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EXECUTIVE  SUMMARY

Introduction and Background  (Chapter 1)

1. The Group was established in May 1997.  At that time the Minister for Social Welfare stated
that “while the ad hoc development of the Social Welfare system over the past 50 years
reflected a desire for flexibility and responsiveness to changing social needs, it has actually
often resulted in new anomalies being created.  The challenge for the Group is to remove any
such anomalies while still preserving that flexibility and responsiveness”.

2. The terms of reference for the Group were:

i) To examine and compare the treatment of married, co-habiting and one-parent households
under the tax and social welfare codes, including an examination of the income support
arrangements attached to labour market programmes, with particular emphasis on the
Community Employment Programme.

ii) To carry out research as necessary, on household costs, equivalence scales etc.

iii) To take account of previous reports on this issue such as the Report of the
Household Review Group and the Expert Working Group on Tax/Social
Welfare Integration as well as the then forthcoming final report of the
Commission on the Family.

iv) To examine approaches in other countries regarding treatment of one parent
households and spouses working in the home, and the applicability of such
approaches to Ireland.

v) To identify and cost ways of ensuring consistent and equitable treatment of
the household types concerned under the tax and social welfare codes.

vi) To produce a report with recommendations based on the above within nine
months.

3. The Group was chaired by the Department of Social, Community and Family
Affairs and comprised representatives from the Departments of Finance; the
Taoiseach; Enterprise, Trade and Employment; Justice, Equality and Law Reform;
the Revenue Commissioners; the Combat Poverty Agency and the National Social
Services Board.

Context of the Work of the Group (Chapter 2)
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4. The Group noted that social and economic realities in Ireland have changed
considerably over the years.  For many years one assumption underlying both social
welfare provision and the taxation code was that of ‘breadwinner father’ with
dependent spouse and children in a lifelong marriage.  This is, however, no longer
necessarily the norm in Irish society.  Key social changes relevant to the deliberations
of the Group include the rise in the labour force participation rate of women, the fact
that women are staying in employment after marriage and childbirth, the increase in
the number of women in part-time work, the decline in the fertility of marriage, the
increase in the level of marital breakdown, the increasing numbers of those
parenting alone, and the fact that cohabitation is emerging as either an alternative or
a precursor to marriage for a small, if growing, number of people.  Many of these
factors are acting as an incentive for women, whatever their household situation, to
seek economic independence.  Social welfare provisions and the taxation code have
attempted to respond to these changing social realities while simultaneously trying
to ensure equity of treatment between different household types.  However, while
developments in the codes reflect a desire for flexibility and responsiveness to
changing social needs, they have actually often resulted in new anomalies being
created.    

Previous Reports (Chapter 3)

5. The tax and social welfare treatment of different types of households has
been examined over the years in a number of reports including the Report of the
Review Group on the Treatment of Households in the Social Welfare Code (1991);
the Report of the Expert Working Group on the Integration of the Tax and Social
Welfare Systems (1996); the Report of the Joint Oireachtas Committee on the
Family (1996); and Strengthening Families for Life, the report of the Commission
on the Family (1998).  None of these reports were definitive on the most appropriate
response required in the light of changing social trends affecting the treatment of
households in the tax and social welfare codes.  The Commission on the Family
however, made specific recommendations in this area which are examined further by
the Group.

Current Operation of the Social Welfare and Tax Systems (Chapter 4)

6. Both systems have evolved over time and in response to a variety of factors,
including Constitutional imperatives as interpreted by the Courts, changing social
trends and EU Directives.

7. The social welfare system comprises social insurance payments (with
individual entitlements where a person meets certain PRSI conditions) and social
assistance payments (based on means-testing).  In addition to the personal rate of
payment, payments are made in respect of qualified adults (i.e. entitlement is derived
from the personal entitlement) and dependent children.  In addition, Child Benefit is
payable on a universal basis to all families with dependent children.  As more people
become covered by social insurance, entitlement to payment will, effectively, be on
an individualised basis.
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8. Under the social welfare system cohabiting couples are treated in the same
way as married couples for the purposes of establishing the payment of a ‘qualified
adult allowance’ and in the operation of the means test.  Lone Parents with children
are catered for through the payment of the One-Parent Family Payment.  Entitlement
to this payment ceases if they marry or cohabit.

9. The tax system, on the other hand, provides for assessment on an individual
basis but with an option for married couples living together to be jointly assessed
with double the entitlements of a single person.  The majority of married couples opt
for this approach as, because of the transferability of reliefs between them, it can be
more advantageous to them than treatment as two single persons.  Within joint
assessment, a married couple may opt for separate assessment.  Under this option
they will be treated as single persons but their combined tax bill will be the same as
under joint assessment.  Joint assessment/separate assessment is not available to
cohabiting couples who are treated as single individuals for tax purposes.  Lone
parents receive a Single Parent’s Tax Allowance in addition to the normal personal
allowance.

10. It can be seen that there are clear differences in the social welfare and tax
codes in their treatment of different types of households.   However, it can be argued
that the income support and revenue generation objectives, respectively, of the two
codes are fundamentally different.

Situation in Other Countries (Chapter 5)

11. The Group examined the position in a number of countries (The Netherlands,
UK, Sweden, New Zealand).  While each country has its own features a common
factor which emerges is that social insurance systems provide the opportunity to
establish direct rights with regard to entitlement to the social welfare system.   The
way these rights are established varies from a residency based system (i.e. those
resident in the country for a period of time) to those in which entitlement is
established through participation in the work force, or some combination of both
(depending on the type of payment involved).   

Guiding Principles for the Group (Chapter 6)

12. The Group considers that the following principles should, as far as possible,
underpin both the social welfare and the taxation systems.  The Group recognises,
however, that this can be difficult given the differing objectives associated with the
two systems.

♦ Adequacy
♦ Equity
♦ Positive labour and behavioural incentives
♦ Consistency, and
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♦ Affordability

13. The Group recognises that these principles must always be viewed in the light of the
provisions of the Constitution regarding the status of the family based on marriage, which
sets a context for all of the discussion of the options and analyses presented in this report. 

Issues for the Group (Chapter 7)

14. Taking into account the social, demographic and labour market changes,
outlined in Chapter 2, the Group concentrated on a number of complex issues
including:

(i) the tax and welfare treatment of different forms of household and of families with
children,

(ii) analysis of issues relating to the Social Welfare Code/Equivalence
Scales/Individualisation,

(iii) labour market programmes, with particular emphasis on the Community Employment
Programme.
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Options and Analysis  (Chapter 8)

15. It is useful to summarise the key issues and concerns which have come to the attention
of the Group as these lead directly to the options outlined below. These are seen as
different treatments of different types of households in both the tax and social welfare
codes (as set out in Chapters 4 and 7) set against a background of changing economic
and social circumstances in Ireland (as set out in Chapter 2).

♦ On the Social Welfare side there is an ongoing debate about and in certain cases
demand for the individualisation of payments as a way of conferring direct rights
and of addressing disincentives for individuals to form two parent relationships.
The theme of individualising entitlements is a recurring one in the work of the
Commission of the European Union.  

♦   On the tax side issues arise relating to the rationale and ongoing validity of the
current treatment of married couples, where, for example, there are no dependent
children and one of the couple does not work outside the home.

♦ Overlaid on the two systems is a demand for more child-related support, with an
argument being made for a refocusing of support based on the family with
children rather than on marriage. In their 1998 employment policies (submitted to
the European Commission as part of the development and implementation of a
European Employment Strategy) Spain, the UK, the Netherlands and Portugal all
mentioned subsidies through tax or benefit systems to contribute to the cost of
child care. 

 16. The Group considered a wide range of policy issues and developed a number of policy
options for consideration.  The Economic and Social Research Institute (ESRI) was
commissioned to carry out research on its behalf.  The Group sees itself as contributing
to and continuing the debate on the treatment of households in the tax and the social
welfare areas – it considers that the analyses undertaken are useful and could, for
example, contribute to the future work of the Tax Strategy Group (TSG).

The ‘Needs’ of Different Household Types  
‘Needs’ of Different Household Types

17. A key issue addressed by the Group was how much income is in fact required by households of
differing compositions to reach the same standard of living i.e. an estimation of equivalent incomes or
scales. This is an issue on which there has been much debate and differing views regarding both the
concept itself and measurement of the scales. The ESRI adopted a new approach, using information
on non-monetary indicators of living standards/deprivation obtained in the 1994 ESRI Living in
Ireland Survey.   Similar to expenditure based methods, their results are based on estimating what
income differences across different household types equalise a measure of household living
standards; non-monetary indicators rather than expenditure provide that living standards measure.    

 
18. The results indicate that at income levels similar to current social welfare rates, the income required by

a couple to reach the same standard of living as a single adult is about 170% of the single adult rate,

5



giving an adult equivalent scale of 70%.  The scale implied by the social welfare system for
Unemployment Benefit (UB) or Unemployment Assistance (UA) is currently 60% or less.  

19. The Commission on Social Welfare (CSW) (1986), based on submissions received and a
general review of the position (rather than a rigorous data based approach), recommended
that the amount payable for the second adult in a couple should be 60% of the single adult
rate. The ESRI results would suggest a higher figure than the CSW recommendation and
also higher than that currently available under the social welfare system. The Group, while
recognising that the analysis cannot be regarded as definitive, considers that it should be
borne in mind in formulating future social welfare budgetary packages.

Policy Options

20. The specific 5 options considered by the Group are set out below.  Some can
be viewed in isolation while others could be combined as part of a package.

1. Restrictions on the transferability of tax free allowances and /or the rate bands
between couples with revenue raised being applied to:

a) increase Child Benefit, on the basis that transferability could be viewed as
intended, amongst other things, to assist families with children.  

b) finance a package involving Child Benefit increases, a special allowance for
‘stay at home’ parents of children under 3 and a special investment in pre-
schooling from age three, drawing on elements of the proposals in the report of
the Commission on the Family. 

c) allow general cuts in income tax, implemented wholly through increases in
personal allowances, or through a package involving a mix of rate cuts, band
widening and allowance increases.

