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A number of the Irish studies follow the common UK practice of applying
not just the social welfare support rates, but also multiples of rates -- usually
120 per cent and 140 per cent -- as poverty lines. Although the point is not
in fact made in most of the Irish work, the central justification for this procedure
used in British studies is that extra payments are made in certain circumstances,
over and above the basic rates, and some income is disregarded in the means
test. This does create a genuine difficulty in defining precisely the exact
entitlement to income support of different recipients. However, the procedure
adopted -- of, in effect, adding a very substantial supplement to the basic scales
-- has the perverse effect of ensuring that most of those actually in receipt of
safety net support are found to fall below what is represented as the "official"
poverty line. (If, as we suggest, the support rates are used as an indicator of
the system’s own minimum income objective rather than as the basis for poverty
lines, then the basic rates -- abstracting from special additions, etc., -- can
legitimately be taken as the lower bound on that objective.)

A further important issue arises in the implementation of the ~official" poverty
line approach because of the fact that surveys such as the HBS generally run
through a period when official rates of benefit were changed. In 1973, for
example, rates of payment were increased in July, while in 1980 rates were
increased in April. Which level should then be adopted as the poverty line? Roche,
in his study of the 1973 HBS, used the higher set of rates from July 1973 for
the entire sample, including those sampled before that date, arguing that a
uniform poverty line is most satisfactory. Rottman, Hannan, et aL, agreed with
maintaining a consistent standard, but used the 1972 scales, which were above
20 per cent lower. In such a period of rapid inflation and substantial rate increases,
the approach adopted can clearly make a substantial difference. This difference
in approach explains why Rottman, Hannan, et al., found only about the same
percentage below the 140 per cent cut-off for 1973 as Roche (see Table 3.1),
although they used LIB and he used the significantly lower UA rates as basis
for the poverty lines.

Neither of these procedures is particularly satisfactory, nor is having a poverty
line which is higher for those interviewed after a particular date. (This introduces
artificial biases for those not in receipt of social welfare payments -- an employee
may be placed below the line because he was interviewed at a particular date,
but would have been above it on the same income if interviewed a week earlier.)
Again, this may not present a problem if the objective is to look at the effectiveness
of the social security system rather than define a poverty line. Then, the system’s
minimum income objectives clearly change when the rates are increased, and
it is valid to assess households interviewed pre/post-up-rating against different
standards.
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3.4 Equivalence Scales Used
In comparing income levels across households, some adjustment is required

to take differences in needs arising from variations in household size and

composition into account. This is done by the application of aduh equivalence
scales, designed to convert each household to a common basis, usually by
convention to the equivalent of either a single adult or a married couple. In
estimating the numbers in poverty, a separate poverty line may be specified
for each household type, involving an implicit set of equivalence scales, or the
poverty line may be expressed in terms of a single adult and other household
types converted to that basis by the division of their adult equivalence unit into
their income.

The Irish poverty studies have adopted a variety of equivalence scales,
contributing to the differences in results. O Cinneide’s earlier study used a set
of scales derived loosely from the UK Supplementary Benefit rates. His 1980
study based scales on the results of an attitude survey. Roche’s two studies used
the weights implicit in the UA rates, while Rottman, Hannan, et al., used those
implicit in UB rates. Fitzgerald derived a set of scales broadly from UK studies
of the spending patterns of different households there. (Until the recent study
by Conniffe and Keogh (1988), discussed in Chapter 5, no such scales derived
from the analysis of actual household expenditure patterns were available for
Ireland.)

Table 3.2 illustrates the differences in equivalence scales between the various
Irish studies. These can affect the results significantly. Roche (1984) examined

the sensitivity of his results for 1980 when children of different ages are given
different weights, and found that this had little effect on the overall estimate
of the poor population, but some on its composition (Appendix 4c). Roche (1980)
also examined the sensitivity of his 1973 results when the weight for children
under 6 was reduced (to 0.25), which reduced the number of households under
his highest poverty line by about 7 per cent and the numbers of those households
with children by about 16 per cent. Even where such differences in equivalence
scales do not have a major impact on aggregates such as the percentage of the
population estimated to be in poverty, they can have a substantial effect on the
composition of the poor, which in turn may lead to rather different policy
implications -- a point emphasised in the context of these Irish studies by
Kennedy (1981).

3.5 Income Recipient Unit, Income Concept and Time Period Used
Other differences between the various Irish studies on the extent and

composition of poverty relate to the income recipient unit, income concept, and
time period for income used. As shown in Table 3.1, the studies based on the
Household Budget Survey have all used the household as the income recipient
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Table 3.2: Fquivalence Scales Used in Irish Poverty Studies

EQUIVALENCE SCALE

Single Married Additional
Adult Couple Child Adult

O Cinneide (1972)

O Cinneide (1980)

Joyce & McCashin (1982)

Roche (1984)

Roltman, Hannan, el nk, (1982)

Filzgerald ( 1981)"

1.67 0.33

1.47 0.29

1.75 0.45b 0.75

1.68 0.241 0.68
O. 18~

1167 0.42 0.83

"This study expressed its scalcs in terms of married couple I (single adult ~ 0.6, child -- 0.25,
exlra adult = 0.5), converted here for comparison.

t’Children are all under 18; children’s allowances have been added Io bencfil rates, and wcighls
for first/second/further children rounded to one figure.

’The higher weight is for the first 2 children; children are under 15.

unit, reflecting the basis on which information is presented in the surveys. In

O Cinneide’s analyses he attempted to estimate incomes for what he termed

the "basic family unit" of an independent adult, a married man with (assumed

dependent) wife and children, or widow with children. Much of the data he

had to use, though, were purely on an individual basis -- such as earnings --

and could not be related to family situation.

Similarly, the HBS-based studies used disposable income - income from work

and property plus social welfare transfers but after income tax and PRSI

contributions are deducted -- to assess households’ situations, whereas O

Cinneide had to use what was generally closer to gross income. Roche in his

analyses deducted some rent paid from disposable income to arrive at "net

disposable income". This was to take into account the fact that a rent supplement

is payable under SWA and therefore may be included in the "official" poverty

line, and it was more convenient to subtract the amount actually paid from income

than add it to the poverty line. His "net" income is not to be confused with income

net of housing costs, which has been used in some British analyses of poverty

-- this would involve deducting all rent, rates (where payable) and mortgage

interest from disposable income.
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The time period covered by the income data used in Irish poverty studies
has again, for the most part, been determined by what is gathered in the HBS.
For the most part, this refers to income in the last week (or last pay period for
employees, which may be two weeks or a month). For the particularly variable
income sources, self-employment and investment income, though, income over
a (usually) twelve-month period is gathered and the weekly equivalent used.
Thus although the income data in the HBS is expressed in weekly terms, it does
not, in all cases, relate to actual receipts in the previous week. O Cinneide’s
studies relied on a variety of sources, some of which related to weekly income
and some to annual.

3.6 Preoious Research on the Composition of the Poor
While there are significant differences between the studies reviewed in terms

of their estimates of the overall extent of poverty in Ireland, as we have seen,
there is much greater agreement between them on the characteristics of the poor.
(This aspect of these studies is reviewed in detail in Creighton (1988), on which
the present section draws.)

O Cinneide’s early results highlighted the importance of four groups: the
elderly, farmers, the unemployed/ill and low-paid employees. These dominated
his total estimated number poor in 1971, accounting for over 90 per cent (see
O Cinneide, 1972, Table 11, p. 397). While the 1973 HBS provided a much
more satisfactory database, the analyses of these data by Roche, Fitzgerald and
Rottman, Hannan, et al., in fact broadly confirmed this emphasis. Being able
to link individual earnings with family situation, they focused in the context
of low, pay on the position of employees with large families, or in Rottman,
Hannah, et al.’s family cycle classification the "middle child rearing", "completion"
and "early dispersed" stages. Some alteration in the relative importance of these
groups is noted as the poverty line changes. In particular, as the poverty line
is raised in Roche’s analysis, the importance of households headed by an employee
increases sharply.

While these were the groups which constituted most of the poor, some smaller
groups faced as high, or higher, risks of being below the poverty line. "Risk"
is here defined as the likelihood that a household of a particular type is found
in poverty, i.e., the percentage of all households of that type in poverty; this
is to be distinguished from what is often termed the "incidence" of poverty, i.e.,
the percentage of all poor households made up by households of this type. For
example, though lone parents made up only a small proportion of the poor,
this was because there were not very many in the population as a whole: a high
percentage of the households of this type were none the less found below the
poverty lines. Conversely, while employee-headed households made up a
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significant element of the poor, households of this type faced a relatively low
risk of being in poverty.

Roche’s (1984) analysis of the 1980 HBS revealed some striking changes in
the risk and incidence of poverty between 1973 and 1980. A major finding was
the reduction in risk for households headed by the elderly or, in terms of labour
force participation, the retired and those in home duties. This was largely
attributed to improved State income support. For households with children, on
the other hand, the risk of being in poverty increased sharply over the period.
The risk facing households headed by an unemployed person remained relatively
very high, and as the overall unemployment rate rose, a larger proportion of
all poor households were of this type in 1980. Farm households remained at
high risk and continued to form a substantial proportion of the poor.

3.7 Conclusions
This review of previous research on the extent of poverty and the characteristics

of the poor in Ireland has served to highlight first of all the relatively narrow
approach used. Most studies have based poverty lines on social welfare payment
rates, the "official poverty line" approach. Given the shortcomings of this method
of specifying a poverty line, as discussed in Chapter 2, one of the main objectives
of the present study is to apply a range of other approaches to Ireland.

The review also brought out the very considerable variation in the estimates
of the extent of poverty in Ireland, despite the common methodological basis
and the fact that most relied on the same database, the Household Budget Survey.
This was produced by a number of factors, including differences in the social
welfare scheme chosen as the benchmark, differences in the equivalence scales
used, and different choice of base data for the social welfare rates determining
the poverty lines. The present study is able to look in a structured way at the
sensitivity of the results to the location of the poverty line and the equivalence
scale chosen, and thus make explicit the way in which different results are
produced.

Most of these Irish studies have concentrated on measuring the numbers below
poverty lines -- the "headcount" measure of poverty (though Roche, 1984, did
also measure the aggregate poverty gap). It is important to develop measurement
approaches to take into account the limitations of this measure and the more

sophisticated aggregate measures which have recently been suggested. This is
explored in Chapter 5, having first described the database to be used in this study.



Chapter 4

THE DATABASE

4.1 Introduction
This chapter describes in some detail the survey on Poverty, Income

Distribution and Usage of State Services carried out by the ESRI, which provides

the database for this study. The organisatlon of the survey, the sampling
procedure, and the nature of the response are first outlined. The post-sample
validation and re-weighting procedures to compensate for possible biases are
then discussed. The representativeness and reliability of the data are assessed

on the basis of external information and drawing on experience elsewhere with
such surveys. The content of the survey is described in detail. Some of the key
concepts to be employed in the analysis, in particular the income definitions
and income recipient units used, are also described.

4.2 The Sampling Frame
The survey was designed to provide a national sample from the population

resident in private households. Those living in institutions -- hospitals, hotels,
prisons, etc. -- thus did not form part of the target population. (This is generally
the ease in such surveys, including the CSO’s Household Budget Surveys). The
1986 Census of Population showed that private households contained 97 per
cent of all persons in the Statefl

The sampling fi’mne, from which a sample of names and addresses was drawn,
was the Register of Electors. This is an annually revised listing of all those eligible
to vote in local, national or European elections. The sampling was performed
using the RANSAM programme developed at the Institute, described in detail
in Whe|an (1979). This implements a muhi-stage random sample incorporating
both stratification and clustering, and giving each individual on the Register
an equal probability of being selected.

Research into the quality of the Register as a sampling frame has confirmed

its usefulness. Keogh and Whelan’s (1986) detailed study concluded that the
Register was in reasonable concordance with the population as measured by

7The definition of the popular ion to be sampled as the set of private households makes the results comparable
wilh die Househokl Budgel Surveys and most olher surveys used inlcrnalionally for Ibe study of poverly.
It should be noted ihat Ihe risk of poverty may be quile high among certain groups excluded or underreprcsenled,
such as residen($ ofinstlIullons, (he holncless and travellers; a surs’er such as (he pro:sen( one is nol, how-’c’.’er,
a suiI~lb]t: insirttltilcnl for the study of such groups,

41
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the Census. They did identify some deficiency, though, in terms of under-
representation of young single persons and newly-formed households.

The target sample for the survey comprised 5,850 households, selected as 225
clusters of 26 each. Within clusters, respondents were selected on a systematic

basis, giving an implicit geographical stratification. Since the initial sample of
names and addresses was on the basis of persons on the Register, households
had a probability of selection proportional to the number of electors they
contained. The weighting scheme applied to the results, discussed in Section
4.5 below, was designed inter alia to adjust for this bias.

4.3 Fieldwork
The survey was carried out by the Institute’s own Survey Unit and panel of

trained interviewers. Fieldwork began with a pilot survey of about 200 households
in October 1986. Having reviewed the questionnaire in the light of the results
of this pilot, the main fieldwork began in February 1987. While most of the
interviews were carried out in the six-month period from then to July, the final
interviews were completed in September 1987. All interviews were carried out

by personal visits, often entailing repeat visits to households, and interviewers
were instructed to keep calling until a response or definite non-response was
obtained.

4.4 Response
The total sample selected was 5,850 households. Of these, a total of 615 were

not successfully contacted. For the majority of these -- 421 cases -- this was
because the household had moved and their new address could not be found.
A further 114 of the addresses no longer existed, and in 80 cases the person
selected was deceased.

In addition, 70 of the addresses selected were found to be institutions, and
therefore did not form part of the private household population.

Excluding these cases left a total of 5,165 households. To use the term applied
by the CSO in the context of the Household Budget Surveys, these constituted
the"effective sample". Of these, 3,32t households, 64.3 percent of the effective
sample, responded to the survey. The refusal rate was 24.1 per cent -- 1,246
households refused to participate. A further 486 or 9.4 per cent were never
available when the interviewer called despite repeat visits. For 112 cases, 2.2
per cent, they were too ill or senile to take part.

Of the responding households, 27 were excluded from the sample for analysis
due to completely or substantially missing information in key areas, notably
income. This left a sample for analysis of 3,294 households. This constitutes
63.8 per cent of the effective sample and 56.3 per cent of the overall sample
originally selected.
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The refusal rate ’,’,’as somewhat higher than that found in most other Institute
surveys, presumably due to the sensitivity of the subjects covered in this survey
and the cornplexity of the questionnaires involved. Comparison with the response
rate achieved in the Household Budget Surveys, the principal data source hitherto
on household incomes in Ireland, is relevant. The two national Household Budget
Surveys, carried out in 1973 and 1980, had response rates of 57 per cent and
56 per cent of the effective sample. (The HBS is particularly onerous for
respondents since a tv.,o-week expenditure diary must be completed by household
members.) The response rate in the ESRI survey clearly is comparable then
with those of the national HBS. As is the case with the HBS, post-sample

correction through reweighting of the results is employed to adjust for biases which
may bc introduced by the pattern of non-response.

4.5 Reweighting and Representativeness
Non-response only introduces bias into the resulting sample if it is non-random,

i.e., if certain groups are under-represented and others over-represented. The
importance of such bias depends on the extent to which the groups differ from
each other in a manner which affects the analysis in question. Where the extent
of under-representation can be accurately measured, it is possible to "reweight"
the sample to correct for such biases by giving a higher weight in the analysis
to under-represented groups, and a lower weight to over’weighted groups. Such
a reweighting procedure is applied to the HBS by the CSO, and has also been
applied to the ESRI survey.

When compared with information from external sources, the sample of 3,294
households was found to over-represent rural compared with urban households
-- a higher response rate was achieved for the former. Households headed by
persons aged under 35 were also under-represented, as were those headed by
semi-skilled and unskilled manual workers. In addition, the fact that the sampling
frame is based on persons on the Electoral Register rather than households means
that households with one or two adults are under-represented and those with
three or more adults over-represented in the sample.

A reweighting scheme was developed to correct for these identified biases,
based on the 1986 Labour Force Survey results. The reweighting was
implemented on the basis of four key variables: (i) household location (urban
versus rural); (ii) number of adults in the household; (iii) occupation of the
household head; and (iv) age of the household head. A full cross-tabulation of
the Labour Force Survey responses for these four variables was supplied by the
CSO. This involved 2 categories for location, 6 for number of adults, 4 socio-
economic groupings for occupation, and 3 age ranges, so the total number of
cells in the cross-tabulation was 144.

The same cross-tabulation was derived for the sample, and ",,,’eights calculated
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as the ratio of the population to the sample figures for each cell. When applied
to the households in the sample, then, these weights produce results "grossed-
up" to population levels and corresponding with the population (as reflected in
the Labour Force Survey) in terms of the weighting variables used. In this instance
certain cells in the 4-way cross-tabulation contained very small numbers, and
cells were amalgamated to avoid this. No significant difference in the results
was produced: the reweighted sample still corresponds almost exactly with the
Labour Force Survey in terms of the four variables used.

Having carried out the reweighting, the respresentativeness of the sample may
be assessed by reference to data from a number of external sources. As one
independent check, further data from the 1986 Labour Force Survey were
obtained from the CSO, showing the breakdown of households by the number
of members in paid work. Table 4.1 shows the percentages in the reweighted
sample and in the Labour Force Survey having 1, 2, or 3 or more such members.
The two are very similar, the sample when reweighted reflects very closely the
pattern shown by the Labour Force Survey in terms of this variable -- which
is a particularly important influence on household income. The same is true

of the distribution of households by number of persons unemployed, another
key variable in the context of the analysis of poverty.

Table 4.1: Distribution of Households by Number of A4erabers Engaged in Paid I¥ork

Percentaee of Percentage of
Number of Members Households Households
in Paid Work Labour Force ESRI Survey

Survey 1986 1987

None 30.8 31.1

I 43.5 41.2

2 18.6 20.3

3 or mort: 7.1 7.4

IOO.O IOO.O

Sources: CSO Labour Force Survey special ~abulations; ESRI Survey.

A number of other sources of information may be used to assess the

representativeness of the sample (which from this point on refers to the reweighted
sample). The demographic composition of the sample may be compared with
the population figures from the 1986 Census. Table 4.2 shows the breakdown
of the persons in each by age and sex. The sample reflects the population pattern
well. Where there are differences, the sample has a higher proportion of children
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Table 4.2: Persoas in 1986 C;ensu., and ESRI 5~,nplt I!l’ Agr a.d Srx

MMe,~ I:rmale.~

Age Group                         Census           FSRI           Ce,sus           ESRI

0-,t 9. ,t I 0. ,t 8.9 1 II. 7

5-1’t 211.3 21.9 19.3 I!1.!)

15-24 17.7 15.8 17.1 15.4

25-34 14.2 15.4 14.1 15.4

35-44 12. I 10.6 I 1.7 I0.6

45-54 8.9 8.8 8.5 9.1~

55-64 7.8 8.,t 8.2 8.O

65-74 6.3 6. I 7.3 7.1)

75 and over 3.2 2.7 4.9 3.9

100.0 100.0 II)(I.() 100.11

As pcrccnlagc of all pc,~ons 50.1) 50.1 50.0 ,19.9

Sources: 1986 Census. SlJl|li||;ll’y Populatiol~ Rcporl, Tables 411 and ,IC; ESRI Survey.

(up to 14 years of age) and a lower proportion of those aged between 15-25,
35-44 and 75 and over than the Census. These differences are not substantial,
though, and in the case of the elderly would be largely attributable to the fact
that the sample refers only to those in private households while the Census of

course refers to the entire population. Since a relatively high proportion of the
elderly are in institutions, the private household population has a significantly
lower proportion of this age group than does the population as a whole. (Those
aged 65 and over make up one-third of the institutional population compared
with only 10 per cent of these in private households as shown by the 1986

Census.)B

Administrative statistics on the numbers in receipt of social welfare payments
of different types provide a further external source against which the
representativeness of the sample can be assessed. The numbers in the sample
in receipt of payments from the various schemes, grossed-up to implied population
totals, are compared in Table 4.3 with the number of individual recipients (not
including dependants) shown by the administrative records at end-1986 and
end-1987. (Most households in the survey were interviewed between January
- August 1987). This shows quite a close correspondence between the sample
and administrative figures for the major schemes.

The grossed-up sample figures for Unemployment Benefit and Unemployment

~ensus of Population 1986 Summary Report, page vii and TabLe 13.
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Table 4.3: Number of RecipitnL~ of Major Social Welfare Sohtrnes, Population and (Gro.fsed Up) F~TRI Sample.

Recipients in Recipients in
Population ~rosstd-up ESRI

end-1986
tnd-19117 sample

Old Age and Retircmcnl Pension" 236,722

Unemploymenl Benefit 87.676

Unemployment Asslstnnce 146,016

Disability Bcnclit. Invalidity Pension.
In.jury and Disablcnlcnl Bcnclit 114.750

Widow’s Pcnsiow’

Unnlarrlcd N’lodwrs AIh~wancc

Deserted Wifi"s Bcncfil Allowance

,~tipph’ln¢tltary ~,V~.’]l~ll’c Aiil)w;in¢’t’

F:mfily Income Supplcmenl

239,633 223.300

84,605 82,000

153,591 145,600

98,572 86,900

97,146 99,204 62,800

12,039 13,930 6,900

10.610 12.172 7.850

b 11,774 10,200

4,947 5.532 3,100

Assistance are very close to the totals shown in the administrative records. The

sample figure for Old Age Pensions (Contributory and Non-contributory), at

about 94 per cent of the administrate totals, is in fact higher than might be

expected, since only 91 per cent of the population in the relevant age group

live in private households. However, it appears likely that there has been some

misclassification as a resuh of confusion by respondents who in fact are receiving

widow’s pension, which would help to explain why the numbers in the sample

in receipt of the latter are considerably below the expected figure. The grossed-

up sample totals for the sickness and disability-related schemes are below the

administrative figures, and the same is true for the relatively small schemes for

deserted wives and unmarried mothers and Family Income Supplement. The

sample figure for Supplementary Welfare Allowance is close to the expected total.

Comparison with other external sources is complicated by differences in

coverage and in the concepts and definitions employed. This is the case, for

example, with the data from tax records published by the Revenue

Commissioners, and the National Accounts aggregates of income from different
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sources. These are discussed later in this chapter in the context of the
representativeness and reliability of the income data in the sample, having first
described the content of the survey and the derivation of the income figures.

4.6 Content of the Survey

The survey gathered a wide range of information through a number of different
questionnaires for each household. (These questions are too lengthy to include
with this paper, but are available on request from the authors.)

(i) For each household, one questionnaire covered household composition,
including age, sex, marital status and inter-relationshlps of members, the
nature of the accommodation, tenure type, housing costs, education being
received, utilisation of health services in the previous year by each
household member, and expenditure on utilities such as electricity, gas
and telephone.

(ii) For each individual aged 15 or over and not in full-time education, an
individual questionnaire dealt with the respondents’ income, savings and
assets in some detail; current labour force status and experience over the
previous year; attitudes on issues related to poverty and needs, and to
the social welfare system; educational background and employment/
unemployment experience during their working lives; debts and arrears;
indicators of style of living; access to social support networks; and indicators
of psychological stress.

(iii) Where a full individual questionnaire could not be completed -- because
the person was ill, never at home or refused to co-operate fully, for example
-- an abbreviated questionnaire with key information on income and
labour force status was filled in, either with the co-operation of the
individual concerned or some other household member.

(ix,) For each farmer or farm operator, a separate farm questionnaire was used
to gather information on output and activity levels and on direct and
overhead costs.

(v) For households which did not respond, a special form was used to record
information on the reasons for the non-response and on the location of

the household.

Thus for each of the 3,294 households in the sample, a household questionnaire
and an individual full or abbreviated questionnaire for each adult was obtained.
Over 6,500 full questionnaires and about 1,650 abbreviated personal
questionnaires were cornpleted. In addition, about 600 farm questionnaires were
obtained for these households.
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This brief outline is intended to indicate only the main categories of information
gathered in the survey. Detailed descriptions of the data will be given later in
this chapter and, where appropriate, in the course of the presentation of the
results of the analysis. We now consider the checking and validation of the survey
responses.

4.7 Data Checking and Treatment of Missing Information
Each questionnaire was first checked at coding stage, before the data were

entered on computer. This involved a variety of checks for plausibility and
consistency, to identify response or interviewer error. Such errors were corrected

having referred back to the interviewer, and in some cases returning to the
respondent, where necessary. When keyed, further data checks were implemented
to ensure that values fell within plausible ranges and that responses were internally
consistent.

It was then necessary to identify and examine cases with missing responses,
particularly with respect to income. As already mentioned, 27 responding
households were found to have provided such incomplete information that they
were dropped at this stage. For the remainder, where necessary, a detailed case-
by-case exercise replaced missing income values on the basis of the information
available for that household as well as in the survey as a whole. The majority
of these cases involved respondents who supplied take-home income but did not
know their gross pay and the details of deductions. These were calculated on
the basis of the tax rates in force, taking the person’s marital status and spouse’s
earnings into account, as well as the appropriate PRSI contributions rate for
the occupation and earnings level in question. Other deductions such as
superannuation contributions were also imputed where judged appropriate. In

a small number of cases, neither gross nor net income was provided for an
individual, but was imputed on the basis of information such as the total income
of the household and that of other members, and/or the pay received by others
in that occupation in the sample. Missing social welfare receipts were attributed
to those who stated they were in receipt under a particular scheme on the basis

of the rates prevailing, taking the person’s family circumstances into account.

4.8 Farm Income Estimation
It was necessary to take special account of the problems in obtaining reliable

measures of farm income because of the relatively high proportion of the Irish
labour force engaged in farming activity. Most respondents were not likely to
have detailed farm accounts. Various methods of overcoming these problems
were explored. After consulting An Foras Taluntais (AFT) -- now Teagasc --
and the Central Statistics Office, it was decided to develop an additional farm
questionnaire to collect data on the major elements of output and costs. AFT
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assisted with the design of this questionnaire and also provided advice and
practical assistance in the subsequent estimation of farm incomes.

The general approach adopted was to collect as much information on output
and costs directly from the farmer or farm operator as was possible. The farms
were classified into a number of"cells" according to the farm size, soil type and
farm system; this enables the information supplied by AFT for the average figures
on similar farms in their National Farm Survey to be used to estimate those
elements ofoutput and cost on which information could not be directly collected.

The concept of income used is family farm income as defined by the AFT
National Farm Survey, i.e., gross output plus grants less total direct and overhead
costs. This represents the total return to the family labour, management and
capital input in the farm business in a similar way to the net profit used in the
case of other self-employed persons. It is important to note that the data collected
on farm incomes refer to the calendar year 1986. The Farm Survey shows that
this year was a distinct low point for farm incomes. Not only was there a fall
in farm incomes in 1986, but this followed falls in previous years; 1987 and
1988 have seen a substantial recovery in farm incomes fi’om these levels, as
discussed in Chapter 7.

4.9 Unit of Analysis
As indicated above, the sur’.,ey gathers information at individual and household

level. The household unit itself is defined as a person or a group of persons who
all live regularly together (at the address selected) and for whom food is provided
(at least one meal per day) by the same person or rota of persons. This is the
same definition as that used by the CSO in the Household Budget Survey, the
Census, etc. There was one minor difference in the criteria applied to decide
whether particular individuals were to be included in a particular household:
this was in respect of students. In the HBS, students aged 15 or older, who were
living away from home during term time, were included as members of their

parents’ households only if they were at home for the full 14-day period of diary
record keeping required by that survey. In our survey, since such a diary record
is not required and since students in flats etc., tend to be under-recorded in

surveys,9 this group have been included in their parents’ household provided
they come home for holidays?

Ideally one would like to have full information on the income sharing
arrangements within households, in order to analyse issues related to poverty
and income distribution. It is difficult to collect direct evidence on this, and

9For example, because they are diffieuh to contact, or are ilot on tile Elector’,d Register.

I°No individual questionnaire was required from any of those in full-time education, so this did not pose
a problem; these individuals w’ere recorded as household members tetnporarily away from home.
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was quite impossible for the present survey, given the amount of other information
being sought. (Some data on this topic are however being collected in the follow-
up survey mentioned in Chapter 1.) The most common response to the lack
of information on the internal distribution of resources within the household
in previous work on Irish data -- and elsewhere -- has been to conduct the
analysis at the level of the household. This implicitly treats the household as
if there was complete income sharing within it.

As discussed in Chapter 2, an alternative approach is to conduct the analysis

on the basis of a narrower family group, usually defined as an adult or couple,
together with their dependent children. We shall use the term "tax unit" as a
general term referring to an adult or couple, with dependent children, if any,
since this is the term most commonly used in the international literature. If most

income sharing takes place within tax units, and very litde between them, analysis
at that level provides a more accurate picture of incomes on which to base poverty
analysis. If, on the other hand, there is extensive income sharing between the
units in multiple tax unit households, then household based analysis will be more
accurate. A complete picture is thus only possible using both concepts, ideally
with further information about the actual extent of income sharing.

The information gathered in the ESRI survey allows us to use either the
household or the tax unit, and both are employed in the present study. The
primary concentration in analysing poverty is on the household, but the difference
which using the tax unit would make is also explored. In looking at the operation
of the social welfare system, on the other hand, the main focus is on the tax
(or benefit) unit, since it is on this that policy is for the most part based. Again,
though, the difference which using the household would make is examined.

4.10 The Income Concept
Detailed information on the income of respondents from various income

sources has been gathered in the survey. This covers income from employment
or self-employment (where the latter term is broadly defined to include
employers), rent, interest and dividends, private sick pay and pensions, social
welfare payments, and other regular receipts such as transfers from other
households.

For most income sources, information is gathered first of all on the amount
currently received: for employment income, private pensions, sick pay, and social
welfare receipts, that is in general the amount received last week (or
fortnight/month, etc., if paid on that basis). For certain income sources which
are variable by nature, the survey followed the Household Budget Survey and
most other such surveys in looking for receipts over a longer period, in order
to obtain a more reliable estimate of the usual level of income than the receipts
in the particular week before the survey would give. Thus for rent, interest,
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and dividend income, the amounts received over the past year are asked. For
non-farm self-employment income the most recent twelve-month period for which
respondents have information is asked. The information on which farm incomes
are estimated, as described above, refers to the calendar year 1986. Current
income is then estimated as the weekly equivalent of these amounts received
over a longer period.

In the present study, we follow the standard practice, of the HBS and the

UK Family Expenditure Survey, in focusing on current weekly income - estimated
on the basis of current receipts with the exceptions already noted. It may also
be important, though, to look at income over a longer period, particularly in
assessing the impact of poverty and the social security system on different
household types. For this reason further information was gathered in the survey
which will allow income over the previous twelve months to be estimated. This
includes data on annual salary and on the number of weeks spent in work and
in receipt of the various social welfare payments in the past year. This long-
term income concept will be used in further research to supplement our analysis
based on current income, in order to determine how many families move in
or out of poverty due to short-term income changes, and how many are in poverty
on a long-term as well as short-term measure of income.

The information gathered allows various income concepts to be derived,
including those used by the CSO in their analyses of the Household Budget
Surveys:

(a) income before taxes and state transfers: referred to by the CSO in their
analyses of the Household Budget Survey as "direct" income, this consists
of income from work and property;

(b) gross income: direct income plus State transfer payments;

(c) disposable income: gross income less income tax and PRSI contributions.

In the present study we follow the general practice of focusing mainly on
disposable income, since this is the most directly relevant to the spending power
or command over resources which determine a family’s standard of living. The
survey also contains extensive information on non-cash benefits provided by
the State in the areas of health, education and housing. Taking these into account
in the measurement of poverty and living standards raises complex conceptual
and empirical issues, mentioned in Chapter 2 and discussed in considerable detail
in Chapter 9. The role of these non-cash benefits and the wider redistributive
impact of Government expenditure in these areas will be the subject of a separate
study.

Disposable income is gross income net of income tax and PRSI, which are
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compulsory deductions. All other deductions, including superannuation
contributions, VHI contributions, regular savings or loan repayments to an
employer are added to take-home pay in order to arrive at disposable income.
It could be argued that in the case of superannuation contributions the deduction
is not discretionary and such contributions should not be included in disposable
income. However, a full treatment of the impact of these contributions would

also take into account the corresponding addition of pension rights as an element
in households’ wealth. For the present we follow the customary treatment of
analysing disposable income including those contributions, which interalia allows
comparisons with Household Budget Survey data. In the case of the self-employed
(including employers), the income figure used is profit net of expenses allowable
for tax, and net of income tax. The concept of income used for farms is family
farm income, as described in the AFT National Farm Survey reports.

Some researchers in Ireland and the UK have excluded housing costs from
net disposable income on the grounds that differences in housing costs mainly
reflect differences in the choices available to people, due to imperfections in the
housing market. As against this, higher expenditure on housing may simply
reflect a greater preference for better accommodation. While we focus for the
most part on disposable income, the impact of looking at income net of housing
cost is also explored in Chapter 9.

4.11 Reliability of the Income Data
A crucial issue in assessing the sample in the context of the analysis of poverty

is the reliability of the income data. This has a number of distinct elements,
and it is important to distinguish between them. With survey data, it is sometimes
argued that deliberate understatement of incomes by respondents is likely to be
a major problem. Secondly, misstatment of income -- either under or
overstatement -- may occur because of errors on the part of the respondents.
These both refer to the quality of the information made available by those in
the sample: a distinct concern is about the extent to which those responding
in the survey represent the population as a whole in terms of the income
distribution. All three of these problems tend to be conflated under the broad
term understatement.

Acknowledging that understatement (in this broad sense) characterises all
income surveys such as the HBS, Murphy (1984) points out that there is no
reliable basis for determining the extent of income understatement or the degree
to which it varies between different income sources and types of households.
One of the main reasons for the common perception that understatement is
substantial is the finding common to budget surveys that total expenditure exceeds
total income at all income levels. Murphy notes in this regard that "although
this substantiates the existence of understatement to some degree it really throws
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no light on the situation because the two concepts are not directly compatible"
(p. 61). Expenditure may be financed from sources such as borrowings, savings,
capital gains, retirement gratuities, redundancy lump sums and occasional gifts
or transfers from other households, none of which is included in income as it
is measured. In assessing the income-expenditure gap, it is also important to
recall that while expenditure refers to the current week (or rather an average
of the last fortnight, over which expenditure diaries are kept), this is not the
case with some important components of income. For the self-employed, income
generally refers to an average over an earlier period, which may be some
considerable time ago -- (in the HBS, generally one or two years prior to the
HBS reference year). Finally, the income-expenditure "gap" may also reflect
some overstatement of expenditure (see for example Townsend, 1970).

As far as deliberate understatement is concerned, there are certain
circumstances where this may be likely to occur. Where the income in question
is not being declared, or is being understated, for income tax purposes, then
the respondent may also be likely to understate in a survey. By its nature this
income tends to be unmeasured elsewhere as well, making assessment of its
magnitude virtually impossible. Those in receipt of social welfare payments
related to unemployment or sickness disability may also conceal any income
from working which is not known to the Department of Social Welfare.

However, recent investigations carried out for the Department suggest that
this is not widespread. The incentives for deliberate understatement of income
in a survey such as the HBS or the ESRI survey are ifanythingless rather than
greater than in making returns for t,’Lx oz" in complying with social welfare
means-tests.

Misstatements in income responses could arise from many sources. For wages
and salaries, respondents may know their take-home pay, but not the deductions
which make up the difference between it and gross pay. While some are able
to consult pay slips, many are not. For the self-employed, there may be difficulty
in accurately distinguishing "true" profit, with for example the separatior/of
expenses of the business and personal expenses being problematic. Where income
is variable, an average or total over a period may be difficult to establish. Clearly
where one individual in the household is providing information on the income
received by another -- which is avoided whenever possible -- the scope for error
is considerably greater. While all the responses are checked for internal
consistency, etc., at coding stage, some can also be verified against external
information. This is true of employees in situations where pay scales are known
-- teachers or civil servants, for example. It is most relevant though for social
welfare receipts, which for the ESRI sample were individually checked against
the rates for the scheme in question.

