meeting of these requirements will involve the introduction
of some measures which, if viewed in isolation, will be unpopular. There
is now, however, no option to immediate and radical action to remove
the constraints on policies for the expansion of employment. The
Council believes that the alternative to facing up to the problems now
confronting the economy would be an eventually harsher and more
abrupt fall in employment and living standards.
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Table 1.1

- Expenditure on GNP, 1976-1981

i % - Percentage change over previaus year
1977 1978 1979 1980 1981

Private consumption 5.4 8.3 2.7 0.2 | 04
Public consumption 3.6 6.8 7.0 6.1 ~0.1
Gross fixed capital formation 4.4 16.8 13.7 ~6.9 5.4
ExBorts of goods and services 14.0 123 6.9 6.4 1.6
Imports of goods and services 13.0 15.6 14.7 ~4.2 1.7
Gross Domastic Product 6.8 59 25 2.7 1.1
Gross National Product 6.1 5.1 2.1 2.3 0.3
GN‘P, allowing for changes in terms of trade 5.1 6.1 09 -22 -0.7
Gréwth of GDP:

EEC 2.4 3.3 3.4 1.3 -06

QECD-Europe 24 3.0 3.2 1.5 -0.3

. OECD 3.7 37 33 1.3 1.2(a)

Nofe:  (a) GNP,

Sources: CSO, National Income and Expenditure, 1980. OECD, Economic Outlook, December
1982.

L Table 1.2
I Employment Performance by Sector, 1975-1982 (a)
(000)
{ 1975 1977 1979 1980 1981 1982
™
Agriculture 238 228 221 212 201 196
Industry 337 336 365 372 360 352
Services 498 519 559 579 590 598
Total employment 1073 1083 1145 1163 1151 1146
Unemployed 73 89 74 76 113 137
Unemployed (including those seeking
firstjab) (b) 88 104 89 91 133 157
Toza! labour force (excluding those
seeking first time job) 1146 1172 1219 1239 1264 1283
Udemployment rate 6.4% 7.6% 6.1% 6.1% 89% {10.7%
Unemployment rate {including first
job.szekers) 7.6% 8.8% 7.2% 7.3% 10.3% {12.0%

Notes:  (a) Figures refer to mid-April ,
{b} Assumption of 15,000 seeking first job for years up to and including 1980. For
. 1981 and 1982 a figure of 20,000 is used in line with the results of a sample
. analysis of Census returns carried out by the CSO.
Saurces: Economic Review and Outlook, Summer 1982; Department of Finance; Estimated
’ Labour Force 1982, Statement issued by the Government Information Services on
behalf of the CSO, 21 December 1982,
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Table 1.3

Service Sector Employment, 1978-1982

(000)

1978 1979 1980 1981 1982
Civil Service 523 55.2 56.9 60.1 63.8
Gardai 8.8 94 9.6 9.9 9.9
Defence Forces 16.7 15.9 154 15.6 17.2
Education Sector 41,0 43.8 452 46.4 49 .4
Health Sector 525 57.5 59.1 59.6 58.3
Local Authorities 16.3 16.3 16.5 16.2 16.2
State-sponsored bodies 385 40.8 41.8 419 419
Total ~- public sector services (a) 226.1 238.2 2445 249.7 256.7
Total — private sector services (b) 3079 320.8 3345 340.3 341.3
Total Services (c) 5340 559 0 579.0 590.0 598.0

Notes: (a) January each year.

{b) Derived residually by substracting the public sector
services in Table 1.2,

(¢}  Mid-April each year.
Source: Table 1,2; Department of the Public Service,

Table 1.4
Agricuitural Trends, 1977-1981

Percentage change over previous year

services total from total

1978 1979 1980 1981
Output prices 131 59 ~-2.7 18.8
Input costs 4.2 125 14.3 14.8
Price/Cost ratio 8.5 -58 -149 34
Volume of gross output (a) 6.5 -0.8 -0.6 -2.2
Volume of net output (a) 19 -95 6.4 -6.7
Volume of farm materials 18.5 18.8 ~-125 7.2
Income from self employment 12.2 =121 -8.2 14.2

Note: {a)

Including value of changes in livestock numbers.

Source: CSO, Agricultural Output 1981, Estimated Quantity and Value.
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Table 15

Manufacturing industry: output, exports and employment, 1976-1981 (a)

1977 1978 1979 1980 1981
Volume of output (% change) 8.7 8.4 6.1 =1.1 2.9
Employment (% change) 3.1 29 4.1 -1.1 -3.5
Qutput per person employed (% change) 5.4 5.3 2.0 0 6.6
Volume of exports (% change) (b) 209 115 141 8.0 10.6
Net change in employment 6200 5900 8600 -2300 -7500

Notes: la)

All changes are annual averages.

(b} Excluding exports from Shannon.

Sources:

Worked, Trade Statistics of [reland.

Table 1.6

Job gains and losses in manufacturing industry, 1973-1981

CSQ, Industrial Production Index, Industrial Employment, Earnings and Hours

197311974 11975 |1976 }1977}1978]11979] 1980} 1981
(1) Gross jobs created 212 |16.8 | 15.7}21.1|24.6123.6 |25.7{195 }20.3
(2) Gross job losses 116 }19.7 | 275|18.0}18.7|16.6 {156.6}27.3 |24.2
{3) Nat change in employment (1-2){ 9.6 [-29 |~11.8} 3.1| 59¢{ 7.0}10.1}|-79 |-39
Source: Industrial Development Authority, Employment Survey.
Table 1.7
incames, earnings, selacted groupings, 1977-1981
Percentage change over previous year
1977 1978 1979 1980 1981 (e}
Constant Prices
1.. Personal income 5.8 8.9 4.4 -0.5 -1.3
2. Disposable personal income 5.7 9.6 4.0 -3.1 =-2.0
3. .Average earnings in transportable
. goads industries 4.0 6.4 1.0 0.4 -2.6
4._..Family farm income per family
fabour unit 136 5.1 -28.5 -28.1 =15
5. Protits, professional earnings, rents etc. 29.0 179 0.0 -15.1 -3.7

Notes:  (a)
{ (e)
Sources: (1)
B

(3)

(4)

r (5)

Deflator used is private consumption expenditure deflator {Table 1.24),

Estimate.

CSO, National Income and Expenditure, 1980.
CSO, National Income and Expenditure, 1980,
CSO, Employment, Earnings and Hours Worked.
AFT, Farm Management Survey.

CSO, National Income and Expenditure, 1980.
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Table 1.8

Unit wage costs in Irish pounds 1975-1981

Earnings/hour | % change | Output/man hour | % change | Unit wage costs | % change
1975 100 — 100 — 100 —
1976 118 18.0 109 9.0 108 8.0
1977 137 16.1 1M1 24 123 139
1978 157 146 117 54 134 8.7
1979 181 153 120 24 151 12.7
1980 219 21.0 123 23 178 179
1981 (e) 255 16.4 131 6.5 195 95
Source: Economic Review and Outlook, Summer 1982,

Table 1.9
Unit wage costs in common currency (ECUs) 1975-1981

Ireland | Netherlands | UK | Denmark | W Germany | Belgium| France ltaly J US
1975 100 100 100 100 100 100 100 100 100
1976 97 106 100 109 108 108 102 97 113
1977 108 116 104 116 119 120 106 115 120
1978 112 121 114 119 127 124 11 121 114
1979 126 125 134 126 131 126 116 125 112
1980 147 127 177 126 139 133 131 140 |118
1981 (e) 158 128 206 134 144 139 146 160 |155
Note: (e} Estimate.
Source: Central Bank of Ireland.

Table 1,10
Price/cost ratio in manufacturing and agriculture 1975-1881
Price Cost Ratio in:
Manufactured | Agricultural | Unit wage | Agricultural
export prices { output prices costs input prices | Manufacturing | Agriculture

1975 100 100 100 100 100 100
1976 1214 1256 108 1159 1124 108.4
1977 142.6 1539 123 140.7 115.9 109.4
1978 150.2 1741 134 146.6 1121 118.7
1979 164.2 184.4 151 164.9 108.7 111.8
1980 184.6 1794 178 188.5 103.7 95.2
1981 208 21341 195 2164 106.7 98.5
Source: Central Statistics Office: Tables 1.4 and 1.8.
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Table 1.11

Y

f
it Ireland’s foreign trade performance, 1976-1981

-
v 1977 1978 1979 1980 1981

{1).* Growth in volume
; Irish exports of goods and

., services (%) (a) 14.0 12.3 6.9 6.4 16
,1%) - Growth in volume

~ world trade (%) (b) 45 4.3 7.4 15 0
. -Growth in volume of world
trade:
. Manufacturing (b) 4.5 5.1 5.7 54 2.2
i4) - Ireland’s terms of trade
" . (Base, 1975 = 100) (c) 102.2 103.7 99.8 924 90.5

(8) .Ireland’s export share of
" developed countries
* manufactured goods exports

So %) (d) 0.397 0.426 0474 0.494 0.499
A8) lreland’s export share of EEC
" manufactured exports (%) (d) 0.739 0.785 0.853 0917 1.000

Sources: (a) Table 1.1.
(b) NIESR No. 101 August 1982.
A (¢c) Economic Review and Outlook, Summer 1982.
Lo {d) UN, Monthly Bulietin of Statistics, Trade Statistics of Ireland.