2. Joint taxation for cohabiting couples (i.e. extend transferability of tax allowances and
bands) where such couples have a child largely or mainly resident with them who is
maintained wholly or mainly by the couple concerned, as recommended for
examination in the Report of the Expert Working Group on the Integration of Tax and
Social Welfare (TWIG).

3. Restructuring of social welfare payments (insurance and assistance) around the
concept of a ‘household payment’ i.e. a payment which is available on a ‘one-per-
household’ basis and is set at a rate designed to reflect the economies of scale
which, it is argued, apply to households containing more than one adult, who
may or may not be related in some way.

4. Increase the ‘Qualified Adult’ payment to 70% of the personal rate in line with the
outcome of ESRI research on the appropriate equivalence scale that should apply.

5. Individualisation - the following approaches to individualisation in the social
welfare code were explored by the Group:

6



a) Total independent treatment in the social welfare system.

b) Expansion of the social insurance system.

c) Assessment for means-tested social welfare payments on a couple basis, but
once entitlement is established, payment of full rates on an individual basis.

d) Administrative individualisation.

21. Each of these 5 options is discussed in detail in the main text together with the cost (where
possible), numbers affected (gainers/losers, where known) and the distributional effect.  The
outcome of the option is set against the principles adopted by the Group (Chapter 6) and the
views of the Group are then set out.

Option 1:        Restrictions on Transferability   

22. There are various ways in which transferability could be restricted with different
revenue gains resulting as follows:

a) One option would be to completely restrict the transferability of personal
allowances and rate bands i.e. the incomes of a married man and married woman
would be taxed independently.

b) The second option would be a more limited form of restriction of transferability
e.g. restrict transferability of tax bands but continue to allow the transferability of
tax allowances.

23. The following table sets out the orders of magnitude involved, the estimated increased
revenue gain from alternative restrictions on transferability and, for illustrative purposes,
an estimate of the increase in income tax which would be required to raise the same
revenue.

24. The most extreme option considered is a restriction of transferability for personal
allowances and rate bands. The revenue gain which would arise from this restriction is
estimated at £725 million.  An intermediate possibility, as illustrated in (B) above, would be
to continue with transferability of the basic personal allowance but disallow transferability
of the standard rate band. The ESRI analysis shows that about half of the full cost of
transferability is due to the transferability of the standard rate band.
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Table 1:     Revenue Impact of Restrictions on Transferability of  Band(s) and / or
Allowances

Policy Option

Estimated
revenue gain £
million per
annum

For illustrative
purposes,
estimated
increase in
standard rate of
tax % requiredϕ

1. Complete restriction of  transferability
(allowances and bands)

725 6.5

2. Bands not transferable, but
allowances remain transferable

367 3.3

3. As (1) but retain transferability if
tax unit contains a child < 18
years

247 2.2

4. As (1) but retain transferability if
tax unit contains an elderly
person

691 6.2

5. As (1) but retain transferability if
tax unit contains either a child <
18 years or an elderly person

213 1.9

25. Item 3 in the above table shows the increased tax yield which would arise if transferability
were abolished for couples without a child under 18 years.   Item 4 in the table shows the
increased tax yield which would arise if transferability were abolished for a tax unit
containing an elderly person. This shows that about one-third of the total cost of
transferability is due to couples without children.   The figure falls to one quarter when
households containing an elderly person are excluded. ESRI model based estimates suggest
that full restriction of transferability would affect about 400,000 couples, while restriction
limited to those without children would affect about 150,000 couples.

26. The analysis of tax options is based on the tax system applying in the 1998/99 tax year,
and is suitable for the illustrative purposes for which it is used by the Group.  Budget
1999 introduced standard rating of the basic personal and PAYE allowances.  The
standard rate band was widened to ensure that no taxpayers were at a loss from this
move to standard rating.  The resulting increased value of band transferability reflects
this technical adjustment – abolition of band transferability would result in the loss of
this compensatory measure to the relevant taxpayers.

ϕ It is noted that the impact of restriction of transferability would be concentrated on a limited number of tax
units - mostly married households with one earner and also two earner households where one earner would
have unused bands or allowances.  As almost a quarter of all tax units are one-earner married couples, the
increase in the tax rates for the affected households could be up to four times that outlined above.
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27. The changes introduced in Budget 1999 would require some adjustment of the analysis,
as explained in the main text.

Restrict Transferability of Rates Bands

28. In an international context, Ireland can be seen as at one end of the spectrum ranging
from full transferability of allowances and rate bands between spouses to complete
absence of transferability of bands and allowances (full individualisation). However,
most countries tend to have some level of transferability of allowances and/or bands.
Recent Budget changes have resulted in a reduction in the value of transferability of
allowances.   The Group requested the ESRI to focus on the use of the increased tax
yield from restriction of transferability of rate bands (Item 2 in above Table).

29. In order to examine the distributional impact of policies involving restrictions to
transferability of rate bands, the Group asked the ESRI to consider the following three
alternatives (as already described) for the use of the increased tax yield from restricting
transferability:

(a) increase child benefit. 

(b) finance a package involving child benefit increases, a special allowance for “stay-
at-home” parents and a special investment in pre-schooling up to age 3.

(c)   allow general cuts in income tax, implemented wholly through increases in
personal allowances, or through a package involving a mix of rate cuts, band
widening and allowance increases.

 
30. The Group could not reach agreement on the precise direction tax/social
welfare policy should take in relation to the treatment of households in the tax and
social welfare codes.   Certain members of the Group (including the Department of
Social, Community and Family Affairs, the Combat Poverty Agency and the NSSB)
felt that the direction should be that of investment in a range of child income support
options and that, in order to achieve such investment, some of the resources
currently arising from the tax treatment of married couples should be redirected
specifically to child income support.   They felt that the information and discussion
on the options identified in this respect should feed into the work of the Tax Strategy
Group and into the wider issue of what the tax and welfare systems are trying to
achieve and into the debate on childcare.  They also considered that any options in
this area would have to be implemented on a phased basis and safeguards put in
place for older women who have been outside the labour force for a number of years
(as a transitional measure).

31. These members see the fact that additional resources would be raised for child
income support as positive.  Approximately 19% of tax units would gain under the
proposals with about 70% being unaffected.  While there is no ‘correct’ judgement as
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to what proportion of the cost of child rearing should be borne by society as a whole
nor what share should be borne by the individual families concerned, it was
accepted by some members of the Group that some of the costs of raising children
should be shared by the entire community (which is a principle underlying, for
example, Child Benefit).  Furthermore, since the child-rearing years last for a
particular period within most families’ life experience, there is a valid argument for
the State to become involved in the redistribution of income over the life-cycle of the
family.   

32. The Department of Finance and Revenue Commissioners, on the other hand,
believe that options in this area are essentially based on the mistaken premise that
the existing married treatment in the taxation code is a subvention to childcare.
They point out that the proposal would effectively raise the burden of taxation in
order to fund additional expenditure on child income support.  In doing so, it would
result in a greatly increased tax bill (up to £60 p.w.) for married one earner
households without children.  In addition, a significant number of married
households with children would also suffer a net loss.  

33. It was noted by the Group as a whole that the restriction of the transferability
of tax bands for married couples would involve an increase in the overall level of
personal taxation for some households (mainly in current one earner married
households) by the equivalent of a 3.3% increase in the standard rate of tax, with the
resources raised being concentrated on families with children.  It was noted that
while such a proposal would not be in accordance with the Government’s
commitment to reduce the burden of personal taxation, it would, however, be in
accordance with Government policy to refocus the tax and welfare systems in favour
of the family unit. 

Option 2:    Extend transferability to cohabiting couples with children

34. This option was examined by the Group on the basis that it would bring about the
more consistent treatment of married and cohabiting couples under the tax code.  The
ESRI estimated the cost of the option to be £7 million on the basis of approximately
25,000 cohabiting couples in the population.

35. As discussed in Chapter 9, a key issue is whether tax legislation should be amended in
this area in advance of changes in general law.  Overall the Group was sympathetic to
proposals to address the tax issues faced by cohabiting couples.

Option 3:   Restructuring of Social Welfare Payments – Household Responsibility Payment
(HRP)                                                        

36. The key element of this proposal is that social welfare payments (both
assistance and insurance) would be restructured so as to comprise two parts: a
personal payment for each adult and one “household responsibility payment” for
each household.  The rationale put forward for this proposal is to rectify the anomaly
whereby social welfare recipients in some households may receive two or more full
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personal rates, whereas others are restricted to one payment at the personal rate and a
qualified adult allowance.  Thus, for example, a brother and sister, both on UA and
living in the same household not with their parents, can be paid two full personal
rates at present, whereas a  married or cohabiting couple in receipt of UA is
restricted to a total payment of approximately 1.6 times the personal rate.  The cost
implications of a number of versions of this basic idea are outlined in the main text
and the “first round” or impact affects in terms of gainers and losers across the
income distribution considered.

37. Following full examination the Group did not support this option for a variety of
reasons including distributional effects, the fact that it would be administratively very
difficult to operate and could lead to undesirable behavioural effects.

Option 4:    Increase the Qualified Adult Allowance to 70% of the personal rate

38. This option was examined on the basis of the ESRI analysis on equivalence scales,
already outlined.  The estimated annual cost of the proposal is £50 million.

39. The Group could not reach agreement on this option.  Some members of the Group
(including the Department of Social Community and Family Affairs, the Department of
Justice, Equality and Law Reform, the Combat Poverty Agency and the NSSB) were in
favour of the option and consider that it should be examined further in the context of
Budget 2000.  The Department of Finance does not support the option on the basis that
the methodology adopted by the ESRI in arriving at the estimate of 70% cannot be
regarded as definitive and needs to be properly reviewed.

OPTION 5:    INDIVIDUALISATION IN THE SOCIAL WELFARE CODE

40. The Group examined a number of options within this area including total
independent treatment in the system; expansion of the social insurance system; and
administrative individualisation.