The third aspect of the problem is possible bias in the survey response,
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producing a situation where some parts of the "true" income distributions are
over-represented and others under-representated. There are reasons why we
might expect a pr/ori that particular household types might be likely to be under-
represented. This could be because they are under-represented in the sampling

frame, in a manner which the reweighting procedures fail to deal with, or,
alternatively, they could have a greater-than-average propensity to refuse to
participate. Evidence from the investigation of this aspect of the representativeness
of surveys elsewhere -- discussed in more detail below -- suggests that in practice
the main problem is likely to be under-representation at the very top of the income
distribution.

These possible problem areas with income surveys are of course common to
the ESR1 survey and the HBS. It is none the less of interest to compare the
average income figures from the 1987 HBS, which have just been published,
with the results of the ESRI survey. For disposable income, on which we
concentrate in this study, the two are very close -- average household income
was £201 per week in the HBS (CSO 1989) and £198 in the ESRI sample. Due

to differences in the timing of the surveys, and in particular the fact that the
reference year for farm incomes in the ESRI survey was 1986 but in the HBS
it was 1987, if anything a wider gap would be expected between the two. While
both are subject to the problems inherent in surveys, these represent independent
observations and thus enhance confidence in the overall average income level.
No data on the distribution of income in the HBS are available as yet - when
these do become available for analysis, an in-depth comparison with the ESRI
sample will be possible.

An alternative external check on the reliability of the income data could be
based on a comparison with the distribution of income published by the Revenue
Commissioners. There are, however, a number of difficulties to be overcome
in putting the two distributions on a comparable basis. First, the Revenue
Commissioners data include only taxable income and exclude, for example,
income from short-term social welfare payments. The ESR1 database will allow
a comparison to be made using this taxable income concept, since the data
collected distinguished between taxable and non-taxable incomes. But this raises
a second difficulty. The Revenue Commissioners’ figures for taxable income
are calculated over the relevant tax year, while the income measures presently
defined for the ESRI survey refer to current income. Thus, for example, a person
who is employed for only halfof the year, at an annual rate of £10,000, would
have an income of£5,000 in the Revenue Commissioners statistics. The income
measures presently calculated for the ESRI survey, on the other hand, would

record the person as having either a zero current taxable income (if interviewed
during a spell of unemployment) or a current taxable income, if annualised,
of £10,000 per annum (if employed at the date of interview). Sufficient
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information has been collected in the ESR[ survey to allow a twelve-month
income estimate to be constructed, taking accoun’t of the number of weeks worked
in the previous twelve months. Until this procedure has been implemented one
would expect quite marked differences between the two distributions, even if
they were both based on perfectly accurate data. For instance, the ESRI database
would be expected to have a greater number of zero and very low incomes
corresponding to those interviewed at a time of unemployment, while the
distribution based on income tax data would be expected to have greater numbers
in income categories above the very lowest, corresponding to persons engaged
in paid work for less than a full tax year.

Until the direct comparison of the distributions of taxable income in the ESRI
survey and the Revenue Commissioners’ statistics can be derived, we must rely
on similar comparisons for an assessment of the reliability of survey-based income
measures. In the Irish case, Nolan (1978) compared the income distribution
in the 1973 Household Budget Survey with a distribution derived from the
Revenue Commissioners’ statistics. The main difference found was a higher share
going to the top decile in the tax-based distribution. This may be partly due
to the shift in the unit of analysis (since the grouping of tax units into households
tends to increase equality). But to the extent that the tax-based distribution is
more accurate, this suggests that there may be under-reporting or under-
representation of the highest income levels in the HBS. For the UK, Atkinson,
Gomulka and Sutherland (1988) compared the distribution of taxable incomes
in the Survey of Personal Incomes, which is a large scale random sample from
the tax records, and the Family Expenditure Survey. The), reached a similar
conclusion: "It appears that understatement arises for the top two groups but
not for the upper middle ranges" (p. 234).

In principle, national income aggregates can also provide a check on the
reliability of survey-based income data. For example, average disposable income
per household in the sample may be multiplied by the total number of households
in the country to give an estimated national total. One may then attempt to
compare this total with a figure derived from the national accounts. This exercise
is, however, fraught with severe difficulties. The basic source of these difficulties
is that there are no national accounts figures for the aggregate household sector.
Instead, figures are published relating to what is termed the personal sector.
This includes not only households, but a wide range of "non-profit making
institutions serving households" e.g. second- m~d third-level education institutions.
The investment income of life assurance and pension funds is also included in
the national accounts concept of"personal disposable income", but is not included
in survey measures of household disposable income. Further differences between
the two measures arise because the national accounts concept includes certain
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non-cash transfers and imputed rent from owner-occupation of housing, and
the household figure excludes the institutional population.

A detailed study in the UK of the relationship between income in the Family
Expenditure Survey and national accounts aggregates, taking into account the
differences in definitions and concepts outlined above, was undertaken by
Atkinson and Micklewright (1983). They found that when the appropriate
adjustments had been made, divergences in the figures for earnings and social
security benefits were relatively small. For self-employment and investment

income, they emphasised the role of under-representation (especially of top
incomes) due to differential, non-response, as well as understatement, in
explaining the remaining discrepancy between the survey-based figure and the
adjusted national accounts total.

One simpler check on the overall representativeness reliability of the income
data in the ESRI survey is based on a comparison of sample and population
distributions of entitlements to health services. Eligibility status for public health
services depends on income. The sample and population proportions of medical
card holders (category I), those entitled to a hospital services card (category II),
and others (category III) are in fact found to tally quite closely. About 34 per
cent of persons in the sample were covered by a Medical Card, compared with
38 per cent in the population -- part of the difference being attributable to the
exclusion of the institutional population from the survey. The percentage of
persons in the sample in entitlement Category III (on the basis of their reported
income) was 14 per cent, close to the 15 per cent of the population in this category.

4.12 Summary
This chapter has outlined the information collected by the ESRI Survey for

the analysis of poverty, income distribution and the usage of State services. The
wealth of information available for the 3,300 households and 8,200 individuals
who responded provides an unprecedented resource for the analysis of poverty
and social security in Ireland. Detailed information has been gathered on the
components of households’ and individuals’ incomes, housing tenure and costs,
indicators of households’ standards of living, debts and arrears, savings and assets.
As well as this wide range of objective information related to poverty and social
security, the survey has collected new information on respondents’ subjective
response to their situations, and on their opinions regarding poverty and related
issues. Taken together, this information will allow the analysis of the nature
and extent of poverty, and of the forces at work in transmitting and producing
poverty, to proceed on a much firmer basis than has been possible up to now.

The nature of the survey, the response, post-sample reweighting and
representativeness of the survey were discussed. The response rate was considered
satisfactory for an onerous survey dealing with some particularly sensitive topics.
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When compared with data from external sources, the sample appeared to
represent the population adequately in terms of a number of key variables.

The income and income recipient concepts to be employed were also described.
The income information and concepts accord closely with those employed in
the Household Budget surveys and the UK Family Expenditure Surveys. The
data gathered allow both the household and the narrower tax unit to be used
as the recipient unit for analysis, and both are employed in the present study.
While it is difficult to find satisfactory external sources against which to assess
the reliability and representativeness of the income data, the sample corresponds
closely with mean income in the 1987 Household Budget Survey and with the
population proportions in the three income-based entidement categories for public
health care.



Chapter 5

THE EXTENT OF POVERTY." AGGREGATE RESULTS USING PUREL Y
RELA TI VE PO VER TY LINES

5.1 Introduction
In critically reviewing the methodological issues which arise in attempting

to measure poverty, in Chapter 2, it was argued that a variety of approaches
provide different perspectives and are of value. No one metl3od, and no simple
answer, can reflect the complex nature of.the phenomenon’being studied. The
data gathered in the ESRI survey, as described in Chapter 4, offers an
unprecedented opportunity to explore a range of analytic approaches with a
common set of households. In this and the next chapter two of these approaches
are applied: these are the purely relative poverty line method, dealt with in the
present chapter, and the consensual income poverty line approach, the subject
of Chapter 6.

The deprivation indicator method of deriving a poverty line was also discussed
in Chapter 2. The pattern revealed by a range of such indicators, and what
can be learnt from them, are the subject of Chapter 8. However, in the present
study these indicators are not used as the basis on which to derive an aggregate
measure of poverty: their possible use in that context, and the issues to which
this gives rise, are among the topics discussed in Chapter 8. Another of the
methods reviewed, the "official poverty line" approach, is not used in this study
in measuring poverty because of the shortcomings emphasised in Ghapter 2.
Rather, we concentrate in measuring poverty on standards independent of the
social welfare system. In assessing the effectiveness of that system in reaching
its own objectives, though, in Chapters 10 and 11, the safety net levels of support
are used as measures of the system’s own minimum income standards rather
than as poverty lines.

In this chapter, the purely relative poverty line approach is applied to the
ESRI sample to derive a range of relative income thresholds and quantify the
extent to which people fall below them. A major advantage of the approach is
that it can also be applied in an identical way to data for earlier years, from
the 1973 and 1980 Household Budget Surveys. This allows an extremely valuable
comparison over time to be made, which is also described here. Limited
comparisons with other countries are also possible using this approach, and subject
to considerable qualification these are also discussed. The characteristics of the

58
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households falling below the thresholds and how these are changing over time
are obviously of great importance, both in trying to understand the forces at
work and framing policy responses, and this merits an in-depth analysis described
separately in Chapter 7.

The present chapter focuses on the aggregate pattern, and begins with a
discussion of the purely relative poverty line approach itself and the way it is
applied here, in Section 5.2. Section 5.3 presents the aggregate results on the
numbers falling below a range of relative poverty lines in 1987, on the basis
of the household recipient unit. Section 5.4 assesses the implications of using
the narrower family unit. Section 5.5 looks at trends over time, on the basis
of a comparison with the 1973 and 1980 HBS. In doing so, the importance of
going beyond simply counting the numbers below a poverty line, to use summary
measures which also reflect the intensity of poverty, is emphasised and illustrated.
Section 5.6 compares the results for Ireland with those available on a similar
basis for other countries, and Section 5.7 summarises the main findings of the
analysis.

5.2 Purely Relative Poverty Lines: The Methodology
The purely relative poverty line approach bases an income poverty line simply

on a particular proportion of the mean or median income in the population or

in the sample being analysed. The most common procedure in applying the
method has been to take half the mean or median as the poverty line. However,
as emphasised in Chapter 2, this is arbitrary, and the method itself provides
no basis on which to select a particular cut-off. The use of a single line is also
subject to the disadvantages also stressed there, that the conclusions reached
-- in terms of the characteristics of the poor or trends over time, for example
-- may be viewed as highly dependent on the particular line chosen.

The approach adopted here, therefore, is to employ not a single line but a
number of relative cut-offs. This allows the sensitivity of the results to the location
of the poverty line to be assessed, and allows much firmly-based conclusions
to be reached. The cut-offs employed are 40 per cent, 50 per cent and 60 per
cent of mean equivalent income. A range of cut-offs rather than a single poverty
line (though based on social security support rates) was used in Rottman, Hannan
and Hardiman, Wiley’s (1982) Irish study for the same reasons, following Layard
et al. ’s report for the UK Royal Commission on the Distribution of Income and
Wealth (1978). Studies using the relative poverty line approach and employing
40 per cent, 50 per cent and 60 per cent thresholds rather than just the 50 per
cent one include the cross-country study for the EC Commission by O’Higgins
and Jenkins (1988), and the analysis of the Luxembourg Income Study (LIS)
cross-national data base by Buhman et al. (1988).

Both mean and median income have been used as the basis for relative poverty
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lines elsewhere. For example, mean income forms the basis of recent official
British figures on families at low incomes, and of the EC study by Jenkins and
O’Higgins, while Buhman et al. ’s analysis of the LIS data and Ringen’s (1988)
estimates for Sweden employ the median. Mean income has the advantage of
being more easily understood in presenting the results, and can be seen as broadly
reflecting the general standard of living in the community. The argument for

. using the median is that the mean will be influenced by very high incomes which
have little relevance for "ordinary" living standards (see for example Fuchs (1967)
who originally proposed the use of the median). This could be important if the
income distribution was particularly highly skewed and/or was shifting sharply
over time.

In practice, the mean and the median tend to follow a very similar trend over
time, and it would be difficult to justify a strong preference for one rather than
the other as a better indicator of general living standards in an economy such
as Ireland. The median will almost always be below the mean and thus a
benchmark calculated as for example 50 per cent of the median will be below
the corresponding line based on the mean. However, the particular proportions
used are themselves arbitrary, as already made clear. The use of a number of
proportionate cut-offs is intended to reflect the patterns over a range of income
levels, rather than having particular significance in themselves. In the present
study the mean is used as the basis for these cut-offs, since it is easily understood
as a measure of general living standards. Reference is also made however to
the difference which using the median instead would make.

The income recipient unit we use in applying relative poverty lines is principally
the household, though later in the chapter the effect of using the narrower tax
unit is also examined. It is then critical that the different needs of households
of differing size and composition he taken into account. The simplest way to
do so would be to treat each individual as having equal needs, and divide
household income by the number of members to get income per capita. However
this takes no account of the fact that persons at different ages are not equivalent
in terms of needs, and that there may be economies of scale in consumption
-- two people may be able to live more cheaply in one household than separately,
for example.

We therefore employ the customary approach, whereby adult equivalence
scales are used. These set out relativities between different household types, which
allow them to be converted to a comparable basis. If, for example, a single person
living alone is taken to equal 1, a couple living together may be attributed the
value 1.7. Equivalent income is then calculated by dividing total household income
by the equivalence scale for the household type in question. If the 2-adult
household in the example has twice the income of the single adult household
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-- i.e., the same income per person -- then equivalent income will be higher
for the larger household, reflecting economies of scale.

The issue must then be faced as to what the appropriate relationship between
different household types is -- which set of equivalence scales is to be chosen?
This is a complex and quite controversial research topic in itself. No consensus

has emerged from research internationally on an appropriate methodology for
developing equivalence scales, and an extremely wide spectrum of scales has

been applied in practice. (A comprehensive review of this literature is provided
by Whiteford, 1985.)

For Ireland, a number of different sets of scales have been used in previous
research, as discussed in Chapter 3. Some have been based on the relativities
implicit in the rates of payment provided by the social welfare system (see
Rottman, Hannah et al., 1982; Murphy, 1984; Roche, 1984; Rottman and
Reidy, t988), while others have made use of scales developed elsewhere
(Fitzgerald, 1981). Recently, results from the first study to estimate equivalence
scales based on the expenditure patterns of Irish households have been published
(Conniffe and Keogh, 1988). This used the 1980 HBS expenditure data to
estimate the "cost ofchildren" -- the extra income a couple with children would
require in order to attain the same standard of living as a couple without children.
It employs the Stone-Geary linear expenditure system, and differentiates between
children of different ages.

Conniffe and Keogh cover children only, not the relativities between households
with different numbers of adults. They also employ a specification producing
scales which vary with the income level involved,tl It is intended to make use

of these results in further research focusing specifically on child poverty. Here,
in order to cover all household types and to facilitate comparisons with results
elsewhere, we necessarily employ a more ad hoc approach. This involves using
not one but a number of equivalence scales. This permits the sensitivity of
particular results to the precise scales adopted to be assessed. Results which hold
over all the scales can therefore be put forward with a good deal more confidence
than those based on one set of scales assumed to be appropriate.

The three sets of scales used here are as follows:

(A) The scales used in studies for the EC Commission and in the cross-country
element of our own EC project, where
the household head is 1;
each additional adult is 0.7;
each child is 0.5.

LIThe specifica[ion produces an eStlmllll: of the ~cos( of a child" in llolninal [~.:rlns, "~’hich then represents a

differenl proportion of income [’or households al differenl income levels. Mosl of[he equivalence scales applied
in erzlpirical studies of poverty and income dis~rlbution have been simpler, employing a relativity between
households of dlfl’ercnt types ",~’hieh does nol vnr2,’ with income,
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(B) A scale allowing less for additional adults and children than A,
where the household head is 1;
each additional adult is 0.6;
each child is 0.4.
(This is similar to scales derived from the UK Supplementary Benefit
Scheme rates of support and widely used in the analysis of poverty and
income distribution there.)

(C) A scale based broadly on the relativities implicit in the Unemployment
Assistance/Supplementary Welfare Allowance schemes (including Child
Benefit),
where the household head is 1;
each additional adult is 0.66;
each child is 0.33.

In order to facilitate comparison with the results from the Household Budget
Surveys, "Child" is in this context taken to be those under 14 years of age.

These scales cover a considerable range, and in broad terms encompass those
adopted in previous Irish research on poverty and income distribution.K2 Most
emphasis may perhaps be due to scale C, since it is derived from specifically
Irish sources. This should not be over-stressed though, given that basing scales
on those implicit in the social security system is not a particularly satisfactory
procedure, for reasons analogous to the objections to the "official poverty line"
approach set out in Chapter 2. It is therefore important to assess at all stages
the sensitivity of particular results to the scale employed, and the range of scales
used here allows this to be done.

Using each of these scales, the number of adult equivalent units in each
household is calculated, and equivalent income then determined. The mean

equivalent income over all households in the sample is calculated, and the relative
poverty lines are then 40 per cent, 50 per cent and 60 per cent of the mean.

The income concept used is disposable income, defined as income from work
and property, plus cash social welfare transfers, minus income tax and employee
PRSI contributions. Disposable income defined in this manner corresponds with
the concept employed by the CSO in the HBS. Superannuation contributions
by employees are included in disposable income, though it is intended to examine
the impact of treating them separately in the future. Likewise the imputed rent
attributable to owner occupation is not included in income at this stage, but
will be the subject of further analysis.

12See Chapter 3 Section 3.4 for discussion of the equivalence scales used in previous Irish studies.
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5.3 Relative Poverty Lines." Aggregate Results for 1987
Mean disposable weekly income for the households in the ESRI sample was

£198. When adjustment was made for differences in household size and
composition using the three sets of equivalence scales, mean income per aduh
equivalent was found to be:

£79.5 using scale A;
£86.4 using scale B;
£85.5 using scale C.

On the basis of these means, the relative poverty lines may be derived.
Concentrating first on the most commonly-used 50 per cent line, this produces
poverty cut-offs of between £39.7 and £43.2 for a single adult household,
depending on the equivalence scale used. For other household types, the poverty
line in nominal terms is simply this figure multiplied by the number of adult
equivalent units in the household. For a 2-adult plus 2 children household, for
example, with scale C the number of equivalent units for this household type
is 2.32. The 50 per cent relative poverty line for this type of household is thus
(£42.75 x 2.32) = £99.

When the 50 per cent line is applied, with the three variants because three
distinct sets of equivalence scales are used, the number of households in the
ESRI sample below the line is as shown in Table 5.1. Depending on the scale
used, between 17t/2 per cent and 19 per cent of households are below this line.
Focusing not on households but on the persons in them, the table also shows
that between 20 per cent and 23 per cent of all persons in the sample were in
these household below the 50 per cent line.

Table 5.1 : 50 per Cent Relative Poverty Line, With Three Sets of F.,qulvalenee Scales, Applied to ESRI Sample

Percentage of households/persons below the line:

Equiualence Scale

A B C

Percentage of households 18.9 18.5 17.5

Percentage of persons 22.9 21.2 19.8

These results show first of all that while the exact equivalence scale employed
dots make some difference to the percentages below the line, the variation is
not substantial enough to seriously alter the overall picture. Secondly, the
percentage of persons below the line is greater than the percentage of households,
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irrespective of the scale used -- "poor households", defined in this way, must
be larger than average. In fact, while average household size in the sample as
a whole was 3.6 persons, the average for those below the 50 per cent line was
about 4.2.

Broadening now to the other two relative poverty lines, Table 5.2 shows the
percentage of households and persons below the 40 per cent and 60 per cent
lines, calculated in the same manner and using the three sets of scales as before.

Again, the equivalence scale used makes some difference, particularly at the
40 per cent line. The percentage ofpersons in households under each line is still
greater than the percentage of households under the line/scale combination in
question -- these households are consistently larger than average. The difference

between the percentage of persons and of households below the line is greatest
for equivalence scale A, which incorporates the largest allowance for the needs
of extra adults and children of the three sets used. This means that equivalent
income for larger households is lower using this than the other sets of scales,
so more of the large households fall under the three poverty lines. Similarly,
this scale produces a higher percentage of persons (though not of households)
under each of the three poverty lines than the other two scales.

Table 5.2: Alternative Relative Poverty Lines Applied to ESRI Sample

Percentage oar households/persons below line:

Equivalence Scale

A B C

40 per cent poverty h’ne:
Percentage of households
Percentage of persons

60 per cent pouerty line:
Percentage of households
Percentage of persons

10.0 8.9 7.5
12.8 10.5 8.2

29.0 30.5 30.0
33.5 32.2 31.4

Clearly, there is a very considerable difference between the numbers falling
below the 40 per cent, 50 per cent and 60 per cent relative poverty lines,
irrespective of the equivalence scale used. Since the ratios chosen are essentially
arbitrary, there is no basis within the method itself on which one of the lines
may be selected as "the" poverty line. It is useful, though, to put the income
levels involved into perspective. The 40 per cent line incorporates, for a single
adult household, a cut-off of between £32 and £34.5 per week, depending on
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the scale used. At the time of (most of) the survey, such a person would have
received £33 per week under the Supplementary Welfare Allowance scheme,

and almost £37 on the long-term urban rate of Unemployment AssistanceJ~

The 50 per cent line entails levels of £40-43 per week for a single adult, while
such a person would have received £41 per week on flat-rate Unemployment
Benefit (with full contributions). The 60 per cent line allows between £48 and
£52 per week to a single adult: this lies between the £45.75 and £53.34 then
payable in non-contributory and contributory Old Age Pensions respectively.

These results illustrate the extreme sensitivity of the measured number "in
poverty" to the precise location of the poverty line. Within the relatively narrow
equivalent income range covered, a large proportion of the population is

concentrated (as shown in Figure 5.1). Thus, moving from the 40 per cent to
the 60 per cent line -- an increase of only about £17 per week in the poverty
line for a single adult -- increases the percentage of persons below the line from
about 8-10 per cent to 31-33 per cent. The gap in nominal terms between the
40 per cent and 60 per cent lines is of course greater than this for larger household
types. For a 2-adult plus 4 children household, for example, the comparison
is between a 40 per cent line of about £100 and a 60 per cent line of about £150
(using scale C for illustration). None the less the sensitivity of the number found
to be in poverty to the exact location of the poverty line over a relatively narrow
range is to be emphasised.

As noted above, some studies have used the median rather than the mean
as the basis for relative poverty lines. The median is invariably below the mean
of actual income distributions, and in the case of the ESRI sample median
equivalent disposable income is about 20 per cent below the corresponding mean,
for each set of equivalence scales. Given the concentration of households in a
relatively narrow income range just referred to, this means that applying the
same proportions to the median -- i.e., taking 40 per cent, 50 per cent and 60
per cent -- rather than the mean would produce substantially lower numbers
below each proportionate cut-off. Using equivalence scale A, for example, about
41h per cent of persons ~n the sample are below 40 per cent of median equivalent
income, 12 per cent are below the 50 per cent cut-off, and 20 per cent are below
the 60 per cent one. These figures compare with the results using the means
in Tables 5.1 -- 5.2 above, where 13 per cent were below the 40 per cent
threshold, 23 per cent below half mean income, and 33 per cent below the 60
per cent line. However as emphasised in the earlier discussion, the particular
proportions of mean or median income used in deriving relative poverty lines
are themselves a matter of eholce, the method itself provides no basis in which

13The social welfare payment rales quoted here applied up toJuly 1987, while the survey was compleled
only in Seplember, bul most of Ihe respondenls were inler’,’iewed before Ihe increase in rates in July.
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to look at 40 per cent, 50 per cent and 60 per cent rather than any other
proportions. These particular ones are applied, with mean income, in the present
study because they span a wide range of commonly applied standards; they are
not necessarily the proportions which would be most useful if the median were
the basis of the lines.

So far, the analysis has used the household as the income recipient unit. As
discussed earlier, in reality income may not always be fully shared among all
household members, and a narrower recipient unit may also be relevant. We
now examine the impact on the relative poverty line results of using such a
recipient unit.

5.4 Relative Poverty Lines Using Tax Units
As discussed in Chapter 2, analysis at household level implicitly treats all

members as if they had the same standard of living. It may in fact be the case
that most income sharing within households takes place between married couples
and their dependent children; older children, and other household members may
be rather more financially independent. If this is so, then some household
members may experience financial poverty, while others are above the poverty
line. In order to explore the importance of this issue, we have conducted a relative
poverty analysis at sub-household level. The unit chosen is commonly referred
to in the international literature as the tax unit, and coincides with the income
tax unit in Ireland when child tax allowances were in force, i.e., a single person
or married couple, together with dependent children. A dependent child is defmed
here as aged below 15 or still in full-time education. Two-thirds of households
in the sample contain just one tax unit, but 21 per cent contain two and 13
per cent contain three or more tax units.

The aggregate results when the three relative poverty lines were applied at
tax unit level to the ESRI sample, using equivalence scale A, are shown in Table
5.3.

Table 5.3: Percentage of Persons~Tax Units Below Relative Poverty Lines, ESRI Sample

Percentage Percentage
of Tax units of p~sons

40 per cent line 12.4 12.8

50 per cent llne 22.6 25.1

60 per cent line 32.8 35.4

Note: based on equivalence scale A.
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The percentage of tax units falling below the relative income poverty lines
is significantly greater than the proportion of households below each of the
corresponding standards: 22.6 per cent of tax units as against 18.9 per cent of

households at the 50 per cent line, for example (see Table 5.2). However, by
definition, households contain at least as many persons as a benefit unit, and

sometimes more; it is therefore technically possible for the percentage of tax
units below an income standard to be higher than the percentage of households
below that standard even when the two analyses identify exactly the same persons
below the income standard.

A more relevant comparison focuses on the percentage of persons contained
in households and in tax units identified as below the relative income poverty
lines: this provides a common standard of comparison between the household
and benefit unit calculations. The percentage of persons below the relative poverty
lines on a tax unit basis in Table 5.3 may therefore be compared with the
percentage of persons in households below the corresponding lines. From Tables
5.1 and 5.2 these can be seen to be 12.8 per cent, 22.9 per cent and 33.5 per
cent for the 40 per cent, 50 per cent and 60 per cent lines respectively (using
scale A). Thus, a slightly higher percentage of persons fall below the relative
poverty lines on the tax unit basis, except at the 40 per cent cut-off, where the
proportions are identical.

The factors underlying this pattern can best be illustrated by an example of
a household containing two tax units, with one below the relative income poverty
line, and the other above it. There are two possible reasons for differences between

household and tax unit based counts of persons below a given income standard.
First, the shortfall between the income of the first tax unit and the poverty line
may be less than the excess of the other tax unit’s incomes over the poverty line;
in this case, at household level, it appears that there is no one below the poverty
line. Second, the shortfall may be greater than the excess of the tax unit’s income
over the poverty standard; in this case it appears that the household as a whole
is below the poverty line.

These factors are complicated by the fact that the mean equivalent incomes
on which the relative poverty lines are based are also changed by the shift in
the level of analysis. The sum of the mean equivalent incomes of all tax units
in a household is below the corresponding equivalent income because there are
now, in multiple tax unit households, more adult equivalent units per household,
when each head of tax unit counts as 1, where before all adults except the head
of household counted as 0.7 (using scale A). The results indicate that the cases
where income shortfalls at tax unit level are masked at household level are much
more common than cases where a shortfall in one tax unit pulls the whole
household’s income below the line. The exception to this rule is the 40 per cent
relative poverty line, where the two factors net out. Even in this case, one should
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note that the actual persons identified as being in poverty may differ under the
two approaches.

In terms of the overall picture, then, the use of the narrow recipient unit does
not appear to make a substantial difference. Neither the tax unit nor the household
is unambiguously more appropriate, since the actual extent of income sharing
-- about which very little is known -- probably varies a great deal across different
households. It is important to keep in mind the implicit assumption of complete
sharing when the household is used, and in assessing the impact of die social
welfare system in Chapters 10 and 11 both units will be used.

For the present, we will continue to focus on the household unit, and pursue
the relative poverty line approach. We have seen that the use of a range of poverty
lines has the major advantage that results which hold consistently across all lines
can be identified and put forward with considerable confidence. This is of
particular relevance in looking at trends over time and comparisons with other
countries, the topics examined in the next two sections. In first examining trends

over time, the importance of broadening the measure of poverty beyond the
simple headcount of persons below a particular line is also emphasised and
illustrated.

5.5 Relative Poverty Lines and Trends Over Time
The relative cut-off approach is particularly useful in looking at trends over

time, in that it can be readily applied to other data sets and comparable resuZts
derived. In this study, the relative poverty line method was also applied to the
results of the Household Budget Surveys for 1973 and 1980, the only such surveys
for earlier years covering both urban and rural areas. With the co-operation

of the CSO, this analysis was carried out using information at household level,
rather than relying on aggregated published information. Access to the
information held by the CSO, was on a basis which ensured the absolute
preservation of confidentiality for the respondents.

The three relative poverty lines, again with variants of each using the
equivalence scales A, B, and C, were calculated for the two HBS samples. These
lines are of course relative to mean income in the sample in question. Mean
disposable household income was £36. t6 per week in the 1973 HBS and £ 106.45
per week in the 1980 one. Mean equivalent income was about £14-15 in 1973
and £43-46 in 1980, depending on the scale used.

Focusing first on the 50 per cent line once more, Table 5.4 compares the
percentages of households and persons under (the three variants of) this line
in the ESRI surveyand the two HBS samples. The pattern over time is consistent
across the three sets of scales: the percentage of households below the 50 per
cent line fell between 1973 and 1980 but rose between 1980 and 1987, while
the percentage of persons in these households rose steadily over the period. The
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Table 5.4:50 Per Cent Relative Poverty Line Applied to ESR1 Sample 1987 and HBS 1973 and 1980.

Percentage of households/persons below 50 per cent line:

Equivalence Scale

A B C

Percentage of households:

1987 ESRI 18.9 18.5 17.5

1980 HBS 17.2 17.6 16.8

1973 HBS 18.2 17.9 17.7

Percentage of persons:

1987 ESRI 22.9 21.2 19.8

1980 HBS 19.2 17.4 16.2

1973 HBS 17.8 15.9 14.8

increase in the percentage of persons below the line is quite substantial -- about

5 per cent of all persons irrespective of the equivalence scale used, which

represents a rise of up to one-third on the 1973 level. Most of this increase took

place between 1980 and 1987. For 1973-1980, since fewer households fell below

the line in the latter year, the increase in the percentage of persons below the

line reflects an increase in the average number of persons in these households.

For the 1980-87 period, though, both an increase in the percentage of households

below the line and a rise in the size of these households contributed to the

substantial increase in the percentage of persons falling below the 50 per cent line.

To see whether these findings also hold over other relative poverty lines, Tables

5.5 and 5.6 make the same comparison over time using the 40 per cent and

60 per cent relative lines respectively. The 40 per cent line reveals a less consistent

picture than the 50 per cent llne. Perhaps most importantly, using equivalence

scale C there is no longer an increase in the percentage of persons below the

line between 1980 and 1987. Such an increase is still seen with the other two

scales, though, and is also found over the entire 1973-87 period for all three

scales. For the percentage of households in poverty -- which is less important

in evaluating welfare implications than the percentage of all persons -- the pattern

over time now varies depending on the equivalence scale used.

Using the 60 per cent line, Table 5.6 shows a steady increase from 1973 --

1980 -- 1987 in the percentage of persons under the cut-off, similar to that found

with the 50 per cent line. Again, the increase took place for the most part between

1980 and 1987, and is substantial -- at about 5-7 per cent of all persons. With

this line, the percentage of households below the line also rises between 1973-80

and 1980-87, though mostly in the later period.
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Table 5.5:40 Per Cent Relatiue Poverty Line Applied to ESRI Sample 1987 and HBS 1973 and 1980.

Percentage of households/persons below 40 per cent line:

Equivalente Scale

A B C

Percentage of households:

1987 ESRI 10.0 8.9 7.5

1980 HBS 8.5 8,6 8.0

1973 HBS 8.0 8.5 8.3

Percentage of persons:

1987 ESRI 12.8 10.5 8.2
1980 HBS 10.4 9.3 8.5
1973 HBS 8.5 7.5 6.8

Table 5.6:60 Per Cent Relative Poverty Line Applied to ESRI Sample 1987 and HBS 1973 and 1980

Percentage of Itouseholds/persons below 60 per cent line:

Equivalence Scale

A B C

Percentage of households:

1987 ESRI 29.0 30.5 30.0

1980 HBS 27.9 27.9 27.6

1973 HB$ 27.8 27.0 26.0

Percentage of persons:

1987 ESRI 33.5 32.2 31.4

1980 HBS 29.7 27.6 26.7
1973 IqBS 28.7 26.4 24.5

To summarise the main results of this comparison over time, then:

(i) between 1973 and 1987, the percentage of persons in households falling
below each of the relative poverty lines rose, irrespective of the equivalence
scale used;~ this was primarily because these households were larger

HRoche (1984) applied what is in effect a relative [overly line to 1980. and found, in contrast to the results
described here, a substantial fall in measured poverty over the period. The differences between the Iwo analyses
are discussed in detail in Nalan and Callan (1989a) which highlights Roche’s use of the growth in real national
income (as well as the increase in the CPI) Io uprate the 1973 poverty line to 1980. This gives a considerably
lower poverty line for 1980 than our results, which are based on average income in the 1980 sample itselL
Roche’s indexation procedure appears less appropriate, given the conceptual and other differences between
national income and the income of households.
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relative to the average in the later year, rather than to more households
falling below the lines;

(ii) between 1980 and 1987, there was a particularly substantial increase in
the percentage of persons in households falling below the 50 per cent and
60 per cent relative lines, irrespective of the equivalence scale used; this
reflected both an increase in the (relative) size of these households and an
increase in the percentage of households below the lines; the percentage
of persons below the 40 per cent line rose with two of the sets of equivalence
scales and fell slightly with the third.

(iii) over the entire period 1973-1987, the percentage of persons in households
falling below each of the relative poverty lines rose, irrespective of the
equivalence scale used.

So far, this analysis has focused on the percentage of households/persons below
the relative lines. However, as noted in Chapter 2, this "headcount" of the poor
has serious limitations and some perverse features as a summary measure of
poverty. Ideally, we want to take into account not only the number falling below
a particular line, but also the depth of their poverty. The use of a range of lines
rather than a single cut-off helps to provide this perspective, showing for example
how many of those below 50 per cent of mean income are/are not also below
40 per cent. However, it is also important to supplement the headcount with
more sophisticated aggregate measures which reflect how far people are falling
below the poverty line in question. A variety of such measures has been proposed
in recent years, as detailed in the references mentioned in Chapter 2.

We have applied one particularly attractive set of aggregate measures of this
type, developed by Foster, Greet and Thorbecke (1984) and Foster and Shorrocks
(1988), to the data for the 1973 and 1980 HBS and the 1987 ESRI sample. (The
use of these measures and their application to the 1980 and 1987 data are
described in more detail in Nolan and Callan, 1989a). Using their notation, where

Y = (Yl, Y~, Yl ....... Y,)

is a vector of household incomes in increasing order,

z (>0) is the poverty line,

q is the number of persons with incomes below z, and
n is the total number of persons,
then q/n is the headcount measure of the proportion of persons in
poverty, which they term P~.

Now define
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the income shortfall of the i th person. The sum of all these income gaps is

the aggregate poverty gap. This is a money anlount, and is particularly useful
in assessing the effectiveness and efficiency of the social welfare system in
alleviating poverty, as shown in Chapter 11.