Table 1.12
{

4

Import penetration (a) 1977-1980 (b)

K 1977 1978 1979 1980
,J;'

Food (c) 17.7 20.5 26.8 278
Drink and Tobacco 4.7 5.1 59 5.4
“fextiles 50.6 56.3 523 61.9
. Clothing, footwear and leather 40.7 47 .4 54.6 57.2
Wood and Furniture 29.3 36.7 41.0 454
sEaper and Printing 218 248 28.5 274
Chiemicals (d) 61.8 68.2 69.2 73.7
Clay Products , 7.3 95 109 124
Metals and Engineering 38.7 38.3 458 514
Other manufacturing 371 414 37.1 428
TFotal 29.2 32.0 36.0 37.7

Notes: (a) Competing imports as a percentage of domestic consumption.
(b) NACE classification.
{(c) The data for this sector exclude some of the major agricultural based industries
and should therefore be treated with caution.
; (d) Excluding the petrochemicals sector.
Source: Department of Trade, Commerce and Tourism.
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Table 1.13

The balance of payments, 1977-1981

£ million

1977 1978 1979 1980 1981
Balance of Trade (1) -618 =735 -1365 -1342 -1697
Net invisible exports (2) (a) 427 478 530 468 265
Balance of current account (3) = (1) + (2) -191 -257 -836 -874 -1432
Changes in official reserves (4) 245 51 =277 371 127
Implied capital inflow (56) = (3) + (4) 436 308 559 1245 1559
Net Government foreign borrowing (6) (b) 181 353 459 583 1255
Other capital inflows (7) = (5) — (6) (¢) 255 -45 100 662 304

Notes: (a) Includes net transfers with the rest of the worid.
(b) Government net foreign borrowing plus net sales of securities to non-residents.

{c) Derived residually.

Sources: CSO, National Income and Expenditure, 1980, Central Bank of ireland, Quarterly

Bulletin (1) 1982.

Tabie 1.14

Inflation, international conparisons, 1976-1981

Percentage change in consumer prices

1977 1978 1979 1980 1981
Ireland 136 76 13.2 18.2 204
UK 158 8.3 134 18.0 119
EEC 10.0 71 9.1 123 115
OECD-Europe 113 9.3 10.6 14.2 123
Source: OECD, Main Economic Indicators, May 1982.

Table 1,15
Ireland’s exchange rate 1976-1981
Foreign currency per | R£: annual period average
1977 1978 1979 1980 1981

Pound Sterling 1.00 1.00 0.96 0.89 0.80
U.S. Dollar 1.75 1.92 2.05 2.06 1.61
German Mark 4.05 3.85 3.75 3.73 3.64
French Franc 857 8.65 8.71 868 8.74
Effective exchange rate index
(Dec. 1971 = 100) 77.01 77.57 77.08 74.01 67.75

Source: Central Bank of Ireland, Quarter/y Bulletin (1) 1982.
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Table 1.16 Table 1.18
Change in Government expenditure, 1976-1981 Exchequer pay costs, 1975-1980

1977 1978 | 1979 1980 1981 1975 | 1976 | 1977 | 1978 1979 | 1980 | 1981
% Changes: nominal values Exchequer pay costs {a)
Transfer payments A 18.0 18.3 20.1 26.8 317 (IRE million) 5166 | 6289 | 719.2| 862.3 | 1,079.1| 1,447.7| 1,8023
Expenditure on goads and services 16.7 247 228 28.3 224 Real Exchequer pay costs (b)

. . IR il K k . . k K
Government current expenditure 174 | 213 21.4 275 27.1 g’iﬁqueﬁ_x‘:;‘:g)employ_ 5166|5289 | 536.2| 5972 | 6545| 74701 7779
Government capital expenditure -1.0 30.1 25.1 30.1 36.3 ment (000's) (c) 17291 1772 1819 | 1898 198.0 204.8 210.7

. . Real Exchequer pay costs
diture 13.7 228 221 28.0 289
Total Government expenditur 3 per employee (1975=100) | 1000| 999| 987 1053| 1106| 1220| 1234
% Chahges: real values (1975 prices) Notes: (a) Excluding pensions.
Transfer payments ) 44 9.9 5.2 79 10.1 {b) Deflator used is private consumption expenditure deflator.
Exp(inditure on goods and services 2.7 124 6.1 5.3 0.7 (c) Employment data used is an average for January of the year in question and
i . . January of the following year.
Government current expenditure 3.6 11.0 5.6 6.6 5.6 Sources: Department of the Public Service; Department of Finance.
Govérnment capital expenditure -14.9 16.8 8.8 10.0 19.5
ES
Totél Government expenditure 0 12.0 6.2 7.2 8.2
Notes: (i} The present table is derived from the National Accounts classification of budget
expenditure,
(it} Government capital expenditure also includes a transfer element.
' Deflators:(a) Transfer payments (private consumption deflator),
£ (b} Expenditure on goods and services (public consumption expenditure
deflator).
{c) Capital expenditure (fixed capital formation deflator).
Sources: Annual Budget Booklets,
Table 1.17
Government expsnditure in relation to GNP
(%)
1977 1978 1979 1980 1981
‘Ratio to GNP: market prices Table 1.19
Government current expenditure 378 394 41 .4 45.3 48.8 '
{a) transfers 20.2 20.5 213 23.2 259 ; Ratio of tax revenue to GNP, 1977-1981
~ {B) expenditure on goods and services 17.7 18.9 20.1 221 229 :
‘Capital expenditure 7.9 8.8 96 10.7 123 1977 1978 1979 1980 1981
Total expenditure 458 48.3 51.0 56.0 61.0 )
‘ Total tax revenue:
Ratio to GNP: constant prices . Ratio to GNP 315 314 31.8 35.2 375
Government current expenditure 38.4 40.6 42.0 43.8 46.1 g Taxes on income and wealth:
(@) transfers 20.3 21.2 219 23.1 254 . Ratio to GNP 16.3 16.1 169 19.2 201
. ,{b) expenditure on goods and services 18.1 19.3 20.1 20.7 20.8 :
Capital expenditure 7.7 86 9.2 9.8 1.7 Taxes on i .
‘ ] E income and wealth:
“Total expenditure 46.2 49.2 | 512 | 536 | 579 — Share of total tax revenue 516 51.2 53.4 54.5 53.7
Soérces: Annual Budget Booklets; CSO, National iIncome and Expenditure, 1980,

Sources: CSO, National Income and Expenditure, 1980; Annual Budget Booklets.
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-y Table 1.20 ; Table 121

: Current Budget deficit, Exchequer borrowing and public sector borrowing, 1976-1981 Financing of Exchequer borrowing requirement, 1976-1981
1977 1978 1979 1980 1981 E 1977 11978 | 1979 | 1980 | 1981
' L Net sales of securities to:
Current Deficit
- fn) Erlnl 201 397 522 547 802 {1} domestic non-bank public 204 227 256 319 210
(2) As % of GNP 3.7 63 7.2 6.4 79 : {2} non-residents 95 330 50 17 ~-30
. : ’ ’ ) ’ (3} commercial banks 154 67 104 243 110
‘Exchequer Borrowing Small savings 102 65 27 52 76
CUEY) £m 545 810 1009 1217 1722 Borrowing from Central Bank - - 100 - -
- {20 As % of GNP 10.0 12.8 13.8 14.3 171 Government net foreign borrowing 86 23 509 566 | 1285
w&b?ernment Foreign Borrowing (a) ‘ Change in liquidity of Department funds -51 165 21 - 55
(1) £m 181 353 459 583 1265 Miscellaneous borrowing 15 3 42 20 16
P J . . 5
2 As % of GN 33 56 6.3 68 12 Total Exchequer borrowing 545 810 1009 1217 1722
FPublic Sector Borrowing {b)
1 £ 7 125 1592 2237
:2; Ae % of GNP ?g o g?g 6 2132 ?8 ; 223 Current budget deficit {£m) 201 | 397 522 | 547 | 802
’ ’ ) ’ as share of Exchequer borrowing (%) 37 49 52 45 47
Notes: {a} Includes sales of securities to non-residents. . . N .
. (b) Equals Exchequer borrowing plus non-Exchequer capital resources less internal Foreign financing of Exchequer bprrowmg (Em) (a) | 181 353 459 583 1 1255
resources of State bodies and local authorities, as share_of E)fchequer borrowing (%) . 33 44 45 48 73
‘Sources: Annual Budget Booklets; Central Bank of Ireland, Quarterly Bulietin (1) 1982: (hg:)e:la);y financing of Exchequer borrowing 239 513 726 846 | 1436
O, National j 1 . .
" CSO. National Income and Expenditure, 1980 as share of Exchequer borrowing (%} 44 64 72 70 83

o Notes:  Classification of funds in 1977 and 1978 follows that of OECD Economic Survey:
; “ireland”, January 1981,
- {a}  Foreign financing = Government net foreign borrowing plus net sales of securities
N to non-residents.
N (b} Monetary financing = Exchequer borrowingrequirement less net sales of securities
to domestic non-bank public less small savings.
Sources: Annual Budget Booklets; Central Bank of Ireland, Quarteriy Bulletin (1) 1981.
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Table 1.22 Table 124

Official forsign indebtedness of State, 1977-1981 tmplicit price deflators, 1975-1981

£m
19754 1976 1977 | 1978 | 1979 | 1980 {1981 (a)
7 197 1 1980 1981
197 978 979 9 98 Private consumption expenditure | 100 1188 | 134.1] 1444} 1649 | 1939 | 2319
External Government debt (a) 1039 | 1064 | 1542 | 2207 | 3794 PGL:EISISC ;:;::;tice;pzzd:a:zfal 100 | 115.9 | 131.7 | 146.1 | 169.0 | 206.0 | 250.4
External debt of State-sponsored bodi 410 4 58 1010 | 1306 I
1 Total official external dot e 1449 1432 212(2) 3217 | 5100 formation 100 | 118.7 | 13821 153.9 1 176.9 | 209.1 | 2385
(2)  Official external reserves 1201 | 1252 | 975 | 1346 | 1473 GNP 100 | 1201 | 135.0] 1495 1696 | 193.0] 2273
Debt reserves ratio = (1) + (2} 1.21 1.19 2.18 239 | 346
Notes: (a) Excludes securities held by non-residents. 1976 | 1977 | 1978 | 1979 | 1980 1981 (a)
b) ;I'rt;emdca)rt: fg;we):;irnal. de_t)t of State-s:on.;oredfbodles for.1913,119?]890 and 1981 % Change in price indices:
comprenensive in coverage than data for years prior : Private consumption expenditure 188 | 128] 77| 142 176 196
, (c) Includes foreign currency borrowing from Irish resident banks. Public current expenditure 159 13.6 10.9 15.7 219 215
Sources: Central Bank of Ireland, Quarterly Bulletin (3) 1982, (1) 1982, (2) 1981, (2} 1980, Gross domestic fixed capial : k . . i .
: (4) 1979; Department of Finance. formation 187 | 164 114 149] 182 141
%
Note: (a} Preliminary.