41. The Group did not reach agreement on total independent treatment.
However, some members considered that the administrative arrangements in the area
of separate payments, which currently only apply in cases of difficult family
circumstances, could be extended, and also that the increase in social insurance
could lead to a greater degree of individualisation among social welfare recipients.
Full individualisation would carry with it significant cost implications.  

42. Specifically, it was noted, for example, that individualisation of the social
welfare system by means of the expansion of the social insurance system was taking
place.  As the insurance system is linked to some level of participation in the labour
market, any changes / developments would have to take account of the need to
protect the older generations of women who were encouraged (and in many cases
obliged) to give up work following marriage.  The rise in numbers of women
participating in the labour force is already resulting in the expansion of the social
insurance system, with increasing numbers of women establishing direct rights to
social welfare payments.
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The Tax Treatment of Cohabiting Couples:  Issues and Options
(Chapter 9)

43. For the purposes of this report, a cohabiting couple is understood to mean a
man and a woman living together as husband and wife.  The treatment of cohabiting
couples under the income tax and capital tax codes is an issue of particular relevance
to the work of the Group.  It should be recognised in this regard that there can be
significant differences in the issues arising as between income and capital taxes.  For
income tax purposes cohabiting couples are treated as two single people.  This
means that each partner is entitled to his/her own personal allowances, tax bands and
reliefs but that the other partner cannot share unused allowances and bands.  For
capital tax purposes they are treated as two single people, effectively as strangers.

44. In considering the current treatment, the first issue relates to whether any
change should be recommended in view of the Constitutional requirement to protect
the institution of marriage.  Any change at this time in tax law would run ahead of
general law where non-recognition of cohabitation is the norm e.g. in relation to
succession rights.  The argument for change in the past was related to the fact that
divorce was not available in Ireland, which is not now the case.  The second issue
relates to the definition of cohabitation; currently none exists in Irish statute law.
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45. In relation to income tax treatment, the Group identified the following
options for discussion in relation to cohabiting couples with children who are mainly
resident with and wholly or mainly maintained by the couple  i.e. these options focus
the relief on the presence of children:

(i) Allow cohabiting couples entitlement to the married persons allowance but not
bands (Cost:  £8 million).

(ii) Allow cohabiting couples entitlement to married treatment in relation to all reliefs
i.e. bands and allowances (Cost: £25 million).

(iii) Allow cohabiting couples a proportion of both the allowances and bands available to
a married couple (Cost: £12 million if set at 1.5 times the single allowance).

46. In relation to capital tax treatment, the Group considered the following
options relating to the scope of the relief.  These are in respect of cases where one
partner of a cohabiting couple dies leaving his/her joint home to the other partner.
Each of the options is intended to provide relief for inheritance tax purposes on the
transfer of that home to the surviving partner.

(i) Provide relief for cohabiting couples of opposite sexes with children where the
children are mainly resident with and wholly or mainly maintained by the couple.

(ii) Provide relief for two joint tenants living together for the past 5 years.

(iii) Provide relief for couples living together as husband and wife for a period of, say, 5
years or more.

Options relating to the scale of the relief which will influence the cost are
outlined in the main text.

47. The Group was sympathetic, in principle, to changes in the tax legislation to
address the issues raised relating to cohabiting couples and considers that the options
set out above should be pursued further in the context of Budget 2000.

Operation of Labour Market Programmes (Chapter 10)

48. Under the terms of reference the Group was required to examine the
operation of labour market programmes with particular emphasis on the Community
Employment (CE) programme.

49. Criticism of labour market programmes tends to focus on CE and, in particular, on the
manner in which lone parents are accommodated on the scheme. It is considered by some that
the interaction between the One-Parent Family Payment and the earnings provided by CE has
resulted in a number of undesirable outcomes including:
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• CE schemes are more financially beneficial to lone parents than unemployed persons,

• the numbers of lone parents participating in the schemes has shown a fivefold increase
since 1994,

• lone parents see the CE scheme as an end in itself and progression to mainstream
employment or further training is quite small.

50. CE schemes are financially attractive for lone parents because of the more favourable means
test which applies to the One Parent-Family Payment. Under this means test lone parents can
earn up to £115.38 per week without affecting their social welfare entitlement. The means test
recognises that lone parents face particular difficulties and costs, especially for childcare, in
trying to access training or the labour market. Accordingly, CE earnings combined with One-
Parent Family Payment assists in these costs while providing a financial encouragement for
lone parents to return to the workforce (giving lone parents a financial advantage over other
welfare recipients). The Deloitte and Touche Report - Review of Community Employment
Programme (1998) - points out that a lone parent with two children is £60.70 per week better
off than married CE participants with the same number of children.  

51. The number of lone parents on CE schemes represented 22% of all participants in 1997 which
is a very significant increase on 1994 when lone parents accounted for 4% of places. This
represents about 13% of the number of lone parents in receipt of One-Parent Family Payment.
Apart from the financial advantages, from an employment perspective, CE has a number of
specific attractions for lone parents: it is part-time and flexible, the place of work is local, it is
often used to provide child-care services for lone-parents, there is a strong social dimension to
the programme, it is relatively easy to access and payment is secure and pre-determined.  

52. The issue for the Group was whether the treatment of lone parents on CE is fair and equitable
as:

(i)  between different groups of CE participants e.g. lone parents and the unemployed,

or

(ii) between lone parents in different types of employment e.g. lone parents in “ordinary”
employment and those on CE i.e. “community” employment

and views on how to proceed depend on where the focus is.   If the focus in on (i) then the
approach should be to ensure similar treatment of all the various groups of people
participating on CE.  If, on the other hand, the focus is on (ii) then the approach should be to
maintain the status quo or improve the position of other participants vis a vis lone parents on
the basis that CE is employment. 

  
53. Having considered the various issues involved the Group could not reach agreement on

whether some adjustment was required in the relative treatment of lone parents vis a vis other
welfare recipients. The Department of Finance and the Department of Enterprise, Trade and

14



Employment feel strongly that some adjustment is required. The Group recognises the
problems faced by lone parents in accessing training and employment opportunities and
considers that these must be taken account of in the context of the consideration of the review
of the CE  scheme and that any future restructuring of payments would have to be examined
in that context.   In the light of skilled and unskilled labour market shortages that are now
emerging across a wide range of sectors, an overriding policy objective must be to ensure that
programmes like the CE programme do not interfere with access to an ever-tightening labour
market.  The Community Employment scheme has already been scaled back somewhat in the
light of these recent labour market developments.

Financial Disincentives in the Tax and Social Welfare systems for Lone
Parents considering Marriage or other forms of Long-term Relationships
(Chapter 11)

54. The manner in which the social welfare and tax systems can act as financial disincentives for
lone parents to marry or form other types of stable relationships is one of the main issues
which led to the formation of this Group. There is no doubt that marriage or co-habitation can
lead to very significant reductions in income for some social welfare recipients, particularly
for lone parents (see main text for illustrative examples). These reductions arise because of
the rationale underlying payments such as the One-Parent Family Payment (OFP) and the
qualified adult allowance. 

 55. The social welfare system, in general, is contingency based and assumes that there are
economies of scale where two people are married or co-habiting. In the circumstances, in
means tested arrangements reductions in income are an inevitable result where a person
changes status from being a lone parent or single to one where he/she marries or co-habits. In
a situation where both parties are social welfare recipients the loss can, to some extent, be
eased by the payment of a qualified adult allowance. However, where one or both are
working the loss can be quite dramatic as can be the case in a lone parent situation because of
the more generous means test arrangements. 

56. The financial losses on marriage/cohabitation revolve around the fact that:

(i) the social welfare system has identified parenting alone as a specific contingency
that "merits" support and a more flexible means test arrangement exists than, for
example, that which applies to UA.

(ii) entitlement to OFP is not linked to a work test (as is UA) but passively recipients of
OFP are encouraged to take up employment as earnings of up to £115 per week are
disregarded in full when assessing means.  The issue is whether the positive features
of this arrangement ( i.e. not creating disincentives to take up employment) outweigh
the negative features (i.e. (worsening) the financial disincentive to form a couple). 

57. It is worth mentioning that while the debate in this area tends to focus on the position of lone
parents, people in receipt of other means tested payments such as unemployment assistance
also suffer losses where they decide to marry or co-habit.  
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58. One part-solution to the issues arising would be, for example, to have full individualisation of
both the means assessment and the payment structure in the social welfare system. This
would deal with two of the main reasons underlying the losses of income outlined above -
economies of scale and the household means test.  However, individualisation would not deal
with a loss of payment where the status of the individual changes. Clearly payment of an
allowance based on the contingency of lone parenthood cannot continue where the claimant
marries or co-habits.

59. In the circumstances, it would appear that the problems associated with a change of status of a
lone parent cannot be addressed within the context of the OFP as it currently stands and
accordingly, some change in the nature of the payment may be required.   In looking at
options for change it is worth looking at two aspects of the OFP - the duration of the payment
and work related issues. With regard to the former it is estimated that, in relation to lone
parents who cease claiming OFP, the average length of claim was 5 years. However, it would
appear that long-term welfare dependancy may be present to a significant degree amongst
OFP recipients. A recent sample of 5% of claims awarded in 1988 showed that 52% of these
are still in payment over 10 years later.

60. As already indicated the OFP  is payable as long as a lone parent has a qualified child
residing with him/her which, under present qualifying conditions, could be as long as 22
years if the child continues to third level education. 

61. While lone parents are passively encouraged, through the operation of the means test, to seek
work as a way out of long-term welfare dependency there is no "work requirement" attaching
to the payment. Indeed, it would appear that the labour force participation rate of lone parents
is well short of that of other women with children. According to the Labour Force Survey
1995 married women with at least one child under 5 had a labour force participation rate of
44.5% against a figure of 29.2% for lone parents who also have a child under 5.  It is
recognised that child care and education and training provision are key components in
facilitating the return of lone parents to the workplace.  There is also a valid view that lone
parents may wish to care for their children on a full-time basis.  These issues are relevant to
this debate.