In measuring poverty and making comparisons between distributions, though,
it is helpful to normalise by expressing the gaps as a proportion of the poverty
line, to yield

1 q
__ ~" g~

qz i’t

termed by Sen the "income gap ratio". This reflects only the shortfalls of the

poor, though, not the number or proportion of poor people. A measure
incorporating both and termed by Foster and Shorrocks (1988) the "per capita
income gap", P2, is given by

1 q
-- ~2 gi
nz ~-I

which is a product of the headcount and the income gap measures.
While this takes into account the income gaps of the poor as well as the number

below the poverty line, it is insensitive to the distribution of income among the
poor: a transfer from a poor person to a richer one ".’.,hen the latter is (and remains
after the transfer) below the poverty line will not affect the measure. Foster et
al. (1984) proposed a measure

1 q
P3 - 1~ gl2

nz2 ~-I

which weights the shortfalls of the poor by those shortfalls themselves and is
thus "distributionally sensitive". (Sen (1976) proposed a weighting which is based
instead on the rank of the household.) Foster and Shorrocks (1988) have explored
the nature of the poverty orderings provided by these measures, and illustrate
some particularly desirable features (see Nolan and Callan, 1989a).

Calculating these more sophisticated aggregate poverty measures using the
set of relative poverty lines and equivalence scales already described, a comparison
between 1973, 1980 and 1987 is possible. Table 5.7 shows the measure P2, the

per capita income gap, for each year for each relative line/equivalence scale
combination. Table 5.8 shows the corresponding results for the "distributionally
sensitive" measure P3. (Nolan and Callan (1989a) present figures for 1980 and
1987 on both a household and person basis: here we concentrate on the latter,
which is more relevant for assessing welfare implications.)
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Table 5.7: Per Person Income Gaps (Pc) Using Relative Poverty Lines and Different Equivalence Scales,
1973, 1980 and 1987

Equivalence Rdatiu Poverty Line

SCale
40% 50%

1973 1980 1987 1973 1980 1987 1973 1980 1987

A 0.022 0.031 0.036 0.043 0.054 0.065 0.075 0.085 0.100

B 0.020 0.029 0.033 0.039 0.049 0.058 0.068 0.078 0.093

G 0.018 0.027 0.030 0.036 0.046 0.054 0.062 0.074 0.087

Table 5.8: Distribution-Sensitive Poverty Measure (P~) Using Relative Poverty Lines and Different
Equivalence Scales, 1973, 1980 and 1987

Equivalente Relative Poverty Line
$~alt

40% 50% 6O%

1973 1980 1987 1973 1980 1987 1973 1980 1987

A 0.011 0.018 0.022 0.018 0.019 0.026 0.031 0.040 0.048

B 0.010 0.016 0.021 0.017 0.024 0.030 0.028 0.036 0.044

C 0.009 0.016 0.021 0.015 0.023 0.029 0.026 0.034 0.041

The results for both P~ and P~ show a consistent increase in the poverty

measure between 1973-1980 and 1980-1987, with the cumulative increase from

1973 to 1987 being substantial (relative to the level of the measure in the first

year). The more sophisticated poverty measures thus show an even stronger

and more robust pattern than the simple headcount, holding across a wide range

of relative poverty lines and equivalence scales. When the intensity of poverty

as well as the numbers involved m’e taken into account, an unambiguous increase

in poverty using relative poverty lines is shown by these measures over the period.

In evaluating the significance of these results the nature of the exercise must

be emphasised. Purely relative poverty lines, by definition, concentrate solely

on the position of those at low incomes relative to the average: they take no

account of how that average is evolving. Over the period in question, though,

there was a sharp contrast between 1973-1980 and 1980-87 in terms of the growth

of average income. In the earlier period, average real disposable household income

rose by about 8 per cent (comparing the 1973 and 1980 HBS samples), and

average real; equivalent disposable income rose by about 1 1 per cent~5. Between

I~Average disFosable househokl income rose from £36.16 per week in 1973 to £106.45 in 1980, or by 194

per cent. Average disposable equivaJent income rose by about 202-204 per cent dependi.ngon the equivalence

scale used. The CPI rose by 173 per cent.
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1980 and I987, by contrast, average real disposable household income fell
slightly.’6

The increase in measured poverty using relative poverty lines between 1973
and 1980 was thus against the background of rising real income levels, so that
the poverty lines being applied are themselves rising in real terms. Between 1980
and 1987, though, while again a rise in measured poverty was registered by
most of the poverty lines with the headcount measure and all the lines with the
more sophisticated measures, average disposable incomes and thus the poverty
lines themselves were falling. This highlights a general issue in the use of purely
relative poverty lines to measure changes over time. As emphasised by Sen (1983),
in focusing purely on the relative position of the poor such measures miss the
impact of a fall in general prosperity: "The tendency of many of these measures

to look plausible in situations of growth, ignoring the possibility of contraction,
betrays the timing of the birth of these measures in the balmy sixties, when the
only possible direction seemed forward" (p. 157).

Focusing on purely relative poverty lines alone in making comparisons over
time may therefore fail to reflect important aspects of relevance in assessing
changes in the extent and intensity of poverty. This is not to question the
essentially relative basis of the concept of poverty as being founded in the living
standards and expectations of a particular society at a particular point in time.
However, the purely relative poverty line rnethod is a crude and rigid way of
operationalising a subtle notion, and may need to be complemented by other
information if the complete picture is to be seen. At a minimum, it is necessary

to distinguish between the implications of a rise in poverty in purely relative
terms at a time when living standards are rising and the impact of a similar
increase when living standards are falling. In the present context, the effect of
the increase in relative poverty in Ireland in 1980s on the living standards of
the poor must have been considerably more serious than in the 1970s.

This is not to argue in favour of concentrating instead on an "absolute" or
fixed standard against which to rneasure poverty over time. Over any significant
period of sustained growth, such a standard will become increasingly irrelevant
to common conceptions of what constitutes poverty, as living standards and
expectations rise. Purely relative poverty lines have the great merit of clarity:
they convey clearly what is happening over time in terms of a standard linked

16Average disposable hotisebold income was 90 per cent higher in the 1987 H BS than in the 1980 one. on
the basis of the summary 1987 resuhs just published, while the CPI rose by 91 per cent. A small fall in both
average real disposable income and real equivalent disposable income over the period is shown using Ibe
ESRI sample means for 1987 -- equivalenl income from die HBS for that year is not ~,’et available. The
relalionsbip between tile 1987 HBS and ESRI average disposable income figures was discussed in Chapter
4 above.
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firmly and explicitly to average income, and this provides an invaluable
benchmark. In practice, ordinary living patterns and expectations may not change
in line with average income in such a mechanistic way. Measuring the way in
which the extent, and equally important the meaning, of poverty is changing
requires a more wide-ranging analysis. Purely relative lines provide an essential
starting-point in analysing such changes.

Analogous issues arise in making poverty comparisons not over time for a
given country, but between countries at a particular point in time. The use of

purely relative poverty lines in making such comparisons between Ireland and
other developed countries is the subject of the next section.

5.6 Relative Poverty Lines and Cross-Country Comparisons
Cross-country comparisons of poverty and income distribution face enormous

obstacles. The first is the major problem of obtaining comparable data. The
data produced for different countries are from various sources -- surveys, tax
and other administrative records or a combination of the two - and differ in

content and coverage. Secondly, when making poverty comparisons in particular,
critical conceptual issues as to how to make a meaningful comparison must be
addressed.

One straightforward way in which to make such comparisons is through purely
relative income poverty lines. C ross-country studies using this approach include
several for the EC and the OCED and those based on the Luxcmbourg Income
Study database (Buhman et al., 1988). The LIS has brought together micro-
data sets for different countries which are as closely co-ordinated as possible
in terms of the coverage and income concepts involved. As yet Irish data are
not included -- though it is expected that the ESRI sample will in time become
part of the data bank -- and Ireland is not included in the comparative results
produced.

Published studies applying the relative poverty line approach differ not only
in the nature of the data but also in the precise methodology used and in the

equivalence scale(s) adopted. It is therefore difficult to make an exact comparison
with the results for Ireland presented above. Such an exact comparison, to the
greatest extent possible, between Ireland and Britain is examined in detail in
Nolan and Callan (1989b). This involves the application to the ESRI sample
of the precise methodology, including the equivalence scales, used in a recent
British analysis by the DHSS of"Households Below Average Income", based
on the annual Family Expenditure Surveys. Results on a basis closely
corresponding to the British figures are derived, and a meaningful comparison
can be made. (The Irish figures used in this comparison differ slightly from the
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results presented above because of differences in detailed methodology and
equivalence scales)?7

The central results from this exercise are presented in Table 5.9. The British
figures are for 1985, the most recent year currently available, and it should be
emphasised that they refer not to the UK but to Great Britain -- Northern Ireland
is not included?a The table shows the percentage of persons falling below
relative income thresholds ranging from 50 per cent to 100 per cent of average
equivalent disposable income.~9 A higher proportion of persons is below each
of these lines in Ireland than in Britain. This is particularly pronounced for the
lower cut-offs: almost twice as high a proportion were below the 50 per cent
relative line in Ireland.

Similar comparisons with countries other than Britain on the basis of closely

matched data sources and methodology are not yet possible (though
harmonisation with the LIS data set offers the prospect of such comparisons
over a range of developed countries). However, it would appear from the available

"[’able 5.9: percentage of Persons Below Relative Income Cut-offs, Great Britain and Ireland

income cut-off," Ireland 1987~ Great Britain
1985

% of mean equivalent
disposable income % of persons % of persons

50% 17.4 9.2

60% 28.5 20. I

70% 39.6 32.0

80% 48.9 43. I

90% 57.1 52. I

100% 63.8 60.7

"The Irish figures differ from those presented earlier in the chapter due to differences in the
detailed application of the relative poverty line method -- see text.

Source: Great Britain: DHSS 1988 Table CI Ireland: analysis of ESRI survey

I?Tbe DHSS analysis calculated the mean giving each individual ratber than each household equal weight,
and the equivalence scales used, though close to the set B used here, arc not cxacdy the same.

ISA separate analysis of Northern Ireland Family Expenditure Survey data, focusing on poverty and income
distribution, is currently being carried out by V. Borooah at the University of Ulster.

19Following the British procedure, employee’s superannuation contributions as well as income tax and social
security contributions are now deducted in arriving at disposable income.
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information that Ireland also has a higher proportion of the population below
half mean income than most of our more developed EC partners, though less
than Portugal and Greecez°. On the basis of published results for other non-
EC countries using the relative poverty line approach but based on median rather
than mean income, Ireland also appears to have a higher proportion below half

median income than Sweden, Norway or Switzerland, but less than the USA2L
In assessing the implications of these findings, issues somewhat analogous

to those discussed in the context of comparisons over time arise. The purely
relative approach obviously ignores differences in absolute standards of living
across countries (as well as in the extent to which non-cash benefits are provided).
However, such a thoroughgoing relativistic approach may not provide all the
information we would wish to take.into account in making a comparison of
poverty in different countries. For example, even ifa rich country is found to
have more relative poverty than a much poorer one, the poor in the latter may
still be regarded rather differently. If the average standard of living in the
countries differ greatly, then what poverty means may also be quite different,
and this may also be relevant to assessing the implications of poverty.

In discussing these issues, Nolan and Callan (1989b) suggest that the general
approach recommended by Atkinson (e.g. 1985, 1987) to making comparisons
of poverty and inequality between distributions may usefully be applied in this
context. Atkinson emphasises the value of seeking strong and widely acceptable,
if necessarily sometimes partial, rankings of distributions, accepting that a
complete ranking on a precise measurement of the difference between two
distributions may not be attainable on this basis. In making cross-country poverty
comparisons, this could mean that ranking country A, with higher mean income
and less poverty measured in purely relative terms than country B, as having
less poverty than B should be generally acceptable. However, if country A has
a higher mean income but also higher poverty measured in purely relative terms,
then the ranking may have to be acknowledged as problematic. In either case,
measuring the "distance" between the two distributions, rather than just ranking
them, will require judgement about the weight to be given the relative versus
the absolute standard of living of the poor in each country, on which there are
legitimate differences in views.

’~’rhis conclusion is based on the results for EC countries produced by O’Higgins and Jenkins (1988), as
well as the findings of the research teams in Belgium, the Netherlands and Luxemhourg involved in the cross-
country clement of our own project for the ECI.

21Buhman ¢# al. (1988) present results based on percentages of median income and a variety of equivalence
scales for countries in the LIS database (see Table 10I. Differences in data sources and concepts make an
exact comparison with Ireland problematic, in particular the fact that the LIS is based on annual rather than
current income. A detailed comparison using hannonlsed conccpls, with estimated annual incomes for Ireland,
will be necessary before firm conclusions can be reached.
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Considering the comparison between Ireland and other countries in this light,
many of the countries which apparently have a smaller proportion of the
population below relative poverty lines also have a higher mean income than
Ireland. This is the case for Britain, for most of the richer EC countries, and
for Sweden, Norway and Switzerland. Subject to the limitations of a comparison
simply on the basis of the headcount with one relative poverty line, it may then
be generally acceptable to conclude that these countries have less poverty than
Ireland. Likewise, Portugal and Greece, which appear to have a higher proportion
of their populations below relative lines, have lower mean incomes than Ireland,
and may be viewed as having more poverty. This approach can therefore achieve
a great deal in terms of ranking countries. This is, however, partial, some cases
cannot be unambiguously ranked -- for example, it appears that the USA may
have a higher proportion under relative poverty lines (though this requires
confirmation in a more detailed comparison) but also has a much higher mean
income level than Ireland. Further, if we are trying to measure the ~distance"
between Ireland and a richer country with less relative poverty -- such as Britain
-- the difference in purely relative terms may not be all we wish to take into
account. We may also wish to give some weight to the fact that living standards
are lower in Ireland -- the poor are in some sense "poorer".

The application of relative poverty lines in cross-country comparisons, while
it does not provide all the answers in itself, represents an essential first step.
It allows the comparison to be brought to the stage where such substantive issues
such as the importance of absolute versus relative factors and the role of non-
cash benefits are faced, on the basis of reliable and consistent results on the extent
of purely relative income poverty. The purely relative comparisons noted here
need to be developed -- in particular by working towards harmonised databases
and applying a range of relative lines and more sophisticated aggregate poverty
measures. Comparisons of this sort, though they must be interpreted with care,
are clearly of great value and are an indispensable starting-point.

5.7 Conclusions
In this chapter, the purely relative poverty line approach has been applied

to the ESRI sample for 1987, as well as to the 1973 and 1980 Household Budget
Survey samples. Income poverty lines based on average equivalent disposable
household income in the samples were calculated, and the number of households
and persons falling below them derived. A single poverty line was not used --
the method provides no basis on which to select a particular line. Instead, 40
per cent, 50 per cent and 60 per cent of mean income, as well as three different
sets of equivalence scales, were used to examine the numbers below a range
of income thresholds.

The results for 1987 showed that households below 40 per cent of mean
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equivalent income contained between 8-13 per cent of the persons in the sample,
those below half mean income contained 17-19 per cent, and those below 60
per cent had 31-33 per cent of persons, with the precise figures varying with
the equivalence scale employed. The income thresholds themselves were, for
a single adult household, about £32-34 per week for the 40 per cent line, £40-43
for the 50 per cent line, and £48-52 for the 60 per cent line. For a couple with
two children, the lines were about £80-85, £100-107 and £120-129 respectively.

The results thus show clearly the sensitivity of the measured poverty population
to precisely where the poverty line is drawn within quite a narrow income range.

Comparing 1987 with the 1973 and 1980 Household Budget Survey results,
the same methodology applied to the earlier years revealed that there was an
increase in the percentage of persons below each of the relative poverty lines
over the 1973-87 period. A consistent increase between 1973 and 1980 was
recorded at each line, irrespective of the equivalence scale used. For 1980-87,
though, the increase was larger than in the earlier period using the 50 per cent
or 60 per cent line; the lowest, 40 per cent, line did not show a consistent rise
with all equivalence scales.

The limitations of focusing purely on the numbers below a given poverty line
were emphasised, and more sophisticated aggregate poverty measures were also
calculated in order to take into account the extent to which people are falling
below the line. These showed a consistent increase in measured poverty, at all
poverty lines and equivalence scales, between 1973-80 and 1980-87.

Comparing Ireland with Britain using similar data sources and applying the
same methodology to each, a higher proportion of the Irish population was found
to be below a range of relative poverty lines. Tentative comparisons with other
developed countries suggested that Ireland also has a higher proportion below
purely relative income poverty lines than most of the other richer EC countries,
as well as Sweden, Norway and Switzerland. Ireland appears to have a smaller
proportion of the population below relative poverty lines than Portugal or Greece,
and perhaps also the USA.

While the value of measuring poverty in purely relative terms was emphasised,
the implications of the results have to be assessed with care. The particular relative
cut-offs selected are arbitrary, and results which hold over a range of lines are
much more valuable than those using any single line. In looking at trends over
time or in making comparisons across countries, results on a purely relative
basis do not tell the whole story. For example, the fact that relative poverty rose

in Ireland between 1973-80 as well as 1980-87 has to be set against the background
of significant growth in real incomes in the earlier period compared with
stagnation in the later one. Similarly, relative poverty is not only higher in Ireland
than in Britain, but living standards are of course lower. What poverty means
changes over time and is not the same in countries with quite different living
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standards. This must also be taken into account in making comparisons. Also,
the extent to which the State provides services to those at low incomes may differ
significantly across countries. Purely relative poverty lines provide an
indispensable starting-point, and a basis on which to address these complexities.

This chapter has concentrated on measuring and analysing trends in relative
poverty in Ireland at an aggregate level, without exploring the characteristics

of those below the various poverty lines. This will form the subject of Chapter
7, which in examining the composition of low-income groups and how this has
changed over time begins the process of attempting to understand the observed
aggregate trends. First, though, the next chapter ~ooks at an alternative approach
to measuring aggregate poverty, the consensual income poverty line method,
and presents the results of applying it to the ESRI sample.



Chapter 6

AGGREGATE RESULTS USING CONSENSUAL INCOME POVERTY LINES

6. l Introduction
The consensual income poverty line approach, as outlined in Chapter 2, seeks

to derive poverty lines for a particular society based on views in the population
in question about minimum income needs. This does not involve merely
classifying people on the basis of whether they consider themselves to be poor:
rather, it aims to reflect a social consensus in the society about the income required
to attain an acceptable living standard. Those developing this approach argue
that it directly incorporates the relative nature of people’s conception of poverty,
and that it is democratic in allowing "the people" rather than experts to decide
where the poverty line should be. It is, however, questionable whether the method
as currently applied can actually be interpreted as measuring a poverty line on
which there is a genuine social consensus.

Consensual income poverty lines have been developed primarily in the
Netherlands and the US. Theoretical underpinnings for this approach have been
built up since the 1970s, most importantly by Dutch researchers at Leyden and
Tilburg (see Goedhart et al., 1977 van Praag et al., 1980, 1982, Kapteyn, van
de Geer and van de Stadt, 1985, Hagenaars, 1986). These have explored the
way in which poverty lines may be based on respondents’ evaluations of income
levels, and the relationship between these subjective evaluations and welfare.
A number of variants of the basic approach have been used, within which there
are also varying degrees of sophistication.

In the present study, two distinct variants of the general method are applied.
Both are based on sample responses to a question about the minimum income
which people feel they themselves need "to make ends meet". The first method,
developed by Dutch researchers, utilises all the responses in the sample to fit
a relationship with actual income and derive a poverty line from this function.
This, termed the Subjective Poverty Line (SPL) method, is dealt with in Section
6.2. The second method, developed and applied in Belgium, concentrates on
a sub-set of the responses, from those who say they are having difficulty currendy
making ends meet. This, termed the CSP method (for the Centre for Social
Policy at the University of Antwerp where it has been developed), is discussed

and applied in Section 6.3. (Both these methods have been applied by the
countries participating in the comparative element of our project for the EC

Commission).

82
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6.2 The SPL Method
A consensual income poverty line method has been developed since the late

1970s, and theoretical foundations in terms of utility theory elaborated, by
researchers at Leyden and Tilburg. The simplest variant of this, the SPL method,
is based on survey responses to a question of the following type:

"In your opinion, what would be the very lowest net weekly income that
your household would need in order to make ends meet?"

This, termed the Minimum [ncome Question, produces for each respondent
an income level Ym~." This variable has been shown to be related to the
respondent’s actual income level and a number of other factors such as family
composition. The SPL method first estimates this relationship

Y,,,i. = f(Y; x),

where y is actual (after tax) income and x is a vector of other factors, by regression.
(In doing so, a logarithmic transformation is included because it has been found
empirically to be preferable.) The function f is monotonically increasing in y,
and there exists an income level Y*m~. defined by

Y*mi,, ---- f(Y*.,i.; x),

such that for all incomes y less than Y*,.i., Y < Y,.;., and for all incomes y
greater than y*.+,, y > Yml."

This is illustrated in Figure 6.1 (for given x, e.g. a particular family size).
As actual income rises, so does the respondent’s perceived minimum income

Figure 6. I: 7~e SPL Poverty Line

Y*m|n
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required, y.,;.. At low incomes, required income will often be above actual
income, whereas at high incomes the converse is true. Thus the curve showing
the (estimated) relationship between y and y,.~. begins at low y above the 45°

line, but at high incomes is below it. Where the curve cuts the 45° line, y=~.
is equal to actual income y: this is taken to be the poverty line, y*=+., the point
where families of this type can just make ends meet.

The level of y,.+. for a particular respondent is influenced not only by actual
income, but also by the range of other factors in x -- Figure 6.1 focuses on
a set of households which are identical in terms of these variables. Clearly, then,
households with different characteristics will have the y=Jy curve located
differently, and thus will have different poverty lines. A variety of such variables,
including size and composition of the family, educational background,
geographical location, and information on the "reference group" of the household,
have been included in the relationship in particular studies.

At this stage, though, we concentrate on ",’,’hat is the most important single
influence, household size. This allows a national poverty line to be derived which
distinguishes between households on the basis of their composition only -- which
is more relevant in the present context than poverty lines which also have different
levels for different groups or geographical areas. (It also allows us to obtain results
directly comparable to those being produced by the other research teams in the
cross-country EC element of our project.)

A relationship of the following form is thus estimated:

In(y.,~.) = b0 + b,ln(S) + b21n(y) + e

where S = household size and e is the error term. The household size variable
used at this stage is quite crude, constructed simply as the number of persons
in the household. (In the future, this will be elaborated to take into account,
for example, the ages of household members.)

When this relationship is estimated for the households in the ESRI sample,
the result is as follows (t -- statistics are in parentheses below the coefficients):

ln(y,.~,,) = 3.08 + 0.321n(S) + 0.27In(y)

(68.84) (25.65) (27.91)
-2
R    -- 0.49

Taking a single adult household for illustration, this implies for example that
if actual net household income were £50 per week, predicted y.,+. would be
higher, at £62. If actual household income was instead £100, predicted y,.+.
would now be below actual income, at £75. Actual income of£150 would imply
predicted y,.+. of £84, and so on.

The income level at which predicted Ym;. would exactly equal actual income



CONSENSUAL POVERTY LINES 85

on the basis of this relationship is given by

In y’,.i, = b0 + bl In(S)

1 -- b2

For a single adult household, this turns out to be £68 per week. For a couple
with two children, the corresponding figure is £125 per week, and for a couple
with four children the figure is £149. These income levels represent the poverty
line produced by this simple variant of the SPL method for different household
types.

Applying these poverty lines to the sample, 32 per cent of households are found
to be below the line for their household type. It is to be emphasised, though,
that while this is similar to the overall percentage below the 60 per cent relative
poverty line as described in the previous chapter, the structure of the two poverty
lines is quite different. Table 6.1 compares the SPL line for a range of household
types with the 60 per cent relative poverty line (using equivalence scale C) for
these types. While the SPL figure for a single adult household is ,,,cell above the
60 per cent line, the SPL level for two adults and four children is below the
60 per cent line for that household type.

Table 6.1 : Leuels of Income Standards for Different Household Types, SPL and 60 per cent Relative Line

L/week SPL line 60% Relative
Poverty Line"

Household Type
Single adult
Two adults
Two aduhs and one child
Two adults and two children
Two aduhs and three children
Two adults and four children
Onc aduh and two childn’en

68.10 51.3

92.29 85.16

110.26 102.09

125.09 119.02

137.96 135.94

149.10 152.88

110.26 102.09

Note: ~Equivalence scale C.

This reflects a common feature of poverty lines derived using the consensual
or subjective approach: they generally are found to incorporate an implicit set
of equivalence scales which allow relatively little for the "needs" of additional
household members, compared with scales derived by other methods. Buhman
et al., (1988) document this feature clearly, comparing the implicit scales in
subjective lines from a number of international studies with those derived from
social security support rates, those used for statistical purposes by organisations
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such as the EC and OECD, and those derived from the analysis of expenditure
patterns in a number of countries. The economies of scale in consumption implied
by the consensual line rcsults arc thus considerably greater. The rcsuhs for lrcland
imply that a household of two adults and four children needs only 2.2 times
the income of a single adult to reach the same welfare level. The equivalence
scales incorporated in the social welfare system, as broadly reflected in scale
(3 used here, incorporate the considerably higher multiple of 3.

As noted above, the relationship predicting stated Yml. may be elaborated in
a number of ways. First, the family composition variable may be more
sophisticated, taking into account not only the number of persons but their ages,
weighting adults and children differently for example. (Kapteyn, Koorman and
Willemse (1988) also look at the relaxation of the constraint that the cost of an
increase in family size is a fixed percentage of income irrespective of the level
of income involved.) Secondly, other variables which may influence stated Yml.
-- such as location, educational background and reference group -- could be
included in the equation. This is of more relevance in trying to understand the

observed pattern of responses than in deriving a national poverty line, however.
For the latter, it would not appear desirable to incorporate higher poverty lines
for those in particular locations or with particular educational backgrounds, for
example.

The Dutch researchers who developed the SPL have also produced a somewhat
more complex method of deriving a consensual income line. This, termed by
Kapteyn et al., (1985) the Leyden Poverty Line (LPL) method, is based on the
estimation of individual "welfare functions of income". This is done using
responses to a question of the type:

"What level of total net (weekly or monthly) income would you, in your
circumstances, consider to be

Very bad,
Bad,
Inadequate,
Adequate,
Good,
Very good?"

This is termed the Income Evaluation Question. The estimated welfare functions

of income (WFI) indicate, on a scale from 0 to 1, what level of welfare an
individual derives from particular levels of income. Choosing a welfare level
to represent poverty, the corresponding income level can be derived. This
"evaluated" income level can then be related to actual income, and an income
poverty line derived, in a manner analogous to technique used in the SPL method
with Y,,,i,, and y. (See Callan and Nolan, (1987a) for a more complete
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discussion, and Goedhart et al., (1977), Hagenaars, (1986) for development and
justification of the methodology.)

The data required to implement the LPL method have been gathered in the

ESRI survey, and both this approach and the elaboration of the SPL method
will be explored in future work. In the present study the objective is to obtain
an overview of the kind of results provided by this general approach. The nature
and meaning of the results, together with particular problems which arise with
the approach, are discussed below, having first presented the results of applying
the CSP method to Irish data.

6.3 The CSP A4ethod
This method has been developed at the Centre of Social Policy (CSP) at the

University of Antwerp, by a team led by H. Deleeck. It is fully described in
Deleeck (1989), and also discussed in Callan and Nolan (1987). The starting-
point is, as with the SPL approach, the answers to the Minimum Incmne
Question on how much respondents feel they need to "make ends meet".

In using these responses, though, the CSP method also takes into account
a separate question as to whether respondents ",’,,ere "getting by" with

Great difficult),,
Some difficulty,
Difficult),,
Fairly easily
Easily
Very Easily.

Whereas the SPL methods utilise the y,,,~,, responses of ,all households, the
CSP uses only those of households which stated that they had some but not great
difficulty in getting by. These *,’.,ere considered to be in the best position to say
which level of income should be used as a standard.

For this sub-set, the stated minimum income required is compared with actual
income, and the lower of the two amounts for each household is taken to be
"necessary" income for that household. For each distinct household compositima
type -- couples without children, two adults with one child, etc., - the average
"necessary" income is then calculated. Extreme values (those beyond two standard
deviations from the mean) are eliminated and the average recalculated. Where
there is a sufficient number of households of a particular type in the sample

(taken in Deleeck, 1989, to be at least 30), this avcrage is taken to be the "socio-
vital minimum" income lcvel for that type. For household types with smaller

numbers of observations, the minimum is calculated by extrapolation.
The ESRI survey also included the question on how much difficulty

respondents felt they were having in "getting by", allowing the CSP method to
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be applied. Households were first grouped by composition type, on the basis

of number of children, adults, and elderly members. For seventeen such types

there were sufficient households in the sample to allow the CSP procedure to

be applied and the minimum income derived. In certain cases, however, the

relativities implied were implausible -- a household with two adults and three

children required less than one with two children, for example - and some

smoothing of the results was necessary. The minima for other less common

household types were then derived by adding the "extra" required for further

children/adults/elderly, calculated from the types for which the numbers were

sufficient.27

The "socio-vital minimum" for a single adult derived in this way was £55 per

week, and for two adults with two children the figure was £146. When applied

to the ESRI sample, 31 per cent of households were found to be under the

"necessary" income level for the household type in question.

This is obviously very close to the 32 per cent of households found to be below

the consensual line derived from the SPL method, and similar to the 29-30 per

cent of households below the 60 per cent relative income cut-off. However, the

actual households involved are not the same in each instance, because the

relativities between the needs of households of different size and composition

incorporated in the three lines are quite different. This is illustrated in Table

6.2, showing the income levels for some important household types in the two

consensual lines, and in the 60 per cent relative line again (using equivalence

scale C).

Table 6.2: Levels of lncome Standards for Difftn’nt Household Type* from CSP, SPL and 60% Relative Lints

60% relative
£/tuetk CSP SPL line"

Single adult 54.6
Two adults 110.0
Two adults and one child 141.60
Two adults and two children 145.50
Two adults and three children 150.10
Two adults and four children 154.6
One adult and two children 90.10

68.10 51.3
92.29 85.16

110.26 102.09
125.09 119.02

137.96 135.94

149.10 152.88
110.26 102.09

Equivalence scale C

22For example, subtracting (he value of the standard [’or the Iwo adults plus three children household type
from that for the two aduhs plus four children type provides an estimate of the exlra cost of a child. This
is added to the two eduh plus four child standard to derive the level for the two adults plus five children
household type.
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Comparing first the two consensual lines, the CSP and the SPL, there are
very major differences between the two for particular household types, despite
the fact that a similar number of households overall is below each line. For a
single adult household, the SPL line is well above the CSP standard, whereas
the opposite is the case for a couple or a couple with children. Compared with

the 60 per cent relative line, the CSP standard is similar for a single adult
household, but is very much higher for a couple. Indeed the CSP standard implies
no economies of scale for a couple compared with a single adult. By contrast,
extreme economies of scale for "extra" children are implied, so that a couple
with four children needs little more than one with only one child.

Taken together with the fact that in some instances smoothing of the CSP
results was necessary in the first place to avoid situations where larger households
had lower standards than smaller ones, the implausible relativities between
households of different types must undermine confidence in the results. A
relatively small number of households is involved -- because the method
concentrates purely on the responses of those who state they are having difficulty
making ends meet -- and the variation in responses for a given household type
is wide. Excluding outliers further reducesthe number on which the standards
are based. More general problems with the consensual approach, applying to
both the CSP and SPL methods are discussed in Section 6.4 below.

One of the major advantages of the consensual approach is that it can be readily

applied in different countries to yield directly comparable results (given
comparable data, of course). The minimum standard is in each case specified
by the people of the country in question. Such a cross-country comparison using
the SPL method was implemented by van Praag, Goedhart and Kapteyn (1980)
for the EC countries. This was based on a pilot survey with very low response
rates (overall only 22 per cent of the questionnaires were usable). The Irish
poverty line estimated in this study was found to be higher as a proportion of
average income than in most of the other EC countries. (The numbers below
these lines were not presented.) For a number of the countries the Leyden method
was also used to estimate poverty lines, and the numbers under these estimated

(reported in van Praag, Hagenaars and van Weeren, 1982). While the Irish
poverty line is unsurprisingly the lowest in absolute terms of the eight countries
included, it sho~,~s a relatively high proportion of the population below it -
only France has a higher proportion. (This data set is analysed in considerably
more detail in Hagenaars, 1986.)

It will be possible to compare the resnhs from the application of the consensual
approaches to Ireland in the present study with the corresponding results for
the other countries in the EC element of our project, when these are published.
At present, an exact comparison is available only with the results of dae application
of the CSP method to Belgium, as reported by Deleeck (1989). This shows 21
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per cent of Belgian household in 1985 below the estimated CSP standard.

The consensual poverty measures are to be clearly distinguished from simply

relying on households’ subjective assessments of their own positions, i.e., whether

they consider that they themselves have inadequate income. It is interesting to

compare such subjective assessments with the position of households ois-a-vis

the consensual income standards. In responding to the question as to whether

the household was "able to make ends meet with great difficulty ... easily", about

52 per cent of the ESRI sample stated that they were making ends meet with

either "great difficulty" or "some difficulty". Of those below the CSP standard,

about 77 per cent gave this response, as did about 70 per cent of those below

the SPL standard. So while most of those below the eonsensual lines consider

that they are under considerable financial pressure, there is by no means a one-

to-one relationship between subjective evaluations and position vis-a-vis the

consensual standards.~s

6.4: Problems in Interpretation and Application

In reviewing the consensual income poverty line approach along with other

approaches in Chapter 2 above, reservations have already been expressed about

the application of this methodology and the interpretation of the results. These

arise from a number of considerations.

First of all, critical assumptions are involved about the way in which responses

to the question on minimum income needs can be interpreted. Households --

or rather one or more individuals in each household -- are not asked their views

about the appropriate poverty line or income necessary to avoid poverty for a

household of their size/composition. Rather, they are asked the minimum needed

by their own household to "make ends meet". Questions of the former type have

been asked in some studies, (e.g. Rainwater, 1974), but it has been argued that

the use of the word "poverty" and the fact that the line was being specified for

someone else bias the results. However, it is far from clear that different people

regard "making ends meet" in the same light. Further the relationship between

"making ends meet" and avoiding either what the individuals themselves, or most

people in the society, would regard as "poverty" is also quite uncertain. (indeed

it is worth noting that Deleeck (1989), in describing the CSP method and its

application to Belgium, avoids the use of the term "poverty line", referring instead

to "insecurity of subsistence’).24

23Similar results were found in the cost of Belgium by Dcleeek (1989). He reported that while 31 per cent
of all households stated they had difficulty making ends meet, 69 per cent of these under the CSP standard
did so (Table 6, p. 102).

24Deleeck (1989) states that the standard "is not an absolute poverty llne, but an indication of the income
which is commonly accepted as a decent minimum and with which one can live normally. ThLr is the reason
why we speak of insecurlty of xubsiJlenee ralh~ #ran of poverty’(p. I00).
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A second point to be emphasised is that, despite the claims sometimes put
forward for the approach, the methods described here do not represent a
democratic consensus in the society as a whole as to the minimum necessary
level of income. Both the SPL and CSP methods reflect in effect the views of
a sub-set of all those in the sample. In the case of the CSP method, this is explicitly
those who are actually currently having some but not great difficulty making
ends meet -- irrespective of their actual income level. The SPL method, while

it used the views of all households in estimating the relationship between y,.~.
and y (and family size), then sets the poverty line at the point where predicted

Y.,i,, is equal to y. This is on the basis that those with incomes well above, or
well below, this point "misperceive" the poverty line, and that there is only one
income level where this distortion or misperception does not take place. Thus,
as Goedhart el al (1977) put it, all the observations are needed only "to find out
which people’s opinion on minimum income we should honour" (p. 514).

Another point often made about the views expressed by people in response
to questions of this type is that the response is unconstrained -- a high level
of minimum income does not have any implications, for example in terms of
extra taxation required to finance it. As Piachaud (1987) emphasises, even if
people above the poverty line accurately perceived the cost of providing what
most people regard as necessities, there may remain a gap between what people
say is desirable and what they are prepared to pay for in increased taxes. There
may not in fact be a social consensus -- the opinions of the poor, of the majority,
of taxpayers and of the rich may be at odds with one another.