Source: CSO, National Income and Expenditure, 1980.

Table 123
Domestic Credit Expansion (DCE), 1977-1981
G Sales of | Bank-lending DCE
overnment secunt‘les to Smal to non-Government
borrowing domestic non- savings 1+4
. sector
bank public -(2+3) Table 2.1
(1) (2} (3) (4) = (5) :
1977 545 204 102 552 701 Exchequer borrowing requirement as % of GNP 1977-1982
1978 810 227 65 836 1354 .
1979 1009 256 27 875 1601 Estimate v Outturn
1980 1217 319 52 700 1546 -
1981 1722 210 76 1003 2439 Budget estimate Actual outturn
1977 11.0% 10.0
Government share of Domestic Credit Expansion 1978 13.0% 128
1979 10.5% 13.8
1980 10.4% 143
B 1977 1978 1979 1980 1981 1981 (a) 13.0% 171
. 1982 13.9% 16.3% (b}
% % % % %
Notes: (a) A supplementary budget was introduced in July 1981 following which the EBR
., 30 38 45 55 59 was forecast at 16.5%.
. - (b) Estimated.
Source: Central Bank of Ireland, Quarterly Bulletin (1) 1982. Sources: Annual Budget Booklets.
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Table 3.1

Total (current plus capital) expenditure on education, health and social welfare

as % GDP (various years)

Total Expenditure as % GDP

Year Education Health Social Welfare Total
1970 5.0 4.3 7.2 16.56
197} ., 5.1 46 756 17.6
1974, 5.0 4.8 7.2 17.5
1973 5.1 5.0 7.6 17.7
1974 5.7 6.0 9.2 209
1975 6.1 6.5 10.6 23.2
1976 6.0 6.4 10.6 23.0
1977 59 6.3 10.1 22.3
1978 59 6.7 9.7 223
1979 6.3 7.3 9.6 23.2
1980 6.3 85 10.3 25.1
1981 - 6.8 8.4 1.6 26.8
Noted  The expenditure data for 1970-1973 are annualised from the fiscal years’ data.

Sources: CSO, National Income and Expenditure, 1980; Book of Estimates 1982 for 1981 data.

Table 3.2

House completions 1975-1980

(1) (2) (3) Approved
Total Of which local (2) as % walting list
completions authority of (1) for LA
completions dwellings
. %
1975 26,892 8,794 32.7 n.a.
1976 24,000 7,263 30.3 n.a.
1977 24,548 6,333 25.8 25,900
1978 26,444 6,073 239 27,400
1979 26,544 6,214 234 25,900
1980 27,785 5,984 215 27,700
1981 28,917 5,681 19.6 29,000
Noate: n.a. not available.

Sdurées: Quarterly Bullstin of Housing Statistics, March 1982; Information received from
the Department of the Environment.
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Table 3.3
Public capital expenditure on housing, 1976-1981
Public capital Constant (1975) prices (1) Proportion
expenditure for local
% increase authority
Current prices Total on previous housing
year (%)
£m £m
1976 105.4 90.4 -21.5 62
1977 99.9 73.1 -19.1 1
1978 128.4 85.3 +16.7 59
1979 169.2 97.2 +14.0 53
1980 2165 103.4 + 6.4 53
1981(p) 277.2 116.0 +12.3 52
1982(e) 332.2 124.1 + 7.0 55
Notes:  (p) Provisional.
(e) Estimate.
(1) Using the Capital Goods Price Index for Building and Construction.
Sources: Quarterly Bulletin of Housing Statistics, March 1982; Building Industry in Ireland:
Review of 1981 and Outlook for 1982, July 1982.
Table 3.4
Main constituants of public capital expenditure on housing, 1976-1981
House purchase Grants from Local Authority Other (c) Total
and improve- Department housing
ment loans; of the
supplementary Environment
grants (a) (b)
Year £m % £m % £m % £m % £m %
1976 30.7 291 6.5 6.2 65.3 62.0 39 28 105.4 100
1977 229 229 4.3 4.3 70.7 708 29 21 99.9 100
1978 35.5 276 145 11.3 75.8 59.0 2.7 1.1 128.4 100
1979 53.0 31.3 246 145 89.7 53.0 1.8 1.1 169.2 100
1980 72.8 33.6 27.0 125 113.6 525 32 15 216.5 100
1981 99.9 36.0 29.7 10.7 1446 52.2 30 1.1 277.2 100
1982 129.6 39.0 17.0 5.1 182.6 55.0 3.1 0.9 332.2 100
Notes: (a) These figures include expenditure on the low-rise mortgage scheme. Supple-

mentary grants were terminated in 1978 apart from transitional cases and’
restored 1982.

(b) These figures include payments of £1,000 grants for first-time owner occupiers
of new houses and house improvement grants terminated in 1980 apart from
transitional cases.

(c)  Principally expenditure by the IDA: SFADCo; Department of Defence; Roinn na
Gaeltachta and the National Building Agency.

Source: Quarterly Bulletin of Housing Statistics, March 1982 and December 1981,

101



Public expenditure on housing 1971/2-1980

Table 3.5

Current prices

1971/2 1975 1980 % Change in
constant {1975) prices
£m £m 1971/2-1980
Current Expenditure
On goods and services 0.8 1.2 2.0 -32.4
Subsidies: 14.9 34.7 64.1 16.4
of which: deficiton
local authorities housing
account 11.2 26.9 62.1 50.0
Total Tax Expenditures 8.4 25.5 82.0 164.0
Capital Expenditure
Fixed Capital Formation
in Local Authority dwellings 248 65.3 113.6 23.9
Capital Transfer Payments 4.2 8.3 30.5 96.4
Loans for House Purchase and
_ Improvement 8.9 429 72.2 1194
Total Expenditure 53.6 152.4 2824 42.3
. Total Expenditure
including tax expenditure 62.0 177.9 383.8 67.2

Sources: NESC Report No. 23 Report on Housing Subsidies; John Blackwell, Public Expen-
diture and Housing policy 1981. (Paper read to Dublin Economics Workshop October
18, 1981} Department of the Environment.
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Housing subsidies, by tenure, various years and % Change

Table 3.6

1971/2-1980
1971/2 1975 1980 % Change
£m £m £m i
Subsidies to LA tenants 1(;;;0: ::2;
Explicit 11.2 26.2 62.1 50
Implicit - - - -
Total 11.2 26.2 62.1 50
Subsidies to owner
occupied sector
Explicit (2} 6.9 14.8 21.3 -16
Implicit 129 305 67.9 60
Total 19.8 45.3 89.2 33
Subsidies to Private
Rented Sector - - - -
Explicit - — — —
Implicit 21 3.5 5.8 -25
Total 2.1 35 58 -25
TOTAL SUBSIDIES 33.1 75.7 157.1 35

Notes:

0 )Deflated by implicit deflator for Gross Domestic Fixed Capital in dwellings.

(2) Comprises grants for new houses and grants for reconstruction and repairs.
Sources: John Blackwell, Public Expenditure and Housing Policy 1981 (Paper read to Dublin

Economic Workshop October 18, 1981) Department of the Environment; NESC
Report No. 23, Report on Housing Subsidies.
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H
Table 3.7 Table 3.10
Average deposit required on average priced new houses being purchased with § Rents of local authority houses
Building Society loans, 1976-1980 N
$ Estimated number Annual Average
State grant (b) Deposit, net of state grant N Financial Year of rented ) rental weekly
houses at income rent
Gross deposit Money value As percentage Current Net deposit as mid-year
(a) of gross deposit prices % of gross average *
industrial earnings fm £
. per annum i
Iy (1) (2) (3) 4) (5) * 1972/73 106,000 7.89 1.43
- 1973/74 107,000 8.45 152
1976 1,211 325 26.8 886 27.7 i 1974 108,000 6.32 1.50
1977 1,457 663 456 794 20.7 , (April to December)
1978 1.859 1,000 53.8 859 19.4 $ 1975 105,000 8.67 1.59
1979 2,343 1,000 426 1,343 27.3 4 1976 101,000 9.86 1.88
1980 2,799 1,000 35.7 1,799 30.8 )3 1977 99,000 12.29 2.39
1881 3,189 1,000 31.4 2,189 31.9 1978 100,000 13.88 2.67
- : 1979 102,000 16.39 3.09
Notes:'  (a) assumes a 90 per cent loan on an average priced house. ; 1980 103,000 20.80 3.88
(b) the £1,000 grant, introduced in July 1977, was restricted to first time buyers ; 1981 105,000 24.25 4.44
of new houses. The 1977 figures in column (2) is an average for the twelve months. i 1982 (estimated) 105,000 28.75 5.27
Source:  Quarterly Bulletin of Housing Statistics, March 1982, 33
' i Sources: Quarterly Bulletin of Housing Statistics, December 1981, Department of the
Environment.
i
.
Table 3.8
Initial monthly repayments to Building Societies for mortgages on
average-priced new houses, 1976-1981 4 Table 3.9
(1) (2) (3) (4) Approved applications for local authority housing by family size and
Total loan Monthly repayment Average monthly Repayment as % of 5 category, 1981
(a) male industrial earnings in (3) ¥
earnings (b)
Basis for
1976 9,690 111 267 41.6 ] inclusion on Family size
1977 11,656 118 320 36.8 % waiting list
1978 14,847 175 369 47.3 ¥ 1-3 4-7
1979 18,746 238 410 58.0 3{5
1980 22,390 284 492 57.7 ; % %
1981 25,508 319 571 55.8 g Unfit accommodation 15 6
1982 first ¥ Overcrowded accommodation 29 15
’ quarter 27,590 393 599 65.6 E 4 Unfit and overcrowded
. # accommaodation 6 7
thes: (a) assumed an 80 per cent mortgage on an average priced house payable over ;"; Medical compassionate grounds 7 2
o 20 years. 4 Other 1 2
o (b) figures for industrial earnings refer to total transportable goods industries P i’
o and relate to the position at June of each year. % Total 68 32
Sources: Column (1), Quarterly Bulletin of Housing Statistics, March 1982, %
Column (3), CSO. S Source: Department of the Environment.
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Table 3.11