62. Social Welfare provision for lone parents has changed much over the years, particularly in
relation to the manner in which the means test is applied. However, the basic principle of the
original allowance, which allows effectively an open ended payment, still applies and it could
be argued that this not only affects the labour force participation of lone parents but also the
formation of stable relationships. In the circumstances, perhaps the time has come to revisit
this aspect of the provision for lone parents, along with the supports required to facilitate lone
parents to make realistic choices.

63. The Group did not reach any agreement on the issues raised above.  It considers that the
situation requires more detailed examination.  It suggests that this should be undertaken by
the Department of Social Community and Family Affairs as part of its Expenditure Review
Programme under which the One-Parent Family Payment will be undertaken in 1999.
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Overall Conclusion

64. The Group sees its report as an advancement of the general issues raised in
earlier reports and an extension of the analyses generally.  The Group does not view
this report as definitive but rather as a further contribution to the ongoing debate
relating to the treatment of households in the social welfare and tax codes.
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PART 1

CHAPTER 1 INTRODUCTION AND BACKGROUND

CHAPTER 1  BACKGROUND AND TERMS OF REFERENCE

1.1 The Group was established on 8th May 1997. At that time the Minister for Social Welfare
stated that, "while the ad hoc development of the Social Welfare system over the past 50 years
reflected a desire for flexibility and responsiveness to changing social needs, it has actually
often resulted in new anomalies being created. The challenge for the Household Group is to
remove any such anomalies while still preserving that flexibility and responsiveness".

1.2 With this purpose in mind the following terms of reference were agreed by Government:

 i) To examine and compare the treatment of married, cohabiting and one-parent
households under the tax and social welfare codes, including an examination of the
income support arrangements attached to labour market programmes, with particular
emphasis on the Community Employment Programme.

 ii) To carry out research as necessary, on household costs, equivalence scales etc.

 iii) To take account of previous reports on this issue such as the Report of the Household
Review Group and the Expert Working Group on Tax/Social Welfare Integration as
well as the then forthcoming final report of the Commission on the Family.

 iv) To examine approaches in other countries regarding treatment of one parent households
and spouses working in the home, and the applicability of such approaches to Ireland.

 v) To identify and cost ways of ensuring consistent and equitable treatment of the
household types concerned under the tax and social welfare codes.

 vi) To produce a report with recommendations based on the above within nine months.

1.3 The establishment of the Group also marked the first stage in meeting the commitment
contained in the National Anti-Poverty Strategy to examine the individualisation of social
welfare payments ('Sharing in Progress', 1997, p.15). 

1.4 The Group was chaired by the Department of Social, Community and Family Affairs and
comprised representatives from the Department of Finance, Department of the Taoiseach,
Department of Enterprise, Trade and Employment, Department of Justice, Equality and Law
Reform, the Revenue Commissioners, the Combat Poverty Agency and the National Social
Services Board (the membership is set out in Appendix 1).
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APPROACH ADOPTED BY THE GROUP 

1.5 The Group did not seek submissions from outside groups. Instead submissions made to the
National Anti Poverty Strategy and the Commission on the Family which covered areas of
relevance to the Group were examined and issues raised brought to the attention of the Group.

1.6 The Group drew on a considerable amount of existing research and analysis, in addition to
previous reports (Chapter 3), as well as research undertaken specifically for the Group by the
Economic and Social Research Institute (ESRI) on 'Household Composition, Living
Standards and Needs'. This research is summarised in Chapter 8 of this report. 

1.7 The Combat Poverty Agency in conjunction with the Department of Social, Community and
Family Affairs organised a seminar in December 1997 with the aim of providing a policy
forum to consider key aspects of the brief of the Group on the tax/welfare treatment of
households. The seminar provided an opportunity for an informal and private exchange of
views between members of the Group and a broad range of policy commentators on the
reform of the tax and social welfare treatment of households (papers presented are set out in
Appendix 2). 

1.8 Due to the range and complexity of the issues that were addressed by the Group, it was
unable to meet the 9 months timescale set out in the terms of reference.

OUTLINE OF CHAPTERS 

 1.9 The report is structured as follows:

 Chapter 2 provides the context of the work of the Group: the Constitutional background,
demographic issues relating to the changes which have occurred in family structures, the
increase in numbers of births outside marriage and the increase in numbers of cohabiting
couples, and finally developments which have taken place in the labour force, particularly the
increase in women's labour force participation and how this is reflected in social welfare
trends. 

Chapter 3 outlines the conclusions and recommendations of previous reports which are of
relevance to the work of this Group.

 Chapter 4 examines how the social welfare and tax systems currently operate with regard to
married, cohabiting and one-parent families.

 Chapter 5 provides information on the social welfare and tax systems in other European
countries and in New Zealand and their treatment of different family types.

 Chapter 6 provides the framework of principles which informed the work of the Group and
against which the relevant policy options presented in Chapter 8 of the report are evaluated.
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 Chapter 7 describes the main issues examined by the Group.

 Chapter 8 outlines the findings of the two pieces of research carried out by the ESRI on
behalf of the Group. The first deals with how the living standards of different household types
have been evolving in recent years and the relationship between different household types i.e.
appropriate equivalence scales. The second part of the chapter outlines the results of the work
carried out by the ESRI examining a number of policy options considered by the Group. The
cost and revenue impact of the various options are provided, in addition to a distributional
impact. The options are discussed with reference to the principles adopted by the Group and
conclusions of the Group presented on each.

Chapter 9 outlines the issues and options with regard to the tax treatment of cohabiting
couples.

 
Chapter 10 outlines the various labour market programmes currently available and examines
the interaction between the payment structures of these programmes and social welfare
payments, with particular reference to lone parents' participation in Community Employment.

Chapter 11 describes the financial disincentives in the tax and social welfare systems for lone
parents considering marriage or other forms of long term relationships.

CHAPTER 2       CONTEXT OF THE WORK OF THE GROUP
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 2.1 The social welfare and tax systems have developed over many years with new benefits and
allowances added to meet different needs and contingencies which have emerged and which
in some cases reflect the changing nature of Irish society. Historically the 'male breadwinner'
model was dominant in most welfare states including Ireland, with states building their tax
and social security systems around a prototype family of a fully employed male, earning a
family wage, supported by a spouse and dependent children in a life long marriage (Lewis,
1993). While marriage remains the chosen option of the vast majority of Irish people, the
decline in this family form, is becoming increasingly evident (Barry in Healy and Reynolds,
1999, Conroy, 1997). Other changes include the growing participation of women in the
labour market, the rise in births outside of marriage, the rise in divorce and separations and
the formation of different types of family units which are not based on marriage (see tables 1-
4 below). In addition to these social and economic changes, the Group also had to be
cognisant of the provisions of the Constitution. Over the last 20 years there have been a
number of legal cases which have ruled on the constitutionality of specific tax and welfare
provisions. It is important therefore that any examination of the treatment of families under
the tax and welfare codes take into account the legal context in addition to societal and labour
force changes.

A.    CONSTITUTIONAL  ISSUES

2.2 The family given particular recognition and supported in Articles 41 and 42 of the Irish
Constitution is the family based on marriage. Article 41.3.1 states that "the State pledges
itself to guard with special care the institution of marriage, on which the family is founded
and to protect it against attack".

2.3 The treatment of married and cohabiting households in the tax and social welfare systems is
determined by the outcome of Constitutional challenges to the previously existing regimes.
Accordingly, any proposals to alter the relative treatment of households must have regard to
the outcome of these cases. 

The State (Nicolaou) v An Bord Uchtala 
2.4 In the State (Nicolaou) v An Bord Uchtala [1966] I.R. 567., the Supreme Court held that the

Constitution recognises "only 'the family' founded on the institution of marriage" and
considered that for the State to afford equal constitutional protection to the family founded on
marriage and the family founded on an extramarital union would, in effect, be a disregard of
the pledge which the State gives in Article 41 to guard with special care the institution of
marriage1.

 Murphy v the Attorney General 

1      In this context it is relevant to note that in a case taken by Joseph Keegan to the European Court of Human
Rights, with reference to The State (Nicolaou) v An Bord Uchtala the Court held that his complaint should be
examined under Article 14 of the Convention (that as the natural father he had been discriminated against when his
position was compared to that of a married father).  This has had implications for Irish Civil Law.
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2.5 In the second of these cases, the Murphy Case [1982], I.R. 241, the Supreme Court held that
the State could not tax a married couple, both of whom are working, more severely than two
single people. This case was taken against a background where there was compulsory
aggregation for tax purposes of the combined income of a married couple and the tax reliefs
available to the couple were less than the combined reliefs available to two single people. The
Court held that such compulsory aggregation was unconstitutional. The current income tax
treatment of married couples, whereby married couples have double the allowances and rate
bands of a single person which can be shared and transferred between them, was introduced
as a result of this case. 

 The Hyland Case 
2.6 The third case, known as the Hyland Case [High Court 1987, No.71] contested the treatment

of married and cohabiting couples under the Social Welfare system, whereby the overall
amount payable to a married couple, where one spouse was in receipt of unemployment
assistance and the other was in receipt of a social insurance payment or old age pension or
where each of a couple were in receipt of unemployment assistance, was limited to the
amount which would be payable if one spouse claimed and the other was an adult dependent
(this was as a result of the implementation of EEC Directive 79/7 - see Appendix 3). No such
limitation was applied in the case of cohabiting couples or other non-married persons living
together. The Supreme Court in a judgment given in May 1989, held that it was
unconstitutional (i.e. this subsection violated the State's pledge in the Constitution to guard
with special care the institution of marriage and protect it against attack) for the relevant
social welfare provisions to treat a married couple living together less favourably than an
unmarried (cohabiting) couple. This judgment was given effect by treating cohabiting couples
in the same way as married couples for social welfare purposes. 