Some important problems in the actual operationalisation of the consensual
method must also be noted. For example, as pointed out by Walker (1987) and
others, it may make a difference who in the household actually responds to the

minimum needs question -- husband or wife or working child. Also, all
respondents may not have the same household income concept in mind -- some
may think of the nuclear family within the household, others may include
grandparents or working children, etc. The concept of"net income" which people
are familiar with may also in some cases be rather different to the researcher’s
definition , superannuation contributions and other deductions at source, and
regular bills, may be discounted. More generally, Walker expresses the concern
that attempts to operationalise the method may not have done it justice. People
are typically asked for immediate responses to tightly worded questions about
complex and sensitive issues to which few of them will previously have given
much thought, and they may mouth back what they think the experts want to
hear. More sophisticated approaches than large scale surveys may be necessary,
he argues, including in-depth group discussions teasing out the intricacies
involved, to elucidate people’s views in such a sensitive and complex area.
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6.5 Conclusions
An approach to setting a poverty line which has recently been suggested, the

consensual income poverty line approach, was applied and assessed in this
chapter. Two variants were used -- the SPL and CSP methods. Both are based
on responses to a question about what people in the sample regarded as the
minimum income needed "to make ends meet". In deriving a poverty line from
these responses, both methods try to focus on those who are in some sense "near"
the poverty line, on the basis that those either well below or well above the line
are likely to have a distorted view. Thus, they do not try to reflect a majority
view over the sample as a whole.

Applying the two variants, each produced a poverty line below which about
32 per cent of the households were found. Despite this overall similarity, the
actual poverty lines were quite different in structure with very different levels
for particular households composition types. The CSP line had some particularly
implausible features in this respect, with for example no economies of scale

comparing a couple with a single adult household, and very substantial economies
for extra children., These features were judged to significantly undermine
confidence in the results of the CSP method. The SPL line, while showing internal
consistency, also allowed relatively little for the extra needs of additional household
members -- it has an extremely high poverty threshold for a single person (relative
to any of the purely relative poverty lines, for example), with only small additions
for further members.

A number of major qualifications about the approach, both conceptual and
empirical, were noted. Perhaps most importantly, very little is known about
how people formulate their responses to the question about income needed "to
make ends meet", how these responses can meaningfully be interpreted and how
they relate to notions of poverty. Some further inforrnation has been gathered
in our follow-up survey designed to shed some light on the relationship between
stated minimum income needs and views as to what constitutes poverty. Using
this, and elaborations of the consensual method possible with the data in the
original survey, the value of the approach will be explored. At this stage, in
our view, the method’s value as a means of defining what would be generally
accepted as a meaningful poverty line has not been demonstrated. Less
ambitiously, though, the responses to questions about income needs can be of
considerable interest in analysing perceptions of need and how these relate to
income and to life-style, and their use in that context will be the subject of further
research.



Chapter 7

RISK AND INCIDENCE OF I’OVERTY, 1973-80-87

7.1 Introduction
[n this chapter wc focus on the composition of low-income households. The

main aim is to identify groups which are at especially high and/or increasing
risk of current income poverty, and/or form zl large proportion of the population
ill poverty. This descriptive analysis is an essential building block for the analysis
of the causation and dynamics of poverty, as well as having a more immediate
relevance for the understanding of the nature of poverty in Ireland in recent years.

Some issues of definition and measurement are dealt with in the next section,
which also briefly recalls the results of earlier work on this topic for Ireland.
Attention is then focused on an examination of the demographic correlates of
current income poverty (Section 7.3), followed by an investigation of the economic
and social correlates of poverty (Section 7.4). In Section 7.5 the interaction
between demographic and economic and social variables is explored. Section
7.6 draws together the conclusions.

7.2 Risk and Incidence of Poverty
The "risk" of poverty for any group is defined as the probability of falling

below a poverty line [hcecl by members of that group, as measu red by tim proportion
of that group which actually falls below the income standard. The incidence of
poverty for a particular group is the proportion of all those in poverty who belong
to that group. Groups which have a higher incidence of poverty than their share
in the total population face a higher than average risk of poverty; groups with
a lower than average risk are under-represented in the poverty population.

The main characteristics used here to classify households into differcnt groups
are the socio-demographie and economic characteristics of the whole household
(such as numbers of adults and children or the numbers of household members
at work), or of the head of household (such as his or her age, sex or labour force
status),

The analysis in this chapter is based exclusively on relative income poverty
lines. This is mainly because for these poverty lines, and these alone, it has becn

possible to derive comparable rcsuhs fi’om thc Household Budget Survey of 1973
and 1980. Thus, changes in the risks of poverty for diffcrent groups, and changes
in the composition of the households below the poverty line, can be identified.

93
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The sensitivity of the results with respect to the equivalence scale used in
comparisons between the years will be assessed. The increase in mean disposable
income per equivalent adult between 1980 and 1987 was almost exactly
counterbalanced by inflation, so these lines can also be interpreted as representing
approximately the same real income in these two years, which gives them an
additional interest.

Comparison with the poverty lines produced by the other methods discussed
in Chapters 2 and 5, shows that the level of the 60 per cent cut-off is below
that of the social subsistence minima produced by the CSB and SPL minima,
while the 40 per cent cut-offis very close to the implicit official minimura income
standard. In the present context the relative poverty lines have the advantage
of allowing us to examine the sensitivity of the results to the level of the poverty
line independently of changes in the equivalence scales. The CSB, SPL and "official"
minima would not allow this, since they each have their own implicit equivalence
scale.

In reviewing previous studies on poverty in Ireland in Chapter 3, it was noted
that despite quite large differences in their estimates of the overall extent of
poverty, there was much greater agreement on the characteristics of the poor
and the relative risks faced by different groups. In the studies using the 1973
HBS (Roche 1980, Fitzgerald 1981, Rottman, Hannah et al., 1982) the
characteristics which had the strongest association with a high risk of poverty
were unemployment, old age, lone parenthood, and large family size. Roche’s
(1984) analysis of the 1980 HBS revealed some striking changes in the risk and
incidence of poverty over this period. In particular, there was a reduction in
risk for households headed by an elderly person, while the risk of poverty for
households with children rose sharply. Unemployment remained the single
characteristic with the strongest association with poverty.

In this chapter we analyse further the changes in risk and incidence of poverty
over this 1973-1980 period, and carry through to an in-depth examination of
the 1980-87 period and the pattern in 1987 itself. We begin with the demographic
correlates of poverty.

7.3 Demographic Correlates of Poverty

Key Trends 1973-1980-1987
A major trend identified in the aggregate resuhs in the Chapter 5 was that

while the percentage of households below the relative poverty lines was relatively
stable between 1973-1980 and 1980-87, the percentage of persons in poverty
rose during each period, for the poverty lines based on 50 per cent and 60 per
cent of mean income per adult equivalent. The divergence between the trends
in the proportions of households and persons below the relative poverty lines
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indicates a marked shift in the composition of households below the relative
poverty lines. This is highlighted in Table 7. I, which shows for each year the
proportion of the households below the 50 per cent line (using scale (3) made
up by different composition types. These types distinguish between

(i) I adult only households,

(ii) 2 adults only,

(iii) 3 or more adults with no children,

(iv) 2 adults with children,

(v) Others with children.

The CSO definition of a child as aged under 14 has been followed in all tables,
unless otherwise specified, in order to allow comparisons with the Household
Budget Surveys.

Tzd~lc 7.1 : Composition of Households unde~ 50 per cent Relatioe Poverty Line, 1973, 1980 and 1987

Equivalence scale: 1, 0.66, 0.33

C~mposRion of totitl households in parentheses

1973 1980 1987
HBS HBS ESR1

Survey

Household O,pe

I ,,duh                32.4 (13.5) 29.5 (16.4) 12.6 (16.6)

2 adults 23.9 (19.3) 17.2 (20.2) 15.0 (18.5)
Other aduh only 10.4 (18.5) 9.8 (l~.5) 14.0 (20.2)
2 aduhs wi0a children 14.6 (26.4) 22.3 00.2) 36.2 (28.3)

Others wi0~ children 18.7 (22.4) 21.2 (18.6) 24.0 (16.4)

"total Ioo (lOO) Ioo (1oo) Ioo (1oo)

The most striking development over the period was tbe increase in the
proportion of households under the 50 per cent linc made up by 2-adult

households with children. This increase was substantial bctwccn 1973 and 1980,
when it was partly due to a rise in tbe incidence of such households in the total
population, but accelerated rapidly between 1980 and 1987, at a time when the
importance of such households in the total population was falling. It was
counterbalanced by a reduction in the incidence of poverty in 1- and 2-adult
households without children. These changes were due to shifts in the risks facing
the 1- and 2-aduh households, since their incidence in the total population did
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not change substantially. Analysis using the alternative equivalence scale with

a higher weight on additional adults and children (1, 0.7, 0.5) shows a very

similar pattern. (]’he incidence of poverty is then lower in households without

children, particularly in single adult households, and higher in households with

children, because of the change in the equivalence scale; but the trends are very

similar to those in Table 7.1).

The nature of the trends emerges more clearly from an analysis of the risks

of poverty for the different household types. This is clone in Table 7.2, again

for the 50 per cent relative poverty line and the equivalence scale 1, 0.66, 0.33.

The table shows clearly the dramatic fall in the risk of poverty for single-adult

households, and the equally dramatic rise in the risk of poverty for households

with 2 adults and 4 or more children. The risk of poverty for the former group

falls to one-third of its initial level; the risk for the latter group more than doubles.

Table 7.2: 77ends in risk of Poverty by Broad Household Type at 50per cent Relative Pouerty Line, 1973,
1980 and 1987

Equiualence Scale: 1, 0.66, 0.33

1973 1980 1987
HBS HBS ESRI

I aduh                                 42.3 30.2 13.5
2 adults 21.9 14.3 14.4
Other adults only 10.0 11.4 12.3
2 aduhs, I child 9.6 6.9 16+7
2 adults, 2 chiklren 5.0 10.2 19.4
2 adults, 3 children 9.0 10.7 21.7
2 aduhs, 4+ children 14+7 23.2 36.5
Others with children 14.8 19.1 24.0
All households 17.7 16.8 17.5

The Risk of Poverty in 1987

A more detailed analysis of the risks of poverty in 1987, now showing those

below the 40 per cent and 60 per cent lines as well and distinguishing between

elderly and non-elderly aduhs, helps to reveal what lies behind these dramatic

shifts. Two household types stand out in Table 7.3 as having a relatively high

risk of poverty at all three income standards: the small group of l-aduh households

with children, and the much larger group of 2-aduh households with 4 or more

children. These are the highest risk groups for all three standards. (Re-defining

a child as still in full-time education led to very similar resuhs).
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Table 7.3: Risks of Poverty jot Common Household Types, 1987

97

T),pe oJ Pc, cent 40% linP 50% linP 60% linP
Household" ojr hh in per cent per cent per cent

sample Risk (%) Risk (%) Risk (%)

{ adull 7.5 10.5 24.5 46.2

I aduh, I + child 1.4 17.2 29.2 69.6

2 adults 8.9 6.7 15.3 27.8

2 adults, I child 6.1 5.8 16.5 23.5

2 adults, 2 ehilciren 9.5 3.4 18.9 27.2

2 adulls, 3 children 7.0 5.4 21.7 34.8

2 adults, 4+ children 5.5 9.6 36.5 50.3

I elderly 9. I 1.7 4.5 31.2

I aclull + I eMerly 4.7 15.5 20.1 26.2

2 elderly 4.9 4.6 7.4 11.9

All Households 100 7.5 17.5 30.0

"l-let’c, elderly is aged 65 or over, aduh is aged between 14 and 64, child is aged under l,t.

bRelative poverty llne wilh equivalence scale 110.6610.33.

Households composed entirely of elderly persons are at relatively low risk of
poverty at the 40 per cent and 50 per cent lines, but there is a sharp rise in
the risk for single elderly adult household at the 60 per cent line. Non-elderly
single-adult households are at relatively high risk at all three standards, a fact
which is obscured when they are aggregated with the lower-risk elderly adults.
It is also noticeable that households consisting of an elderly person living with
a non-elderly adult only show a much higher risk of poverty than all-elderly
households.

Children
The position of children is highlighted in Table 7.4, which shows that the

risk of poverty has increased much faster for children than for adults over the

1973-87 period. This general trend is robust to a change in the equivalence scale
to scales A or B described in Chapter 5. Clearly, in assessing the relative risk

of children versus aduhs, the equivalence scale used is a major influence. It is
worth noting in this context that equivalence scales based on the analysis of
household expenditure patterns (e.g. Conniffe and Keogh, 1988) typically exhibit
economies of scale in consumption with respect to the numbers of children --
extra children require decreasing additions to income to maintain the same welfare
level. The strength of the association between numbers of children and risk of
poverty would be lower for scales which incorporated such economies, but would
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Table 7.4: Risks of Pooerty for Adults and Children, 1973, 1980 and 1987

Equioalence scale: 1, 0.6, 0.33

1973 1980 1987
HBS HBS ESRI

Children

40 per cent line 7.2 10.1 9.1

50 per cent line 15.7 18.5 26.0

60 per cent line 27.4 29.5 39.0

Adults

40 per cent line 6.6 7.7 7.8

50 per cent line 14.4 15.2 17.3

60 per cent line 23.1 25.4 28.2

still be present. Also, expenditure-based scales sometimes differentiate between
children of different ages, with higher expenditures being associated with older
children. Re-analysis of the 1980 HBS and 1987 ESRI data using an age

differentiated scale (Nolan and Callan, 1989b) did not substantially alter the
major results reported above. The rise in the risk of poverty for children as against
adults is therefore quite a robust result. In Section 7.5 the degree to which this
is associated with the rise in unemployment will be examined.

The Elderly
One of the major underlying influences in producing the pattern of changes

between 1973 and 1987 described above has been the substantial improvement
in the relative income position of the elderly, who comprise a substantial

proportion of the single person households. The real value of social welfare
pensions rose by about 17 per cent between 1980 and 1987, and by about 107
per cent over the whole period between 1973 and 1987. This contrasts with an

increase of only 6 per cent in real average industrial earnings between 1980 and
1987, and of 88 per cent between 1973 and 1987. Given the very substantial
increase in the tax "take" over the period, a comparison with after-tax earnings
would reveal a much greater differential. Retirees over the 1973-80 and 1980-87
periods are also more likely to have had an occupational pension, and to have
had a better one, than in earlier periods. This influx, coupled with the fact that
of those who were already elderly in 1973, those who survived were more likely

to be younger and may therefore have had better private pensions entitlements
than those who died, could also have contributed to an improvement in the
relative income position of the elderly.
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These factors are reflected in the large reductions in the risks of poverty facing
households headed by an elderly person (here, aged 65 or over) shown in Table
7.5 for each of their cut-offs.

The nature of the improvement in the position of households headed by an
elderly person between 1973, 1980 and 1987 is apparent. At the 40 per cent

line, the improvement ,.,.,as concentrated in the 1973-80 period. The risk remained
broadly unchanged between t980 and 1987, at about half the overall risk for
all households. At the 50 per cent line there was a substantial fall in the risk
during both sub-periods. At the 60 per cent line, the fall was exclusively in the
later sub-period, again reducing the risk to about half the average risk for all
households. (The risks are, if anything, somewhat lower for househokls composed
entirely of elderly persons, as shown in Table 7.4 above). Thus while households
headed by an elderly person comprise 23 per cent of all households in the sample,
they constitute only 10 to 12 per cent of the households in poverty. These results
are robust with respect to changes in the equivalence scale to the alternatives
already outlined.

Table 7.5: Risks of Rdative Povert), for Households Headed by an Elderly Person 1973, 1980 and 1987

Relative Pooerty
lind" 1973 HBS 1980 HBS 1987 ESRI

40% 13.2 7.1 5.6

50% 33+8 24.4 9.7

60% 44.8 46.6 23.7

"Equivalence scale 110.6610.33.

Female-Headed Households

Female-headed households also appear to have experienced an improvement
in their relative income position as is illustrated in Table 7.6. In 1973, the risk
of poverty for female-headed households was about twice that for male-headed
households, at all three poverty lines. By 1987 this differential had been almost
eliminated at the 60 per cent cut-off, and reversed at the two lower cut-offs.
The exact results are somewhat sensitive to the equivalence scale used, but the
overall trend is clear. The scale of 1,0.7, 0.5 suggests an even stronger decline
in the risk of poverty for female-headed households, so that by 1987 they have
a much lower risk than male-headed households even at the 60 per ,cent line
(21.7 per cent as against 31.3 per cent).

It is notable, however, that most of the female-headed households in poverty
in 1987 are headed by women under 65 years of age. A full breakdown of the
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Table 7.6: Risks of Relative Pouert), by Sex of Head of Household, 1973, 1980 and 1987

Relative Sex 1973 1980 1987
Poverty of HBS HBS ESRI
lint" HOH"

40% Male 6.7 8.3 8.3
Female 14.5 6.8 5.5

50% Male 14.5 15.6 19.4
Female 30.4 22.4 10.6

60% Male 22.9 25.8 29.8
Female 38.5 36.3 32.8

Equivalence scale 1/0.66/0.33
bFemale-headed households are defined in this comext as those where a woman without a spouse
in the household is stated to be the head.

risk of poverty by age and sex of the household head, shown in Table 7.7, helps

to clarify the picture. It is clear that when the age factor is taken into account,

the small group of households headed by young women (aged less than 35) have

a higher risk of poverty than those headed by men of the same age. Female

heads of household in the middle age group are at lower risk than their male

counterparts, while households headed by elderly women are at particularly low

risk, at the 40 per cent and 50 per cent lines. At the 60 per cent line, the results

for the female-male differential for household heads aged 35-64 and 65 or over

are sensitive to the exact equivalence scale used. The scale 1,0.66, 0.33 suggests

that female-headed households are at higher risk, while the scale l, 0.7, 0.5

suggests that male-headed households are at higher risk. The sensitivity of these

results is partly because the non-contributory old age and widows’ pensions were.

close to the 60 per cent line, with the exact relationship depending on the

equivalence scale. The trends in the risk of poverty are still robust however.

"[’able 7.7: Risk of Poverty by Age and Sex of Household Head, 1987

Equivalence Scale: 1,0.66, 0.33 l, 0.7, 0.5
Relative Poverty Line: 40% 50% 60% 60%

Male HOH < 35 4.5 19.4 28.8 32.3
Female HOH < 35 11.7 21.7 41.6 41.6

Male FIOH 35-64 10.3 21.4 32.7 34.4
Female HOH 35-64 7.4 14.4 38.0 28.2

Male HOH 65+ 7.7 13.0 22.0 19.6
Female HOH 65+ 2.4 4.7 26.5 11.5
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The st’nail group of households headed by a women aged under 35 fared less
well than did households headed by a man of the same age. The trend for female
heads of household aged 35 or over, and particularly those aged 65 or over,
was, however, consistently more favourable than the trend for their male
counterparts.

Further light can be shed on the issue of male-female differentials in the risk

of poverty by moving to a tax unit level of analysis, which separates out single
parent families and single persons within larger households. The results on Table
7.8 suggest that the overall differences in risks of poverty between male- and
female-headed tax units are small. This contrasts with the household level analysis
in Table 7.6, where male-headed households were seen to have a much higher
risk of poverty at the 40 per cent and 50 per cent lines. When the analysis at
tax unit level is extended to control for the age of the head of tax unit as well,
the male/female differential in risk of poverty remains small. The pattern of
higher than average risk for the younger age groups, and lower risk for the elderly,
is confirmed. The strength of the trends in the household-level analysis suggests,
however, that re-analysis of the 1973 and 1980 data on a tax unit basis, if such
were possible, would show a significant reduction in male-female risk differentials,
leading to the small differences observed in 1987.

Table 7.8: Risks of Relative Pooerty for Male- and t’~nale-Headed Tax Units, 1987

Equivalence Scale: 1, 0.66, 0.33                         1, 0.7, 0.5

Jt4ale-Headed Female-Headed A4ale-Headed Female-Headed
Tax Units Tax Units Tax Units 7~x Um’ts

40% llne I 1.0 I 1.9 13.6 I 1.1

50% llne 22.0 18.1 24.0 19.4

60% line 32.3 33.8 33.0 27.0

7.4: Economic and Social Correlates of Poverty
Key Trends in the Incidence of Poverty

The dramatic shifts in the demographic characteristics of households below
the relative poverty line have been associated with some equally substantial sbifts
in the economic characteristics of that population. The most striking features,
as shown in Table 7.9 using the 50 per cent poverty line, are the rise in the
proportion of low income households headed by an unemployed person (from
I in 10 in 1973, to 1 in 3 in 1987); the fall in the proportion of low-income
households headed by a retired person (from 1 in 5 to 1 in 10, at a time when
the importance of retired persons in the overall population increased); and the
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Table 7.9: Composition of Households under 50 per cent Relative Poverty Line, 1973, 1980 and 1987,
by Labour Force Status of Head of Household

Equioalence Stale: 1,0.66, 0.33

Labour Force % of all households % of all households
Status of HOH under line in sample

1973 1980 1987 1973 1980 1987
HBS HBS t’SSRI HBS HBS ESRI

Employee                  12.7 10.3 9.6 49.2 47. I 38.6

Self-employed 3.9 3.5 4.9 6.9 6.8 7.5
(exel. farmers)
Farmer 13.2 25.9 23.7 14.3 16.1 I 1.8

Unemployed 10.2 14.7 34.2 2.8 3.9 10.3

[11 6.9 7.3’ 3.4 2.3 2.5 1.2

Retired 20.3 18.9 9.3 10.8 13.7 14.4

Home Duties 28.3 17.4 7.8 I 1.5 9. I 1 1.3

Other 4.6 2.0 7.1 2.2 0.8 4.9
(Not in Labour Force)

Total 100 100 100 100 100 100

sharp fall in the proportion of low-income households headed by a person engaged

in home duties.

The proportion of households below the 50 per cent relative poverty line headed

by a farmer fell slightly between 1980 and 1987, but not by as much as the

decrease in their importance in the general population; in both years farmer-

headed households accounted for around 1 in 4 of all households below this line

- the largest group apart from households headed by an unemployed person.

It should be emphasised, however, that the farm income data relate to 1986,

the year in which farm incomes were at their lowest level in recent times; very

substantial increases were recorded in 1987 and 1988. Households headed by

employees, though under-represented compared with their importance in the

sample as a whole, still make up about 10 per cent of households under the 50

per cent line. Other significant groups are those where the head of household

is ill or disabled, or in home duties.

The Role of Unemployment

Clearly a critical factor in shaping the changes in the composition of low-income

households was the increase in unemployment, particularly between 1980 and

1987. The overall unemployment rate rose from 8 per cent to 181/2 per cent

between these two years. Within this unemployed population, there was also
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an increase in the incidence of long-term unemployment: the proportion of the
unemployed out of work for more than a year rose from 34 per cem to 45 per
cent. This is reflected in the increased incidence of households headed by an
unemployed person towards the bottom of the income distribution.

The proportion of poor households headed by an unemployed person can be
expressed as the product of two factors: the risk of poverty for a household with
an unemployed head relative to the average risk, and the incidence of unemployed
heads of household in the general population. Algebraically this may be written as:

POV, POV"/TOTu1 x TOT......._~
POV~ POV,/TOT, .I TOT,

where POV = the number of poor households, TOT = the number of households

in the general population, and the subscripts u and t stand for tmemployed heads
of household and all heads of household respectively. We may then ask whether
the observed increase in the proportion of poor households headed by an
unemployed person is due simply to the overall increase in unemployment, or
whether an increase in the "relative risk factor" (the bracketed expression above)
also play a role.

Table 7.10 presents results on the risks of poverty for an unemployed person,
relative to the overall risk, (i.e., the bracketed expression) for 1973, 1980 and
1987. These figures show that the risk of poverty for households headed by an
unemployed person was between 21/2 and 51/2 times the average risk, except in
the case of the 40 per cent line in 1987. The ratios increased slightly between
1973 and 1980, but fell between 1980 and 1987. Thus, over the later period,
when the proportion of households in poverty headed by an unemployed person
rose sharply, this was entirely due to the increase in unemployment in .the total
population, and not to an increase in the relative risk of poverty for households
with unemployed heads.

The fall in the relative risk factor over the 1980-87 period can be attributed

Table 7. I 0: Risks of Povertyfor Households Headed by an Unemployed Person, Relatioe to the Average Risk,
1973~ 1980 and 1987

Equivalence Scale: 1,0.66, 0.33

1973 1980 1987

40% line 5.4 5.7 1.6

50% line 3.6 3.8 3.3

60% line 2.8 2.8 2.4
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to two main intluences. The first of these is the fact that unemployment

compensation rates in the social welfare system increased faster than take-home

pay over this period. "[’he second is that, with a constant risk for the unemployed,

an increase in unemploynlent raises the risk for the total population, and thereby

depresses the relative risk factor.

7¥ends in the Risk of Poverty

Analysis of trends in the risk of poverty for household heads with different

labour force status helps to clarify the overall picture, and disentangle these two

influences on the relative risk factor for the unemployed. Table 7.11 shows these

trends for the 50 per cent relative poverty line. The risks faced by employees,

the self-employed and those affected by temporary illness were quite stable over

the period. The risk for the unemployed was stable in the first sub-period, but

fell slightly over the 1980-87 sub-period. This net fall reflects the influence of

increases in social welfare rates relative to take-home pay. The increase in long-

term unemployment among the unemployed, often involving movement from

Unemployment Benefit to the lower Unemployment Assistance rates of social

welfare payment, partially offset this influence.

The risk of poverty for those not in the paid labour force (retired, engaged

in home duties, or others such as those with long-term illnesses) fell considerably
over the period. The factors mentioned in connection with the relative

Table 7.1 I: Risks of Relative Poverty Classified by Labour Force Status of Head of l-lousehold, 1973, 1980
and 1987

Equivalence scale: 1,0.66, 0.33
50 per cent relative poverty line

Labour Force 1973 1980 1987
Status of HOH HBS HBS FSR1

Employee 4.6 3.7 4.4

Self Employed 10.6 8.6 11.6

Farmer 16.7 27.0 35.8

Unetnployed 63.8 63. I 58.9

Ill 53.4 49.6 51 +2

Retired 33. I 23.3 I 1.4

Home duties 43.6 32.2 12.3

Other 37.9 42.9 25.7
(Not in Labour Force)

Total 17.7 16.8 17.5
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improvement in the income provision of the elderly (improved social welfare
and private pensions relative to disposable income from employment) arc, of

course, again relevant here.

The risk for households headed by a farmer rose sharply. The high risk for

farm households in the ESRI survey reflects the fact that the farm income data

related to activity in 1986, which saw the nadir of farm income in recent years.

Average family farm income increased by one-third in 1987 and by a further

27 per cent in 1988 (Power, Connolly and Roche, 1989 a and b).

Table 7.12 provides a useful summary of the impact of increased

unemployment and reduced risks of poverty for the elderly on the total risk of

poverty over the period 1980 to 1987. The first and last columns give the

contribution of each labour force status to the total risk of poverty in 1980 and

1987 respectively, i.e., the number of low income heads of household in that

category, divided by the total number of households. The second column calculates

what would have happened if only the risks of poverty within each labour force

status had changed between 1980 and 1987. The third column calculates what

would have happened if these risks had stayed constant, but the actual changes

in the distribution of labour force statuses (e.g., the increase in unemployment)

had occurred.

Table 7.12: Changes in Total Risk of Poverty Classified by Labour Force Status of Head of Household,
1980-1987

Contribution Contribution Contribution Contribution
to total to total to total to total
risk in risk in risk in risk in
1980 1987 1987 1987

(actua0 holding holding (actual)
distribution ri.@s b),

by LFS by I.FS
constant £onsfant

(risks by (dt~tribution
LFS chan~e) by LFS

changes)

PEr ctnt

Employees 1.7 2. I 1.4 1.7
Self Employed 0.6 0.8 0.6 0.9
Farmer 4.3 5.8 3.2 4. I
Unemployed 2.5 2.3 6.5 6.0
III 1.2 1.3 0.6 0.6
Rctlred 3.2 1.6 3.4 1.6
Home duties 2.9 I. I 3.6 1.4
Other 0.3 0.2 2.1 1.3

Total 16.8 15.1 21.4 17.5
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The major features which emerge from this analysis are that the increased
incidence of unemployment would, other things being equal, have raised the
total risk of poverty by 4 percentage points. The main offset to this incipient
increase was due to a decline in the risk of poverty for the retired, and those
in home duties; tending to reduce the total risk by just over 3 percentage points.
The net effects of other influences were small. For instance, a rise in the risk
of poverty for employees ",’,,as offset by a decline in their total incidence, and
similarly for farmers.

Risk o] Poverty in 1987
Focusing now on the relationship between the risks of poverty in 1987 by labour

force status and the location of the poverty cut-off, Table 7.13 shows that while
there is variation between the three lines some important relativities are quite
robust. The highest risk groups at all cut-offs are households headed by an
unemployed or ill person and households headed by a farmer. The lowest risk
group is households headed by an employee, but households headed by a retired
person are the next most secure.

A classification of the risk of poverty in 1987 by socio-economic group of the
head of household into unskilled and semi-skilled occupations, skilled manual,

lower non -manual, higher non-manual and farming reveals some interesting
resuhs. The risk of poverty is higher for the unskilled and semi-skilled group
and the farmers at each poverty line. The lowest risk is that facing the higher-
non-manual group. This result holds even after controlling for whether or not
the head of household is currently engaged in paid work.

Table 7.13 : Risks of Poverty by Labour Force Status oar Head of Household, 1987

Labour Force Per cent oar 40% line~ 50% line" 60% line+
Status o] HOH bh in in sample Risk (%) Risk (%) Risk (%)

Employee 37.9 1.9 4.4 I I. I
Farmer 12.4 24.1 35.8 45.0
Self-employed 7.5 7.2 I 1.6 19. I
Unemployed 10.3 12.8 58.9 74.4
[11 but intending to seek
work 1.2 30+6 51.2 65.3
III and not intending to seek
work 4.8 7.3 25.0 63.0
Retired 14.4 5. I I 1.4 21.5
Home duties I 1.3 7.9 12.3 42.1
All households 100.0 7.5 17.5 30.0

"Equivalence scale I10.66/0.33.
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Examination of the risk of poverty classified by number of income earners
in 1987 shows sharp declines as the number of income earners increases. The
decline as the number of income earners rises from 1 to 2 ranges from a half
to a third; the risk facing households with 3 or more income earners is halved
again, approximately. A sit-’ailar pattern ennerges for a classification of risk of
poverty by the number of persons engaged in paid work.

7.5: 7"he Interaction between Demographic and Economic Variables
Clearly the trends in the risk and incidence of poverty on a demographic and

economic categorisation of households are closely linked. One particularly
interesting question is the extent to which the increased risk of poverty for families
with children is due to the increased incidence of unemployment. In order to
answer questions of this type we can "decompose" the changes in risk, in the
following way. The overall risk of poverty is given by the number of poor
households (irrespective of labour force status) divided by the total number of
households (irrespective of labour force status). Algebraically this can be written
as follows:

R =    Pi /    N+ ,.

where P~ is the number of poor households, N~ the total number of households
in the ith labour force status, and there are a total of k labour force statuses.

This expression can be rewritten as a weighted sum of the risk within each
labour force category, with the weights equal to the proportion of all households
who are in each labour force status:

The increase in the risk of relative income poverty for families with children
can be decomposed, therefore, into two components. The first is that due to
changes in the labour force status distribution (wl), of which the increase in
uneml)loyn-’ent is the most important. The second is that clue to changes in the
risk of poverty within each labour force status (R~). "1"here are two polar
methods of calculating this decomposition: the first asks what the risk would
be if the weights are held constant at the initial level, while the second holds
the weights constant at the final level."~5 The resuhs of applying both methods
for the 1980-87 period arc reported in Table 7.14: fortunately, there is no difticuhy
it-’ interpreting then’, because the two methods are in broad agreeu’nent on the
major trends.

?SThere is an obvious parallel wldl current- and bitse-weighted price indices.
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T~ble 7.14: Decomposition of the Increased Risk of Rdatioe Poverty for Families with Children

Pooerty Line: 50% of mean disposable income
Equiualence Scale: 1, 0.66, 0.33

Category Dtzg lo changes

in risk
Risk Due to changes Risk
1980 in labour force 1987

status (e.g.,
Tise in

Igll~’,lploymen0

A B A B

2 adults +children 12.4 2.5 0.9 7.8 9.4 22.7

Others + children 19.2 --3.4 --1.1 8.1 5.8 23.9

Method A: (~wS°R~7 -- Ewe~R~) + (EwSTRn7 -- Ew~IRsT)

Melhod B: (~’¢.’87R87 -- Ew~TR~) + (EwSTR~1 -- Ew~IR~)

where the firsl term gives the change due Io changes in risk, and the second term gives the change
due to changes in the distribution of the population by labour force Sl~tltlS.

The results show that the predominant cause of the increased risk of poverty

for households containing children is indeed the inereasc in unemployment.

Changes in the distribution of households over labour force statuses account

for between about 75 and 90 per cent of the increased risk for 2 adult households

with children, and for over 100 percent of the increased risk for other households

with children. Thus, there is at most a rather subordinate role being played

by factors other than increased unemployment and other changes in the

distribution of labour force statuses in the increased risk of poverty for children.

This is not to say that households with children are not at any higher risk than

households without children. Households with children are, indeed, at higher

risk than other households even after controlling for labour force status. What

the analysis of Table 7.14 shows, howcver, is that the increased risk of poverty

for households with children over the 1980 to 1987 period is predominantly due

to the increase in unemployment.

7.6 Conclusions

The analysis of the risk and incidence of poverty using relative poverty lines

has revealed some features which arc particularly relevant to the understanding

of poverty and to the formulation of policy. Perhaps most importantly, significant

changes over time in the composition of low income households have been found,

which aher perceptions of the nature of the problem and the appropriate

responses. Several major results were found which were not sensitive either to

the exact poverty line chosen, or to the equivalence scale used.
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The central trends identified between 1973 and 1987 were an increase in the
incidence of low-income households headed by an unemployed person, partly

offset by an improvement in the relative position of the elderly. Households
headed by an unemployed person had a relatively high risk of poverty in all
years, but increases in social welfare rates (in real terms, and relative to other
incomes) actually reduced this risk over the 1980 to 1987 period. However, the
overall increase in unemployment, particularly over the later sub-perlod, and
the lengthening duration of unemployment spells led to an increased incidence
of poverty for such households: they formed 1 in 3 of all households below the
50 per cent line in 1987, as against 1 in 10 in 1973. Income increases for the
elderly from social welfare payments and increased coverage by occupational
pension schemes (both in real terms and relative to other incomes) led to
reductions in the risk of poverty for this group over the whole period. Since
the proportion of elderly households in the population did not alter greatly, this
tended to offset the increase in poverty caused by increased unemployment. The
percentage of households under the 50 per cent line headed by a retired person

or one in home duties fell fi’om almost 1 in 2 to 1 in 6. The demographic
consequences of these changes ",’,,ere that the risk of poverty for households with
children increased sharply, while that for 1- and 2-aduh households fell
dramatically.

While the picture of relative income poverty in 1987 was one in which
unemployment loomed large, there were other groups at high risk or forming
a high proportion of those at low incomes. Households headed by an ill person
were also at high risk. The risk for farmers had also increased, and despite a
decline in their total numbers, the proportion of low income households headed
by farmers remained at around 1 in 4. This figure must be qualified, however,
since the farm income data related to 1986, which was the low point of farm
incomes in recent years: 1987 and 1988 saw increases of 34 and 27 per cent
per annum in average family farm incomes. Although this increase was unevenly
distributed, with incomes on a substantial proportion of farms actually falling,
an overall increase of this magnitude - over 50 per cent in real terms -- must
have reduced the risk of poverty for farm households quite sharply. While
households headed by an employee were at low risk, their importance in the

general population is such that they constitute an element of the low income
population which cannot be ignored.