Subsidies and rents in local authority dwellings, 1975-82, expressed as % local authority current receipts
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Quarterly Bulletin of Housing Statistics, March 1981 and December 1981, Department of the Environment.
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Local Authority House Purchase Schemes

Table 3.12

1970 1975 1980
£ £ £
1.  Average sale price of a ten year old 1 2
house 3.430 4870 10,633
2. Occupancy discount (built-up area) 340 1,460 3,250
3. Deduction in lieu of grants and
rates remlssion - 900 1.300
4. Net sales price
Current prices 3,090 2510 6,280
in 1970 prices 3,090 1,350 1,838
Notes: (1} Market value assumed equal to cost of new house.

(2) All-in cost of a house in 1965 converted to money values of November 1974,

using the CPI.

(3) All-in cost of a house in 1970 converted to money values of November 1979

using the CPI.

Sources: An Foras Forbartha, Public Subventions to Housing, Ireland, (1970, 1975 columns};
Quarterly Bulletin of Housing Statistics various years, {(for 1980 column).

Table 3.13

Capital expenditure on education, 1976-1982

Public capital programme
At current prices At constant (1975} prices (1) % increase on
£m £m previous year
1976 27.98 24.08 -
1977 37.36 27.33 +13.9
1978 46.92 31.17 +14.0
1979 53.11 30.50 -2.1
1980 60.80 29.02 —-4.9
1981 (p) 81.96 34.29 +18.2
1982 (e) 93.92 35.1 +2.3

Notes: (1) Deflated by the Capltal Goods Price Index for Building and Construction.

{p)} Provisional.
(e} Estimate.

Source: Public Capital Programme various years.
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Table 3.14 Table 3.16
Current public expenditure on education, 1976-1982 Current {non-capital) costs per pupil, by institution, various years
] (constant 1975 prices) !
Current prices Constant {(1975) prices (1) % increase on
£m £m previous year 1975 } 1976 1977 19781 1979 | 1980 1981 | % Change
i 1975-81

1976 2348 2025 -

1977 272.0 206.5 +2.0 £ £ £ £ £ £ £

1978 308.6 211.2 +2.4

"T’979 393.0 2326 +10.1 Primary 162 | 151 150 153 160 | 164 176 +15.8
1980 486.0 2358 +1.4 Secondary 284 | 283 275 | 279 302 | 286 299 +5.3
1981 (p) 623.8 249.1 +5.6 Comprehensive &
1982 (e) 695.0 239.3 -39 Community 342 | 319 318 313 331 317 323 —5.6

Community College
’Notes.‘ (P} Provisional. & Technical 364 | 357 329 362 361 342 368 +1.0
(e} Estimate. ] RTCs 801 716 680 692 692 | 682 587 —26.7
(1) Deflated by the Implicit Price Index for Public Authorities Net Current University 1014 | 900 896 734 815 { 798 812 -19.9
Expenditure. Teacher Training 1170 | 986 1028 982 1012 | 867 811 -30.7
Source: Book of Estimates, various years.
. Note: (1) Deflated by implicit price deflator for Public Authorities Net Current Expenditure
(ERO 1982).
Source: Table 10.
i
Table 3.15
Table 3.17
Current (non-capital) cost per pupil by institution, various years
{current prices) Participation rates by sex for 14 to 24 years oids, 1974, 1979 and 1981
Type of institution 1975 | 1976 1977 1978 | 1979 1980 | 1981 Age 1974 1979 1981
£ £ £ £ £ £ £ Male Female Males Female Male Female

“Primary 152 175 198 224 270 339 440 14 9563 955 95.2 95.8 %4 974
! Secondary 284 328 362 408 510 589 748 15 75.1 81.9 81.1 85.5 845 89.3
‘Comprehensive & 16 52.4 68.5 62.6 74.5 64.5 77.2

“Community 342 370 419 457 560 653 809 17 37.4 489 406 56.1 43.1 59.8

Community College 18 226 223 23.6 2938 239 311

& Technical 364 414 433 529 610 704 922 19 14.7 10.8 16.1 15.2 16.3 15.1

RTCs 801 830 896 1011 1170 1405 1470 20-24 9.0 4.6 9.0 6.3 8.8 6.4

University o 1014 1044 1180 1073 1378 1644 2033

“Teacher Training 1170 1144 1354 1434 1710 1786 2030 Note: The enrolment data refer to February and state age as of 1st January of the same

year. The age-specific population date is based on April.
Source: The Implications of Demographic Change for Education, NESC forthcoming.
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Source:  Department of Education; Parliamentary Questions, 569 (29/6/82) 698 (12/5/82).
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Table 3.18

Health services capital expenditure 1976-1982

B L e i)

Capital expenditure Constant (1975) prices % Change on
current prices (Em) (Em) (1) previous year
1976 11.2 9.7 -
1977 16.0 11.7 +20.6
1978 215 143 +22.2
1979 275 15.8 +10.5
1980 35.0 16.7 +5.7
1981 445 18.6 +11.4
1982 (e} 49.2 18.4 -1.2
Note: (1) Deflated by Capital Goods Price Index for Building and Construction.
Sources: Book of Estimates, Department of Health.
Table 3.19
Current public expenditure on health services, 1976-1982
Current prices Pay as % of total Constant (1975) % Change
{Em) (Em) prices (Em) (1)
1976 275 61.5 237 —-2.2
1977 328 62.0 250 +5.5
1978 400 64.0 265 +6.0
1979 505 66.1 299 +12.8
1980 701 65.4 340 +13.7
1981 823 63.6 329 -3.2
1982 (e) 951 64.1 (2) 329 0
Note: (e} Estimate.
(1) Deflated by implicit price index for Public Authorities Net current expenditure.
(2} 1982 Budget Estimate.
Source: Book of Estimates, Department of Health.
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Table 3.20

A. Current public expenditure on health by programme 1976-1981

£m

1976 1977 1978 1979 | 1980 1981 1982
(e)

Community protection 6.1 7.6 9.4 12.0 13.0 15.5] 16.4

Community health 45.1 46.5 57.6 68.0 | 90.4 | 115.1{ 143.0

Community welfare 16.9 27.6 30.0 36.2 46.8 54.8| 72.0
Total community 68.1 81.7 97.0 | 116.2 | 150.2 185.4) 2314
Psychiatric programme 39.1 46.5 55.6 61.0 93.5 105.7§ 120.0
Programme for the handicapped 22.2 30.1 371 45.1 59.7 65.6f 91.4
General hospital programme 1395 | 173.0 | 213.2 | 281.9 | 393.8 458.41 511.0
General support programme 21.7 24.3 26.1 30.8 34.8 429] 48.2
Gross expenditure 290.6 | 355.6 | 429.0 | 535.0 ] 732.0 | 858.0{1002.0
Income 16.0 271 29.0 300} 31.0 35.3] 50.7
Net expenditure 2746 {3285 | 400.0 | 505.0 [ 701.0 | 822.7] 951.3

B. Percentage share of gross current public expenditure on health

1976 1977 1978 1979 | 1980 1981 1982
(e)

% % % % % % %
Community protection 21 2.1 2.2 2.2 1.8 1.6 1.6
Community health 15.5 131 13.4 12.7 12.3 142} 143
Community care 5.8 7.8 7.0 6.8 6.4 7.1 7.2
Total community 23.4 23.0 22.6 21,7 20.5 2291 231
Psychiatric programme 135 131 13.0 11.4 128 119} 12.0
Programme for the handicapped 7.6 8.5 8.6 8.4 8.2 8.9 9.1
General hospital programme 48.0 48.6 49.7 52.7 53.8 51.6] 51.0
General support programme .75 6.8 6.1 5.8 4.7 4.7 4.8

Notes: (e) Estimate.
The figures given in the fourth row of each table, Total Community, comprise the
sum of the first three rows. There are also community aspects to both the Psychiatric
and Handicapped Programme.