MacMathuna Case 
2.7 A fourth Constitutional case which is of relevance to the work of the Group is the

MacMathuna Case [1989], I.R. 504, judgment on which was delivered by the Supreme Court
[No. 105] in May 1994. This case contrasted the treatment of married couples with children
with those of lone parents. The Court found against the MacMathunas on the grounds that the
State has a right to discriminate between citizens under both the tax and social welfare
legislation having regard to the circumstances of those citizens. In particular, the Court
recognised that it was more difficult for a single parent to bring up children than it is for two
parents and that it was proper for the tax and social welfare codes to recognise this.

2.8 With regard to the implication of these cases, it has been suggested that the Government of
the day went too far in responding to the Murphy Case. It has been pointed out that the
Murphy Case was taken in respect of married couples where both were in paid employment
and that therefore there was no need to apply complete aggregation to couples where one
spouse was not working. However, the Government of the day felt that a narrow approach
towards effecting the minimum changes to meet the Supreme Court’s decision would lead to
unjustifiable discrimination against the one-income family. In his Budget 1980 Financial
Statement, the Minister for Finance stated that "to implement the basic principle that tax
payers with the same income and the same family and social circumstances should pay the
same amount of tax, the Government have decided to implement now in full our longer term
plans for income splitting. This means, in effect, that all married couples whether with one or
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two incomes will have the benefit of double the personal allowance and rate bands
applicable to single persons". 
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2.9 The Group accepts that there are a number of legal and administrative issues which would
have to be addressed before any action could be taken in respect of the taxation of
married/cohabiting and one-parent families. In this regard, the most recent legal advice is to
the effect that married treatment could be afforded to cohabiting couples, or to a subgroup of
cohabiting couples (e.g. those with children) without offending the Articles in the
Constitution dealing with the family (Report of the Constitution Review Group, see Report of
the Commission on the Family p. 191).

2.10 With regard to the Hyland Case, a Review Group on the Treatment of Households in the
Social Welfare Code (1991) was established to examine the implications of the judgment.
The Group, however did not reach a consensus. A summary of its conclusions is contained in
Chapter 3 of this report.

2.11 The Review Group on the Constitution (1996) considered in detail the effects of Article
41.3.1 on the married family and on families not based on marriage and what would be
involved in an amendment of this article to afford constitutional protection to the rights of
families other than the family based on marriage. The Review Group concluded, and was
later supported by the Report of the Commission on the Family (1998), that the pledge by the
State on marriage should not prevent the Oireachtas from legislating for the benefit of family
units not based on marriage (Report of the Commission on the Family, p.191). 

B.      CHANGING HOUSEHOLD STRUCTURES

2.12 Recent years have seen considerable changes in family structures and formation. The general
trend has been for the number of single family unit households, including lone parent
households to increase, while multi family units have decreased. 1996 Census figures given
below in Table 2.1 disaggregate the one million plus households in Ireland, and show that
57% of these households comprise a husband and wife with or without children, just under
3% comprise cohabiting couples with or without children, while 21% of households
contained one person and 11% were lone parent households. Lone parent households
increased from 6.5% in 1971 to 11% in 1991 but remained at this level in 1996. One person
households have increased from 14% in 1971 to 20% in 1991 and to 21% in 1996 (TWIG,
1996, p.98, Census 1996).
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 Table 2.1 Number of Private Households Classified by Composition and Size 
 

1996 %             1986 %
   No.  No.

Total Households  1,123,238  976,304

One Person 241,838 21.5 180,793 18.5 
Husband and Wife* 135,432 12.1 109,590 11.2
Husband and Wife* & other persons 15,305 1.4 14,184 1.4 
Husband and Wife* with children 428,664 38.2 429,187          44.0
Husband and Wife* with children & other persons 58,399 5.2 62,830            6.4
Cohabiting Couple 17,045 1.5 - 
Cohabiting Couple & other persons 1,554 0.1 -  
Cohabiting Couple with children 11,750 1.0 - 
Cohabiting couple with children & other persons 880 0.1 - 
Lone Mother with children 88,342 7.9 66,156 6.8
Lone Father with children 17,049 1.5 14,931 1.5 
Lone Mother with children & other persons 16,742 1.5 13,876 1.4 
Lone Father, children & other persons 3,339 0.3 3,026 0.3 
Non-family households containing related persons 35,852 3.2 40,519 4.1 
Non-family households containing non-related 
persons 44,895 4.0 28,444 2.9

 
Source: Census 1996, Vol.3, p.13  

* 'Children' in the table refer to those "of any age".

* The category 'Husband and Wife' in the 1986 Census includes 'couples' i.e. those who were
cohabiting. 

2.13 McCashin (1997) points to two sets of features contributing to the growth in numbers of lone
parent families: the continual rise in the numbers of non-marital births and the increase in the
level of marital breakdown. In 1996, non marital births comprised a quarter of all births
(Table 2.2), having risen from a figure of 8.5% in 1985. In the under 24 year age category the
majority (76%) of births took place outside of marriage. The numbers of separated persons
per thousand married persons grew from 19.0 in 1985 to 49.3 in 1995, that is, just under 5%
of the total number of married persons. Evidence suggests a pattern in which unmarried lone
parents are in the younger age categories, separated parents are likely to be in the age range
25-44 years, while widowed lone parents are almost all aged 45 and over. 
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Table 2.2  Births registered, classified by age of mother at Maternity (1996)  

 Age of Total       Total 
Mother Births                           Births outside Marriage  

                              %
All 50,390  12,484  24.8 
<20 2,746  2,606  94.9 
20-24 7,448  5,096  68.4 
25-29 13,588  2,656  19.5 
30-34 16,798  1,403  8.3 
35-39 8,273  585  7.1 
40-44 1,436  144  10.0 
45-49 67  7  10.4

      Source: Vital Statistics 1996, CSO. 

2.14 It is important to note that not all births outside marriage result in lone parenthood. Flanagan
(1996) in a longitudinal study of family structure and deprivation indices among unmarried
mothers in Ireland showed that one in five unmarried mothers had moved into marital
relationships by the child's fourth birthday. In addition, analysis of relationship status and
living arrangements clearly pointed to the heterogeneity of women who give birth outside of
marriage. Nevertheless, a group of  particularly vulnerable lone parents were identified who
live alone with their child/children, are socio-economically disadvantaged and are thus in a
social, psychological and economically vulnerable position.

 2.15 While marriage remains the chosen route for the vast majority of Irish people, for a small, but
growing number of persons, cohabitation is emerging as either an alternative or a precursor to
marriage. According to the 1979 Census there were 417 persons either single or widowed
who stated that they were living as couples. The number of persons so recorded in the 1981
Census increased to 819. In the 1986 Census, which categorised 'separated' persons for the
first time, 4,916 (single, widowed and separated persons) stated that they were living as
couples.

2.16 The 1996 Census was the first census in which information on cohabiting couples was
explicitly sought (hence there may be a reporting issue when comparing these figures with
previous years). There were 31,229 family units consisting of cohabiting couples in 1996. Of
these, 18,640 (60%) comprised couples without children. Of the remaining 12,658 family
units, 52% had one child, while a further 28% had two children. Cohabiting couples
accounted for 3.9% of all family units in 1996. Those without children accounted for 10.7%
of all childless couples in 1996, while those with children represented 2.5% of all couples
with children. Over three-quarters of cohabiting couples without children were relationships
in which both partners were single, while in a further 5% both partners were separated. The
corresponding proportions for cohabiting couples with children were 51% and 13%
respectively. "Furthermore, 43% of women and 55% of men in cohabiting relationships are
aged 30 years or over and thus it may indicate that cohabitation is not just a precursor to

27



marriage but a more permanent form of union in many cases" (Report of the Commission on
the Family, p.188).

2.17 The increase in the number of cohabiting couples has been accompanied by a slight decline in
the numbers of marriages over the past ten years. For most of this century, Ireland was unique
among western countries with its low marriage rate and high fertility rate. In 1974 the
marriage rate reached a high of 7.4 per 1,000 people. It has been steadily declining since then
to a rate of 4.4 in 1993 - the lowest in 100 years. In 1996 the marriage rate was 4.5 per 1,000
people (Appendix 4). Divorce has now been introduced to Ireland which introduces the
possibility of re-marriage for the first time. 

2.18 Data show that female-headed households are at greater risk of falling below the 50% relative
income line than are male/couple headed households (Nolan and Watson, 1999). It is important
to note that ’female-headed’ households in the data comprised just 23% of all households,
mainly consisting of women living alone and lone parents (both being groups which it is
recognised face a higher risk of poverty than the population at large). The relatively high risk of
poverty faced by female-headed households is not representative of the position of women in
general although, overall, women do face a slightly higher risk of poverty than men.

2.19 The recently published report 'Monitoring Poverty Trends' (ESRI, 1999) shows that while
consistent poverty has fallen, relative income poverty has increased particularly for some
groups such as single elderly households. This has implications for both social welfare and
tax policy and their interactions.

C.     DEVELOPMENTS IN THE LABOUR FORCE

 European Overview
2.20 Three major trends are discernible at EU level and within Ireland: the growth in service

industries and occupations; the increasing participation by women in the labour force; and a
shift towards 'atypical working'. These are interrelated and mutually reinforcing. The services
sector is now the largest and fastest growing sector of the labour market and as demand for
labour rises, it is being filled disproportionately by women, many of whom hold jobs outside
standard full-time, permanent employment (Drew, 1999).

2.21 Statistics at a European level show that women have accounted for the entire growth of the
labour force in the last 20 years and are likely to continue to do so in the future. The rate of
women's participation in, for example, the 25-49 age group shows a rise during the period
1987 and 1995 from 63% to just over 70% of the population across the member states.
During that period participation has risen in all of the member states except Denmark,
Sweden and Finland, where it already stood at 80%. The increase has been especially
pronounced in countries where the level was low at the start of the period, such as Spain and
Ireland. These increases in rates of participation have been accompanied by an increase in the
proportion of women in employment. "The continued participation of women in the labour
market is an essential element in the future development of employment in Europe,
particularly in view of demographic trends. High levels of female participation are linked to
overall economic development. Policy therefore should be directed at ensuring and
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facilitating the access of women to adequate and appropriate job opportunities" (Employment
in Europe 1996, p.25).
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 Overall Trends
2.22 Analyses of the labour force cannot be carried out in isolation from developments in the

wider adult population of which the labour force forms part. The numbers in the labour force
are, however, influenced not only by purely demographic trends but also by factors such as
the levels of participation in education, changes in retirement patterns and the degree to which
women are motivated to seek employment or engage in domestic or family related activities.
The boundaries between these different states have become increasingly blurred over time as
different groups move in and out of the labour force depending on their personal
circumstances, or in response to various inducements, or under the influence of more general
economy wide changes in conditions. The increasing incidence of more flexible work
arrangements (e.g. with regard to part - time and temporary work) has also facilitated these
changes.