Further analysis of the characteristics of low income households, their
interrelationships, and of the major changes which have been taking place over
time form a major part of the plannecl programme of research. So too is an
examination of the dynamics of poverty: which groups move into and out of
poverty, and with what frequency? And [’or which groups is poverty a more
permanent experience? In pursuing these topics we will also have regard to the
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differential impacts which low incomes may have on patterns of living or
deprivation for various groups or household types. The manner in which these
patterns of living may be analysed using the data gathered in the ESRI survey
is the subject of the next chapter.



Chapter 8

INCOMEAND STYLE OF LIVING INDICATORS

8.1 Introduction
The measures of poverty implemented in Chapters 5, 6 and 7 were all based

on current disposable income. While this is an important component of the
"command over resources" determining a household’s standard of living, it is
far from being the sole determinant. The most widely accepted conception of
poverty emphasises that it involves exclusion from "ordinary living patterns,

customs and activities" (Townsend, 1979, p. 31). It is dearly important, therefore,
to supplement these income-based analyses with analyses of households’ standard
of living as revealed by more direct measures of households’ activities and
possessions.

Section 8.2 deals with the issue of establishing what are the "ordinary living
patterns, customs and activities" in present-day Irish society. Section 8.3 deals
with summary measures or indices of style or standard of living derived from
the basic data. Section 8.4 examines how the influence of current disposable
income on some of these measures of households’ standard of living. Section
8.5 draws together the preliminary conclusions and implications for further
research on this topic.

8.2 Idenlifying Ordinary Living Patterns
A wide range of questions on possessions and activities were included in the

survey. At this stage, the 20 items/activities listed in Table 8.1 are available
for analysis. For each of these items, we have information on

(a) whether the respondent’s household feels that the item/activity in question
is a necessity, i.e., something that "every household (or person) should be
able to have and that nobody should have to do without";

(b) whether the household has the item in question;

(c) if not, whether they would like to have it but must do without due to lack
of money.

We first look in Table 8.1 at the proportions of our sample which do not have

each item, together with views as to whether the item is or is not a necessity.
As well as those lacking an item, the percentage who have an enforced lack --

111
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Table 8. I : Indicators of Actual St),& of Living and Socially Defined Necessities

Percentage
experiencing Percentage

Percentage enforced stating
lacking lack necessity

* ° Refi’igerator 5 3 92

°*Washing machine 20 I0 82

Telephone 48 31 45

*Car 38 22 59

Colour TV 20 I 1 37

A week’s annual holiday away
from home 68 49 50

* °A dry damp-free dwelling 10 9 99

**Healing for Ihe living rooms
when it is cold 3 2 99

Central heating in the house 45 30 49

**An indoor toilet in Ihe
dwelling 7 6 98

"’Bath or shower 9 7 98

**A meal with meat, chicken or
fish every second clay 13 9 84

’*A warm, waterproof overcoat 13 8 93

**Two pairs of st rong shoes 16 1 I 88

To be able to savc 57 55 88

A daily nvwspapcr 45 16 39

*A roast meal joint onec a week 24 13 64

*A hobby or leisure activity 33 12 73

**New, not secondhand, clothes 10 8 77

*Presents for friends or family
once a )’ear 24 1.3 60

*°included in IO-itcm summary index of items regarded as a necessity and possessed by over
75 pet" ecru of re.spondents,

*Additional items regarded as a necessity and possessed by a simple majority of respondents.

they cannot afford it in their own view -- is shown. The responses used are

those of the household head or, if these were not given, those of the spouse.

(The figures are given as percentages of those responding, with 95 per cent or

more of the sample responding to the relevant questions.) The rates of possession
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of consumer durables and basic housing facilities are consistent with the
information given in the 1980 Household Budget Survey; there have been
significant increases in the rates of possession of almost all tbese items. This
reinforces confidence in the reliability of these data.

The table shows wide variation in the proportion possessing cach item, ranging
from a fridge and heating which 95 to 97 per cent of the sample have, to the
ability to save and to have a week’s holiday which were enjoyed by only 43 per
cent and 32 per cent of the responding households. There is some significant
variation in the relationship between lacking an item and enforced lack. For the
ability tJ save, the toilet or the dry dwelling, for example, most of those lacking
the item said this was because they could not afford it. For the washing machine,
colour TV, or newspaper or hobby, though, only about half of those lacking
the item said it was because they could not afford it. While replies to this question
may have to be treated with particular caution - since people may not like to
admit that they cannot afford an item, and there may be different degrees of
unwillingness or acceptability for different items -- none the less the information
is a useful complement to that on actual possession/lack.

It is also interesting to compare the pattern of responses to the question about
whether items were considered necessities with the actual percentages
possessing/lacking each. In general those items which were more widely possessed
did tend to be more generally thought of as necessities -- with a fridge, heating,
indoor toilet and bath/shower possessed by most and felt by nearly all respondents
to be necessities. There were some notable exceptions, though: on the one hand
only 43 per cent of respondents ’,’,’ere able to save but 88 per cent thought being
able to do so was a necessity, while on the other 80 per cent of respondents had
a colour TV but only 37 per cent thought it ",’.,as a necessity. This means that
the basis on which indications of deprivation arc chosen -- whether on the basis
of views in the population as to which are nccessities,a la Mack/Lansley, or the
actual possessions/activities of the majority or most people,a la Townsend --
will make a difference to the index used, as detailed in the next section.

8.3 Indices of Deprivation
Clearly, even if all time individual items in time table were regarded as satisfactory

indicators of deprivation, one would attach less significancc to the lack of a single
item than to the lack of several items. Time fact that a person says that they cannot
afford a single item from the list is not taken to imply that the person is poor.
For this reason we concentrate on summary indices of deprivation, which count
the number of items lacked by a household. Thus, counting one for each item
lacked, the score may range fiom zero to the total number of items included
in the index.

As noted in Section 8.2, not all of time 20 items arc regarded as necessities
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or actually possessed by a majority of the population. It could be argued that
the inclusion of some of these items in an index of deprivation would therefore
be misplaced. How should the selection of items for inclusion in an index of
deprivation be undertaken? Several approaches were distinguished in Chapter
2. Here we will focus on two main approaches. The first is an approach based
on Townsend’s broad concept of poverty, emphasising exclusion from "ordinary
living patterns". This approach would select those items possessed by a majority
of the population for inclusion in the index. (This must be further distinguished
from Townsend’s own index, which included three items not possessed by a
majority of the population). The second approach is that of Mack and Lansley
(1985), who could also claim to be implementing Townsend’s broad definition,

but emphasising the exclusion from "living conditions and amenities which are
customary, or at least widely encouraged and approved, in the societies to which
they belong" (Townsend, 1979, p. 31). The Mack and Lansley approach selects
those items which are regarded as necessities by a majority of the population.
Both Townsend and Mack and Lansley include a further criterion: that possession
of each item in the index should be negatively correlated with income. Since
each of the 20 items under consideration was negatively correlated with income
in the ESRI sample, this condition is not discussed further here.

In implementing the Mack and Lansley approach, however, it is important
to note that two items which are widely regarded as necessities are not possessed

or done by a majority of households. Only 32 per cent of households had had
a week’s holiday away from home, and 43 per cent had been able to save. While
Mack and Lansley do not explicitly state that a necessity must be possessed by
a majority of the population, this may be regarded as implicit in their
approach.26 No item actually included in their index is possessed by less than
70 per cent of their sample. Therefore, we add this condition to our interpretation
of their approach.

Given this extra condition, the only difference in the items entering a Mack-
Lansley index as against a "Townsend" index are items which a rnajority of the
sample had, but did not regard as necessities. These items were a colour television
(possessed by 80 per cent of the population), a daily newspaper (which 55 per
cent of the population had), central heating (again possessed by 55 per cent)
and a telephone (possessed by 52 per cent of the population). Under these
circumstances it is clear that the main differences between the "Townsend" and
Mack-Lansley approaches arises not from the set of items included in the index,
but from the attempt to control for tastes using the "would like, can’t afford"
criterion. Further consideration of the "Townsend" set of items will therefore

26h is acknowledged that a majority of households might regard an item as a necessity, even if it is only
possessed by a minority, in a Third V~orld context.
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be deferred until it can be compared with the set of items used by Townsend
himself.

The 14 items which satisfy the extended Mack-Lansley criteria (that a majority
regard the item as a necessity, and a majority possess it) are indicated in Table
8.1. Four items are excluded bccausc they are not regarded as necessities by
a majority (telephone, colour TV, central hcating and a daily newspaper) and
two because a majority do not undertake the activity defined in the item(saving
and a week’s holiday).

It might be argued that for an item to be regarded as a "socially defined
necessity" something more than a simple majority should be required. In the
present case, the item which has the smallest majority vote as a necessity is a
car, which 59 per cent of the sample regarded as a necessity. This may reflect
divergences of opinion between urban and rural households on this question.
An alternative index may be defined by the stricter criterion that 75 per cent
of the sample must regard the item as a necessity: this results in an index of
10 items possessed and regarded as a necessity by at least three-quarters of the
sample.

Table 8.2 below shows the distribution of households according to the number
of items from the 14-item summary index which they lack, and the number for
which this lack is "enforced".

Table 8.2: Distribution oJ Deprivation Scores on a 14-Item Summary Index

Deprivation Scare Lack Enforced Lack

0 30.0 50.7

1 or more 70.0 49.3

2 or more 48.2 29.6

3 or more 34.2 19.7

4 or more 24.3 13.1

5 or more 16.1 7.9

6 or more 10.9 5.2

7 or more 7.6 3.3

8 or more 5,2 2.0

The impact of the attempt to control for taste differences is readily apparent
from the lower scores for the enforced lack index. The mean score for the lack
index is 2.2 as against 1.3 for the enforced lack index. While only 30 per cent
ofall households lack none of the items, almost half the sample have no enforced
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lack. Moving towards the other end o(the scale, 16 per cent of households lack
5 or more items, as against 8 per cent fro" whom the lack of 5 o1" more items
is because they cannot afford them. In the next section, the relationship between
the alternative indices and income will be investigated. For the monaent, it is
sufficient to note that the use of the "would like, but cannot afford" question
to control for taste is not without its drawbacks. There is evidence in the Mack
and Lansley study that answers may reflect a lowering of expectations; as people
get used to doing without an item, they may no longer perceive themselves as
fm’ced to do without it fro" lack of money (or, alternatively, may be embarrassed
to admit that they cannot afford the items).

As noted in Chapter 2, Mack and Lansley focus on the persons with an
enforced lack of three or more items (on an 18 item scale for adults) as an indicator
of numbers in poverty, though the rationale for doing so is not entirely clear.
It is worth noting, however, that 20 per cent of households have an enforced
lack of three or more items from the 14-item scale in h’eland, as against a

corresl)onding figure of 12 per cent lacking three or more items (from an 18-item
scale) for the UK in the Mack-Lansley study.

As was noted earlier, an index of items possessed and regarded as a necessity
by at least three-quarters of the sample was also constructed, implementing a
stricter definition of what constitutes a necessity. Table 8.3 below shows the
distribution of scores on this index.

Table 8.3: Distribution of Deprivation &ores on a lO-Itnn Summaly Index

I)eplivation Scott Lack Enforced Lack

o 53.6 66.6
I or ulorc 46.’t 33.’1

2 +~r more 26.8 18.1
3 or mfwc 15,0 IlL I

’t or more 8.0 5.,1

5 (ir more 5.3 3,0

6 .r m<)rc 3.6 1.6

7 .r more 2.1 0.7

Using this stricter criterion, we find that over half the sample possess all the
items defined as necessities; two-thirds of the sample say they do not lack any
of the items for want of money. However, there are still 15 per cent of households
which lack three or ruore items fi’om this reduced scale, and 10 per cent who
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say they cannot afford three or more items. In its other features the pattern of
results does not diverge rnarkedly from the 14-item index using the less strict
definition of necessities.

8.4 Relationship between Income and Deprivation Indices
One would expect income differences to have significant effects on standard

or style of living. The preliminary analysis in the present section indicates that
this is, indeed, the case. A more comprehensive analysis will, however, have

to take account of a variety of other influences on living standards in order to
tease out this relationship more precisely. The present analysis shows simply
that while current income has a significant effect, there is a large role for other
factors in determining standard oz" style of living.

One way of summarising the relationship betv.,een a deprivation index and
income is to examine the mean score on the index recorded by deciles of the
equivalent income distribution. This is clone in Table 8.4, using the 14-item

index as a benchmark. These results suggest a significant relationship between
equivalent income and deprivation as measured by an index of lacks or enforced
lacks. The mean score for the bottom decile is about 4 times that of the top
decile for the "lack" index, and over 7 times that of the top decile for the "enforced
lack" index. However, the decline in the deprivation index as income rises is
not a smooth one. In particular, there is little difference between the scores for

each of the bottom three deciles, although these scores are higher than those
for other deciles.

Table 8.4: Mean Scores on 14-1tern Deprivation Index b), Equivalent Income De¢ile

Dedle Lack Enforced Lack

Bottom 3.3 2.2

2rid 3.7 2.7

3rd 3.5 2.2

,tth 2.9 1.6

5th 2.6 1.4

6d+ I +8 0.9

71h 1.3 0,8

8th 1.5 0.7

9th 0.9 0.4

Top Decile 0.8 0.3
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The corresponding figures for the 10-item index reveal a similar pattern (Table

8.5). The level of the index is, of course, lower for all categories. The bottom

three deciles have similar deprivation scores, but higher than for other deciles.

The score for the bottorn decile is no’,,,, over 10 times that of the top decile for

the enforced lack index; however, the overall relationship with income is not

necessarily strengthened by restricting the index to a stricter definition of

necessities. It may be, for example, that such a high proportion of households

’with incomes above a certain level will possess all the basic items that further

increases in income will have little impact on the index.

Table 8.5: Mean Scores on lO-Item Summary Deprioation Index by Equivalent Income Decile

Equivalence Scale: I, 0.66, 0.33

Detile Lack Enforced

Bottom 1.6 1.2

2rid 1.8 1.6

3rd 1.7 1.3

4th 1.3 0.9

5111 I +3 0.8

61h 0.7 0.4

7th 0.5 0.3

8th 0.8 0.4

9th 0.5 0.2

Top Decile 0.4 0.1

Lack

The "enforced lack" index was designed to capture differences in style or

standard of living which were due to differences in tastes rather than differences

in income. On this basis, it would be expected that the relationship of the enforced

lack index to income would be stronger than that for straightforward lack index.

It was noted above, however, that the "enforced lack" index might be affected

by lowered expectations, i.e., respondents on low incomes coming to accept the

lack of certain items as normal, and not something which they would like but

could not afford. This would tend to reduce the strength of the relationship

between the enforced lack index and income. The relative strength of these two

factors might be expected to determine whether the link with income is

strengthened by moving from a "lack" index to an "enforced lack" index. The

distribution by decile suggests that the relationship with income strengthens.

The scores for all deciles are reduced, but the scores for the bottom three deciles
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fall by between 11 and 35 per cent, while the scores for the top three deciles
fall by between 50 and 75 per cent. However, the overall correlation between

equivalent income and the deprivation index falls, albeit very slightly, when
this method of controlling for tastes is employed. Clearly, further work is needed
to establish the causes of this phenomenon. In the interim, continued use of
both indices, rather than placing entire reliance on one or the other, would seem
to be warranted.

There is considerable variability in the deprivation scores recorded by those
at similar income levels. A similar pattern was also found to hold in Townsend’s
data, as stresscd by Piachaud (1981). He attributed a large part of such differences
in deprivation scores to differences in tastes. But analysis of the ESRI data finds
similar variability even in the "enforced lack" index. This confirms that other
factors must also enter into a comprehensive explanation of the phenomenon.

One such factor which might be expected to influence deprivation scores over
and above income levels is the stage of the family cycle. If, for instance, households
tend to accumulate consumer durables in a gradual way, households at an earlier
stage of the cycle may tend to score higher on the deprivation index for a given
level of income. If so, the relationship between income and deprivation indicators
may tend to be stronger for families at a given stage of the family cycle. Table
8.6 illustrates the relationship for the commonest stage of the family cycle, the
middle child rearing stage with both pre-school and school-age children in the
household (see Rottman, Hannan et al. for details of the classification used).

Table 8.6: Mean Scores on 14-1tern Summary Deprivation Index b), Equivalent Income Decile for Households
at Middle Child-rearing Stage of Family Cycle

Decile Lack Enforced Lack

Bottom 3.6 2.9

2nd 3.1 2.3

3rd 2.7 1.8

4th 2.5 1.5

5th 1.8 1.0

6th 1.3 0.7

7th I.I 0.6

8th 0.8 0.2

9th 0.5 0.2

Top Decile 0.6 O. 1
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These results, particularly for the "enforced lack" index, do show a stronger

relationship with income. The change is not so clearcut for all stages of the family

cycle, but it is clear that family cycle variables have a role to play in explaining

variation in deprivation scores, along with differences in income and in tastes.

An alternative perspective on the relationship between deprivation and income

can be provided using the income poverty lines derived in earlier chapters. Time

results in Table 8.7 help to establish the extent to which deprivation, as measured

by the 14 item summary index, is greater for"poor" households than "non-poor"

households. The brcakdown of scores is shown for households above and below

the 60 per cent relative poverty line. Since the distribution ofdeprivation scores

by equivalent income docile found similar scores for the bottom three deciles,

lower poverty lines would show somewhat smaller differences between "poor"

and "non-poor" households.

Table 8.7 : Deprivation Scores on 14-Item Index for Poor and Non+Poor I louseholds at the 60 Per Cent Relatioe
Povert), Line

Deprivation &ore Lack Enforced Lack

Non - Poor Poor Non - Poor Poor
H’holds H’holds H’hol~ H’holds

0 37.2 13.,t fi0.6 27.8

I or more 62.8 86.6 39.4 72.2

2 or more 38.8 70. I 2(I.2 51.3

3 or more 2,t.9 55.9 12,0 37,6

4 or more 17.0 41.1 7.0 27.0

5 or more 10.0 30.0 ’1.2 16.4

6 or more 6.8 20.1 2.5 I 1.2

7 or more ,t.3 I,t.9 1.3 7.6

8 or nmrc 3.(I 9,9 0.9 ,t.5

The deprivation scores for poor households are clearly higher than those Ibr

non-poor households, at any given level ofdeprivation. For instance, households

which fall below the 60 per cent relative poverty line are three times more likely

than non-poor households to lack 5 or more items. The same relationship is

found at a lower cut-off of 3 or more items on time "enforced lack" scale. There

are, however, significant numbers of housebolds below the relative income

poverty lines with low or zero scores on this deprivation index, and smaller

numbers of non-poor households with very high deprivation scores.
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The issue of how different the deprivation scores would be expected to be
for poor households is related to the debate on Townsend’s hypothesis that "as
resources for any individual or family are diminished, there is a point at which
there occurs a sudden withdrawal from participation in the customs and activities
sanctioned by the culture" (Townsend, 1979, p. 57). Piachaud (1981) argued
that such a threshold was intrinsically implausible, and that reality is more
accurately represented by a continuum from great wealth to chronic poverty.
Debate on this topic has continued, with contributions from Desai (1986) claiming
to confirm the existence of a threshold using statistical tests, and by Piachaud
(1987) questioning this conclusion. Future work on our data will include more

detailed econometric testing of this "threshold hypothesis". For the moment, it
is sufficient to draw attention to an aspect of Townsend’s use of the mode rather
than the mean in his analysis of the relationship. The use of the mode can give
a considerably sharper appearance to a relationship, as the comparison of modal
and mean scores for the 20-item index in Table 8.8 shows.

Overall, the results oil the relationship between income, poverty and
deprivation seem quite similar to those in the surveys conducted by Townsend
and Mack and Lansley in the UK. Deprivation scores tend to rise as income
falls, but there is substantial variation around this tendency, even if an attempt

Table 8.8: Comparison of A4ean and A4odal Depriuation Scores on 20-1tern Ind~r b), Equivalent Income Decile

Decile A4ean Mode

Bot Iom 7. I 7

2 7.7 6

3 7.3 5

4 6.3 5

5 5.8 4

6 4.4 I

7 3.5 l

8 3.7 1

9 2.6 0

Top 2.0 1

is made to control for differences in tastes. It is also evident that there is a great
deal of variation not exphfined by these factors.

Mayer and Jencks (1989) have also found similar results using data gathered
in Chicago. They found using regression techniques that there are significant
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influences not only from income adjusted for needs (using the official US poverty
line) but also from age, non-cash benefits, and home-ownership, as well as from
health status and access to credit. One other important influence discussed by
them, and also evident here, is the influence of the equivalence scale used in
adjusting income. Some of the items used in the deprivation scales, and, indeed
some of the indices, are more closely related to total household income than to
equivalent household income. This is not surprising, since the more adults are
in a household, the more likely it is that certain household durables can be
afforded. But it does raise questions about the appropriate measures of deprivation
and of resources which will be examined in future work.

8.5 Conclusions
The analysis of deprivation indicators and their relationship to current income

in this chapter gives rise to a substantial agenda for further research. Parts of
this agenda have already been noted. Here, we draw together the results of the
initial work in this chapter, and set out the agenda for further research more
systematically.

The initial 20 indicators of standard or style of living allowed the construction
of a picture of national living patterns, and of items regarded as necessities by
a majority of the population. Summary indices of deprivation were built up of
14 items regarded as a necessity, and actually possessed, by a majority of the
sample, and of 10 items regarded as a necessity and possessed by over three-
quarters of the sample. No attempt was made to derive a distinct poverty line
or subsistence standard from this information, but the information was used
to examine the style of living of those at different income levels.

The results of this analysis showed considerable similarities to UK and US
work on this topic. Those at Iovcer income levels did have higher deprivation
scores, but there ",’,’as considerable variation in the scores at any given income
level, even ‘.’,,hen an attempt was made to control for differences in tastes. While
current disposable income dearly has a significant effect on living patterns, other
factors also have a role to play. Households’ accumulation of consumer durables
over the life-cycle ‘.’�ould lead, for example, to households with similar incomes
scoring rather differently on the deprivation index: the possible importance of
this factor was illustrated.

We may summarise the research issues arising under three broad headings,
which will be treated in turn. The first is the construction of measures of
deprivation; the second is measurement of resources; and the third is analysis
of the relationship between deprivation, resources and other factors.

Looking first at the measurement of deprivation itself, one point to note is
that additional data will soon allov¢ better measures of participation in social
life than those already used. The issue of whether the attempt to control for
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taste differences using the "would like, but cannot afford" criterion to control
for taste is confounded by the effects o flowered expectations will also be analysed
in greater depth.

At a more fundamental level, it is important to note that the initial indices
used here have been based on the approach of Townsend and others in implicitly
assuming that poverty can be measured along a single underlying dimension.

Preliminary work (Hannan, 1988) suggests that poverty may well be a
multidimensional phenomenon. Households may be poor on one dimension,
such as housing conditions, but not poor in terms of current income, which is
the dimension treated in detail in this paper. Conversely, households may be
poor in terms of current income, but not poor in terms of housing conditions.
(To some extent this may reflect the income from owner occupation and public
subsidisation of housing, which can be taken into account in the measurement

of resources.) Further work on the dimensionality of poverty is a priority for
future research.

Turning now to the issue of the measurement of resources, it should be noted
that the information collected in the survey will allow broader income concepts

to be used in later reports. For example, it will be possible to take account of
income over a 12 month period, imputed income from owner-occupied housing,
and non-cash benefits. Information on assets will also be relevant to broader
concepts of command over resources. Special attention will also have to be given
to incomes from farming and self-employment, which can fluctuate greatly from
year to year without a corresponding influence on style of living.

The analysis of the relationship between deprivation and resources raises some
further issues, beyond measuremem of th6 two concepts themselves. Our initial
analysis suggests that considerable attention must be given to identifying and
controlling for the influence of other factors if the influence of income is to be
correctly identified. For example, further examination of life-cycle influences
is suggested by our preliminary analysis. Multiple regression techniques, allowing
for the limited dependent variable (the deprivation index), will provide an
appropriate framework for extending the analysis to include several variables.
A further issue to be examined is whether there exists a threshold income, below
which deprivation increases sharply. While our initial analysis does not support
this hypothesis, more detailed work is needed to reject or confirm it.



Chapter 9

PO VER T Y A ND NON- CA SH BENEFITS

9.1 Introduction
So far, in looking at the position of households relative to income poverty

lines, this study has followed most international analyses of poverty in focusing
on disposable income. Most usually, both the measure of"needs" -- the poverty
fine, however constructed -- and the measure of"resources" have been framed
in terms of current disposable income. This is widely rccognised to be a rather
narrow measure of needs and economic resources, while none the less being
generally accepted as the best starting point for the analysis of poverty.

As discussed in Chapter 2, a broadening-out of the measm’e of resources could
take several directions. Thc treatment of assets is one important issue: people
who own their house or car are in a different position to those on the same income
level who are not owners of these assets. The time-period over which resources
are measured can also be widened, to look at annual or even lifetime income
as well as current weekly income. While these rnerit consideration in the future,
here we look at the conceptual and practical issues which arise in attempting
to widen the measure of resources in another direction, namely to take into
account what are termed non-cash benefits.

Households benefit from a range of services provided free or in a subsidised
manner by the State, from security to public amenities to personal social services.
In analysing the distributive impact of such services and their implications for
living stanclarcls, though, the main cmphasis has been on particular areas: health,
education, housing, transport, and subsidies~vouchers~free provision of goods
such its food and fuel. It has been argued that, in measuring poverty,
conccntrating on disposable income without taking these non-cash benefits into
account could be mislcading.

One of the main objectives of the Institutc’s survey on Povcrty, Income
Distribution and Usage of State Services was to gather detailed information on
the utilisation patterns of services provided by the State in Ireland, such as hcalth
and education. Analysis of these data will permit utilisation to be related to factors
such as income level, social class and household composition. This will allow
the rcdistributive effects of State expenditure on these services and their

implications Ior living standards to be explored in depth, and ’,’,’ill involve a
separate study in itself. At this stage, though, it is worth highlighting the complex

124
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conceptual and empirical problems which face attempts to assess the implications
of these benefits for the measurement of poverty. The present chapter, then,
draws fox" the most part on evidence from previous h’ish studies on the distribution
of non-cash benefits, and on the international literature on this topic. First, wc
look in Section 9.2 at the relationship between institution,-d structures, the method

of deriving the poverty line, and the role of non-cash benefits in poverty
measurement. Section 9.3 then discusses the conceptual issues raised by trying
to broaden the measure of resources to include the effect on non-cash benefits.
Section 9.4 briefly describes the importance and structure of non-cash benefits
in h’eland. Section 9.5 examines one specific an’ca wbich can be analysed in a
relatively straightforward way, namely housing costs. The conclusions are
sunamarised in Section 9.6.

9.2 A4easuring Poverty and Non-Cash Benefits
The first point to be made about the role of non-cash benefits in measuring

poverty is that this will depend on how the poverty threshold itself is derivecl,
and on tbe structure of the benefits themselves. Tiffs can be illustrated
conveniently by a comparison between the US and Britain. In Britain, while
a great deal of attention has been given to the broader redlstributive impact
of non-cash benefits, they have featured hardly at all in studies Iocusing specifically
on the measurement of poverty. In the US, on the other hand, the treatment
of non-cash benefits in measuring poverty has given rise to "the biggest debate
by far" (Sawhill, 1988) among researchers on poverty in recent },cat’s.

In Britain, State heahh care and education are available, tbr the most part
fi’ee of charge, to all. There is little direct provision of food or food vouchers
to the poor. Local authority housing is concentrated on low itacomc households,
but conventionally the poverty line and the measure of resources excludes housing
costs cntircly. The comn]on procedure is to derive the poverty line from social
welfare support rates, and compare cash income (net of housing costs) with this
line. Since hcahh care and education arc available fi’ce to all, they do not enter
into either the lllcasure Of needs o11 the measure of resources, and are not
considered a problem in this context. In the US on the other hand, in-kind benefits
such as heMth care atad food vouchers arc largely targeted on those at low incomes.
The official poverty line is derived - as described in Chaptcn" 2 -- by costing
the "food budget" and muhiplying by a factor to take into account the average
proportion going on other expenditure. Thus, since the poverty line is based
on an inclusive concept of"needs’, it is argued that in measuring the resources
of the poor the in-kind benefits received such as food stamps, school lunches,
subsidiscd housing and Medicaid, should be taken into account.

Thus both institutional structun’cs and tic exact method of deriving the poverty
standard itself will influence the appropriate treatment of non-cash benefits. In
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the Irish case, the institutional structure of State provision of sc~wiccs is somewhere

between the more "targeted" US system and the more "universalist" British one.

Education at primary and secondary level is available free to all irrespcctivc

of income while third-level grants are means-tested, but fees for third-level

education arc well below average cost. Hcahh services arc available fi’ee of charge

on a means-tested basis to about the bottom 40 per cent of the population, with

reduced but still substantial eligibility (for hospital services) for most of the

remainder.~7 Local authority housing is largely concentrated on lower-income

households. We review in Section 9.4 below the available evidence on the complex

distributional pattern of State expenditure on these services, but a priori we would

expect them to have an important and differential impact on households at

dift~:rent income levels, of difl’ercnt compositions, and at diffcrcnt stagcs in the

family cycle.

Considering the way in which the povel ty standard is constructed, the range

of methods reviewed in this study have different features and it is not possible

to gencralisc about the implications of non-cash benefits across these methods.

The "official" poverty lines based on social welfare rates, used in most previous

h’ish studies are similar to thc British lincs dcrivcd on this basis, implicitly

assuming that recipients will not have to pay for health care or education. These

services are therefore to be ignored in assessing both needs and resources. The

consensual income poverty lines are based on people’s own assessments of income

needs, which for low-income households may bc expected to take into account

the fact that education and health care arc provided fi’ce for such households.

To the extent that they z~re based for the most part on the views of those at or

about the poverty level, they may also therefore bc taken to largely rc[lcct needs

excluding the costs of these services.2. Measuring poverty directly through

looking at indicators of deprivation, non-cash transfers do not affect the

measurement (though they may help to explain why households on similar income

levels can apparently have quite different levels of deprivation). With thc budget

standard method -- not applied here -- as the US example makes clear, ideally

in-kind transfers should be taken into account in measuring resources to the

extent that they have been included in assessing minimum needs.

With the remaining method of deriving poverty standards, the purely rclalivc

method -- on which the present study places most emphasis -- the role of non-

cash benefits is more problematic. First of all, although the income thresholds

I)roduced by the method are derived as proportions of mean income, thcy may
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be assessed by most people not so nll_lch in tills light, but rather as nominal cash
amoonts. For example, the fact that a certain percentage of the population in
our sample was fol_lild to be below the equivalent of £42 per week for a single
person (with scale C) has a value of its own, independent of the fact that the
figure was derived in the first place as half mean equivalent income. In assessing
the standard of living implied by that nondnal figure, most people will be aware
that edncadon and heahh care do not usually have to be paid for by people at
that income level. It may validly be compared on this basis with social welfare
support rates for example, m" v¢ith tile income judged to be adequate I)y tile
Commission on Social Welfare, since these take into account the fact that these
costs clo not generally have to be borne by low-income groups

However, focusing on file relative position of different groups per se, leaving
non-cash benefits out of the assessment could in some circumstances be seriously
misleacling. If non-cash benefits went largely or exclusively to the poor and
substantially improvccl the position of those on low income relative to those on
average or high incomes, then looking at disposable income alone would mislead
as to tile relative position of low income households. Similarly, using purely
relative lines to examine trends over time or make conlparisons across countries

could be misleading if the strucu.lre and/or importance of non-cash benefits
changed substantially or was very different irl different countries. We look in
Section 9.4 at the empirical evidence about the distribution of non-cash benefits
in h’eland, to see whether beneficiaries are in fact for the most part low-income
households. First, though, we consider the conceptual problems which have to
be addressed in any attempt to broaden tile measure of households’ resources
to include the value of these non-cash benefits.

9.3 The Valuation of Non-Cash Benefits
The issues which arise in assigning a value to in-kind transfers have been

explored in greatest depth in the US. While some progress has been made on
these methodological problems, no consensus on an appropriate treatment has
been reached despite intensive examination at both official anti academic level.
As a resuh, as Sawhill (1988, p. 1078) points out, there are now ten alternative
poverty figures published each year by the US Census Bureau, varying in the
extent to which non-cash benefits are inclucled and how they are valued.

Since it gives rise to probably the most intractable problems, medical care
is useful as an example. If we simply add to income the actual cost of medical
care provided by the State (or its market value if this could bc assessed), this
would imply that households with sick people arc richer than the heahhy at the
same cash income level. If we ignore the State-provided care, ffiough, then a
richer household with a sick member which has to pay for its own health care
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looks better off than the "poor sick" one, but may actually not be better off net
of health care costs.

One obvious solution is to attrihute to those eligible for State provision extra
income equal to the insurance premium they would have to pay to obtain that
level of cover in the market -- assuming this can be established. It is important
to emphasise that it is not just those who received State-provided care in the
year in question, but fill those eligible, who are to be given this additional income.
While attractive, this also creates problems. As Smeeding (1982) points out,
fin elderly individual in the US has entitlement to State health care constituting
in effect an insurance policy worth almost enough by itself to bring that person
above the official poverty line -- but he or she could still have insufficient cash
income to buy food, clotlaing and sheher.

The central poinl which this illustrates is that benefits in kind are nol to he
equated with cash income and valued accordingly: in-kind transfers do not
represent command over resources in the same way that cash income does. Basic
nticroeconomic theory shows that any in-kind transfers will in gencral be valued
less by a consu met than the cash amount corresponding to the cost of provision
oz" the market price of the service provided, simply because there is no choice
about its allocation. Efforts in the US to estimate the valuc placcd hy rccipients
on in-kind transfers sho’,v that this may be considerably below market price,
hut this value is very difficuh to estimate satisfactorily.~’ (These problems are
discussed in detail in the context ofheahh care by Smceding and Moon (1980);
an interesting rcccnl exploration of the nlethodology for valuing food stamps
is Moffit (1989).)

~]~)le I11OSI ConlprL?hcllSiVe I11e~ISUrC of rcsoLlrces tlscd in lneglSUl’illg ctn-renl

poverty in Ihe official US figures includes money incoinc, tbod, housing, and
medical benefits, h is interesting that education is not included even in this
measure. Consideration of schooling costs brings out an aspect of the problem
which does not appear to have received attention in the literature. In analysing
the relative position of households with and without children, cquivalcnce scales
such as those cinployed in the present sttidy are conventionally used. Where
education is provided frcc hy the State, dlcsc scales in reflecting the cost of children
will not include any school I~es. If we were to value the education provided and
attribute this as cxlra income to t~unilics with children their position relative
to those without childrcn would improve. However, if we include this benefit
in income, the implied cost should also surely be included in the oecds of children,
so that the equivalence scales would also change. The net cffcct would thus be
a cancelling out of the extra income by additional needs when calculating
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equivalent income. This is not to say that the families with children are receiving
no benefit: they are clearly better offthan they would be if they had to pay for
the education provided. But the fact that they do not have to pay has been
embodied in the calculation of equivalent income (and thus in relative poverty
lines derived fi’om it).

This discussion makes clear that health care and education provided by the
State pose extremely complex problems for the measurement of resources and
of poverty. The other major non-cash benefit in the Irish case is local authority
housing. This gives rise to particular issues, in that housing is also the area where
-- as noted earlier -- taking assets into account, distinguishing between house
owners and non-owners, is most important. In Section 9.5 below we look at
the impact which taking housing costs into account has on measured poverty
using relative poverty lines. First, though, we discuss the available evidence on
the role and distribution of non-cash benefits in Ireland.