Source: Department of Health.
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Health services current expenditure by programme (constant prices) (1)

Table 3.21

Admission rates (1) to acute hospitals by sex and age per 1,000 population,

Table 3.23

Ireland (1978), England and Wales, (1978) and Scotland {1976)
Programme 1977 1978 1979 1980 1981 % Change
1977-1981 Age Ireland 1978 England and Wales 1978 Scotland 1976
R i Male Female Male Female Male Female
Community Protection 5.8 6.4 7.1 6.3 6.2 +6.9
Commun!ty Health Services 35.3 39.4 40.2 43.9 46.0 +30.3 0-14 111 83 86 62 86 60
Community Welfare 209 205 214 | 227 21.9 +4.8 15-24 86 100 53 76 68 84
Psychiatric ) 353 38.1 36.1 45.4 422 +195 2544 94 122 51 96 73 114
Programme for the Handicapped 229 25.4 26.7 29.0 26.2 +14.4 45-64 146 136 93 83 129 113
General Hospital Programme 1314 | 1459 166.9 | 1911 183.1 +39.3 65-74 245 186 170 118 235 157
General Support Programme 18.4 17.8 18.2 16.9 171 -7.1 75+ 287 217 279 200 375 271
270.0 | 2936 | 316.6 | 355.3 | 342.7 +26.9 TOTAL 123 118 87 92 110 112
Less Income 206 90.9 17.8 15.0 14.1 -31.6
Total Note: (1) The data are discharge rates which approximate closely to admission rates.
ota
2494 | 2737 298.8 | 3403 328.6 +31.8 Saurce: Derived from Hospital Inpatient Inquiry 1978 Medico Social Research Board; Hospital
. . . . Inpatient | iry Engl. d Wales 1978; Hospital Inpatient Inquiry for Scotland,
Note: {1) Deflated by implicit Price Index of Public Authorities Net Current Expenditure. 1/19;2736/en nquiry England an ales 1978 soial Inpati quiry
Source: Table 21. )
Table 3.24
Table 3.22
Community health sarvices programme — expenditure, 1981 and change, 1977-1981
General hospital programme expenditure by service 1981
and change in constant prices, 1977, 1981
Current Constant 1975
1981 1977 1981 % Change Prices Change
Current Constant Prices Share %
Prices Prices (1) 1977-81 1981 % 1977 1981 |1977-1981
£m £m £m % £m £m £m
6.1 . . . i 2.1 General Practitioner Service
6.2 grvfces in Reglf)nal Hospitals 93.000 258 371 +43.8 {incl. prescribed drugs) 71.8 124 26.7 28.7 +7.5
: H rvnr_:eslm Public Voluntary 2.2 Subsidy for Drugs purchased by
ospitals 178.000 55.6 71.1 +27.9 persons ineligible under 2.1 108 1.3 43 | +2308
6.3 Servu::es in Health Board County 2.3 Refund of Cost of Drugs for 13.1
Hospitals and Homes 100.620 227 40.2 +77.0 Long Term lliness {including
6.4 antrlbutlons to Patients in Hardship cases) 43 1.2 1.7 +41.7
66 g;wa.m h'OS%IFalS' ) 12550 35 5.0 +42.9 2.4 Home Nursing Services 14.8 12.8 1.9 5.9 +210.5
5 28rvices in District Hospitals 21.800 6.0 8.7 +45.0 2.5 Domiciliary Maternity Services 13 1.1 038 05 | -3715
6.7 Services in Health Board Long 2.6 Family Planning 0.1 0.1 _ - -
68 ooy Hospitals 41500 149 16.6 +11.4 2.7 Dental Services 9.2 8.0 2.7 37 | +370
. mbulance Services 10.800 29 4.4 +51.7 2.8 Opthalmic Services 2.7 2.3 0.6 1.1 +83.3
2.9 Aural Services 0.2 0.2 0.2 0.1 -50.0
TOTAL 458.370 131.4 183.1 +39.4
. 100.0 354 46.1 +30.2
Note: (1) Deflator as for Table 15, TOTAL 115.1 00

Source:  Statistical Information Relevant to the Health Services, (SIRHS), 1981 and 1977.
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Sources: Statistical Information Relevant to the Health Services, 1977, 1981.
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Table 3.25

Health service manpower — numbers employed by health boards and voluntary
hospitals 1975 and 1980,

Type 1975 1980 % Change
1975-19861
(persons) (persons) (%)
Dental/Medical 3600 4348 +20.8
Nursing and allied 21,000 29,472 +40.3
Paramedical 2200 2814 +27.9
Catering and
Housekeeping 9300 8806 -5.3
Maintenance 2400 2158 —-10.2
Admin/Clerical 4000 5443 +36.1
Other 1200 2606 +117.2
Total 43,700 55,647 +27.3
Source:  Statistical Information Relevant to the Health Services, 1975 and 1981.
Table 3.26
Current public expenditure on social weifare, 1976-1981
Year Current prices Constant 1975 prices
(all schemes plus
administration)
Defiator (1) Deflator (2}
£m £m % Change £m % Change
1976 447 386 - 379 -
1977 511 388 +0.5 381 +0.5
1978 582 398 2.6 404 +6.0
1979 681 402 1.0 418 35
1980 890 432 7.5 462 105
1981 (e) 1199 478 10.7 516 11.7
Notes:  Deflator (1) is that for net current expenditure to public authorities.
Deflator (2} is based upon changes in the Consumer Price Index.
Source: Department of Social Welfare.
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Table 3.27

Social welfare — source of funding and type of expenditure

A. Sources of Finance for Social Welfare Expenditure, Various years

Year Social Insurance Contributions Exchequer Other Total
% % %

1977 445 55.3 0.2 100.0

1978 44.2 55.6 0.2 100.0

1979 435 56.3 0.2 100.0

1980 42.4 57.5 0.1 100.0

1981 38.0 61.8 0.2 100.0

B. Expenditure by Type

Year Social Insurance Fund (1) Social Assistance Administration Total
% % %

1976 52.7 42.4 4.4 100.0

1977 52.5 42.4 5.1 100.0

1978 53.5 42.0 45 100.0

1979 53.8 41.2 5.0 100.0

1980 55.5 40.2 4.2 100.0

1981 56.4 39.7 3.9 100.0

Note: (1} Including Occupational Injuries.

Source:

946/948 26 May 1982; Book of Estimates 1982.

Table 3.28

Social welfare — expenditure by scheme, 1976/1981, current prices

{excludes administration expenditure)

Department of Social Welfare Annual Reports, to 1980, Parliamentary Questions

1981

Income maintenance for: 51(8(7)3) % £(000) %
Aged 137,111 32.0 373,950 33.0
ill 76,014 17.8 193,740 17.1
Unemployed 101,155 23.6 256,200 226
Family 103,672 242 265,720 234
Miscellaneous 10,102 2.4 44,600 3.9
Total 428 054 100 1134,210 100
Source: Department of Social Welfare.
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Table 3.29

Expenditure on old age pensions, 1976 and 1981,
by pension and total recipients of each pension, 1981

1976 1981 Recipients
Expenditure % share Expenditure % share | at Dec 1981
£000 £000
Olid Age Contributory
Pension 44 875 33 137,950 37 67,964
Retirement Pension 20,504 15 59,640 16 32,198
Old Age Non-contributory
Pension (including blind
person) 71,727 52 176,360 47 129,411
Total 137,111 100 373,950 100 229,573
Sources: Department of Social Welfare Annual Reports; Parliamentary Questions 947, 948,

26/5/82; Department of Social Welfare.

Table 3.30

Unemployment benefit and assistance

A. Average weekly number of claimants

1976 1977 1978 1979 1980 1981 (e}
Unemployment benefit 59,973 54,866 | 47,959 | 42,000 | 50,726 66,802
Unemployment assistance (a) 47,399 49,936 | 48,743 | 46,227 | 46,373 56,360
Total no. of recipients 107,372 104,802 | 96,702 | 88,227 { 90,099 | 123,162
B. Expenditure on payments to the unemployed, 1976-1980
£m £m £m £m £m £m
Unemployment benefit 43.3 445 445 43.2 70.5 113.6
Unemployment assistance (a) 319 385 434 47.9 60.0 839
Pay-related benefit (b) 7.9 76 7.7 8.7 17.7 32.8
Total 83.1 90.6 95.6 99.8 148.2 230.4
As % of social welfare
expenditure 18.6 17.6 16.4 14.8 16.6 19.6
Notes: {a) Figures exclude small holders.
(b) Payments with unemployment benefit only.
(e) estimated.
Source: Department of Social Welfare.
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Pay related benefit — average number of recipients
and average payments, various years

Table 3.31

Unempioyment benefit

Year Number Unempioyment benefit Average weekly
% claimants receiving pay related
pay related benefit payment
persons % £
1976 22,365 37.3 6.64
1977 19,304 35.2 7.58
1978 17,056 35.6 8.69
1979 13,629 325 12.51
1980 21,838 43.1 15.49
1981 33610 50.3 19.27

Source: Department of Social Welfare Annual Reports; information from Department of

Social Welfare.

Table 3.32

Percentage registered unemployed who are unemployed over

53 weeks, by sex 1975-1981

Year Males Females
% %

1975 (Nov) 23.6 7.8
1976 314 12.7
1977 334 19.6
1978 36.5 15.1
1979 (Oct) 38.7 19.2
1980 346 221
1981 34.2 19.4
Source: Trend of Employment and Unemplayment, various years. CSO,

Age by Duration Analysis of the Live Register, April figures.

Table 3.33
Youth unemployment as percentage of registered unemployment
1980, 1981, 1982
Males — Females —
% under 25 % under 25
January 1980 21.6 33.6
January 1981 23.0 37.3
January 1982 25.1 40.9

Note:

A consistent series exists only since January 1980.

Source: CSO, Monthly Live Register statement.
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Table 3.34

Average yearly percentage of persons on live register according to the
number of dependants

Number of dependants 1976 1977 1978 1979 1980 1881
% % % % % x
None 51.5 52.0 524 53.6 55.3 551
1-3 (1) 276 27.3 269 25.7 249 250
4t07 (1) 16.0 16.0 16.1 15.9 15.7 16.C
7 or more (1) 5.0 4.8 4.7 4.6 4.1 39
Total (2) 100 100 100 100 100 100
Notes: (1) Assuming one adult and various numbers of child dependants.
(2) Totals may not add due to rounding.
Source: CSO, Trends in Employment and Unemployment 1976, 1977, 1978.
Table 3.35
Replacement ratios for various types of recipient claiming unemployment 1981:
pay related benefit (PRB), and unemployment assistance (ual, (1)
Average industrial earnings = £7722 p.a. 1982 = £148.50 pw
Single Married Marriza
3 children 7 chiigren
UB Replacement Ratios 31% 64% 84%
UB and PRB (2) (30%) (3) 70% (61%) 85% (85%) 85% (85%:
UA Replacement Ratio 26% 56% 72%
Average industrial earnings = £5148 p.a. 1982 = £99 pw
Single Married Marriea
3 children 7 children

UB Replacement Ratio 42% 87% 113%
UB and PRB Ratio (2) (30%) (3) 73% (65%) 87% (87%) 113% (113%}
UA Replacement Ratio 35% 75% 97%

(1)
(2)

Notes:

Transportable Goods Industry Earnings.
The so called 85% Rule limits pay related supplement so that its payment il

not lead to replacement ratios in excess of 85%.
(3) The 30% figure refers to the effects of changing the pay related supplement
from 40% to 30%. The resulits are those shown in brackets.