Women's Labour Force Participation 
2.23 Table 2.3 below clearly indicates how the Irish female labour force underwent significant and

increasing growth throughout the period 1981-1995. This expansion was to some degree
matched by an offsetting fall in the numbers of women on home duties, indicating a growing
degree of participation by women in the labour market (very often moving directly from
being on 'home duties' to being 'at work') (further details in Appendix 4).

 Table 2.3 Net changes in the numbers in different Economic  
Status Groups in the Adult Population 1981-1995

 Labour Education Home Others Population 
Force Duties 

  Annual Averages (000s) 
Males 
1981-86  0.5  5.2  1.0 3.3  10.0 
1986-91 -2.4  4.6  0.2 3.1  5.4 
1991-95  4.3  4.3  1.0 3.8  13.3
Females 
1981-86 6.8  4.4  3.4 -1.4 13.2 
1986-91 9.1  4.2  -6.5 1.8 8.6  
1991-95 16.0  5.8  -8.0 1.8 15.5
Persons 
1981-86 7.4  9.6  4.4 1.9  23.3 
1986-91 6.7  8.8  -6.3 4.9  14.0 
1991-95 20.3  10.0  -7.0 5.5  28.8

 
Source: Labour Market Studies Ireland (1996), p.8.

2.24 The fundamentally different trends for males and females in recent decades is best illustrated
by referring to rates of labour force participation (Table 2.4). Over the period 1981 to 1997,
the aggregate male labour force participation rate decreased from over 76% to 69%, while
that for females rose from just under 30% in 1981 to close to 40% in 1997. 
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Table 2.4            Labour Force Participation Rates by Gender 1981 - 1997

 Year Labour Force Participation Rate     
    %   

Males  Females Persons 
1981 76.4  29.8  53.0 
1986 73.6  30.9  52.0 
1991 71.0  33.4  51.9 
1995 69.5  36.6  52.7 
1997 69.1  39.2  53.9

Source:  Labour Market Studies Ireland (1996), Labour Force Survey 1997 (classified by 'Principal
Economic      
              Status').

 If the ILO measurement of economic status (see Appendix 4) is used then female labour force
participation rates rose from 42% in 1997 to 44.5% at the end of 1998, with male rates of
participation rising from 67.8% to 69.8% over the same period (Central Statistics Offices,
Quarterly National Household Survey, May 1999). 

 
Age Structure of the Female Labour Force

2.25 With regard to age structure of the labour force, the data in Tables 2.5 and 2.6 are
characterised by falling numbers in the female youth labour force (this being mainly
attributable to falling participation in the work force due to greater involvement in education),
and for those aged 65 years and over and increasing numbers in the broad middle age group
covering those between 25 and 64 years 

 Table 2.5 Female Labour Force Classified by Age 1981-1997

  15-24 25-34 35-44 45-64 65+     Total 000s

 1981 157.5 85.7 41.1 64.5 9.8  
358.6 1986 153.2 114.2 54.8 63.4 7.7  
393.3 1991 134.7 138.3 82.5 76.4 7.1  
439.0 1995 119.4 168.9 112.5 96.0 6.0  
502.8 1997 121.3 186.0 133.1 114.7 6.0  
561.1 

 Source: Labour Force Surveys, Central Statistics Office. (Classified by Principal Economic Status)

2.26 Table 2.6 shows that female participation in the labour force has risen substantially in all of
the constituent age categories in the 25-64 year group over the period 1981 to 1997. This was the
main factor underlying the more than doubling of the numbers in the female labour force in this
aggregate age band, from just over 190,000 in 1981 to 434,000 in 1997. This compares with the
situation with regard to male labour force participation which did not change significantly in the
25-64 age category over the same period.
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Table 2.6 Labour Force Participation Rates Classified by Age and Sex 1981-1997 

 15-24 25-34 35-44 45-64 65+ Total % 
Males 
1981 67.6 97.0 96.1 85.9 23.7 76.4 
1986 60.2 97.0 95.8 83.4 18.0 73.6 
1991 54.2 92.8 96.8 82.3 15.6 71.1 
1995 47.8 95.0 94.9 81.3 14.6 69.5 
1997 46.9 95.0 94.9 79.6 14.5 69.1

Females 
1981 53.3 36.4 23.5 21.8 4.8  29.8 
1986 50.4 45.7 26.5 21.4 3.6  30.9 
1991 45.9 55.0 35.7 24.7 3.1  33.4 
1995 39.8 66.2 46.2 28.1 2.5  36.5 
1997 38.6 69.5 52.3 32.0 2.5  39.2  

 

Sources: Labour Market Studies Ireland, 1996 and LFS 1997 (Classified by Principal Economic Status)

2.27 Table 2.7 below shows that there has been an increase of approximately 66,000 in the
numbers of persons in part-time employment over the period 1992 to 1997. Almost three-
quarters of those working part-time are women. 

Table 2.7          Persons in Part-time employment*, aged 15 years and over classified by 
                                   ILO Economic Status in the Week before the Survey 1992-1997

         Male          Female          Total

1992 27.8 75.7 103.5
1993 36.2 91.3 127.5
1994 39.3 98.0 137.3
1995 43.4 110.5 153.9
1996 40.3 111.6 152.0
1997 45.4 124.6 170.0

Source: Labour Force Survey, 1997, p.48-50.

*  Part-time employment includes both those who classified themselves as ‘not
underemployed’ and those ‘underemployed’.

 

D.     SOCIAL WELFARE TRENDS
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2.28 These changes in the labour force, particularly the increase in women's labour force
participation are reflected in the social welfare system. Currently social welfare payments
consist of a main claimant payment and Qualified Adult Allowance where a claim is made in
respect of a spouse/partner. In most cases the qualified adult is a woman. Over the period
1991 to 1998 there has been a significant decrease (from 154,463 in 1991 to 120,137 at the
end of 1998) in the numbers of qualified adults (QAs). Almost all of this difference can be
accounted for by the decrease in the numbers of 'qualified adults' i.e. spouses/partners, of
those in receipt of unemployment support payments. The numbers of 'qualified adults ' in this
category has fallen from 75,723 in 1991 to 43,795 in 1998, a decrease of 42% over the seven
year period (the numbers dropped by almost 8,000 between 1996 and 1997). During the same
period, the numbers of (main) claimants of unemployment support payments dropped by
17.6% (Table 2.7). This divergence could mean that a significant proportion of qualified
adults are increasingly moving into the labour force. It could also indicate that the fall in
unemployment is happening more in two adult households than in one adult households.

Table 2.8       Number of Recipients and Qualified Adults of Weekly Social Welfare
                       Payments 1991-1998

1998 1997 1995 1993 1991

Rec. QAAs Rec. QAAs Rec. QAAs Rec. QAAs Rec. QAAs

Old Age 256,809 50,394 254,297 53,064 252,947 52,547 257,154 52,584 250,391 49,840
Family Income Support 204,998 - 198,194 - 180,993 - 161,406 - 150,816 -
Illness/Disability/Caring 161,588 22,715 154,408 23,552 104,456 22,227 97,549 23,331 99,448 25,334
Unemployment Support 213,455 43,795 244,537 56,379 283,939 67,823 299,347 79,757 259,134 75,723
Miscellaneous 16,886 3,232 18,916 4,245 17,298 9,545 17,366 4,400 17,193 3,566

Total 853,732 120,137 870,352 129,343 839,633 152,142 832,822 160,072 776,982 154,463

 Source:  Statistical Information on Social Welfare Services

 Summary  

2.29 Social and economic realities in Ireland have changed considerably over the years. For many
years one assumption underlying both social welfare provision and the taxation code was that
of 'breadwinner father' with dependent spouse and children in a lifelong marriage. This is,
however, no longer necessarily the norm in Irish society. Key social changes relevant to the
deliberations of the Group include the rise in the labour force participation rate of women, the
fact that women are staying in employment after marriage and childbirth, the increase in the
number of women in part-time work, the decline in the fertility of marriage, the increase in
the level of marital breakdown, the increasing numbers of those parenting alone, the fact that
cohabitation is emerging as either an alternative or a  precursor to marriage for a small, if
growing number of  people. Many of these factors are acting as an incentive to women,
whatever their household situation, to seek economic independence. Social welfare provisions
and the taxation code have attempted to respond to these changing social realities while
simultaneously ensuring equity of treatment between different household types. However,

33



while developments in the codes reflect a desire for flexibility and responsiveness to changing
social needs, they have actually often resulted in new anomalies being created. This report
will explore areas in which the two codes can address these anomalies, while continuing to
address changing trends. 
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CHAPTER 3 PREVIOUS REPORTS : CONCLUSIONS AND 
                               RECOMMENDATIONS

3.1 The tax and social welfare treatment of different types of households has been examined (to a
greater or lesser extent) and featured in a number of reports since 1991 including:

• Report of the Review Group on the Treatment of Households in the Social Welfare Code
1991,

• Report of the Expert Working Group on the Integration of  the Tax and Social Welfare
Systems, 1996,

• Beyond Equal Treatment: Social Security in a Changing  Europe, 1996,

• First Report of the Joint Oireachtas Committee on the Family:  The Impact of State Tax
and Welfare Schemes on the Family, 1996,

• National Anti Poverty Strategy, 1997,

• Securing Retirement Income, National Pensions Policy Initiative, 1998,

• Strengthening Families for Life, Commission on the Family 1998,

It is not intended to discuss these reports in great detail but rather to outline some background
to the commissioning of the various reports together with submissions received and the main
conclusions/ recommendations of the reports in so far as they are relevant to the work of this
Group.