9.4 Non-Coz’h Benefits in Ireland
A major part of current State expenditure in Ireland goes on provision of

services free or below market price. Focusing on the areas v,,hich are
conventionally treated as non-cash benefits, about 32 per cent of Exchequer
current expenditure excluding debt service payments goes on health care,
education, housing and transport. This may bc compared with the 35 per cent
going on social welfare cash transfers. These services provided by the State clearly
have a major impact on the standard of living of those receiving them. The
distributional impact of State spending of this type has been analysed by the
CSO (1980, 1983 and Murphy, 1984), and by Rottman and Reidy (1988) for
the NESC, based on the Household Budget Surveys for 1973 and 1980. Their
main findings can usefully be summarised to show the importance and l)atterns
of non-cash benefits in Ireland.

The (3SO rcdistributive exercises cover the na~tjor programmes "which directly
benefit particular individuals and households and can realistically be assessed"
(Murphy, 1984, p.57). These are health services, education, local authority
housing, and "other". ("Other" covers in-kind social welfare benefits such as free
fuel and TV liccnccs, and subsidies on public transport and -- since abolished

- on iterns such as food, gas and electricity, and mortgage charges). In allocating
the "benefit" of State expenditure in these areas to households, that benefit is
taken to be equal to the cost of providing the service, which is distributed among
households on the basis of actual or estimated usage patterns. The methodology
involves a variety of inlbrmation and assumptions, described in detail in the
CSO reports, Murphy (1984) Rottman and Reidy (1988) and Nolan (1981)
comment on its strength :tnd limitations. (A similar approach is used in the UK
CSO’s amlual redistribution studies based on the Family Expenditure Survey,
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as discussed in, for example, O’Higgins (1980).) Without dealing with the

rnethodology in any detail here, the main features of tile results are outlined.

We look first at households without any adjustment for size and composition,

classified by disposable income. Table 9.1 summarises the impact on those at

different income levels of the four identified categories of non-cash benefits in

the CSO’s exercise for 1980?~ The overall importance of these non-cash

benefits is shown by the fact that adding these benefits to disposable income

raises mean income by about 20 pet" cent. For those towards the bottom of the

income distribution, these benefits arc considerably more important relative to

disposable income. For those in the bottom income category shown in the table

(comprising 29 per cent of households), including non-cash benefits increases

mean income by 42 per cent.

Table 9.1: Non-Cash Benefits by Disposable Income Range, 1980 HI3~"

Ir’etkly Disposable Household In¢ornt

Under £60      £60"99      £100"139 £140 and ovel      All

% of households 28.7 27. I 19.8 24.4 100

Average £ per week 1980:

Disposable income 35.4 80.2 118.8 209.4 106.4

Non-cash benefits:
- heahh 8.5 7.9 7.9 8.4 8.2
- education 3.1 8.6 11.9 14.6 9.1
- housing 1.4 1.3 0.7 0.3 1.0
- other 2. I 2. I 2.5 3.6 2.5

Total non-cash ~nefits              15. I          19.8         23.0         27.0         20.8

I)ispos~ble income plus
non-cash benefits 50.5 100.0 141.8 236.4 127.2

Source: Rcdistributive Efl~cls of State Taxes and Benefits on Household Incomes in 1980, Table I I.

This is not to say, of course, that lower income groups receive more through

these benefits than higher income groups. The opposite is in fact the case, with

the average receipt for the top income group in the table being almost twice

the average for the bottom group. This is still considerably less favourable to

higher income groups than is the distribution of disposable income itself, though,

so lower groups do better relative to their disposable income. The bottom income

group receives 9V2 per cent of disposable income but 21 per cent of allocated

3a~’l’he 13 ptlblished razlges (CSO 1983 "l’ab[e I I) have been combined Io make up four it~come categories
flit’ 12a~;e of prcscnla[ioll,
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non-cash benefits. The top group, otl the other hand, comprising 24 per cent
of households, receives 48 per cent of disposable income and 32 per cent of non-
cash benefits.

Looking at the composition of the non-cash benefits at different income levels,
health spending is clearly the most important for lower income groups, accounting
for over half the total going to the bottom category. The bottom groups do not
do better in absolute terms, though, with a similar average benefit from health
for each of the income groups. Education benefit goes less to the bottom group
than to the other groups, and is highest for the top category. Housing is highest
at the bottom group, though less important in absolute tcrnls than health or
education even for that group.

Household composition clearly has a major influence on the allocation of non-

cash benefits, with the elderly having a high proportion of heahh spending and
households with children receiving the benefit fi’om education. The classification
of households by disposable income takes no account of differences in needs due
to size and composition, h is therefore also important to look at households
classified by equivalent income, and this has been done by Rottman and Reidy
(1988) using the same CSO allocation of non-cash benefits for 1980. The
equivalence scales used are the same as those employed by Murphy (1984), where
-- with a single adult taken as 1 -- extra adults count as 0.74 and children as
0.25/0.38/0.53 depending on age?’

Rottman and Reidy’s main restlhs are summarised in "Fable 9.2, showing the
average benefit received by households classified by equivalent disposable income
decile in 1980. The benefit from education expenditure is most affected by the
adjustment for household slze/composition: it is now spread fairly evenly over
the bottom 80 per cent of the distribution. Health spending is now also less
important at the very top, while housing continues to be concentrated towards
the bottom. Overall, the bottom 20 per cent of the equivalent income distribution
receives 25 per cent of the non-cash benefit fi’om health spending, 22 per cent
for education, 43 per cent for housing and 18 pet" cent of other allocated
expenditure. These are well above the 71/2 per cent of disposable income going
to this group, and non-cash benefits clearly improve the position of those towards
the bottom of the ecluivalent clisposable income distribution. However, these
benefits are not concentrated largely or exclusively on bottom groups: middle
income groups also benefit substantially.

In assessing the overall redistributive impact of State intervention, the CSO
also takes into account indh’ect taxes, estimated fox" different households on the

31These scales are derived from those implicit hi Unenxplo)’lnent Assistance rates (plus those implicit in
Unemploymenl Assistance rates (plus Childrens Allowance) in Ihe 1970s. wh h differential levels ftJr children
of different ages based on UK scMes developed I:,)’ .’MeClemenls (1977) -- see Murphy (1984 p. 72).
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Table 9.2: Non-Cash Benefits by Equivalent Disposable Income Decile, 1980 HBS

Equivalent Disposable Income Decile

£ per week Bottom 2 3 4 5 6 2 8 9 10 Averoge

AveFag~

dis~sablc income 3IA 46.9

Non.ash benefits
- Health 10.l 10.7
- Education I 1,2 8.8
- Housing 2.1 2.1
- Other 2.1 2.4

Total non-cash
ber,efils 25.6 24.0

Disposable income
plus non-cash
benefils 57.0 70.9

61.0 79.8 94.8 ll0.1 123.9 142.5 160.1 214.2 106.5

10.8 g.4 8.4 7.8 7.4 6.8 5.8 4,8 8.2
9.5 11.6 11,2 10,3 9.1 8.4 6.7 4.4 9.1
1.4 1.3 I,l 0.7 0.6 0.3 0.1 0.1 1.0
2.6 2.4 2.5 2.4 2.6 2.8 2.8 2.8 2.5

24.3 24.7 23.2 21.2 19.8 18.2 15.5 12.0 20.8

85.3 104.5 118.0 131.3 143.7 160.7 175.6 226.2 127.3

Source: Rotunan and Reidy (1988) Table 7.2 p. 205

basis of their expenditure patterns. Although those at higher income levels pay

more indirect tax in absolute terms, indirect tax is a higher proportion of

disposable income for lower income groups -- it is regressive. Taking it into

account therefore offsets to some extent the redistributive impact of non-cash

benefits. Taking the two togcther, we can compare the distribution of disposable

income with that of"final" income -- clisposable income plus non-cash benefits

minus indirect taxes. This is done in Table 9.3, which also includes for

comparative purposes what the CSO terms "direct" income, which is income

fi’om work and property (i.e., before social welfare cash trans[~rs are added and

income tax/PRS] contributions deducted to arrive at disposable income).

While final income is more equally distributed than disposable income, (he

difference is very much less than that between direct and disposable income.

This is because of the major contribution which cash transfers make to increasing

the shares of lower income groups which is very much more important than

the impact made by non-cash transfers net of indirect taxes. A similar overall

pattern is found for equivalent income, though with a slightly greater difference

between disposable and final income?7

The available evidence for Ireland thus sbows, in brief, that services provided

by the State are of considerable importance not only to those on low incomes,

:)2 Neither Murphy (1984) nor Rouman anti Rciciy (1988) prcscnl data on Ihc (:quivalcm clisl)tlsable inconlc

dislribution itsclf. However. Roche (198’t) using quile similar though no, identical equivalence scales does
presem the equivalenl dlsposab[e dislributlon (Table 5. I p. 157). Comparing Ihis with Lhc equivalenl direcl
and final income dislribution shown by Murphy, Ihe broad conclusion in the Icxt is supl)t~rled.
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Table 9.3: Distribution of Direct, Disposable and Final Income Among Households, 1980 HBS

% going to Direct Disposable I:inal
quintile Income Income Income

Bonom 0.5 5.2 5.8

2 8.5 11.6 I 1.9
3 17.1 17.2 17.2
4 25.7 24.0 24.0

Top 48.1 42.0 41.2
Tolal I O0 I O0 1 O0

Source: Mm’l~hy (1984), Table 5.

but throughout the distribution. When allocated among households on the basis
of utilisation and valued at Ihe cost of provision, they improve the relative position
of those on low incomes, though their contribution is much less than that of
cash u’ansfers. Drawing direct conclusions from these findings for relative living
standards and poverty woukl be hazardous, however, because of the conceptual
complexities highlighted earlier.

"Final" income, produced in the CSO exercises by the addition to disposable
income of non-cash benefits and the deduction of indirect tax, is not to be treated
as analogous to disposable income. Disposable income represents actual money
income received, conferring command over resources at current prices. Final
income is a conslrucl. It does not set out to measure command over resources,
and non-cash benefits valued at cost of provision are not to be equated with

cash income in assessing welfare, for the reasons spelt out above. Murphy (1984)
emphasises that the objective of the CSO exercise is not to measure actual welfare
or benefits accruing to recipients, but rather to determine where government
expenditure goes. The exercise perhaps is best viewed as a "snapshot", as
Nicholson and Britton (1976) put it, of the tax and transfer systems in operation.
As O’Higgins (1980) argues, "if one’s concern is to measure the disu’ibution of
the current flows of resources from the government to households as valued in
the national accounts (i.e. by service costs) there is a robust common-seuse case
for the CSO procedures" (p. 36). To assess and compare welfare levels and
measure poverty, though, final income can not be simply regarded as a more
comprehensive and more satisfactory replacement for disposable income.

The discussion in Section 9.3 of the conceptual problems involved made clear
that, although no consensus has been reached elsewhere on the appropriate
methodology for this situation, some progress has been made. This will provide
some avenues to explore using the ESRI data set in future work. In the present
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paper, though, it is possible to examine one specific area which is amenable

to a rclalively straightforward treatment, namely housing. In this case, a common

method of taking into account both State provision of subsidised housing and

the dif|’erence between those who own their houses and those who have to pay

[br housillg is to look at income net of housing costs. While this measure is by

no means clearly superior to income before deducting these costs, it does provide

useful additional information, as shown in the next section.

9.5 Housing Costs and Relative Poverty

Two households of" the same composition and at the same income levcl may

be spending very different amounts on housing, and thus have quite different

scope fbr spending on other items. One approach to taking into account the

value to a household of owning its own house is to add the imputed income

ti’om owner occupation to disposable income. Similarly, households paying below

the market rent because they.are in local authority housing could have the

estimated value of the rent subsidy involved added to income.~:; h is difficult

to value both these elements satisfactorily, however, particularly in Ireland where

the private market rented sector is quite small and thus a benchmark true market

rent against which to evaluate them is problematic.

An alternative treatment is simply to deduct the amounts act,_lally being spent

on housing from each houschold’s income, and analyse this income net of housing

costs. This has been a common practice in the UK, partly because of the particular

structure of the social welfare system, where there has been a good deal of

emphasis on a comparison of incomes net of housing costs with Supplementary

BeneI]l (no’,v Income Support) levels which exclude SUl~port for housing costs

(see, lbr example, DHSS, 1988). A rationale h~ls been that differences in

expenditure on housing mainly rellecl differences in assets held, and also different

cosls and Ihus conslralnlS facing households across sectors and regious because

of imlz, erli:ctiox~s in the housing market. Income net of housing costs is thus viewed

as in some sense ~t better measure of "available" income. However there is

prol:,ably also ~.li1 importg.mt element of choice involved: households choose to

alloc~ue dit’fcrellt i)roporlions of their income on housing, and observed variation

in housing expenditure reilects difi’crences in tastes as well as differences in choice

sets. Income net of housing costs is therefore best regarded, in our view, as a

complement to, rather than a substitute for, disposable income.

Housing costs may be deducled from disposable incomes in the ESR[ sample

and the purely relative poverty lines described in Chapter 5 recalculated. When
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this is done, the percentage of households with incomes net of housing costs
below these lines are shown in Table 9.4. The aggregate results are not greatly
altered by this change in income concept, as the comparison with tile results
oll the basis of disposable income -- also shown in the table - reveals. The
most substantial difference is at tile highest, 60 per cent line, where the percentage
below the lille falls by about one percentage point with either of the equivalence

scales used in this comparison (scale A or scale C - see Chapter 5). This does
not mean, of course, that the composition of the households below the lines has
not changed more, an issue which will merit investigation in tile future.

Table 9.4: Percentage of Households below Relative PoverO, Lines using Alternative Income Concepts, 1987

Equivalence scale: C (1,0.66,0.33)                A (1,0. 7,0.5)

Disposable Disposable Disposable Disposable
income income net income income net

of housing of housing
gosts costs

% % % %

40 pet" cent line 7.5 7.5 10.0 9.4

50 per ccnl line 17.4 16.6 18.9 18.7

60 per cem line 29.5 28.6 29.0 27.7

9.6 Conclusions
Free or subsidised services provided by tile State, particularly in the areas

of hcahh carc, education, and housing, have a substantial impact on the living
standards of h’ish households. These non-cash benefits benefit households
ffiroughout the income distribution but are more important for lower income
groups. Taking their effects into account in measuring poverty and comparing
living standards poses particularly complex conceptual and empirical problems.

Their role in poverty measurement depends inter alia on how the poverty
threshold itself is being defined. Somc methods focus explicitly or implicitly on
"needs" excluding those ah’cady met by State provision of services - the "official"
poverty line method, for example. While this is not the case with the purely
relative approach, the adequacy of tbc thresholds it produces is clearly to be
assessed taking into account the services provided to people at those income levels.

Broadening tile measure of houschold resources to encompass non-cash benefits
-- which ideally would allow relative lines based on that wider measure to be

produced - faces the critical problem of valuation. Non-cash benefits are not
equivalent to cash income, and their value to recipients will generally be below
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the cost of provision or even the market price of the service in question. Simply
adding the cost of provision of services utilised by a household to disposable
income does not provide a meaningful measure of welfare - though it is valuable
in tracing the flow of resources through tile tax and public expenditure systems,
which is tile objective of the redistributive exercises carried out by the CSO.
While some possible methods of ,.,aluation and allocation have beert explored

elsewhere, particularly in the US, this is probably the most thorny and contentious
single issue in the methodological debates on poverty nleasurement there. It
is intencled to pursue these approaches to valuation of non-cash benefits with
tile ESRI data set in future work.

One area is however amenable to a relatively straightforward treatment. The
importance of non-cash housing benefits, and of the fact that some people own
their houses while other have to pay for housing, can be examined by looking
at income net of housing costs. When purely relative poverty lines based on
this income concept are applied to the sample, the percentage of households
with income net of housing costs below these thresholds is in fact similar to the
resuhs produced by disposable income.

\*Je no’.’.’ move fiom the analysis of the extent and nature of poverty to the
role of tile social welfare system in allcviatifig poverty. First, Chapter 10 looks
at tile extent to which tile system sets a minimum income standard and is
successful in bringing people up to that level. Chapter 11 then analyses tile
effectiveness and efficiency of the system on the basis of a range of inclependently-
derived poverty thresholds.



Chapter 10

FAMILIES AND PERSONS BELOW OFFICIAL 1NCO34E STANDARDS

10.1 Introduction
In this part of our analysis, we identify those families and persons whose

incomes fall below the "basic minimum income" set by the Supplementary Welfare
Allowance scheme (SWA). As was emphasised in Chapter 3, the proportion of
persons falling below this level is not a good measure of poverty: it depends
on the generosity of the social welfare safety net, as well as on the extent of
poverty. We prefer to regard the proportion of persons falling below official
minimum income standards as an indicator of the social welfare system’s
performance in providing its own minimum income target. These persons are
either not eligible even for the safety net scheme, or, if they are eligible (either
for the safety net scheme or some other scheme with higher benefits) are not
receiving their entitlement, for various reasons. Once the persons and families
falling below the official minimum income standard have been identified, we
can classify them in this way to see the nature of the gaps in the safety net.

We pay particular attention to the non-take-up problem, defined in the broadest
sense as benefits not getting through to persons who are entitled to them. This
is an issue of considerable interest, not only from the point of viev., of measuring
the system’s present performance: the non-take-up of means-tested benefits is
often cited as a reason why greater selectivity or targeting of benefits cannot
be achieved through means testing. As well as exploring the role of non-take-
up in explaining why people fall below the SWA safetynet, we examine in detail
the take-up problems associated with the Family Income Supplement (FIS)
scheme.

It must be stressed that the analysis in the present chapter cannot be used
to assess the adequacy of the minimum income target set by the Supplementary
Welfare Allowance scheme: it is aimed instead at evaluating the system’s
performance in terms of its own minimum income objective.

10.2 SIVA as an Official Minimum Income Standard
We treat the Supplementary Welfare Allowance rate as the safety net income

which the Social Welfare system tries to guarantee. Its stated purposes at the
time of its introduction included guaranteeing a "standard basic minimum
income", and the provision of a "residual and support role within the overall

137
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income maintenance structure"?4 It is the lowest scale of payments in the social

welfare system, identical with the short-term rural Unemployrnent Assistance

rate. The level of the basic payment was £33.00 per week for a single person

for the early part of the survey period, and £34.00 per week from July 1987

on. The corresponding figures for a married couple are £56.95 and £58.70.

Additional payments are made for children under 18.

A supplement may be payable under the SWA scheme for housing costs. This

addition is discretionary, but there are administrative guidelines laid down at

national level. The Commission on Social Welfare noted wide variation in the

application of the guidelines on rent or mortgage interest supplements. In order

to avoid the complications arising from such variation, we concentrate in this

chapter on entitlement to SWA, excluding this supplement for housing costs.

However, we also provide an indication of the possible importance of the housing

cost additions. The rule for housing additions used in this sensitivity analysis .

is that rent or mortgage interest repayments in excess of£1.50 per week qualify

for housing supplements, but not the capital repayment element of a

mortgage?~ While supplements in excess of£5 per week had to be referred to

the Department of Social Welfare for approval this did not constitute an upper

limit, so no upper limit was placed on the amount of the supplement in the

sensitivity analysis.

Regular supplements may also be payable for special heating or dietary needs:

these are not taken into account here, because generally a successful claim for

such supplements would require medical evidence. This means that the basic

SWA inconle standard applied here can be regarded as a minimum entitlement,

exclusive of any additions which may be payable for either housing or special

necds.

Irregular supplements may also be paid for what are termed "exceptional

needs", such as a large electricity bill, clothing or furniture. Such supplements

are not included in the SWA standard applied here, nor are receipts under this

heading classified as current income. Information on receipt of such payments

during the 12 months preceding the date of interview has, however, been collected

in the survey, and will be analysed later.

10. 3 Identifying Families with Incomes below the Supplementary Welfare Allowance Level

In order to identify families with incomes below the SWA level, it is necessary

to establish each family’s "entitlements" under the scheme. We calculate these

notional entitlements purely on the basis of the family’s income, by applying

:s4 Mr Frank Cluskey. Parfiamenlao’ SceretaJry to the Minisler for Sc, cial t-~-’elfare. I)ail Debates. 24 June

1975, as quoled in Ihe Commission an Social Welfare’s Report.

3"~This means lhat the recipiem’s income net of allowable housing eosIs is m;finlalned al the SWA ra;e less
£1,50; ihis £1.50 figure was raised to £3.00 late in 1987,
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tile SWA means test; some families would qualify on the basis of tile means
test, but would not actually qualify for SWA because they fall into an ineligible
category (e.g., working full time). The question of whether families below SWA
income standards are actually entided to SWA, or to other soei~ welfare payments,
is dealt with later.

Differences in dates of interview are taken into account to avoid the problem
of persons apparently receiving more or less than their SWA entitlements simply
because of the timing of their interview. This means that the SWA standard
applied to a single adult household interviewed before July 1987 is £33.00,
whereas for tbe same type of household interviewed after July 1987 it is £34.00.
If the higher figure were applied to all households in the sample, families actually
receiving the exact SWA entitlement could be classified as below the official
income standard because of the date of interview. If, on the other hand, the
lower figure were applied, families receiving less than their SWA entitlement
would be classified as above the official income standard.

SWA is paid not at the level of the household, but at the level of what will
be termed a "benefit unit". A benefit unit for SWA purposes is defined by the
rules of the scheme as a single person or married couple, together with children
under the age of 18. A household may be made up of one or more benefit units,
e.g., ifa household is made up of a married couple with three children, all aged
under 18, this would be a one-benefit unit household, but if all the children
were aged 18 or over, there would be four benefit units in the household. People
who ate not related by spousal or parent-child ties belong to different benefit
units. To summarise this terminology, benefit units are simply groupings of
people within households: they do not depend on wbether or not a social welfare
benefit is actually being received, but refer also to potential recipients. Two-
thirds of households in the sample contain just one benefit unit, but 15 per cent
contain three or more benefit units. Clearly then, the benefit unit is close to
the tax unit concept used earlier, but with a slightly different concept of what
constitutes a dependent child. The implications of this difference are dealt with
below.

Benefit units are treated separately in establishing their entitlement to SWA,
with one major exception: young single aduhs living with their parents are subject

to tbe "benefit and privilege" rules. Thc stated intcntion is to value the board
and lodging they receive, but in effect, it constitutes a one-sided income sharing
rule betv,,een parents and children. These "benefit and privilege" rules have been
applied in what follows, i.e., net parental income, after disregards for the parents’
expenses, is treated as if it is shared between the non-earning children, for the
purpose of establishing their means.

The treatment of children aged 18 or over, who are in full-time education,
requires special mention. They cannot be counted as part of the parcntal benefit
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unit, but are specifically excluded from the SWA scheme. Thus, the implicit

policy stance is that the income support for students is not to be provided through

the social welfare system36; instead, it is expected that support be provided by

parents, or where their means are insufficient, by a means-tested grant. Two

approaches are taken in the present analysis. The simplest is to exclude these

benefit units from the analysis. This is not, however, an entirely satisfactory

procedure since it excludes students who have total incomes from grants,

employrnent and parental support which fall below the SWA standard. While

it may not be an objective of the social welfare system to provide support to

such students, it is of some interest to know how many fall into this category.

Therefore an alternative procedure, which treats students as separate benefit

units, v,,ith income as recorded in the survey from grants and part-time jobs,

and an assumed income from their parents in line with the benefit and privilege

assessment.

In order to simulate the actual operation of the SWA means test, and find

the most accurate answer to the question of how many people fall below the

SWA income standard, we have conducted the basic analysis at benefit unit

level. For reasons noted in Chapter 5 the figures on the percentage of persons

below the income standard are of more significance than those for the proportions

of benefit units.

10.4 The Extent of Gaps in the Safety Net

The proportions of benefit units and persons with incomes below the SWA

income standards are shown in Table 10.1.

Table I 0.1 : Percentage of Benefit Units and Persons with Incomes beloto the Supplementa(y Welfare Allowance
Standard

% of % of Persons
Benefit Units included in
with Incomes these Benefit
below SWA Units

A. Excluding Benefit Units in full-tlme
education 9.2 8.0

B. As A, but with ~tdditional allowance
for rent or morlgage interest I 1.0 I 1.0

It is clear from this analysis that a significant proportion of benefit units and

persons have means which fall below the SWA income standards: 670 benefit

units were found to be in this position, representing 8 per cent of the sample.

36Sludenl$ Ilia}’ }~2 enlilh:d 1¢~ unemploymenl ~*ssistance if the)’ seek vacation work but are unable to find il.
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excluding benefit units in full-time education. This does not automatically imply
that they are entitled to income support, or that they would be universally

regarded as poor. These questions are investigated in later sections, which
examine the reasons why benefit units may fall below this safety net income.
A sensitivity analysis has shown that if an allowance is made for all rent or
tmmortgage interest in excess of£1.50 per week, the proportion of persons belov,,
the income standard rises to 11 per cent. Returning to the basic SWA income
standard, if full-time students are included in the analysis, the proportion of
persons falling below the standard rises to just under 10 per cent; this indicates
that a substantially higher proportion of students than of the general population
falls below the standard.

While previous work on poverty in Ireland has used poverty lines based on
official income support schemes, the approach adopted here differs significantly
in its effort to identify precisely those households whose ineonaes fall below the
minimum income support scheme. This was not done to the same extent by
earlier studies, so direct comparisons of time present results with earlier work
should not be made. Instead one should view time present resuhs as a snapshot
of the effectiveness of the social welfare system in 1987, in terms of its ability
to provide time basic minimum income standard set by the SWA scheme.

The difficulties in making comparisons with earlier work can be highli~hted
by consideration of the previous study which is perhaps closest to our approach
viz. Roche’s (1984) analysis of the 1973 Household Budget Survey, which used
short-term rural Unemployment Assistance rates as the basis for a poverty line.
Roche’s implementation used the Unemployment Assistance rates which prevailed
after the substantial 1973 increase in rates, despite the fact that some of the sample
was interviewed before that date; he also used a close approximation to the
equivalence scale in’tplicit in the UA scheme to adjust incomes and compare

them with the payment for a married couple, rather than calculating the precise
entitlements for each household and comparing them with actual income. While
differences of the latter type may change the income standards applied by only
a few pence, the fact that there are many families on or about these income
levels means that the proportion of families below the income standard can be
quite sensitive to time rounding errors introduced by these decisions. Roche’s
analysis of the 1980 Household Budget Survey data uses an uprating of the 1973
Unemployment Assistance scale, so it is less comparable. Furthermore, even
if exactly comparable data and analysis were available, it is important to note
that some of the major differences would be due to changes in the generosity
of the social welfare system’s safety net scheme.

10.5 The Nature of the Gaps in the Safety Net: Non-coverage and Non-take-up
It is clearly important for policy purposes to know whether those who fall
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below SWA income standards are simply not covered by the Social Welfare
system, or are not receiving benefits to which they are entitled. This analysis

must be done at benefit unit level, since this is the level at which eligibility is
decided. In order to classify benefit units as eligible for SWA or other means-
tested schemes, or not, one must use information on respondents’ labour force
status, hours worked, marital status, and number of dependent children (if any).
For example, a woman who declares herself as "engaged in home duties" would
not appear to qualify for Unemployment Assistance, but information on her
marital status and the number of dependent children might show that she would
qualify for a Widow’s Non-Contributory Pension, or an Unmarried Mother’s
Allowance. While the income criterion applied in identifying these low income
families is that of the SWA scheme, we are interested in whether they are eligible
for any social welfare payment; if, for example, a family is ineligible for
Supplementary Welfare Allowance, but eligible for Family Income Supplement,
it is treated here as eligible for income support.

A classification of those who fall below the SWA income standards, according
to their eligibility for income support, is provided in the Table 10.2. In some
cases, there is an element of doubt as to how to classify a benefit unit. For
cxm’nple, the survey estimates annual farm income on the basis of the most recent

Table 10.2 Benefit Units Below Basic SWA Income Level

% of all
Benefit
Units

Per cent

All Benefil Units below Basic SWA income standard 11.8

of which:

Not digible for any social welfare parment
Full-time education 3. I
Others not eliglhle for may social welfare assistance: 0.9

Mixed category
Farmers 2.2

Ehgible for some social welfare pa)~ment
[)id not claim 3.1
Waiting for decision on some social welfare payment or
applied but refused 0.4
Some SW payment currently received, but less
than apparent entitlement

Farmers 0.6

Others 1.6
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calendar year (1986), but a means test might take into account a longer-term
view of farm income, if this diverged markedly from the income for the most
recent calendar year. For the moment, therefore, we report farmers and farm

relatives assisting who did not receive a social welfare payment as a separate
category, only some of whom are eligible for income support from the social
welfare support. Farmers who did receive a social welfare payment are assumed
to have been established as eligible for such support.

Those who are not eligible for SWA or other means-tested income support
fall into two main groups, specifically excluded by the SWA scheme. The first
of these is persons in full-time education, who are entitled to draw Unemployment
Assistance during vacations, but not to any other income support from the social
welfare system. If this group is excluded from consideration, just under 9 per
cent of all benefit units are below the SWA income standard. The other major
group excluded by the SWA scheme is persons working full-time. Since the FIS
scheme provides income support to full-time employees with dependent children,
the sub-group of full-time workers effectively excluded from the social welfare
system’s income maintenance comprises full-time employees without children
and the self-employed. This category is a small but significant one, accounting
for 0.9 per cent of all benefit units.

The ambiguous status of the large group of farm families who have not applied
for or received Smallholders’ Unemployment Assistance has already been
outlined. The size of this group reflects the fact that information on farm incomes
was collected for 1986, the low point for farm incomes in recent years.

Depending on the proportion of this large group of farm families which is
,;ligible for income support, betvceen a half and two-thirds of those below SWA
are apparently entitled to at least the SWA income, but not receiving enough
benefit to reach it, i.e., they may receive no benefit, or only a part of their
apparent entitlement. A sizable proportion of these did not claim any benefit:
an investigation of this non-take-up of entitlements is the subject of later sections
in this chapter. A majority of these benefits units appeared to be young
unemployed persons, often residing with their parents. While the benefit and
privilege rules could have led to very small entitlements for such benefit units,
the estimated entitlements not taken up were found to be quite large, and often
equal to the full maximum amount of Unemployment Assistance.

A small proportion of benefit units were found to be waiting for a decision
on a claim, or to have had a claim turned down: these elements would not appear
to be major contributory factors to the proportions of persons falling below the
official income standards. Prolonged waiting periods could clearly be problematic,
even though successful claims would be paid with retrospection; but the evidence
in Callan et al. (1988) did not suggest widespread dissatisfaction on this aspect
of service delivery.
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The remaining 2.2 pet" cent of benefit units which are receiving some social
welfare payment, but less than their apparent entitlement, provide something
of a puzzle. At this stage of our analysis, we must note some reasons why
entitlements calculated from the survey data rnay diverge from actual
entitlements. One reason why a person might appear not to be taking up a benefit
to which they were entitled would be if the questionnaire responses reveal less
income than ",’�ould an actual means test: the relative incentives in the different
enquiries suggest that this should be rare. It could arise, however, due to the
fact that the means test calculates capital income on a notional basis (attributing
an annual income of 5 per cent of the first £400 and 10 per cent of the balance),
whereas at the moment, we utilise the answers to a question on actual investment
income. We ;’,,ill be able to reduce, if not eliminate, this possible source of
discrepancies when the full information from the survey is analysed.

Differences between the ESRI and the Department of Social Welfare’s methods

of calculating farm incomes (or the information on which each assessment is
based) could lead to some families being misclassified in this analysis: some would
appear to have an entitlement, but would not actually have one, while others
would appear not to have an entitlement, yet be in receipt of Smallholders’
Assistance. There is no a priori evidence to suggest that the ESRI method
systematically underestimates farm incomes, or was based on information tending
to understate farm incorne, relative to the Department’s "factual assessment"
method. It is important to note, however, that even if the ESRI method and
the Departmental method were on average very close to each other, random
error could lead to some upward bias in the number of farm families receiving
less than their apparent entitlement. This point can best be understood by
reference to two examples, in which we assume, for illustrative purposes, that
the figure arrived at by the Department is the true figure, and the ESRI method
equals the true figure plus a random error. We assume in the case of both
examples that the family is brought up precisely to the SWA income standard
by the Smallholder’s Assistance. In the first example, the random error is positive,
so that the ESRI method arrives at a measured income above the SWA standard.
In the second case, the ESRI method arrives at an income below the SWA
standard. These examples illustrate the possibility that even if the ESRI method
is an unbiased estimator of the Departmental assessment, it may lead to an
upv,,ard biassed estimate of the number of farm families below the SWA income
standard. A similar argument regarding the impact of random measurement
error may also apply to non-farm incomes. Further detailed investigation of the
causes of the divergence between estimated entitlement and payments received
will be required.

As emphasised earlier, the fact that families are failing below the safety net
income standard does not imply that the problem lies with the safety net scheme
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itself. A classification of benefit units below the SWA standard, based on the
highest benefit for which they appear to be eligible is given in Table 10.3. While
the problem would appear to be .concentrated in the area of Supplementary
Welfare Allowance and Unemployment Assistance, further investigation ofthe
apparent take-up problems in Old Age Non-contributory Pensions, Disabled
Persons Maintenance Allowance and Family Income Supplement seem to be
advisable. The latter scheme is investigated in more detail in Section 10.8.

Table I 0.3: Benefit Units below Basic S WA Income Level Classified by Highest Benefit for which Apparently
Ehgible

% of AU Benefit
Units below SWA

Not eligible

Farm families, possibly eligible

Unemployrnenl Assistance

Supplementary Well.are

Family Income Supplement

Disabled Persons’ Maintenance Allowance

Old Age Non-contributory Pension

Other

P~ ceru

33
24

14

8

2

3
10

6

~00

10.6 Income Levels of Benefit Units Below SIVA Income Standard
Not all benefit units below the SWA income standard would be regarded as

poor. For instance, a small number of self-employed persons, and a larger number
of farmers, recorded negative incomes. Some of these may indeed be very poor,
and have had to survive by borrowing or drawing on assets. Others may run
quite large businesses, which have simply had a poor year. Such benefit units
would tend to be concentrated in the not eligible or ambiguous eligibility
categories, together with some very poor persons. Table 10.4 shows that the
income levels of families below the SWA standard vary from negative, to zero,
to levels close to the SWA standard itself(all incomes have been adjusted using
the SWA implicit equivalence scale so that they can be compared with the SWA
payment for a single adult). Those on zero incomes may well be receiving support
from other household members. The levels and sou rces of income of these benefit
units, and the households to which they belong, will be subjected to detailed
analysis in later reports.
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Table 10.4: Income Levels of Benefit Units Belom SWA Standard

% of All Benefit Units Below SWA Income Standard

Category Not Ehgible Former Eligible
For Some SW

per cent

Income Leud

Negative Income 1 5 1

Zero Income 14 5 16

< £5 3 2 4

£5 < £15 6 4 3

£15 < £25 5 3 4

£25 < £34 5 6 13

Note: Incomes adjusted to Equivalent per Single Adult, Using Equivalence Scale as per SWA
scheme.

10.7 Non-take-up: Causes and Implications
The phenomenon of benefits not getting through to those entitled is often

referred to as the non-take-up problem, in its broadest sense. The evidence above
of significant numbers of people receiving less than their apparent entitlements

suggests that this phenomenon is a significant one, even allowing for the caveats
necessary at this stage of the analysis. There are many possible reasons for non-
take-up, and their implications differ markedly.

One set of reasons would mean that there is a problem, but one that affects
only those people who do not receive the benefits to which they are entitled.
Some of these reasons would indicate failures of publicity, e.g., if potential
claimants are not aware of the existence of the scheme, or do not realise that
they are eligible for it. Other reasons would indicate problems in administration,
e.g., cases where applications should have been successful but failed due to
administrative error, or local variation in the application of national guidelines.
Some examples of the latter are given by the Commission on Social Welfare,
which states that some Community Welfare Officers would give assistance with
mortgage repayments, while others would not; and that some may have been
deterred by the £5 limit from applying for and awarding higher rent supplements.