Source:

Department of Social Welfare.
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Table 3.36

Occupational classification of males on the Live Register

Occupation 1980 1981 1982
General labourers 12,818 16,734 19,469
Builders’ labourers 8,096 9,940 12,305
Undefined 10,106 12,775 16,308
Agricultural labourers 6,948 7,554 8,129
Relatives assisting farmers 8,697 9,955 9,077

44,665 56,958 63,318
Total males on Live Register 69,969 97.186 113,577
Above categories as % Total males 66.7 58.6 57.5
Source: CSQ, Occupational Classification of Live Register, various years,
Table 3.37
Expenditure on family support programmes, 1976 and 1981,
classified by scheme, showing share of each scheme
1976 1981
Expenditure % Expenditure %
£m £m

Widows and Orphans Contributory
Pension 39,680 38.3 112,180 42.2
Children’s Allowance 46,319 447 99,104 37.3
Widows and Orphans Non-Contributory
Pension 7671 74 18,198 6.9
Social Assistance Allowances 5,916 5.7 20,128 76
Deserted Wives Benefit 1,457 1.4 6,720 26
Maternity Allowance (including
Pay Related Benefit) 2,495 24 8,990 3.4
Maternity Grant 190 0.2 400 0.2
Total 103,334 100 262,520 100
Source: Department of Social Welfare.

119



‘aiejap 1003 30 wawiedaq  [92Jnos
I ¥4 vov €St Ly 1861
S'pe S've L20°2S 0861
8'eT TLE cLo'LZ 6.6l
S'€Z 0'6Z 655'8Y 8L61
92 S'LT LLL'0S LL6L
09z 6've 102’8 9.6l

(T % se9) (T %sep)

Buipuainie sjaqunu jo
abejuadiad e se jiom j0
ajqeded pabpn( jaquinN

ol

pauowiwins laqunu jo
abeluaoiad e se puainze
10U pIp OYM 13quINp

6

Bulpuaiie jaquinp
8

uOIUIdO {BIIPAL PUODES YIIM PBAJOAU| SIBGUINU UO SUOIIEINDJEI — (q)

‘aiejjap L1908 40 Juawiiedad  924nos
gLz t42:4:5 vov £90'8¢ ove 02569 6.6'682 1861
Sve 9sL'¢Cl Sve 8St'LT L'Sse S8Y'6L €9€°60¢€ 0861
g8'ce €5p'9 tAVA FATR:] (4] v80°cY ¥65'50€ 6.61
5'eZ S LL 0’6z 128’6l 0'0¢ 08€'89 $98’ LvE 8L61
9z LEI'EL S'Le 566’81 €ze 991'69 615'60E LL6l
0'9Z TAKAN 6'vC S00°91L 60¢ 90Z'¥9 518'90¢€ 9.61

% 3}10M % % uoluido 1jauaq

10 ajqedeo puaie {e91paw puodas ALy1qesip
(Z % se 9) pabpnl {c%sev) lou pp {t % sez) 10} pauowiwins paAlasal
1aquunpN OUm JequinN laquinn oym Jagquuinn
L 9 S v € 4 L

Table 3.38

Expenditure on programmes of income maintenance for the ill, 1976 and 1981 ,

classified by scheme and showing share of each scheme
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Table 3.40

Average weskly disability benefit claims 1981, classified by sex and marital status and
expressed as claim rates on estimated insured labour force

Men Women All persons
Single Married Single Married Total
Claims (1) 13,805 23,230 6,950 22,148 66,139 (1}
Estimated insured
labour force {2) 240,000 363,000 157,000 70,000 830,000
Claim rate % 58 6.4 4.4 31.6 8.0
Notes: {1} Average weekly claims were slightly above this figure but not all claims have been

classified according to the categories shown in this Table.
(2)  Estimated using the 1979 Labour Force Survay.,
Sources: Department of Social Welfare, Department of Finance.

Table 3.41

Average weekly beneficiaries of pay related disability benefit, maternity allowance and injury
benefit, and average payment

Number of claims Average payments
£
1976 15,832 7.85
1977 18,554 8.97
1978 19,650 10.23
1979 17,946 14.94
1980 18,690 20.61
1981 (1} 17,887 33.82
Note: {1} Maternity allowance figures were not includad.
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Table 3.42

Percentage composition of tax yield, 1975-1982, various years
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Table 3.43

Individual taxes and total taxation as % GDP, 1975-82
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Totals may not add due to rounding.

(1)

Note:

Department of Social Welfare, Budget Booklets; ESR| Quarterly Economic Commentary, various issues,

Sources:

Table 3.44

Family disposable income as percentage of sarned income, various prototype families,
various years

1976/77} 1977/78 | 1978/79 | 1979/380 | 1980/81 | 1981 /82 1 1982/83
Senior management 62 64 64 60 67 63 58
Executive 76 78 79 86 78 77 77
Industrial worker 81 81 84 82 83 82 82
Unemployed — — — - - - -
Source: See Appendix 2.
Table 3.456

Family disposable income for various prototype families expressed as an index based on income
of a family independent on average male industrial earnings, various years

1976/77 | 1977778 | 1978/79 | 1979/80| 1980/81} 1981/82 1982/83{e)
Senior management 214 206 201 203 246 238 227
Executive 127 123 123 121 124 124 122
Industrial worker 100 100 100 100 100 100 100
Unemployed 47 48 46 47 49 62 60
Note: {e) Estimate.
Source: Appendix 2.
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Table 3.46

Estimated cost (in revenue foregone) of the principal income tax allowances and reliefs

Allowance/relief 1979/80 | 1980/81 | 1981/82 ‘;696728/%9;
Personal allowances:

Married 273 246 266 -3

Single and widowed 164 167 168 +2

One parent families 1 3 4 +300
Child allowance 47 43 48 +2
Dependent relative allowance 5 5 4 +20
PAYE allowance - 98 180 -
Age allowance 2 1 2 -
Housekeeper allowance 1 1 1 -
Relief of loan interest paid in full 30 36 53 +67
Relief on superannuation contributions

paid by employees 10 14 18 +75
Life assurance relief 8 9 10 +25
Medical insurance relief 4 (a) 5 (b) 7 +63
Children’s allowance (Social Welfare) relief 9 15 23 +150
Relief of bank deposit interest — first £70 3 35 5 +150
Capital allowances — machinery etc. 43 (a) 63 (b) 99 (d) +130
Stock relief 10 11 (e} 11 (e) +14
Export sales relief 53 (a) 86 (b) 100 (f) +100

Notes: (a) these figures relate to the tax year 1978/79.
{b} these figures relate to the tax year 1979/80.
{c) this figure relates to the calendar year 1981.
(d) this figure relates to the tax year 1980/81.
(e} this figure refers to calendar year 1982.
(f}  this figure refers to February 1981 to February 1982.

Saurce: 1979/80 figures: Interim Report of Government [CTU Working Party on Taxation.

1980/81 figures: Revenue Commissioners,

Tabils 4.1

Balance of payments deficit 1973-1981

Balance of trade deficit as % of GNP Deficit on Current Account as % of GNP
1973 99 34
1974 18.0 9.8
1975 8.0 0.5
1976 99 4.0
1977 114 3.5
1978 16 4.1
1979 18.5 11.2
1980 15.2 9.7
1981 16.3 13.6

Source: ERQ, Summer 1982.
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Table 4.2

Change in labour force, employment, unemployment, 1961-81 (000's)

Labour force{ Unemployment

Employment

Total | Agriculture| Industry| Service Non-
agriculture
1961-71 +19.7 +7 +12.3 =102 +65.5 [+49.1 +114.5
1971-74 +50.2 +3 +47.3 =171 +33.5 |+309 +64.5
1974-76 +23.9 +37.5 -135 -9 ~26.3 {+21.8 -4.6
1976-80 +83 -16 +99 =10 +47 +64 +111
1980-81 +18 +34 -16 -5 -13 +2 -1
1971-81 +175.1 +58.5 +116.8 -43.1 +41.2 [118.7 +159.9
Source:  Sectoral changes in the Labour Force over the period 1961-80 with particular reference
to Public Sector and Services Employment, J.J. Sexton, QEC, August 1982,
Table 4.3
Components of services sector employment change 1961-1981
Private services Public sector Total
‘000 % ‘000 % ‘000 %
1961-1971 +16.4 +5.7 +32.7 +27.8 +49.1 +12.1
1971-1979 +38.7 +12.7 +64.0 +42.6 +102.7 +22.6
1971-1975 +9.1 +3.0 +34.6 +23.0 +43.6 +9.6
1975-1979 +29.6 +9.4 +29.4 +15.9 +59.0 +18.8
Source:

Sectoral changes in the labour force over the period 1961-80 with particular reference

to public sector and services employment, J.J. Sexton, QEC, August 1982,
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Table 4.4

Estimates of job needs, 1981-1991 (000s)
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{1} The tabour force projections are besed on the mode! developed in NESC Report No. 63 for the period 1979-1991. The fo g

Notes:

assumptions are used:

000 persons; age — specific activity rates change as in assumption A in Report No. 63.