REPORT OF THE REVIEW GROUP ON THE TREATMENT OF HOUSEHOLDS IN THE SOCIAL

WELFARE CODE, 1991

Background

3.2 The establishment of this Review Group had its roots in the implementation of EEC Directive
79/7 which provided for the progressive implementation of the principle of equal treatment
for men and women in certain areas of social security. One of the changes necessary was that
married women be given the same access to the unemployment assistance scheme as other
claimants. 

3.3 In implementing this change the overall payment to a  household was limited to the amount
which would be paid if one spouse claimed and the other was an adult dependant (now known
as qualified adult). No such limit was applied in the case of cohabiting couples or other non-
married persons living together.    
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3.4 In a subsequent High Court Action (Hyland v The Minister for Social Welfare and the
Attorney General) the provision limiting the payment to a married couple was deemed
unconstitutional as it violated the State's pledge in Article 41.3 of the Constitution to guard
with special care the institution of marriage and to protect it against attack (Chapter 2). The
Review Group was also established to examine the wider implications for the Social Welfare
system of the Hyland judgment.

Relevant Conclusions
3.5 Many of the issues that the Review Group identified for attention have since been dealt with.

Nevertheless, the report echoes, in many ways, the debate amongst the members of the
current Group, particularly in relation to the nature of the social welfare system and the basis
on which it should operate. The Review Group considered a number of different options as
follows:

Option 1   Retain existing (payment) system 

Not recommended.

Option 2 Abolition of limitation (on ADA rate)

Pay full personal rate of Social Assistance to each party of a married or cohabiting couple
regardless of whether the other party was in receipt of a social welfare payment or not.  

Option 3

(a)     Extend limitation to claimants living in joint households.  Couples would be paid 1.6 of
personal rate; others would be paid 0.8 of personal rate.

    
(b)  Establish predetermined rates of payment.  The rate of payment would be explicitly

determined by the household situation of the claimant.  Group considered this radical
and not for short term.

Option 4    Household Supplements

A uniform, personal rate payable to all claimants.  Household Supplement (one only) payable
for e.g. rent, heating.  Not a short term option.

The Group split in two between those who favoured abolishing the limitation i.e. treat all
those experiencing a particular contingency in the same way and those who favoured
extending it i.e. a needs based approach.
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REPORT ON THE EXPERT WORKING GROUP ON THE INTEGRATION OF THE TAX AND

SOCIAL WELFARE SYSTEMS

Background
3.6 This Group was established in 1993 arising from a commitment in the Programme for

Partnership Government "to study in consultation with the social partners the integration of
the tax and social welfare codes".

3.7 The main focus of the report was the interaction of the tax and social welfare system and the
manner in which it facilitated the transition from welfare dependency to work. The report
deals, however, with a number of issues which are relevant to the work of this Group. These
include the notion of a Basic Income for all regardless of household status, the Unit of
Assessment for Tax and Social Welfare purposes and Child Income Support. (A study on
Basic Income is currently being undertaken).

Relevant Conclusions

3.8 (a) Basic Income

The attractions put forward in favour of a Basic Income included: 

• Simple for both administrators and clients. Many of the existing administrative procedures
such as means testing could be abolished.

• Poverty and unemployment traps arising from the existing tax and social welfare system
would be removed.

• It provides an automatic payment thus eliminating problems with take-up and stigma.

• It gives an independent income to all, including those not in the paid workforce and those
living in reasonably well off households but without any independent income.

Against this the disadvantages of such a scheme were:

• it is a poorly targeted way of addressing poverty, 

• it does not have the flexibility to meet different needs in different ways,

• it has a high cost, which implies a high tax rate would be needed to fund it. 

3.9 The Group did not recommend a Basic Income because it concluded that the introduction of a
Basic Income Scheme would be highly problematic and the high level of associated tax rates
needed to fund it (then estimated at 68% for an individual basic income) would have a
negative impact on employment.  
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(b)  Unit of Assessment for Tax and Social Welfare Purposes

3.10 In considering the appropriate unit of assessment the Group made a number of points
including: 

• The treatment of individuals and households should not be such as to create incentives to
break up households in ways which might be considered socially undesirable or which
would increase unduly the cost to the State of income supports.  

• The existing arrangements are designed to give a balance between women in paid
employment and women working full-time in the home; a more individualised tax system
would improve the incentives for women to work but would lead to a relative
deterioration of the position of people working full-time in the home.

3.11 The Group concluded that the selection of an appropriate unit of assessment for the tax and
social welfare systems raises a number of difficult questions:  

• the problems in this area are not primarily labour market ones, 

• issues such as the changing role of women and changing family structures raise questions
about the equity and the desirability of updating them,  

• discussion of these issues must take account of the Constitutional constraints on  change,
as well as questions such as the legal and actual extent of income sharing, 

• the economies of scale in different household types, the need to improve work incentives,
equal treatment and the impact of possible changes on poverty. 

3.12 The recommendations made included:

• further research be carried out to establish appropriate equivalence scales for Ireland, 
 

• assessment of benefit and privilege in social welfare means tests should be abolished for
people over twenty-five,

• consideration should be given to the possibility of allowing for joint taxation of
cohabiting couples, in cases where such a couple have a child resident with them who is
wholly or mainly maintained by the couple concerned.   

(c)  Child Income Support

3.13 The objective should be to deliver significant improvements in work incentives by making
the way the State treats children independent of the employment or unemployment status of
the parent(s).  The Group made no particular recommendation in this regard but felt that any
development in this area would involve a more unified system of child support involving
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Child Benefit, Child Dependant Allowances, Family Income Supplement and child additions
to tax exemption limits.
BEYOND EQUAL TREATMENT - SOCIAL SECURITY IN A CHANGING EUROPE, 1996

Background

3.14 This is a report of a conference held in Dublin in October 1996 during the Irish Presidency of
the European Union. The purpose of the conference was to examine the extent to which equal
treatment for men and women had been achieved in the social security sphere and to look
beyond equal treatment at the other social and economic factors which are driving change,
such as new demographic patterns, new work patterns, and new family structures and the
effect these changes are having on social security systems and the responses which are
forthcoming. The report consists of a series of papers which are not necessarily EU or Irish
Government Policy.

Relevant Conclusions

3.15 These include the following:

• existing "male breadwinner model" social security systems have a negative impact on the
female labour supply or orient that supply towards e.g. part-time working;

• recurring theme in EU Commission policy papers is "individualisation of rights and
contributions";

• "the abolition of derived rights and the replacement of these, where appropriate, by own
contribution-based rights is the objective of the individualisation of social security rights;

• in Denmark, France, Portugal and Sweden no supplement is paid for family dependants in
the case of unemployment benefit (UB); in the case of the Netherlands "a supplement" is
awarded where UB is less than a certain percentage of the minimum wage; in seven
European countries, UB is varied directly according to family dependents. In Germany
and Finland, only dependent children given the right to an increase. In the UK only the
dependent adult is taken into account. In Italy UB is supplemented by an "accommodation
allowance". In Greece and Ireland all dependents have entitlement. In the case of Ireland
and the UK, having a dependent spouse gives rise to a near doubling  of the replacement
rate.

• In the case of health care (a benefit in kind, rather than a cash payment) systems in EU
countries are roughly divided in two: the first is the universal type largely financed by
taxes and secondly, the social insurance type financed by contributions. The universal
type bases the access to health care on citizenship; the social security type bases it on
socio-professional category. Under the latter, the most common "derived rights" are
granted to descendants and legal spouses, under certain conditions (e.g. age, income and
cohabitation);

• in general, negative effects on female labour supply arise in countries where there is non-
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individualisation of benefits;

• a "better" solution could be to allow social security contributions to be independent of the
employment situation; there would be no difference based on status of couple or
household; each individual would, however, have to contribute to social security, which
would favour labour market participation.

FIRST REPORT OF THE OIREACHTAS JOINT COMMITTEE ON THE FAMILY:THE IMPACT

OF STATE TAX AND WELFARE SCHEMES ON THE FAMILY, 1996

3.16 The Oireachtas Joint Committee for the purposes of its report decided that, while recognising
the different forms of family that exist, it should recognise the permanence that some form of
contractual situation would give a family.  That contractual arrangement currently recognised
is marriage and the report approached its recommendations from that perspective.  The
Committee’s Order of Reference states that it should consider the impact of social change and
State policies on the family, in both its extended and nuclear forms, with particular reference
to the protection and enhancement of the interests of children and elderly and measures which
can be taken to support them especially with regard to childcare, education, juvenile justice
and care of the elderly and to report thereon to both House of the Oireachtas. 

3.17 In pursuance of its Orders of Reference the Committee decided that research should be
carried out on aspects of the tax and social welfare schemes that may be considered anti-
family. The Committee recommended that tax and social welfare policy should support
married couples as an optimum unit. However, it also recognised the need to support other
forms of stable family units and that it is important that children are not discriminated against
on the basis of which type of family unit they are in. The Committee considered that the tax
take from a couple with children and those without should be different and recommended that
that families with children should have either an extra tax allowance or a widened tax band to
recognise the extra responsibilities involved.  It did not accept a consultants recommendation
that double tax bands, which apply to married couples, be extended to lone parents.

SHARING IN PROGRESS - THE NATIONAL ANTI POVERTY STRATEGY, 1997

3.18 The Government decided to develop this Strategy following the United Nations Social
Summit in Copenhagen in March 1995. The National Anti-Poverty Strategy is a unique
initiative in the development of public policy in Ireland in that the Government has
committed itself to addressing a major over-arching aspect of public policy in a strategic way
in the medium to long-term. It is also unique in the manner in which the policy was
developed in that it involved widespread consultations, particularly with those who are
affected by poverty. 