There are other reasons for non-take-up which suggest that it has important
implications not only for the non-take-up group itself, but also for households
which do receive benefits. Non-take-up may be caused by the fact that for some
people the value of the benefit forgone is outweighed by the costs of claiming
the benefit. These costs ",’�ould include any stigma felt to be attached to the
particular benefit, as well as the time, effort and financi,’fl costs involved in getting
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the benefit. Such costs may reduce the true value of the assistance given, even
where the benefit is received.

Atkinson (1984) stresses this point, that even where potential claimants decide
not to take up a benefit, there may be cause for concern because this indicates
the existence of significant costs affecting actual as well as potential claimants.
But he also recognises that concern would be diminished in cases where the
amounts of unclaimed benefit involved are small, or the duration of the
entitlement is very short (so that very small costs would be enough to deter such
potential claimants). Some element of "frictional" non-claiming would be
expected, so that 100 per cent take-up rates are not to be expected. The possibility
of take-up varying with size of entitlement suggests consideration of the aggregate
amount of unclaimed benefit as a measure of the seriousness of the problem,
in addition to the take-up rates based on numbers of claimants divided by
numbers eligible?~

The non-t’,tke-up of means-tested benefits is often cited as a reason why means-
testing is not as effective in targeting aid to the poor as might be thought. The
importance of this argument is clearly dependent on the size of the non-take-up
problem, and the re~asons for it. Evidence from the UK has shown take-up rates
of around 70 to 80 per cent for Supplementary Benefit and 50 per cent to 60
per cent for the Family Income Supplement scheme; and while take-up rates
are strongly related to the amount of benefit to which the potential claimant
is entitled, the aggregate amounts of unclaimed benefit are also substantial. Thus,
the problem is regarded as an important one there.

There has, until now, been a dearth of systematic evidence on the extent or
nature of the non-take-up problem in Ireland. The Dublin Welfare Rights
Group’s analysis of the queries received during its Welfare Rights information
week revealed some of the reasons for non-take-up in particular cases, but did
not have the appropriate database to provide a representative picture of the extent
or causes of non-take-up. The preliminary figures from the ESRI survey which
suggest that around half of those falling below SWA incomes are not receiving
all the benefits to which they are entitled are a definite indication that the problem
is significant in terms of size, and worth further investigation.

In order to look at the non-take-up problem for SWA itself, one needs to confine
one’s attention to those who are only entitled to SWA, and not to some higher
payment. Using the preliminary classification of the highest benefit to which
benefit units are entitled, we can get an approximate idea of the take-up rate
for persons who are only entitled to SWA, i.e., the number of persons currently
entitled and currently receiving, divided by the total number of persons currently
entitled. This would appear to be somewhat below 50 per cent. As regards the

~7 There is a parallel here wilh the "head coum" and "[)overl)’ gap ratio" measures of poverly.
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amounts of benefit not taken up, we find that the average apparent unpaid
entitlement of those who are eligible for benefit is around £20 to £30 per week:
this indicates that non-take-up is not simply a matter of small amounts which
potential claimants do not consider it worthwhile to claim.

10.8 Non-take-up of Family Income Supplements
The Family Income Supplement Scheme (FIS) was introduced with effect from

late 1984 in order to assist families with children supported by a low paid
employee. The scheme was particularly designed to assist families whose take-
home pay would otherwise not have been much higher than their entitlements
under social welfare schemes, for instance, when unemployed. The amount of
entitlement to FIS is half the difference between the family’s gross pay and a
fixed amount for a family of that size. Entitlement is established on the basis

of gross pay for a particular period, and then lasts for a full year, irrespective
of changes in circumstances such as increased pay. As a result there is a difference
between those who could potentially receive FIS at a particular time (which would
depend on whether they could have qualified at any time in the previous 52
weeks), and those whose claims would currently succeed. As Atkinson (1984)
points out, this leads to two distinct concepts of take-up:

(1) those currently receiving, as a proportion of all those who could have
qualified in the previous 52 weeks

(2) those currently receiving, whose claims would still succeed if re-evaluated
at present, as a proportion of all those whose claims would succeed at date
of interview.

For practical reasons, we follow Atkinson’s procedure of concentrating on the
latter concept. We c’,dculated the gross incomes for F|S purposes of families which
mcl the other qualifying conditions for FIS (at least one parent engaged in full-
time employment, and receiving child benefit for at least one child). Income
fi’om capital was disregarded, following the FIS rules. We then estimated the
total number of families whose claim would succeed at date of interview, at about
20,500, with a total entitlement of£216,000 per week. Our data indicated that

around 2,600 of these families were actually receiving a total of £30,000 per
week. This yields an estimate of 13 per cent of families eligible for payments
under the scheme actually receiving tbeir entidements. In money terms, this
means that 14 per cent of the potential aggregate was claimed.

There is a discrepancy between the survey-based estimate of the number of
families currently receiving FIS (irrespective of whether or not their claim would
succeed at date of interview), and the actual number currently receiving. The
survey-based estimate is 3,210 families currently receiving FIS, as against 4,947
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Table 10.5: Estimated TaD-Up Rates for Family Income Supplement

Number Aggregate
Amount

(£ per w~ek)

I. Lower Bound Estimate
A. Survey based estimate of families

currently receiving FIS, whose claim
would succeed at date of inten, iew

B. Su~,ey based estlmatc of all families
whose claim would succeed at date of
interview

Take-up rate (=A/B)

2,588 30,000

20,535 216,000

13% 14%

2. Upper Bound Estimate
A. Estimate of families currently receiving

FIS, whose claim would succeed at
date of interview: combined Survey
evidence and Statistical Infornmtion on
Social Welfare Sen, ices, 1987

B. Survey based estimate of all families
whose claim would succeed at date of
imel"vlew

Take-up rate (--A/B)

4,460 86,000

20,535 216,000

22% 40%

cases actually in payment at the end of 1986, and 5,532 at the end of 1987.
(Statistical Information on Social Welfare Services, 1987). If the reason for this
is that the survey under-represents both recipients and non-recipients of FIS
in equal proportion, the estimate of the take-up rate may still be quite accurate.
An upper-bound estimate of the take-up rate can be constructed by assuming
that the survey under-represents the recipients of FIS, but does not under-
represent potential recipients at all. Thus, if one uses the administrative
information on the numbers currently receiving FIS, and the amounts received
by them, in combination with the survey-based information on the pool of
potential claimants, one arrives at an upper bound estimate of the take-up rate
as 22 per cent of eligible families, or 40 per cent of the money amount potentially
payable to them. It should be noted that while the survey-based estimate of the
nunlbers receiving FIS is based on a rather small number of cases (a total of
8 cases in payment having been recorded by the survey), the estimate of the
numbers who could potentially claim FIS is based on the much higher number
of 61 cases eligible for a payment. Blackwell’s (1989) comprehensive study of
the FIS scheme arrived at an estimate of the potential FIS client pool of around
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20,000 lamilies using data sources independent of the survey; this is very close
to the survey-based estimate of families currently eligible.

Even tlae upper-bou nd rates of take-up imply large numbers of families forgoing
significant payments to which they are entitled: an average of£8 per week, for
16,000 families. While the rate of take-up might be expected to be lowest for
small entitlements, this is not a major factor: between 18 and 30 per cent of
those entitled to a payment of over £5 per week do not receive FIS. These figures
compare unfavourably with the estimates for the UK, which themselves have
given cause for concern about the effectiveness of the scheme’s outreach. Blackwell
(1989) points out that the U K rates of take-up were improved by making receipt
of FIS a "passport" to certain non-cash benefits; but that this had the undesired
side-effect of worsening the "poverty trap" for those in work. The UK rates of
take-up would, however, seem to indicate considerable scope for improvement
in the Irish case.

One of the reasons for low take-up listed earlier is that potential claimants
may not be aware of the scheme. In the case of FIS, respondents who said they
had not applied for payments under the scheme were asked if they knew of the
scheme. The majority of those who were not taking up an entitlement to FIS
said that they did not know of the scheme. This suggests that getting the relevant
information to these low income families would be a necessary condition to
increase take-up. There were, however, a substantial proportion of families which
did know of the existence of the scheme, but did not claim. Some of these may
not have thought that they would not have qualified for a payment; but UK
evidence, such as Davies and Ritchie (1988), suggests that information campaigns
are not a complete answer to the problem of non-take-up of FIS. Blackwell (1989)
discusses a range ofcomplementary measures designed to improve take-up, some
of which have already been implemented.

Further investigation of the data already collected, together with information
from the follow-up survey, will also be carried out to identify factors other than
knov,,ledge of the existence of the FIS scheme which influence its take-up. It
will give some indication, for instance, of the degree of turnover in the eligible
client pool. The FIS scheme may be taken as an extreme example in two senses.
First, it is widely thought to be the scheme with the lowest rate of take-up of
benefit. But secondly, it is clearly the scheme with the least stringent means
test: there is no capital income test, and once qualified, it does not penalise income
increases until 12 months from date of qualification. On these grounds one would
expect any reaction to the FIS means test to be milder than that towards the
more intensive means test for Unemployment Assistance.

10.9 Conclusions
In this chapter we have examined the performance of the Social Welfare system
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in providing a safety net income at the level of the Supplementary Welfare
Allowance. Preliminary indications are that the social welfare system is failing
to provide this minimal income to a significant proportion of the population.
We have identified certain groups which do not appear to be covered by the
safety net scheme, or any other social welfare scheme: some of these may be
deliberately excluded from the social welfare income support services (such as
students or self-employed persons with fluctuating incomes), whereas others may
be excluded unintentionally (such as perhaps, single persons and couples without
children who are in low paid jobs).

The majority of families which fall below the SWA income standard do so

not because they are ineligible for income support, but because, for whatever
reason, they do not receive the support to which they are entitled. The
implications for policy purposes were seen to depend critically on the relative
importance of the different causes underlying this phenomenon. If the problem
is mainly one of lack of information, solutions which address this directly could
be sought. If, on the other hand, the problem is also related to the time, effort

and perceived stigma attached to receiving certain means-tested benefits, other
measures would be necessary. Non-take-up of very small amounts of benefit
might cause least concern, but preliminary analysis suggests that this is not a
major part of tile phenomenon. Further analysis of the data collected will clearly
be necessary to establish the amounts of unclaimed benefit for scllemes other
than the Family Income Supplement, and the relative importance of different
reasons for the significant non-take-up rate for different schemes, in order to

establish the implications for policy.
As regards Family Income Supplement itself, the rate of take-up is estimated

as between 13 and 22 per cent of families eligible for payments under the scheme,
and between 14 and 40 per cent of the amounts of money payable under the
scheme. The level of take-up of FIS in the UK was estimated at between 50
and 60 per cent of eligible families. While the UK rates themselves gave cause
for concern, and led to the recent restructuring of FIS into Family Credit, they
appear to indicate some scope for improvement. The majority of those not taking
up this benefit said they ",’,’ere not aware of its existence. Further analysis will
help to identify the influences on take-up rates for those who ,,.,’ere aware of the
scheme.



Chapter 11

POVERTY REDUCTION EFFECTIVENESS AND EFFICIENCY OF THE
SOCIAL WELFARE SYSTEM

11.1 Introduction
In the previous chapter we examined the effectiveness of the social welfare

system in providing the income implicitly regarded by the systern itself as a
minimum. We now turn to an evaluation of the system’s performance based
on the external criteria provided by some of the independently derived poverty
lines discussed in Chapter 2 and applied in Chapters 5 and 7. How effective
is the social welfare system in reducing poverty as independently defined? And
how much of total social welfare expenditure goes towards achieving this
reduction? These are the questions addressed in this chapter.

The social welfare system has, of course, other objectives besides poverty
reduction. The Commission on Social Welfare (1986) noted that "the trend has
been for less emphasis to be placed on the original, historical objective of poverty
relief and increasing emphasis on income distribution and income replacement".
A full analysis of the effectiveness and efficiency of the system would require
an exact specification of the system’s multiple objectives, their relative importance,
and the nature of any trade-offs between them. However, the reduction or
elimination of poverty would be widely regarded as the single most important
objective of the system; in this chapter we concentrate on an assessment of the
social welfare system in terms of this objective.

The chapter provides, therefore, a partial evaluation of the social welfare system
in the sense that it neglects objectives other than poverty reduction; nevertheless,
this helps to identify some particular problems and policy options worthy of

further investigation. The wider distributive effects of social welfare expenditures
are briefly dealt with. A fuller and more comprehensive evaluation of the system’s
performance, and of policy options, will be made possible by the use of a model
of the income tax and social welfare system’s effects on households, as outlined
in Callan and Nolan (1987).

The remainder of this chapter is structured as follows. Section 11.2 deals with
the concepts of poverty reduction effectiveness and poverty reduction efficiency,
as developed by Beckerman (1979a, b). Section 11.3 applies these concepts to
derive some broad measures of the system’s effectiveness and efficiency in reducing
poverty as independently defined. Section 11.4 discusses some implications of
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the results, and compares different methods of targeting income support
(contingency based payments, means-testing and taxation). In doing so, it looks
at the broader distributive effects of social welfare expenditures. The indirect

costs associated with incentive effects of the social security system and its financing
are then discussed in Section 11.5. The final section draws together the
conclusions from the preceding analysis.

i

11.2 Concepts of Poverty Reduction Effectiveness and Poverty Reduction Efficiency
In this analysis, we use the concepts and measures developed by Beckevman

(1979a), and widely used since then in the evaluation of social security systems.
The Beckerman measures of poverty reduction effectiveness and efficiency are
based on two building blocks; the first is the concept of pre-transfer income,
and the second is the poverty gap.

Pre-transfer income is defined as actual net income less actual social security
transfers received. It provides a simple first approximation to income in the
absence of social security payments. There are two main drawbacks to this
measure. First, it ignores the fact that net pre-transfer income would also be
affected by consequent reductions in tax liability. Second, it ignores behavioural
responses to the existence of social security transfers and the taxes needed to
finance them. The drawbacks of this are obvious, but the difficulties involved
in estimating a counterfactual based on the absence of all social security are
equally apparent. Given these difficulties, and the limited relevance of the zero
social security counterfactual, it seems preferable to invest our efforts into
estimating counterfactuals for more realistic policy changes, allowing for the
effects of the income tax system, and for possible behavioural responses. In the
interim, however, the Beckerman concepts can be used to provide a preliminary
picture of the system’s performance which allows some comparisons across
countries and at different levels of the poverty line; such comparisons may be
less sensitive than the exact levels of effectiveness and efficiency to the two
qualifications mentioned.

Given the concept of pre-transfer income, households or families can be
classified into three types, illustrated in Figure 11.1. Type 1, has income below
the poverty line even after transfers; type 2 has a pre-transfer income below
the poverty line, but a post-transfer income above the line; and type 3 has a
pre-transfer income above the line.

The poverty gap for a family in poverty is the difference between its income
and the poverty line. The aggregate poverty gap is simply the sum of these gaps
for all households below the poverty line. (This is not to be confused with the
"per capita income gap", used in Nolan and Callan, (1989a) which also shows
the relation between the two measures). The aggregate poverty gap provides
a measure of poverty which has certain advantages over the more familiar head
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Figure 1 I. 1: Claasification of Itouseholcg )or Analysis of the Effectiveness and Efficiency of 7?ansfers
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count (the proportion of families or persons in poverty)(’in that it takes account

of how far below the poverty line families are falling. It is also particularly suitable

for the analysis of the social security system, because it provides a measure of

poverty in money terms, which can be related to social welfare spending.

The Beckerman measure of effectiveness is the percentage of the pre-transfer

poverty gap which is eliminated after social security transfers are added: i.e.,

the ratio between total payments of type At and A~ on Figure 11.1, and the

total pre-transfer poverty gap (which is equal to the sum of post-transfer poverty

gaps, D, plus the total of payments of type A, and Az). An alternative way of

illustrating the concept is shown in Figure 11.2 where again it is represented

by (A, +A~)/(A, +A~+ D).

The Bcckerman measure of efficiency is the percentage of total social security

spending which goes towards the elimination of the poverty gap: in Figure 11.1,

this is the ratio of the total of payments of types A~ and A2 to the total of all

payments, including B and C. Again this can be illustrated in Figure 11.9 as

(A~+A2)/(A,+A~+B+C). Implicitly this measure of efficiency takes the

elimination of poverty at the particular poverty line chosen as the only goal of

the social welfare system: it is in this sense that the amounts spent on raising
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Income
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Figure I 1.2: Poverty Reduction Effecliueness and Efficiency
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Note: Stylised represc.tation of the income distribution and income transfer system,

adapted from Beckermaa~, 1979a.

Poverty Reduction Effccllvcness = (AI + A2)/(A1 + A2 + D)

Poverty Reduction Efficic:ncy = (AI + A2)/(A1 + A2 + 8 + C)

incomes above that level are "inefficient" or "wasted", either as "spillover" payments

to those initially below the poverty line (payments of type B) or payments to
those initially above the poverty line (payments of type C).

One can interpret these measures in several ways. Taken at their simplest,
they are based on a vie;’,, that poverty is not a matter of degree: at a certain
income level, a person is in poverty, while at a slightly higher level he or she
is not poor. Even if one accepted this view, one must allow that there is
uncertainty and disagreement about where to draw the line: this alone would
suggest that the analysis should be done for a range of levels of the poverty line.
Our preliminary analysis of the standard of living indicators for households at
different income levels in Chapter 6 also seems to suggest that poverty is not
such a cut-and-dried phenomenon: there may well be degrees of poverty. This
again supports examination of the efficiency and effectiveness measures at
different poverty lines.

11.3 Application of the Measures to the Irish Data
The basic results on the "effectiveness" and "poverty reduction efficiency" of
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the social welfare system are given in Table 1 i. 1. The analysis presented here

is based on a "tax unit" basis, i.e., a single person or married couple together

with dependent children. The only difference from the benefit unit is that children

aged 18 or over who are in full-time education are now counted as members

of the parental tax unit (so a dependent child is one which would would have

counted for purposes of the child tax allowance before its abolition in the 1986

Budget). We have also conducted similar analyses at household level, and will

refer to these results later; the tax unit basis is, however, much closer to that

on which the social welfare system itself operates.

Table 1 I. 1 : Poverty Reduction Effectiveness and Poverty Reduction EffiCiency at Different Income Standards

Equivalence Scale: I for the Head of 7bx Unit, O. 66 for other adults, O. 33 for each child

Proportion of Mean Equivalent 40 50 60
Income Per cent Per cent Per cent

Percentage of Tax Units Below Standard 12 22 31

Poverty Reduction Effectiveness (Percentage of
pre-transfer poverty gap eliminated) 79 76 70

Poverty Reduction Efficiency (Percentage of
social security which goes towards reducing
poverty gap) 54 67 77

The results in the table are based on the equivalence scale of 1 for the head

of the tax unit, 0.66 for other adults, and 0.33 for children, approximately implied

by the payment structures of social welfare schemes. The use of other values

could give rise to findings of inefficiency and ineffectiveness which would be

wholly due to differences in equivalence scales. The results were, however, very

similar when the equivalence scale was changed to 1 for the head of tax unit,

0.7 for other adults and 0.5 for children.

A strong pattern emerges from these results: a rise in poverty reduction

efficiency, coupled with a fall in poverty reduction effectiveness as the level of

the poverty line rises. The fall in effectiveness reflects the fact that several

important schemes provided rates of payment at or just above the lowest of these

poverty lines; as the poverty line is raised, these schemes tend to become less

and less effective. The rise in efficiency also reflects the differentiated payment

structure of the Irish social welfare system: payment rates vary not only between

contributory and non-contributory schemes, but also between the elderly, widows

and the unemployed, for example?8 If one considers tax units which depend

3Byhc lerm differenfialed payments is reserved IO refer IO differences based on Ihcsc eharaeterlslics; il does
not refer to the practice of making additions for aduh dependants and dependent children.
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on a single social welfare payment for their income, it is clear that a poverty
line set at the system’s lowest rate of payment is likely to find a high poverty
reduction effectiveness but rather low poverty reduction efficiency, while a poverty
fine set at the highest rate of payment must find more efficiency but less
effectiveness.~9

The results presented in Table 11.1 strongly reflect this general tendency.
This can be demonstrated using the following classification of the sources of
inefficiency.

1. Social welfare payments going to persons who have pre-transfer income above
the poverty line. This is labelled "vertically inefficient expenditure" by

Beckerman (1979a).

2. Social welfare payments which are themselves above the poverty line will
involve an inefficiency even if the recipients have zero pre-transfer income.
We will refer to that part of the inefficiency which arises solely from the
excess of social welfare payments over the poverty line as the "excess payment

effect".

3. We will refer to the remaining sources of inefficiency as "pure spillover"?°

This includes cases where the recipient has other income below the poverty
line, and a social welfare payment less than the poverty line, but the two
together exceed the poverty line; it also includes the full amount of pre-
transfer income for cases where the social security payment itself is above
the poverty line.

The distinction between what we have termed the "excess payment effect" and
"pure spillover" is an important one. Means-testing of payments can reduce the
other sources of inefficiency, but "excess payment effects" arise even when the
payments go to persons with no other income. For those tax units wbich have
social security payments in excess of the poverty line, we have calculated this
excess as a measure of the excess payment effect.4’ Table 11.2 shows the
relative importance of these different sources of "poverty reduction inefficiency"

391f the system was 100 per cent effective and efficient at some poverty llne, then analysis of effectiveness

and efficiency at alternative poverty lines above and below this target poverty line would show a different
pattern. Effectiveness would be 100 per cent up ~o the target poverty line. and decline thereafter: efficiency
would rise while effectiveness was constant, and then stay constant at 100 per cent while efficiency was falling.
Instead of this we obser,,e rising efficiency while effectiveness is falling.
4o Beckerman (1979a) uses the term "spillover" to refer to the sum of what we have tel’reed die "excess paymem

effect" and "pure spillover~.

4lThls estimate ignores complications arising fi’om husbands and wives each receiving a social v,’elfnre
payment. In the 1987 Survey, this phenomenon is likely In be numerically significant only in the case of
Old Age Non-Contributory Pensions. The interpretation of the Constitution in the Murphy case on income
tax treatiltent o[" nlat-ried couples may hnpJ)’ that it is imlx~ssible to elillllnate sotne of tile "excess i)ayltlerlt
effect~ in such cases.
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Table I 1.2: Classification of Total Social Welfare Expenditure (£m per annum, 1987)

Equioalence Scale: 1 for the Head of Tax Unit, 0.66for other adults, 0.33for
eath child

Proportion of J~4ean Equivalent 40 50 60
Income Per cent Per cent Per cent

Poverty Reduction (AI +A2)

Excess Payment Effcel

Pure Spillover

Vertically Inefficient (C)

Post-Transfer Poverty Gap

~m

I, 166 1,443 1,647

493 250 94

112 128 125

378 329 282

318 463 720

at the three relative poverty lines.

Most of the inefficiency in poverty reduction at the lowest poverty line is due

to the fact that recipients under many schemes would be brought above that

level, even if they had no other income, i.e., the "excess payment" effect. As

the poverty line rises, the total of inefficient expenditure falls quite strongly,

and the relative importance of other sources rises. But since the highest social

welfare payment rates (Widows’ and Old Age Contributory Pensions) are above

the highest poverty line, part of the inefficiency remaining at this level is still

due to persons with no other incomes being brought above the level of the poverty

line. Vertical inefficiency is the most important source of inefficiency in poverty

reduction only at the highest poverty line, at which 23 per cent of expenditure

is "inefficient"; while the "pure spillover" effect is of minor importance at each

poverty line.

The basic analysis does not allow for differential poverty lines for different

groups (except on the basis of the number of adults and children in the tax unit

or household). The social welfare system incorporates differences in payment

levels which depend on several factors. Some of these are designed to approximate

differences in the needs of different classes of recipient, e.g., whether persons

are likely to be dependent on it on a long-term basis, such as the elderly, or

just for a short period, such as some of the unemployed. Viewed simply from

a poverty reduction perspective, such differentiation according to need might

be justified, and would not necessarily represent an inefficiency as the simple

measures presented here imply.

The differentiation of payments on lines which are not designed to relate to

need, but to the "insurance principle" or "replacement function", is potentially

more severely at variance with the poverty reduction objective. The higher level

of payments under Contributory (Social Insurance) schemes, and the lower level
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of payments under Non-Contributory (Social Assistance) schemes represents
an inefficiency from a poverty reduction point of view, if the poverty line is

set below the highest rate of payment. For a poverty line at or above the higher
rate of payment, the differentiation is not inefficient, in terms of the Beckerman
measures, but it may be regarded as inequitable. If needs vary with a claimant’s
pasf PRSI record, it could be argued that those with irregular employment
patterns, who tend not to qualify for the higher benefits, have greater rather
than smaller needs.

We now turn our attention to the levels of the poverty reduction effectiveness
and efficiency figures and begin by comparing them with studies in other
countries. In interpreting the figures presented, one must bear in mind the scale
to which these percentages apply: even the highest effectiveness figure does not
mean that the remaining problem is small, if, as is the case, the pre-transfer
poverty gap is very large. Similarly, even the highest efficiency figure implies
a large aggregate amount spent on raising household incomes above the highest
poverty line.

The efficiency and effectiveness figures at the lowest of the relative poverty
lines are very close to those which were found for an additional analysis based
on the Supplementary Welfare Allowance level of income. This analysis can

be compared with the estimates of effectiveness and efficiency at safety-net level
for other countries sumlnarised in Table 11.3. The Irish system seems on this
basis to be relatively efficient, but rather ineffective. One possible explanation
for such results is that the Irish safety net might be at a higher proportion of
average income than elsewhere. Preliminary comparisons suggest, however, that
the ratio of safety net income to mean equivalent income is lower in Ireland than
for a number of European Community countries.+2 A more important factor
in explaining how Ireland exhibits low effectiveness together with high efficiency
is that the pre-transfer poverty population is substantially larger in Ireland.

The pattern of results is similarrin the household based analysis. The level
of effectiveness is somewhat higher, and of efficiency somewhat lower. The
reasons for this difference are clear: social welfare schemes are primarily aimed
at supporting the incomes of tax units rather than households, which means
that the tax unit level of analysis is more appropriate for evaluating the system’s

42 in order to abstract from considerations of this type, it would be useful to compare the effectiveness and

efficiency of lbe systems in reducing poverty at comparable national standards derived independendy of the
respective soclal security systems. Preliminary analysis of this sort has been undertak~:n in the E(3 Poverty
Research Programme, of which the ESRI study forms a part, It indicates that, compared with Belglum,
Luxembourg, and the Lorraine region of France, the Irish sociM welfare systetn is rather less effective in
rcduclng po’ccrty, but more cfficlent in the poverty reduction it dc~s achieve. This confftrnls the tendency
obs~o.’cd in the at~aly$1~ at safety net level.
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"Fable 11.3: International Results on the Effectioeness and Efficiency of Social Security Systems at National
Safety Net Income Le~’els

Country Year Source * Effe(tiueness E~ficiency

Per Cent

Australia 197314 I LO 74 56

Belgium 197314 I LO 99 8

OK 1973/4 ILO 96 49

UK 1981 DKM 91 54

USA 1984 W 74 31

"ILO: Beckerman (1979b)

DKM: [)ilnot, Kay and Morris (1984);
W: Weinberg (1987), using "all transfers".

performance in terms of its own objectives. The evidence now available on

patterns of income sharing within households is very limited for ally country.

Some of this evidence suggests that most income sharing is within tax units rather

than between them, which would also argue for a tax unit level of analysis in

terms of independent criteria. The follow-up to the ESRI Survey will attempt

to gather some evidence for Ireland on this topic.

11.4 Some Implications

How much scope is therefor improving poverty reduction performance by redirecting

social zoelfare expenditures?

There are conflicting views on the scope for greater targeting of social welfare

payments, and on the best methods ofdlrecting financial assistance to those in

need. Our evidence on the overall poverty reduction efficiency of the system

is obviously relevant to the first question. The proportion of social welfare

payments which goes towards poverty reduction ’,’,’as found to be around 55 per

cent at the safety net level of income. Dilnot, Kay and Morris (1984) comment

on a similar level of efficiency in the UK as follows: "If our principal objective

is to boost low incomes to an acceptable level, this could be done more cheaply,

and/or we could afford to be considerably more generous to the poor if payments

to those who do not strictly ’need’ the money were curtailed" (p. 55). This

comment highlights the possible role for reallocation, when almost half the social

security budget does not contribute to the poverty reduction objective. But our

analysis has also shown how rapidly the role for such reallocation diminished

as the poverty line is raised; at the 60 per cent line, 77 per cent of social welfare
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expenditure goes towards poverty reduction. On the basis of these higher lines,
the scope for improving performance by greater targeting is much less.

The exact limits to the retargeting strategy can be derived from Table 11.2,
if we make two major assumptions. First, that other objectives of the social
security system can be neglected, and all expenditure directed towards poverty
reduction. Second, that the system can be made 100 per cent effective and efficient
in this role. The figures in Table 11.2 then indicate that the level of payment
which could be financed would be between 50 per cent and 60 per cent of mean
income per equivalent adult (perhaps around £45). That is, everyone below that
income could be brought up to that level, if payments were concentrated entirely
on this group, and adjusted to take account of their pre-transfer income. (This
is not, therefore, an estimate of what could be financed under a basic income
scheme, which fulfils neither of these conditions). Given that our results have
also shown the existing safety net had considerable problems, that other objectives
arc politically important, and that this hypothetical scheme would involve effective
marginal benefit withdrawal rates of 100 per cent below the poverty line, we
can safely say that this provides an upper bound to the uniform payment level
the existing social welfare budget could achieve. It also indicates the cut-off which
would distinguish potential beneficiaries from such a change (e.g., those on
Unemployment Assistance) from those who would lose out (e.g., Old Age
Pensioners).

The other main point relevant to proposals for retargeting expenditures to

ma.’dmise poverty reduction has already been discussed: from a poverty reduction
point of view, differences in payment must be justified by differences in needs.
Differences in payment which do not relate to differences in needs, can only
be justified in terms of a trade-off between poverty reduction and other objectives.

It is sometimes argued that, in the real political context in which such decisions
are made, retargeting represents a strict alternative to an increase in the social
security budget; to admit that there may be a role for reallocation may, in effect,
rule out any increase in the overall social welfare budget. This may well be true,
but in order to find the best possible policy, it must be possible to consider changes
in both the size of the budget, and changes in the allocation of a given budget.
In the next section, therefore, we consider some issues relating to the allocation

of a given budget.

Methods of targeting - contingency or means test?
Suppose then, that we take the size of the social welfare budget as a given.

What would be the best strategy for targeting assistance to those most in need?
The Commission on Social Welfare argued that "Contingency based payments
are an effective means of directing social security payments to persons in need
of an income without actually undertaking means tests" because "The large
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majority of recipients of the present contingency based schemes do not have

other incomes and their social welfare payment replaces an income loss arising,

for example, from unemployment, illness or retirement" (p. 181).

We can test this argument by comparing the distribution of payments under

means-tested and contributor), schemes over tax units arranged in order of their

pre-transfer incmne. The results (see Table 11.4) show that non-means-tested

schemes are quite selective, even relative to means-tested payments. Fifty four

per cent of contributory payments go to tax units with no other income, as against

66 per cent of means-tested payments. At the other end of the scale, 6 per cent

of contributory benefits go to tax units in the top four deciles, as against 1 per

cent of means-tested benefits. Corresponding analysis at household level, and

on the major contributory and means-tested schemes revealed a similar pattern;

nor were these results sensitive to a change in the equivalence scale.

Table 11.4: Distribution of Social Welfare Expenditure over Tox Units Classified by Equivalent Income Decile
(Pre-transfo’)

Decile
Total Social Means.tested ContributoryIVel~ate Benefits

Benefits Benefits Child Benefit

Per ~enl

Bottom 29 per cent" 54.8 66 54 19

Next I per cer+t°° 3.6 4 4 3
4th decile 20.3 20 23 8
5th decile 8.6 7 8 17
6th decile 4.8 2 4 16
7th decile 2.9 1 2 14
8th decile 2. I 0 2 9

9th decile 1.5 0 I 8
Top 10 per cent 1.5 0 I 6

I00.0 100 100 I00

¯ i.e., those with incomes less than or equal to zero.

* * remair+der of third decile.

This analysis does not take into account the fact that non-means-tested benefits

will tend to raise recipients higher up the income scale than the corresponding

means-tested payments: this can be seen from Table 11.5, which shows the

distribution of payments over tax units arranged in order ofpost-transfer income.

However, the figures in Table 11.5 show that the differential in the payment

structure is the most important cause of this phenomenon, rather than the failure
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Table I 1+5: Distribution of Social Welfare Expenditure Over Tax Units Classified by Equivalent Income
Decile (Post-transfer)

Pt~ ct’llt

Bottom 10 per cent 2.9 4 I 7

2nd decile 21.1 41 10 17

3rd decile 18.1 19 19 10

4th decile 15.0 13 18 7

5th decile 16.6 12 20 10

6th decile 11.8 6 15 14

7th decile 5.1 2 6 I 1

8th docile 4.4 2 5 9

9th decile 2.6 0 3 8

Top 10 per cent 2.3 0 3 7

100.0 100 100 100

to adjust the contributory benefits for incomes from other sources by means-
testing.+3

This evidence broadly supports the Commission on Social Welfare’s contention.
The contingency basis for payments has been eriticised on grounds other than
lack of selectivity: for example, it has been eriticised on the general grounds
of increasing the incentive to fall into the contingent state (sickness,
unemployment). But simply means-testing the contingency based payments
would do little to alter these incentives either. Furthermore, the evidence of
Chapter 8 suggested that means-testing could be associated with considerable
problems of take-up; further work on the extent and causes of non-take-up will
help to establish the importance of this factor for the efficiency of means-testing

as a targeting device.
Table 11.5 ,also contains evidence on the disn’ibution of child benefit payrnents.

It could be argued that these are aimed at "horizontal" rather than "vertical"
redistribution; but to the extent that we are evahmting the system’s performance
in reducing poverty, it is the redistribution towards the bottom of the equivalent
income distribution which is of interest in the present context. The extent of
this redistribution is sensitive to the equivalence scale used. At the equivalence

43Thls reinforces the point made in Section I I .S ,’dz.out the relali,’e importance of Ihe "excess payment effect"
and "pure spillover’.
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scale approximating the present structure of payments (including the present
level of child benefit), child benefit is not very selective: the poorest 30 per cent
of tax units receive 34 per cent of the payments under the scheme. But it could

be argued that the existing payment structure underestimates the costs of children
(as might be suggested by the more generous child additions in the UK). At
an equivalence scale of 1 for the head of household, 0.7 for other adults, and
0.5 for children, the proportion received by the poorest 30 per cent of tax units
increases to 46 per cent. Even on this scale, however, over one-third of
expenditure on child benefit goes to the top 50 per cent of tax units.

Targeting by taxation
Targeting is widely associated with means-testing; but we have seen that

contingency-based payments are an alternative method of targeting. Taxation
can also be viewed as a way of targeting resources, in that it can selectively
withdraw universal or contingent benefits from those who need them least, so
that the effective benefit is targeted on those in greatest need. Income tax already
plays such a role, to the extent that long-term social welfare payments are subject
to income tax. Both the Commission on Taxation and the Commission on Social
Welfare recommended the taxation of short-term social welfare benefits; the
Commission on Taxation favoured a non-taxable child benefit, while the

Commission on Social Welfare (p. 296) reports that it did not reach agreement
on this issue. Proposals to tax various elements of short-term social welfare (such
as disability benefit, or child benefit) have also been made from time to time.

Targeting through the tax system is not subject to the non-take-up objection
to means-testing. The exact extent of administrative difficulties and the accuracy
of perceptions of differential coverage of incomes from employment, self-
employment, farming and investment incomes does, however, have to be
established and taken into account. Recent work by Dilnot, Stark and Webb
(1987) has illustrated that the effects on incentives can be considerable. In Callan
and Nolan (1988a) the distributional and incentive effects of using the tax system
to target child benefit in Ireland were examined. While that analysis was a
preliminary one, it indicated that an increase in child benefit, financed by making
the benefit taxable, could effect a significant shift of resources from families paying
tax at the higher and top rates of tax, towards non-taxpaying families. Such
a reform would differ in three main respects from that mooted in the 1989 Budget.
First, it would not create any new kinks in the effective marginal tax rate

schedule;~4 second, it would increase rather than reduce the amount of money
received by a mother not in the paid labour force; and third, it would raise
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substantially more revenue than the "means-testing" proposal at the high income
limits mentioned in clarifications of the Budget statement. A more comprehensive
analysis of policy options in this area would, however, be desirable, and is a
priority for future research.