P (1) — Average annual net migration of 5,

P (2) — Zero net migration; activity rates as P (1},

P (3) — Zero net migration;

1979 levels. Because the rates in respect of women are held constant with

’s aggregate activity rates are assumed to fall.

activity rates remain at their

marital status, women

{2) Aagricultural employment is assumed to have an annual rate of decline o

f 1.5 per cent.

Exports of mal

Table 45

nufactured goods, selected influences1

Percentage changes, annual rates

Export Irish Export Chaqge relative
markets2 exports performance3 unit Iabgur
costs
1973 14.1 254 +11.3 +3.9
1974 4.9 85 +3.6 +1.1
1975 -5.1 -4.5 +0.6 -0.5
1976 12.7 20.0 +7.3 +11.0
1977 79 20.9 +13.0 +1.5
1978 10.1 115 +1.4 -3.6
1979 95 14.2 +4.7 -84
1980 27 8.0 +5.3 -6.6
1981 1.5 11 19.5 +6.2
Notes:  1Refers 10 SITC Sections 5-8 {volumes).
eighted average of trading partners imports of manufactures, the weights being
shares in Irish exports of manufactures.
3Growth of exports minus growth of markets.
40n a basis similar to the market calculations in the first column; a positive sign
denotes an improvement in Irish competitiveness. The calculation distinguishes
between the UK market and other destinations, assuming competition with other
major suppliers to the UK for the former and with the principal OQECD suppliers
{weighted by their shares in total exports) for the latter. The implied weight for the
UK is small, compensating for its large weighting in the market measure which cap-
tures the effects of changes in the UK's competitiveness. Irish data refer only to
wage costs, whereas for other countries non-wage costs are included.
Source: OECD Economic Surveys 1981-82.
Table 4.6
Price and cost competitiveness and consumer expenditure
Output prices Outpytpnces Private consumption Imports of Market share
Import prices Unézsv::ge expenditure consumer goods effect
(1) (2) (3) (4) (4-3)=5
1975 100 100 - - -
1976 99.5 109.6 +2.4 +17.4 +15.0
1977 100.1 1143 +5.4 +13.1 +7.7
1978 104.0 1143 +8.3 +22.4 +14.1
1979 1025 1126 +2.3 +14.2 +11.9
1980 96.4 105.3 -0.2 +4.0 +4.2
1981 94.6 1122 -0.5 +6.1 +6.6
Note: An increase in the index in column (1) indicates that output prices increased faster
than import prices.
Source: CSO, ERO.
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Table 4.7

Possible replacement ratios for persons in receipt of disability benefit

1982/83
Gross average weekly earnings

£86 l £114 | £143 | e172 | £220

Replacement Ratios*

% % % % %
Single person 939 875 88.1 89.7 93.4
Married couple 109.4 113.2 1045 98 87.8
Married couple and 2 children 108.6 1134 113.6 106.9 95.2
Married couple and 4 children 1271 113.2 1199 116.3 102.9
Married couple and 6 children 1349 1156.2 1191 123 110.2
Note: *Assume employee works until he earns the equivalent of his total tax-free allowances

and remains on sickness benefit for the remainder of the tax year; estimated average
weekly equivalent of the tax rebate for year has been added to the individual's flat
rate and maximum pay related benefit income to produce the effective weekly re-
placement ratio,

Source: Department of Finance.

Table 4.8

R & D profile of foreign and Irish manufacturing firms, 1979

Foreign Irish
owned owned Towl
Total employment (‘000) 82 162 244
R & D expenditure/employee (IRE) 108.76 50.62 70.49
R & D expenditure/net output of all firms (%) - - 0.72

Source: NBST, Irish Science and Technology Statistics.
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APPENDIX 1
Major Social Service Data Deficiencies

The lack of information on the working of many social service pro-
grammes has been noted in Chapter 3. This Appendix lists major pro-
grammes to which this point applies and also refers to the type of in-
formation which would be required to enable the programmes to be
analysed within a social policy framework and their efficiency and effec-
tiveness increased. The possibility that substantial policy changes will
be made blindly, or along the lines of least resistance is increased by
the absence of this information. The Council would expect that the
collection of information of the types suggested as well as additional
analysis and presentation would involve costs which would be small in
relation to the level of current expenditure and which might be offset
by consequent savings as a result of greater effectiveness achieved in
social programmes.

1. Housing

(a) Owner Occupied Sector

The Department of the Environment publishes much useful informa-
tion in the Quarterly Bulletin of Housing Statistics. This could be use-
fully extended by the inclusion of data which is already collected on:

(i) the proportion of mortgage loans which go to existing owner-
occupiers;

(ii) the number of extensions and additions financed by mortgage
loans;

(iii)ymore detailed figures relating to housing output including
allowance for work in progress;

(iv) more detailed classification of the income distribution of
those taking out mortgage loans;

(v) data on average loan/income and average loan/house price ratios
and the distribution about these ratios;

{vi) some indication of the extent to which purchase is financed
from previous resale of house;

(vii) breakdown of previous tenure of those taking out mortgage
loans between private and public tenancy.

(b) Local Authority Sector

The only information available on this sector is on local authority com-
pletions, number of tenancies, number of sales, average rents and cur-
rent receipts and expenditure on local authority housing. Under the dif-
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ferential rents scheme and the tenant purchase scheme a considerapie
amount of information is collected at local authority level but is not
published on either a local or national basis. The major types of in-
formation required on local authority tenants would include:

(i) distribution of income levels of local authority tenants;

(ii) distribution of rents;

(iii) proportions of local authority tenants dependent on the various
social welfare income maintenance schemes;

(iv) family size, age and stage in the family cycle of local authority
tenants;

(v) cross-classification of waiting lists by category of entitlement
and family size, age, occupation, income etc.

This information should be made available in a form which is classifiea

by locality e.g. parish, which would enable cross classification with other
socio-economic data.

The main types of information required under the tenants purchase
scheme would include:

(i) number of dwellings sold under the various schemes;

(ii) distribution of prices at which dwellings are sold;

(iii) "vintage” of houses soid;

(iv) distribution of periods of occupancy by tenant purchasers;
(v) distribution of sales of local authority dwellings by area:
(vi) subsequent history of dwellings sold by local authorities.

(c) Private Rented Sector

The Census of Population is the only official source of information of
this sector. Some additional information may be gleaned from the re-
ports of voluntary bodies like Threshold. If this sector is to play an

important part in the housing system, there is a minimum need for
the following data:

(i} numbers of tenancies by type and area;

(ii) socio-economic characteristics of tenants; {income, sex, age,
marital status, previous tenure, stage in family life cycle, inten-
tions on future housing etc);

(iii) quality of rented accommodation — size, age, facilities;

(iv) socio-economic characteristics of landlords {age, income,
marital status etc.) and their intentions on the future use of
the property.

(d} Public Subvention of Housing
There is no systematic presentation of the cost of the various forms of
tax relief of which the main constituents are:

(|) tax reliqf on interest repayments on building society loans;
(!!) exemption of stamp duty on new houses;
(iii) tax relief on life assurance loans;
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(iv) tax relief on capital gains on houses;

(v) tax relief on local authority loans;

(vi) stamp duty exemption on saies of dwellings to local authority
tenants;

(vii) tax foregone on imputed net rent on owner occupied dwellings.

There are no estimates of the costs of fixed interest rate loans under the
SDA or the tenant purchase scheme.

The distribution of subsidies by tenure type and per housing unit
should be presented routinely as a background to policy considerations.

2. Education

The Department of Education publishes an annual Statistical Report
which contains much useful information on the numbers of students,
teachers and institutions at each level. No data is published on educa-
tional disadvantage. The data presented on the financing of education
is sparse and it is difficult to estimate total costs by level (see Tussing
{1978) for an attempt to do so).

The major data requirements in education in relation to educational
disadvantages include:

(i) data on early (under 15) school leavers' and on poor atten-
ders, classified by sex, age, area and by socio-economic family
characteristics;

(i} participation rates, or age survival coefficients, classified by
socio-economic background of students;

(iii) the distribution of pupil-teacher ratios by area and size of
school, particularly at first level, so that inter school variations
may be monitored.

On the financing of education, the main data requirements include:

(i) detailed breakdown of total costs by level; including personnel,
equipment, management costs etc.;

(ii) trends in current and total cost per pupil at each level;

(iii) trends in current and total cost per pupil by type of course at
third level;

(iv) estimates of indirect transfers due to the provision of both tax
allowances and childrens allowances to older children who re-
main in full time education;

(v) regular publication of data on the socio-economic backgrounds
of students at senior cycle second level and at third level.

1The National Manpower Services' annual School Leavers Survey is a useful source of
information of this type.
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3. Health Services

The Department of Health produces an annual Report, Statistical
Information Relevant to the Health Services, which contains a con-
siderable amount of data on the expenditure on the various health ser-
vice programmes and the number of persons using the services. A
major difficulty from a social policy point of view is the absence of
information on the socio-economic backgrounds of those using the
services. While there are difficulties on obtaining this information in
programmes which deal with very large numbers of people (the General
Hospital Services deal with over 0.5m cases and there are over 7m con-
sultations under the general medical services each year) such informa-
tion is essential to any assessment of the distributional effects of the
provision of the service. Only gross consultation rates (of general prac-
titioners) are published by the GMS {payments) Board although data is
collected but not processed on age, sex and marital status.

The manpower figures which are published deal only with the entire
health services although the data is necessarily collected by institution.
If the data was presented by programme, sub programme and by type
of institution it would be possible to compute bed/nurse ratios etc.

which could enable international and inter-regional comparisons to be
made.

It is not possible to monitor either changes in the structure of health
service employment or shifts within occupational classifications. No
data is produced on trends in earnings by occupational group.

The Hospital Inpatient Enquiry carried out annually by the Medico-
Social Research Board contains a wealth of information on the patterns
of acute patient discharges, average duration of stay and disease cate-
gory, all by type of hospital. Only one or two overall tables of these
results are published in Statistical Information Relevant to the Health
Services. Much more detailed presentation of these results and analysis
of them by the Medico Social Research Board would be useful. Con-
sideration should be given to including data on the social and economic
backgrounds of inpatients.