11.5 Incentive Effects as Indirect Costs of Poverty Reduction
The existence of social security payments, and the taxes needed to finance

them, have an impact on the structure of economic incentives. The basic analysis
presented above has not taken into account the effects of these changed incentives

on behaviour. How should such effects be taken into account in evaluating the
performance of the system?

One framework for taking these incentive effects into account is to regard
them as additional costs of poverty reduction. At this stage it may be useful
to classify such costs under two headings, each of which will require further
eml)irical investigation. The first set of effects would be those affecting entry
to or duration of unemployment. These would be related to the b,-dance between
incomes in and out of work, often summarised by replacement rates.

How important is this cost? This depends on the actual distribution of
replacement rates, and on the strength of the behavioural response to them.
Evidence on the first of these factors will soon be available from the ESRI survey.

UK evidence has suggested that the hypothetical calculations often used do not
represent adequately the great variation between different groups in the
population. Nolan (1987) has shown that this may also be the case for Ireland,
contrary to the widespread view based on O’Mahony (1983). The implications
for incentives of the evidence already presented on non-take-up of Family Income
Supplement should also be noted. Prior to the introduction of FIS, employees
with large families had been found to face the highest replacement ratios (Buckley,
1985). FIS was intended to reduce the replacement ratio not by cutting benefits,
but by raising the net income of employees with large families. But the
performance of FIS in reaching its target population (at least in terms of
information, and arguably also in terms of payments) must be improved if the
intended improvement in incentives is to be achieved.4s

Evidence on the rcsponsiveness of behaviour to the incentives summarised
by replacement rates will also be derived fi’om the ESRI Survey, but will require
rather more time for analysis. The UK evidence on this topic is summarised
by Atkinson and Micklewright (1985) as "’mixed’, but with agreement among

45 Blackwell (1988) has recently documented Ihe olher side of this coin: employees on FIS. may, if also =lffeeted

by differential renls and ol h~:r fact n r~o, filce very high effecllve tax rates because of Ihe progressK’e widldrawal
of FIS. This could be described as a "t~x mtp’: il pays to work rather than be unemployed, but after a point,
increases in gross wages give no increase, or c~’en a fall, in total ncl incolne. The low lake-up of FIS limiIs
the number of people actually facing this position.
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the cross-section studies that there is no firm evidence of a quantitatively large
disincentive effect". This accords witll Chiplin’s (1982) comment that "the general
conclusion from cross-section evidence is that unemployment benefit has a
significant, but quantitatively small effect on unemployment duration". More
recently, increasing attention has been given to the incentive effects on the wives
of unemployed men. Time-series studies have also produced mL’,:ed results, some
of which would suggest rather larger effects (including Hughes and Walsh, 1983).
Narendranathan, Nickell and Stern (1985) note the problerns faced by time series
analysis in disentangling the effect of benefits from a range of highly correlated
regressors; this suggests that the inclusion of more recent evidence, when
replacement rates have fallen, will provide interesting results. Narendranathan,
et al.’s longitudinal (panel-based) study, found a smaller, but still significant,
effect on unemployment duration than Nickell’s (1979) earlier cross-section
estinaate. The question of the influence of unemployment benefits on
unemployment in Ireland is best regarded as an open one, pending further
research along the lines pursued in the international literature on this topic.

There is, however, another set of additional costs, which is more indirect,
but may be more important: the costs arising from the financing of the social
security system, both through PRSI and general taxation, including income tax.
(See, for example, Honohan and Irvine, 1987). In practical terms, any method
of raising revenue of the magnitude required (around £2,500 million) will have
a broader impact on the labour market, tending to reduce labour supply, and
increase the cost of labour to employers. This tends to reduce employment and
output: poverty would be increased by this mechanism through inooluntary
unemployment, and income/welfare losses would also occur at higher levels of
the income distribution?~

Setting up a theoretical framework which encompasses all of these factors is
simple relative to the difficulties involved in its implementation. The state of
time world under time status quo is summarised by listing the income/welfare
enjoyed by each family; time state of time world under an alternative policy,
incorporating the changes in individual behaviour and labour market
consequences can be surnmarised in a similar way. The two alternatives can
then hc ranked, on the basis of a social welfare function.

Present practice is very far from this theoretical benchmark. Instead, a policy
change is evaluated by examining its effects on supposedly typical households,
with limited evidence on the implications for incentives. Atkinson, et al., (1983)
have shown the dangers of this approach in the UK. It was demonstrated that
the range of hypothetical family types most commonly used in assessing



EFFECTIVI~NESS AND EFFICIENCY OF SOCIAL ~VEI.FARE 167

tax/benefit changes (i.e., those used in the DHSS Tables for this purpose) failed
to capture the circumstances of most actual families in ways that would have
significant implications from the point of view of taxes and benefits. The essential
problem is that there is a very wide range of actual family situations in the
population, in terms of variables retevant to the tax/benefit system. No
manageable range of hypothetical calculations can take into acc,~unt the
combinations of possibilities representing substantial numbers in the population;
nor could they answer many important questions regarding the impact of policy
changes on those actually at the top or bottom of the income distribution. These
diff~culties point strongly towards the advisability of using detailed information
on a large representative sample of actual households as a database for simulating
the effects of policy changes.

The use of the ESRI database will allow us to move towards the theoretical
benchmark, described above, in a number of steps. The first step is to simulate

the cash or first-round effects of policy changes for the nationally representative
sample, and document the actual effects on incentives (marginal tax rates and
replacement rates, for example). This would represent a major step forward
from what is currently possible. The second step is to estimate the responses
of labour supply to the policy changes. The third step is to estimate the effects
of the policy changes taking these behavioural responses into account.
International experience has shown that the latter two steps involve considerable
difficuhics; attempts to incorporate estimated responses in the analysis of
tax/transfer policy changes have been particularly scarce. The achievement of
each of these steps will, however, represent a major advance from the previous
position, towards the theoretical benchmark procedure.

11.6 Conclusions
The analysis presented here has outlined a broad picture of the role played

by the social welfare system in reducing poverty. It showed that the social welfare
system did play a major role in providing income support to persons whose non-
social welfare income fell below various poverty lines. A significant poverty gap

still remained, however. Non-take-up was one factor contributing to the finding
that the poverty reduction effectiveness of the Irish system was lower than that

of several other countries. The poverty reduction efficiency of the Irish system
was, on the other hand, relatively high.

The pattern of the poverty reduction efficiency measures highlighted the
differentiated nature of the social welfare payment structure in 1987. For example,
social welfare rates for the elderly were higher than those for the unemployed,
while those for contributory benefits were higher than the corresponding social
assistance (means-tested) rates. Special increases for those on the lowest rates
of social welfare payments in the 1988 and 1989 Budgets have reduced this
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dispersion somewhat. Further streamlining of the payment structure could benefit
from a more comprehensive view of the system’s objectives. This would take
into account income redistribution above the poverty line, and the income
replacement function as well as poverty reduction. It would also take into account
the nature and likely extent of incentive effects of changes in rates.

A comparison of contingency-based payments, means-testing and taxation
as methods of targeting payments towards those most in need helped to point
up the relative merits and defects of each. The ESRI model of the tax and transfer
system is currently being developed in a way which make it possible to undertake
a more detailed evaluation of alternative policy proposals, including streamlining
of the payment structure and re-targeting of resources. It will allow the cash
and incentive effects of policy changes to be simulated for a nationally
representative sample of households. By this means, the costs and benefits of
alternative policy proposals may be scrutinised in great depth before they are
put into operation. It is hoped that this will help in the selection of the most
effective policies, and help to avoid unintended and undesirable side-effects of
policy changes.



Chapter 12

CONCLUSIONS

12.1 : The Meaning and Measurement of Poverty

A principal objective of this study has been to explore how poverty may best
be conceptualised and measured. No simple answer to the question "How much
poverty is there in Ireland?" is presented, because it is our view that any such
answer is likely to obscure rather than illuminate the true nature of the problem.
It is preferable to explicitly acknowledge the ambiguities and uncertainties
involved -- which is, however, a far cry from what Sen has referred to as the
"kind of nihilism" which notes a difficulty of some sort and on that basis paints

a picture of"total disaster" (1973, p. 78). In this study we have been concerned
to test the robustness of our results with respect to variation in the location of
the poverty line and in the way in which poverty is measured. This has enabled
us to present a range of strong and robust conclusions about the characteristics
of the poor, trends in the extent and make-up of poverty over time, and the
effectiveness of the social welfare system in alleviating poverty.

While poverty is an ill-defined and anabiguous term, we believe that it can
only be meaningfully interpreted, in a country such as Ireland, in the context
of the standard of living and ordinary living patterns in that particular society.
Escaping "absolute" poverty, in the sense of being above minimum subsistence
levels, is not enough to avoid being in poverty in such a society -- though it
is clearly of overriding importance in many developing countries. The standards
against which people judge adequacy wilI change as the level of income and
patterns of living in a country change. What many people now think of as absolute
necessities are by no means necessary for subsistence -- rather, they reflect
socially-determined needs. Attempts to define an "absolute" standard which still
has relevance for a country at Ireland’s level of development are inevitably
dominated by ’,,chat are, in fact, socially-determined rather than absolute needs,
and involve a considerable degree of arbitrariness. Quite simply, the meaning
of "poverty" changes.

This poses major challenges to those attempting to measure poverty and
changes in poverty over time. Having critically reviewed the approaches to
measuring poverty which have been developed and implemented in the academic
literature, our conclusion was that none of these offered a completely satisfactory

scientific, objective method of defining a poverty line, distinguishing between
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the poor and the remainder of the population. Indeed, given the legitimate
differences of view which exist about what constitutes poverty, and the wide
range of conceptual and empirical problems facing these methods, seeking such
a method may well be a fruitless task. The present study has therefore applied
a number of these approaches, in order to learn from the different perspectives
provided. This also allowed us to explore the value of the approaches themselves
in a comparison based on the application of the various methods to a common
dataset, something which had not previously been possible on this scale.

The approach to setting a poverty line which has been common in previous
studies in Ireland, and also in Britain, takes official social welfare support levels
as a yardstick. This has major limitations and can lead to paradoxical policy
conclusions. More generous social welfare payments may lead to higher rather
than lower measured poverty, and it is difficult to disentangle what such lines
reveal in comparisons over time. At a particular point in time, using such a
poverty line implies that the effectiveness of the social welfare system in alleviating
poverty is being measured solely against standards set by the system itself.

The poverty lines to which most emphasis has been given in the present study
are purely relative ones -- that is, they are derived simply as percentages of average
income, taking differences in household size and composition into account. These
poverty lines have a number of advantages. They incorporate, and make quite
explicit, a direct relationship between ordinary living standards and the poverty
cut-off. They can be easily calculated for different points in time and for different
countries, on the same basis. They also facilitate the analysis of the sensitivity
of the results to changes in the precise location of the poverty line, or in the
structure of the line in terms of the relativities between households of different
size/composition. They are therefore, in our view, preferable to the approaches
hitherto adopted in studies of poverty in Ireland.

This does not mean that the purely relative approach provides all the answers,
all the information we would wish to have in assessing the extent of, and trends
in, poverty. It clearly incorporates a crude and rigid form of relativity --
expectations and perceptions of"needs" do not necessarily move in such a manner,
directly in line with average income. We believe that much of the resistance
to the explicitly relative measure of poverty it incorporates is in fact due to
misunderstanding and failure to recognise the implicit relativity in most other

methods of measuring poverty. Measuring poverty in this way is not the same
as measuring inequality -- it would be possible to have no poverty on this basis
and yet still have considerable inequality. The poor need not "always be with
you", measured in this way -- as the experience of other countries illustrates.
Nor does it imply that "growth doesn’t matter" (an issue we return to below).

However, it has also been argued in this study that, certainly in the short
term, changes in poverty using purely relative lines do have to be seen against
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the background of the evolution of general living standards. A disimprovement
in the relative position of the poor because their incomes, though rising, are
lagging behind the average, is not to be equated with a similar disimprovement
due to falling real incomes for the poor at a time of general stagnation. As
Lampman (1971) has put it in the US context, when fighting a war on poverty
one may want to monitor progress against a fixed target, in terms, for example,
of the quality of housing, nutrition, etc., of the poor. Over any prolonged period,
though, standards of adequacy will inevitably be redefined and any such fixed
target become increasingly irrelevant to common conceptions of poverty.

Purely relative lines provide an indispensable starting point in the measurement
of poverty. When they are complemented by information provided by other
approaches, on, for example, the living patterns of those at low incomes and
their perceptions of their own situation and needs, a rounded pictu re of the nature
of poverty at a point in time can be built up. It is to be emphasised that the
purely relative approach itself provides no justification for the selection of a single

poverty line. This we see as in many ways an advantage rather than a drawback:
no one line, however derived, is likely to be acceptable to everyone, and those
just above any line will probably differ little from those just below it. Looking
at a range of fines is therefore preferable and is the approach we adopt.

We have discussed at considerable length the conceptual issues involved in
measuring poverty, because an appreciation of these issues is crucial to
understanding and interpreting the rcsuhs of this study. This is equally true
in considering the implications of these results for policy, to which we return
below, having first briefly summarised the main findings from our analysis and
the evidence on which they are based.

12.2: The Data
The study has utilised the results of the large-scale national household suwey

on Income Distribution, Poverty and Usage of State Services carried out by
the ESRI in 1987, together with the 1973 and 1980 Household Budget Surveys.
The ESRI sample, drawn from the Register of Electors, consists of 3,294
households. This represents 64 per cent of the effective sample, which compares
favourably with the response rates in other surveys of a similar degree of
complexity and sensitivity.

The survey gathered detailed information on income from different sources,
labour force participation, housing tenure and costs, indicators of style of living
and depri’)ation, debts and arrears, savings and assets, and usage of health and
education services. The survey also collected data on respondents’ subjective
response to their situations, and their opinions regarding poverty and related
issues. Taken together, this database provides an unprecedented opportunity
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to analyse the nature and extent of poverty in Ireland and the factors influencing
it.

The survey results were reweighted to correct for any bias introduced by non-
random non-response. This was done on the basis of four key household
characteristics -- the number of adults, the age and socio-economic group of
the household head, and location (urban or rural). Using detailed cross-
tabulations provided by the Central Statistics Office from the 1986 Labour Force
Survey, the sample was reweighted to ensure that the numbers in each category
in terms of these variables corresponded to those in the Labour Force Survey.

After reweighting, the representativeness of the sample also appeared to be
satisfactory in terms of a number of other variables which could be checked from
external sources.

It is difficult to assess the reliability of the income data in such a sample survey
against external sources. Differences in definition, coverage and timing inhibit
comparison with sources such as the National Accounts and income tax statistics,
while income which is earned in the black, unrecorded, economy is by definition
difficult to measure. Evidence from studies elsewhere suggests that under-
representation of incomes at the very top of the distribution may be a common
problem in such surveys. The Survey responses were individually checked for
consistency, etc., and income from some sources -- in particular social welfare

payments -- could be verified against the known rates of payment. Farm incomes
were estimated directly, on the basis of information provided by respondents
on outputs, etc., applying margins for each activity supplied by Teagasc from
the National Farm Survey. Farm income referred to 1986, which was a
remarkably poor year for farm incomes.

The income concept on which the study concentrated was disposable income
-- gross income minus income tax and PRSI contributions -- which represents
the most satisfactory direct measure of command over resources. Both the
household and the narrower nuclear family/tax or benefit unit were used as
income recipient unit in a range of analyses.

12.3: The Extent o)r poverty and Trends Over Time Using Purely Relative Poverty Lines
The purely relative poverty line method was applied to the ESRI sample,

with a set of thresholds defined in terms of proportions of the average income
of the households in the sample. These poverty lines -- and the average income
on which they are based -- take into account differences in needs between
households of differing size and composition, using three different sets of
equivalence scales.

Three purely relative poverty lines were applied -- 40 per cent, 50 per cent
and 60 per cent of average disposable equivalent household income. The results
highlight the sensitivity of the number found below the poverty line to the exact
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location of that line. Between 8 and 13 per cent of persons in the ESRI sample
were below the 40 per cent line, between 20-23 per cent were below the 50 per
cent line, and 31-33V2 per cent were below the 60 per cent line, with the precise
figure within these ranges depending on the equivalence scale used.

This substantial variation in the extent of measured poverty is produced by
a relatively narrow range of income poverty lines. The 40 per cent relative line
for a single person was about £32-34 per week, similar to the amount payable
under the Supplementary Welfare Allowance scheme at the time of the survey.
The 50 per cent line for a single adult was about £40-43 per week, similar to
the flat-rate Unemployment Benefit payable. The corresponding 60 per cent
line was £48-52 per week, between the rate of means-tested and non-contributory
Old Age Pension payable at the time to a single person. While the gap in income
terms between the three lines is wider for larger households, it still represents
quite a limited range: households are heavily concentrated in this part of the
income distribution.

The range of relative poverty lines was particularly useful in assessing trends
over time, applying the same methodology to the 1973 and 1980 Household
Budget Survey results. This showed a substantial increase betv.,een 1973 and
1980 in the percentage of persons falling below each of the relative income cut-
offs (irrespective of the equivalence scale used). Between 1980 and 1987, such
an increase was registered consistently for the 50 per cent and 60 per cent lines,
while the trend with the 40 per. cent line depended on the equivalence scale
adopted.

The limitations of concentrating simply on the numbers below a poverty line
as a measure of poverty were emphasised. The "headcount" measure takes no
account of the depth of poverty for those below the line in question. Recently
developed aggregate poverty measures which reflect not only the numbers below
the line but also the extent of their income shortfalls were calculated for the ESRI
sample, and for the 1973 and 1980 HBS samples. These showed a consistent
increase between 1973-1980 and 1980-87 irrespective of the relative poverty line
or equivalence scale used.

In comparing the 1973-80 and 1980-87 periods, it was emphasised that real
incomes rose on average in the earlier period but were static or falling between
1980-87. This must have major implications for the impact of the rise in relative

poverty in the 1980s on living standards. Taking the relative poverty lines in
1980, holding them fixed in real terms, and applying them to 1987 shows an
increase in the numbers below these lines -- which would not be the case when
1973 real lines are applied to 1980. This illustrates the importance, over such

a period, of taking into account the background against which changes in relative
poverty are taking place.
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A detailed comparison between Ireland and Britain using purely relative
poverty lines revealed that a higher proportion of the Irish population was below
a range of relative lines. A necessarily much more tentative comparison with
some other developed countries suggested that most of the richer EC countries,
as well as Sweden and Norway, also had lower numbers below such lines. Greece
and Portugal, though, and perhaps also the US, appear to have somewhat higher
percentages below relative lines, though much more intensive analysis, involving
harmonisation of data and methodology to the greatest extent possible, will be
necessary to confirm these comparative findings.

12.4: Consensual Income Poverty Lines
An approach to setting a poverty line which has received some attention in

the academic literature of late, the consensual income poverty line approach,
was also examined using data on subjective assessments of minimum income
needs gathered in the ESRI survey. Two variants of this method -- the CSP
and SPL methods -- were implemented, basing a poverty line on responses in
the sample to a question about the income which each household would itself
consider necessary "to make ends meet". About 31-32 per cent of households
in the sample were found to be below the minimum income standards produced
by these methods. However, there were very substantial differences between
the two variants in terms of the structure of the standards and therefore the
composition of those below them. The CSP standard in particular incorporated
implausible relativities between different household composition types. The SPL
standard was relatively high for a single adult household, but had very substantial
economies of scale as household size increased.

The extent to which the standards produced by these methods could be
meaningfully interpreted as reflecting a consensus in the society on a poverty
line as it would be commonly understood was questioned. The relationship
between the subjective responses about the household’s own minimum needs
and views on poverty is unclear. The standards are not based on a consensus
or majority view in the sample as a whole, but on the views of those in some
sense "near" the poverty line -- neither well above nor well below it. There is
no constraint on the responses in terms of willingness to pay, and there are also
serious issues about the way the method is operationalised.

’]’he information about subjective views on adequacy and the household’s own
situation do offer a valuable opportunity to analyse the factors influencing people’s
perceptions of their own situation and their expectations. Their potential in this
respect will be exploited in future work.

12.5: The Risk and Incidence of Poverty
The analysis of the composition of those below the relative poverty lines in
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the ESRI sample, and a comparison with corresponding results derived from
the 1973 and 1980 Household Budget Surveys, revealed substantial changes over
the period since 1973. A central trend was the increase in the importance of

households headed by an unemployed person among those below the relative
poverty lines. Such households formed one-third of all households below half
mean equivalent income in 1987, compared with only 10 per cent in 1973. The
relative position of the elderly, on the other hand, improved significantly over
the period.

The demographic consequences of these trends were a sharp increase in the
risk of poverty for households with children, particularly for large families. The
risk for l-and 2-aduh households, on the other hand, fell dramatically. At an
aggregate level there was little difference in the risk of poverty facing female-
headed households compared with those with a male head. This remained the
case when the narrower tax unit was used as the income recipient unit instead.
Female-headed households at relatively high risk were those where the head was
young - under 35 years of age.

While a substantial proportion of the households below the relative poverty
lines were found to be farm households, this is based on estimated farm incomes
in 1986, a particularly poor year. The years 1987 and 1988 saw increases of
34 per cent and 27 per cent per annum in average family farm incomes, which
must have significantly reduced the overall risk of poverty for farm households.

Over the 1973-87 period, social welfare rates increased in real terms and relative
to other incomes, and the coverage of the system also broadened. This played
a major role in the improvement in the position of the elderly, and also ensured
that the rL~k of being in poverty for a household headed by an unemployed person
actually declined. The dramatic increase in the importance of the unemployed
among households below the poverty lines is thus entirely due to the increased
numbers of unemployed in the population as a whole.

12.6: Indicators of Style of Living and Deprivation
A considerable range of information on the patterns of living of the respondents

was gathered in the survey. This allowed a set of deprivation indicators to be
developed, incorporating possessions or activities which a majority of the sample
had or pursued, and felt to be necessities. These indicators of deprivation were
then related to the characteristics of the individuals and households, including
income and stage in the life-cycle.

The relationship between current income and style of living/deprivation, as
measured by these indicators, is not a simple one. Many factors other than current
income influence current possessions and activities, including the past history
and future expectations of household members, life cycle stage, and differences
in tastes.
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From a range of 20 indicators of standard or style of living, summary indices
were built up of(1) 14 items regarded as a necessity, and actually possessed,

by a majority of the sample, and (ii) a narrower index of the 10 items regarded
as a necessity and possessed by over three-quarters of the sample. Analysis of
these indices showed a broadly similar pattern to that revealed by recent research
in the UK and the US on this topic. Those at lower levels of current income
did have relatively high deprivation scores on average, but there was considerable
variation in the scores at any given income level. This remained the case when
an attempt was made to control for differences in tastes by concentrating on
those items/activities which people specifically stated they had to do without due
to lack of resources. No attempt was made at this stage to derive a poverty line
or subsistence standard from these data.

While current disposable income has a significant effect on current living
patterns, other factors are also important. Income over a longer period, stage
in the life-cycle and assets accumulated could affect the relationship between
current income and deprivation score. These different aspects will be the subject
of future research, which will also take into account the possibility that poverty
and deprivation cannot in fact be adequately measured along a single dimension.

12.7 : Non - Cash Benefits
The rote of free or subsidised services provided by the State - particularly

in the areas of health care, education and housing - is also a priority for further
analysis. At this stage, some of the complex problems which arise in assessing
the implications of these non-cash benefits for the measurement of poverty ",’,’ere
highlighted. The CSO’s redistributive exercises, in tracing the flow of resources
from households to the State and vice versa, allocate such non-cash benefits to
beneficiaries on the basis of the cost of provision. Such attributed benefits are,
however, quite different from cash income, and "final" income in the CSO
exercises -- disposable income plus non-cash benefits less indirect taxes -- is
not to be seen as simply a more comprehensive and satisfactory measure of
command over resources than disposable income. To the beneficiaries, the value
of the benefit received -- that is the cash equivalent which would leave them

indifferent between cash and the service provided -- will in general be below
the market price or the cost of provision of the service. The anomalies created
by simply adding a cash amount equal to the cost of provision to disposable
income in measuring command over resources are easily illustrated -- the sick
appear richer than the healthy, ceteris paribus.

The CSO redistributive exercises, and other studies, have shown that the
beneficiaries from State-provided services in the health, education and housing
areas are spread over the income distribution rather than purely concentrated
at the bottom. These studies suggest that, while the relative position of those
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on low incomes is improved by these services, their impact is much less than
that of cash social welfare transfers.

In one particular area, namely housing, a relatively straightforward treatment
allows the impact of State provision, and of the difference between those who
own their houses outright and those who do not, to be examined. This can be
done by looking at income net of housing costs. Relative poverty lines based
on this income concept were derived for the ESRI sample, and this was seen
to make little difference to the overall percentages falling below these lines --
though the composition of these households could be altered.

While non-cash benefits are not to be treated as equivalent to cash income,

they do have important implications for living standards, and for the adequacy
of cash transfers. Their role will be analysed in detail on the basis of the
information on utilisation of different services gathered in the ESR1 survey, and
placed in the context of the overall redistributive effects of State interventions.
This will draw on, inter alia, the results of recent research, particularly in the
US, on the ways in which non-cash benefits may be meaningfully valued --
though no consensus has been reached in this research on a satisfactory way
of taking these benefits into account in measuring poverty. The results of the
CSO’s redistributive exercise based on the 1987 Household Budget Survey, which
will also take into account the impact of indirect taxes, will be an important
additional source for this analysis.

12.8: Families and Persons Below Official Income Standards
The percentage of persons falling below official minimum income standards

was analysed not as a measure of poverty, but as an indicator of the social welfare
system’s performance in providing its own minimum income target. The means-
tested Supplementary Welfare Allowance rate of support was taken as the safety
net income which the system tries to guarantee. This analysis indicates that a
significant proportion of people in the survey failed to reach this current income
level. A substantial minority of these were not eligible for income support from
the system, notably those in full-time education or the self-employed with
fluctuating incomes. The majority, though, appear to be eligible but not receiving
(all the) support to which they are entitled.

The implications of such non-take-up depend critically on the relative
importance of the different causes underlying this phenomenon. Lack of
information may be important, but so also may be the time, effort and perceived
stigma attached to receiving certain means-tested benefits. Preliminary analysis
suggests that the amounts involved are not in general very small. Further analysis
will seek to establish the amounts of benefit not taken up and the relative
importance of different factors, distinguishing between the different schemes.

The take-up of Family Income Supplement was analysed, and was estimated
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at between 13 and 22 per cent of families eligible for such payments, and between
14 and 40 per cent of the amounts of money payable. This appears worse than
the take-up achieved by the corresponding scheme in the UK. The majority
of those who appeared to be eligible but not taking up their benefit under this
scheme said they were not aware of its existence. There have been renewed
publicity efforts in the past two years; careful monitoring is needed to see if
the desired progress is being achieved.

12.9: The Effectiveness and Efficiency of the Social Welfare System in Reducing Poverty
The performance of the social welfare system in reducing poverty was analysed

on the basis of the set of purely relative poverty lines. The measures of
effectiveness and efficiency developed by Beckerman were calculated. These
showed that the social welfare system played a major role in providing income
support to persons whose non-social welfare income fell below the various poverty
lines, and eliminated between 70 per cent and 80 per cent of the pre-transfer
poverty gap depending on the poverty line used. This was, however, lower than
the poverty reduction effectiveness achieved in several other countries. On the
other hand, the efficiency of the Irish system, in terms of the percentage of social
welfare expenditure which goes to relieving poverty, was relatively high.

The efficiency analysis highlighted the role of the differentiated structure of
social welfare payments, with the elderly receiving higher rates of support than
the unemployed, for example, and those on contributory benefits higher payments

than the corresponding social assistance schemes. The special increases for those
on the lowest rates of social welfare payments in the 1988 and 1989 Budgets
have reduced this dispersion somewhat. Clarification of the overall objectives
of the system and the desired balance between them -- taking into account not
only poverty reduction but also income replacement and income redistribution
-- would facilitate further streamlining of the payment structure.

A comparison of contingency-based payments and means-tested ones as
methods of targeting payments towards those most in need showed that the former
are actually quite selective. Child benefit, though, has a significant proportion
of expenditure going to the top half of the income distribution. The use of income
taxation as a method of targeting, using the example of taxing Child Benefit,
was examined: this indicated that an increase in this benefit, financed by making
it taxable, could bring about a significant shift of resources from families paying
tax at the higher and top rates of tax, towards non-taxpaying families. The
importance of taking incentive effects into account in assessing policy options
was emphasised.

12.10: Irnplications for Policy
The primary objective of this study has been to establish, on the basis of a
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new and specially-designed database, some key robust findings about poverty
in Ireland and the way the social welfare system operates in alleviating it. These
findings are intended to inform policy formulation, and should provide a
significantly improved basis on which to design responses to the problem.

This is most obviously the case in the emphasis in the study on pinpointing
groups which are most at risk of being in poverty, and/or form a substantial
part of the low-income population. The groups involved -- notably households
headed by an unemployed person -- will clearly be a major determinant of the

appropriate policy response. The rise in measured poverty during the 1980s was
shown to be closely associated with the rise in unemployment, and in particular
with the increase in long-term unemployment. This was a major factor in the
observed substantial Hse in the risk of poverty for families with children, especially
larger families.

It is worth reiterating that the risk of being in poverty for households with
an unemployed head did not rise over the period -- rather, there were simply
far more of them in 1987 than in 1980. The level of social welfare payments
to the unemployed, and to other groups, in general more than kept pace with
other incomes between these two years. Indeed, increases in the level of social
welfare old age pensions, both in real terms and relative to other incomes, over
the period from the early 1970s played a major part in the substantial reduction
in the risk of poverty facing the elderly.

Since 1987, the rates of social welfare payment to the long-term unemployed
have been increased significantly more than other schemes and the rate of
inflation. Child dependant allowances for large families have also been increased
relatively rapidly (and a child addition to the tax exen’tption limits has been
introduced). These measures, aimed at those shown in our survey to be at
particularly high risk of being in poverty, should help to alleviate the position
of recipients. As the analysis of the effectiveness and efficiency of the social welfare
system presented here has shown, cash transfers clearly have an absolutely crucial

role to play in alleviating poverty. This makes it all the more important to identify
and explain the gaps in the safety net provided by the system, building on our
initial analysis of this area.

Although the present study has concentrated on the role of the social welfare
system, this does not reflect a belief that the best or only way to make progress
in alleviating poverty is through cash transfers. Indeed, the changing composition
of low-income groups over the 1970s and 1980s militates against such an
approach. Increased cash transfers -- together with improved and more widely
available occupational pension schemes -- have been effective in improving the
position of the elderly. Improvements in the scope and coverage of the social
welfare system over that period also helped groups such as widows, deserted
wives and single parents. The low-income population is now dominated, however,
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by those who are much more closely connected to the labour force -- whether

they are unemployed, temporarily out of work due to illness, small farmers,
or low-paid and/or part-time employees.

This means that the behavioural responses of these groups, in terms of labour

supply, are likely to be of greater significance than was the case with, for example,
the elderly. Irish evidence on the quantitative importance of such incentive effects
is quite limited, and the detailed data on individual labour supply behaviour
gathered in the ESRI survey will be extremely useful in addressing this crucial
issue. It is clear, though, that the scale and changing nature of the poverty
problem mean that reliance on the social welfare system -- certainly as it is
currently structured -- will not be an adequate response.

Unemployment is the single most important cause of poverty in Ireland, as
our results clearly demonstrate. To the extent that unemployment can be reduced,
not only is there a significant direct impact in relieving poverty but resources
are also released which could be devoted to improving the situation of other
groups. It is therefore the case that, even if poverty were measured exclusively
on a purely relative basis, growth does indeed matter. While growth in the
economy does not in itself ensure that "all boats are lifted" -- and certainly not
lifted to the same extent -- the experience of the 1980-1987 period in Ireland
illustrates all too clearly the consequences of stagnation for poverty.

Poverty cannot therefore be seen as simply a problem for the social welfare
system. Rather, it is a deep-seated structural feature of the economy and society.
Not only the social welfare and taxation systems, but also the education system,
manpower and training policies, and industrial policy, have crucial roles to play
in bringing about the structural changes required to have any major impact
on poverty.

The present study represents only the first stage ill a programme of research
on poverty, income distribution, and the usage of State services to be carried
out at the ESRI, with the objective of increasing our understanding of the nature
of the problem and the causal factors at work, and contributing towards the
formulation of anti-poverty policies. In conclusion, it is worth setting out tile
areas which are of particular priority in this programme, building on and
developing the analysis presented here.

12.11: Priorities for Further Research
The database gathered in the ESRI Survey which this study utilised represents

a major research resource, offering unprecedented potential for addressing a
range of issues, many of which have been discussed in some detail in the course
of this paper. In addition, a selective follow-up survey, re-interviewing about
one-third of the original sample, has recently been completed. A number of key
areas for further research on the measurement, nature and causes of poverty
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using these data sets have been emphasised in the course of the study.
The present paper has focused for the most part on current disposable income

in assessing the position of households. This is the essential first stage in measuring
poverty, but is static: that is, it provides only a picture of households’ current
situation, not how they arrived there and hov., long they are likely to remain
there. Low current income clearly has quite different implications if it is a
reIlection of short-tern1 difficulties rather than a measure of command over
resources on an ongoing basis. The follow-up survey will be invaluable in
providing the first opportunity to study income mobility over a period of one
or two years, so that movements into and out of poverty can be analysed. This
will allow the core of those currently on low incomes who are likely to remain
in that position over a number of years to be identified, and policy to be tailored

accordingly.
The relationship between current income and patterns of living and deprivation

also has a bearing on the dynamics of poverty. Some of those on low incomes
experience obvious deprivation while others do not appear to do so. Among
the factors which distinguish between these groups are the duration of that low
income, and the position in the life-cycle of the households involved. These
deprivation indicators, and their relationship with income, family size, age, and
a range of other variables, will be analysed to explore what it means to be poor,
the manner in which low current income affects different households, and why.

The impact of services provided by the State, particularly health care, education
and housing, on living standards and poverty was also identified as an issue
of major importance. The extensive data gathered in the 1987 survey, together
with the Household Budget Survey results for the same year now becoming
available, will permit an in-depth study on this topic. This will look at the
utilisation patterns for these services, their redistributive impact, and their
implications for the measurement of poverty and the adequacy of social welfare
cash transfers. The conceptual problems involved in quantifying the value of
such services to recipients will be explored, drawing on the results of recent
research elsewhere.

In looking at the role of the social welfare system in alleviating poverty, a
number of priority areas are suggested by the results of the present study. One
is the analysis of the factors influencing non-take-up of social welfare payments
and how take-up might be improved. Additional information gathered in the
follow-up survey will be particularly helpful here.

This substantial programme of research focuses on the extent and nature of
poverty in Ireland: its central objective is to elucidate the causal factors at work
in the production and reproduction of poverty. The potential of the data gathered
in the 1987 survey and the follow-up is not however confined to even this broad
area. Related areas which will draw on this database include the development
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of a model of the tm~: and benefit systems. This will permit the simulation of
the effects of a variety of policy options on a representative household sample,
rather than having to rely on a limited range of hypothetical household types.
While this will, in the first instance, concentrate on the static or "first-round"
effects of policy changes, incentive effects and behavioural responses will also
be analysed, the ultimate objective being the incorporation of such responses
in the model itself. This micro-analysis of the labour market behaviour of a large
representative sample ,,viii be crucial to understanding the effects of the current
tax and social welfare systems -- not just towards the bottom but throughout
the income distribution -- and the likely effects of proposals for rcform.
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