It is worth noting in this context that Activities of Irish Psychiatric
Hospitals and Unjts, published annually by the Medico Social Research
Board, contains data on admissions by socio-economic groups as well as
useful presentation of the results in 42 tables.

No information is available on morbidity patterns. Classified by socio-
economic group, such data would provide a basis to assess the relative
health service requirements of different social groups and the adequacy
of existing policies. It is worth noting that the General Household Sur-
vey in the UK collects morbidity data. Consideration should be given to
including questions on this topic in the Household Budget Survey.
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In order to analyse trends in public health service expenditure it is
necessary to have data on total health service expenditure from which
the changing balance between public and private expenditures can be
derived. Data of this sort is collected or estimated routinely in other
countries. The OECD, which has developed illuminating health statistics

on an international basis, has repeatedly failed to obtain comparable
Irish data.

The following list summarises the main information requirements, start-
ing with those for which data is collected but not collated or published:

(i) GMS consultation rates by age, sex, marital status, occupation,
family size, stage of family cycle etc.;

(ii) detailed manpower, data by programme, main category of
institution, by occupation, for each Health Board;

(iii) detailed expenditure estimates for individual schemes by each
Health Board;

(iv) trends in earnings by occupational classifications in the heaith
services;

(v} publication of the Hospital Inpatient Enquiry results in a form
similar to that of Activities of Irish Psychiatric Hospitals and
Units,

(vi) data on the social and economic backgrounds of those covered
by the Hospital Inpatient Enquiry;

{vii} inclusion of questions on morbidity in the Household Budget
Survey perhaps along the lines of the General Household Sur-
vey, in the UK;

(viii) production of estimates of total health service expenditure
annually including private expenditure;

(ix) co-ordination with the OECD in producing mternatlonally
comparable health service statistics.

4. Social Welfare

The Department of Social Welfare produces Reports at irregular inter-
vals, usually covering several years. The last issue is for the years 1979
and 1980. Some 50 tables, basically one for each scheme administered
are included, showing the total number of recipients. Breakdown of
recipients by sex, marital status, age, etc are not provided although this
data is collected routinely. The introduction of computerised PRSI,
which replaced the old insurance card in 1979, would appear to have
made provision of detailed information possible at minimal expense but
the opposite has been the case. It is no longer possible for instance to
obtain the number of married women who are insured. Reexamination
and reorganisation of the computerisation of social welfare records so
that basic data can be made available must be the first priority in the
provision of improved information.
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Concern is regularly expressed over replacement ratios {income main-
tenance levels as % earned income) but analysis of trends in these ratios
is not published. Hypothetical replacement ratios are, however, poor
guides compared to actual ratios. The Department of Social Weifare
could produce information on actual ratios for unemployment payments
from data on payments to certain recipients (e.g. those with large
families) and their previous income levels when employed.

No information is published on the degree to which the various pro-
grammes in social welfare are providing adequately for their clients e.g.
the expenditure patterns of various categories of recipient, the effects

on family life etc. Nothing is known of the take-up rates of the various
schemes.

The major types of improved information needed in social welfare are:

(i) reorganisation of the computerised data to show recipients
~ classified by sex, marital status, age, duration of claim, occupa-
tional employment and history, locality etc.;

(ii) annual publication of these statistics;

(iii) trends in replacement ratios to be monitored for the major pro-
grammes and the results published;

(iv) investigations to be carried out of the degree to which pro-
grammes are meeting their objectives including the adequacy of
payments to various classes of recipients, their expenditure pat-
terns, the effects on family life etc.;

{v) investigation of the take-up rates of the various schemes.

5. Taxation and Income Distribution

The main published data on taxation refer only to the amounts collected
under the various headings. The incidence of taxation on different cate-
gories of taxpayers has received little attention, with the notable excep-
tion the CSO publication, Redistributive Effects of State Taxes and
Benefits on Household Incomes in 1973 (1980). This study examined
the effects of both direct and indirect taxes and benefits using the
1973 Household Budget Survey data. While this study was extremely
valuable, it was seven years out of date. Rapid publication of a similar
analysis of the 7980 Household Budget Survey must be a priority if

the effects of recent and proposed tax changes are to be analysed in a
meaningful way.

The Househol/d Budget Survey is also the primary source of information
on income distribution but analysis of this data has been left to indivi-
dual researchers. It would be useful if presentation of the data on in-
come distribution was to be presented by the CSO and changes charted
over time in a way that would elucidate the effects of the various policies.
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The main recommendations then are:

(i) priority analysis and publication by the CSO of the effects of
state taxes and benefits of household income in 1980, con-
tained in the Household Budget Survey of that year,

(ii) estimates, on an annual basis, of the effects of State taxes and
benefits to be published in the years between Househol/d
Budget Surveys;

(iii) presentation by the CSO of the income distribution data con-
tained in the Household Budget Survey in a way that charted
the effects of social policies on income distribution over time.
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APPENDIX 2

Direct Taxes and Transfers and their Effects
on Prototype Families

1. In a previous report,! the Council examined the distributive impact
of taxes and transfers on nine prototype families. Subsequently official
estimates of these distributive effects in 1973 were published.?2 The
importance of such estimates for social policy development was dis-
cussed in the earlier report.

2. In the previous economic and social report® the effects of direct
taxes (including social insurance contributions) and transfers on a
limited number of proto-typical families in recent years were examined.
The effects of indirect taxes and benefits of kind were not included
and so this analysis was a partial review of the effects of the tax trans-

fer system. This appendix updates the analysis of these prototype
families.

3. Each of the families, with the exception of the contributory pen-
sioners, is assumed to have two children in respect of whom childrens’
zllowances are payable. No tax allowances, other than personal allow-
ances, are assumed. The examples are not directly comparable with
those used in NESC Report No. 11. The families are as follows:

A. Senior Management; for which the IMi Survey of management
earnings are used for 1981/2 with a provisional 1982/3 esti-
mate which involves a 14% increase over the 1981/2 figure.

B. Executive; for which civil service salary scales are used but with
standard rates of social insurance contributions. The 1982/3
figure is a provisional estimate based on a 9% increase in earned
income over 1981/2 figure.

C. Average male industrial earnings; for which CSO data are used
with estimates for 1981/82 and an estimated 9% increase in
1982/83 over the 1981/82 figure.

D. Unemployed; for which Unemployment Benefit rates are used,

on the assumption that no pay-related benefit is received.

1NESC Report No. 11, Report on Income Distribution, {Dublin 1975).
2CSO, Distributive Impact of State Tax and Benefits on Household Incomes in 1973.
3NESC Report No. 62 p. 141.
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E. Oid age pensioner; for which Contributory Pension rates {unaer
80) are used with the assumption that there is an adult depen-
dent aged under 67.

4. Data for 1975-1980 is given in NESC Report No. 62.

1981/1982
A B8 [o% D £
Earned Income 21,700 9,209 7,068 3,002 2.750
Less Income Tax 7,738 19817 1,147 - -
Lass Social Insurance 404 404 336 - ~
Income after direct taxes 13,558 6,948 5,585 - ~
As % earned income 63% 74% 79% - -
Plus benefits in Cash 180 180 180 3,002 2,730
Disposable Income 13,738 7128 5,765 3,002 2.7306
As % earned income 63% 77% 82% - -
1982/1983
Earned Income 24,738 10,031 7,722 - -
Less Income Tax 9,836 1,907 1,099 - ~
Less Social Insurance 865 718 579 — -
Income after direct taxes 14,039 7,400 6.044 — -
As % earned income 57% 74% 78% - -
Plus cash benefits 270 270 270 3,809 3,455
Disposable income 7676 6,314 3,809 3.809
As % earned income 58% 77% 82% - -
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ADDENDUM BY ICTU REPRESENTATIVES

The Congress representatives accept in principle the br_oad thru_st of the
Report but cannot accept the precise formulation used in some instances
nor accept certain of the specific proposals and recommendations.

We have not dissented from the Report because we consider it would
be undesirable for membersof a body such as the NESC to do so except

where fundamental disagreement rather than disagreement on detail
arises.

However we wish, in particular, to emphasise that we dissent from the
Report on the following matters:

We agree on the need for action to reverse the growth in the budget
deficit and in Exchequer borrowing especially foreign borrowing. But
account must be taken of the “prevailing economic conditions and in
particular the importance of achieving economic growth and dealing
with unemployment”, to quote the Fine Gael/Labour Programme for
Government. The impact on employment should be a major criterion
in judging the pace of reduction in the deficit. For this reason we dis-
agree with the Report’s proposal that the deficit should be phased out

over a four-year period and that substantial progress should be made
in 1983.

Congress has stated in its Pre-Budget Submission (January 1983) its
position in regard to cuts in public expenditure. Where, therefore, the
Report may seem to be in conflict with the general principles set out
in that submission, we wish to register our dissent from the Report.
We would, however, emphasise our agreement with the Report where
it states that: "It is essential that the burden of adjustment is not borne
by the most vulnerable sectors of the community”’.

With regard to taxation we welcome the stress in the Report on the need
to widen the tax base and to make greater use of capital taxation.

We cannot go along with all that is written in the Report on pay and
competitiveness but would point out that in the current situation trade
unions are simply endeavouring to maintain the real incomes of their

members, something which, it should be obvious, is their primary
function.
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Finally, we trust that our not dissenting from details in the Report is
not taken to imply endorsement of all of the comments contained in
it or approval of all its contents. Furthermore, we assume that our
position in relation to the Report will not be misinterpreted or used in
a way that would be prejudicial to our subscribing in general to the
content of Council reports. The Report is an important contribution --

but still only one contribution - - to the current debate on our economic
situation and the way forward.

17 January 1983
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