3.19    The principles of the National Anti-Poverty Strategy (NAPS) are as follows:

• Ensuring equal access and encouraging equal participation for all,
• Guaranteeing the rights of minorities especially through anti-discrimination measures,
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• The reduction of inequalities and in particular, addressing the gender dimension of
poverty,

• The development of the partnership approach building on national and local partnership
processes,

• Actively involving the community and voluntary sector,
• Encouraging self-reliance through respecting individual dignity and promoting

empowerment,
• Engaging in appropriate consultative processes, especially with users of services.

3.20 The submissions to the NAPS emphasised :

• encouragement in the present system for couples to live apart,

• need for individualised social welfare payments,

• need to review treatment by the tax system of one and two parent households,

• poverty trap for women whose husbands are dependent on social welfare; lack of access
also to training and employment schemes.

3.21 The Strategy covers the period 1997 to 2007 and is broken down into a number of overall
policy areas and defines targets and policy actions for each area.  It also introduced the
concept of poverty  proofing of  policies and this will require that the conclusions and
recommendations of the Group will need to be cleared through this process before being
considered for further development or potential implementation (see Appendix 10).  For the
purposes of this report it is proposed to select a number of areas which are relevant to the
deliberations of the Group and to set out the targets and policy actions set out in the Strategy
which are encompassed by the terms of reference of the Group.  It is considered that this
provides a useful backdrop to and policy benchmark for the work of the Group.  

3.22 The relevant statements of the NAPS include the following:

(i)  Unemployment 

Overall Objective:    Paid employment should be available to all men and women currently in
poverty who are seeking employment. This should be capable of providing adequate income,
either on its own or when combined with other forms of support, sufficient to lift them out of
poverty and should be available without barriers of discrimination.

Policy Actions:   
• Ensure that when jobs become available it is worthwhile for the unemployed to take them 
     up and remain in them. This involves putting in place measures to assist lower paid

workers, to ease the transition from welfare to work, to assist those wishing to become
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self-employed and to develop child income support.

• Specific measures will be introduced to improve the labour force participation of women 
  in poor households.

(ii)  Income Adequacy

Overall Objective:  Policies in relation to income support, whether these policies relate to
employment, tax, social welfare, occupational pensions or otherwise should aim to provide
sufficient income for all those concerned to move out of poverty and to live in a manner
compatible with human dignity. 

Policy Actions:
• It is noted that, as set out in the ESRI Report, "A Review of the Commission of Social 

Welfare's Minimum Adequate Income"  - it is not possible to derive in an unproblematic,
objective and scientific way estimates of income adequacy, which would be universally
acceptable and convincing. If adequacy is to be assessed against the standards of the
society at a given point of time, as the Commission on Social Welfare envisaged, the target
will move up over time as general living standards in the community rise, but there is wide
scope for debate about the most appropriate indicators or reference points to employ.
These issues, which were examined in the ESRI report, will be considered in the context of
the National Anti Poverty Strategy. 

• An examination of the social welfare system to establish how it can be further adapted to
encourage all forms of employment will be carried out; a further expansion of the Back to
Work Allowance Scheme will be examined as will increased co-ordination on work
incentives across all Departments. Disincentives to work will be reduced by giving priority
to the Family Income Supplement Scheme as a means of increasing the net return from
work to families with children.

• Continued development of the most appropriate course of policy for the future
development of child income support, to both alleviate child poverty and reduce work
disincentives.

• As provided for in Partnership 2000, action on personal taxation will be implemented in an
integrated manner with measures to promote social inclusion, to ensure that potential
distortion of the labour market is avoided and the impact on work incentives is maintained,
in the light of current and ongoing labour market conditions.  Government policy aims to
enhance rather than maintain the incentive to work.

• The importance of simplifying the means testing system is recognised.

• The dimensions and implications of individualising social welfare payments will be
 examined.
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SECURING RETIREMENT INCOME - NATIONAL PENSIONS POLICY INITIATIVE. REPORT OF

THE PENSIONS BOARD, 1998

Background
3.23 The Pensions Board report on the National Pensions Policy Initiative, "Securing Retirement

Income" was published in May 1998. The objective of the Initiative was to facilitate national
debate on how to achieve a fully developed national pensions system and to formulate a
strategy and make recommendations for actions needed to achieve this system.

Relevant Conclusions
3.24 The Pensions Board considered, inter alia, the position in relation to adult allowances and

individualisation in the context of Social Welfare Pensions and the following are relevant
extracts from its report.

Adult Allowances and Individualisation (page 189)
3.25 The question of the individualisation of benefits has been raised in a number of fora including

the Consultation Document on Pensions. Several responses have been made - many people
strongly favour individualisation of social welfare benefits in particular to reflect changing
family and career patterns. However, these responses were not confined to the area of
pensions and it is clear that any such developments would need to be considered against the
background of changes in other Social Welfare entitlements and in taxation arrangements.

3.26 The Board is conscious that the extension of Social Insurance and the introduction of
disregards in the social insurance pension system for homemaking will, over time, lead to an
increase in the number of pensioners receiving a Social Welfare payment in their own right.
The Board is also aware that the Commission on Social Welfare recommended that the
relationship between the two rates of payment should be around 60% but that others consider
this to be too low.

3.27 The Board considers that taking account of the Social Welfare customer group in question
and the aim of many to move towards a pension on an individualised basis, the current
relationship between the qualified adult allowance and the personal rate of payment should at
least be maintained. The Board recommended that available resources should be used, firstly
to target the basic pension, and secondly, to maintain, at its current level at least, the
relationship between the qualified adult allowance and the personal rate of pension.

STRENGTHENING FAMILIES FOR LIFE - REPORT OF THE COMMISSION ON THE FAMILY,
1998

Background
3.28 The Commission on the Family was established by the Minister for Social Welfare in October

1995 "to examine the effects of legislation and policies on families and make
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recommendations to the Government on proposals which would strengthen the capacity of
families to carry out their functions in a changing economic and social environment".
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3.29 Comments from submissions received included:

• women working at home should be entitled to pensions in their own right,

• lone parents should not benefit more from the social welfare system than a couple,

• abolish dependent allowance and treat people equally,

• advertise social welfare facility to split payments,

• treatment of young people at home is inequitable; "forced" to "leave home"

The Report of the Commission was published in July, 1998.

3.30 The relevant conclusions include the following:

(a)  Support for Families with Children

3.31 In its examination of the issues surrounding income support the Commission concentrated on
the role of income support policies in meeting the needs of families when their child care
responsibilities are at their most demanding.   The Commission suggests direct investment in
support for the care arrangements of young children rather than tax concessions. An
investment target of the order of £260m per annum (in 1998 terms) is suggested, in children
who are not yet attending school.

3.32 This investment would be channelled through a package of measures comprising;

• financial support for parents caring for their children in their own home,

• a subsidy for parents using purchased childcare for children under 3 years,

• an Early Years Opportunities Subsidy to ensure that three and four year olds who are not
               yet at school can avail of the benefits of early education services.

3.33 The various options put forward for consideration by the Commission in relation to investing
in children under three years of age are;

• A parent allowance of £30 per week to be paid directly to the parent working full-time in 
               the home while the child is young. 

• A PRSI funded extended period of paid parental leave for the parent who wishes to take
               time out of the workforce for the first three years after their child is born.

3.34 Both of these options recognise the need for a childcare allowance (£30 a week) to meet the
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situation of children not covered by a parent allowance approach.

• A further option relates to a special rate of Child Benefit of £30 per week to be paid for
the first 3 years regardless of parents' employment status.

3.35 The Early Years Opportunity Subsidy  is recommended for three year olds and four year olds
who are not yet at school to enable them, if their parents wish, to avail of services for children
in nurseries/ creches, playgroups  or other forms of pre-school. The subsidy would provide an
investment of £1,000 per child (£20 a week).

(b) Income Tax Arrangements.

3.36 The Commission suggested that a review of the present tax arrangements should be
undertaken and that the review should have regard to:

• the constitutional case which gave rise to the present arrangements,

• the likely future trends in labour force participation of women who are, and are likely to
remain the main carers in society,

• the need for investment in support of the caring functions traditionally carried out by
women in the home, and in the community,

• the need to protect the position of older women who retired from the labour force at a
time when the expectation was that women would not continue working outside the
home after marriage and children.

(c) One-Parent Family Payment

3.37 The importance of the One-Parent Family Payment to lone parents was also considered by the
Commission.  The Commission concluded:

• the One-Parent Family Payment provides a degree of security for families when they are
at their most vulnerable and women (mainly) are not constrained to remain in
relationships which may be unhealthy for themselves or their children.

• on the basis of research done in the USA that there is no evidence that welfare payments
raises the propensity to form lone parent households.  

• having regard to all the circumstances, it was the Commission's view that income support
for lone-parent families must continue to be an essential priority for State policy in
relation to families. 

• in-built characteristics within the present structure of some social welfare schemes, for
example, the One-Parent Family Payment and families who are unemployed, may restrict
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the choices of parents, who depend on these payments in relation to developing long-term
relationships for themselves and their children.  

(d)  Constitutional Position
 

• the Commission supported the retention of Article 41.3.1. of the Constitution by which
the State pledges to guard with special care the institution of marriage and to protect it
against attack. This should require the State to specifically support marriage in public
policy.

• the Commission also agreed with the Constitution Review Group that the pledge by the
State on marriage should not prevent the Oireachtas legislating for the benefit of  families
not based on marriage and that a clear Constitutional basis should be provided for this in
Article 41. 
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CHAPTER 4 CURRENT OPERATION OF THE SOCIAL WELFARE
                               AND TAX SYSTEMS  

                  
INTRODUCTION

 4.1 Both the Social Welfare and Tax systems have evolved over time and in response to a variety
of factors, including Constitutional imperatives as interpreted by the Courts, changing social
trends and European Union Directives. These factors are explored more fully in chapter two
of the report. 

 THE SOCIAL WELFARE SYSTEM

 The Basic Structure
4.2 The Irish social welfare system comprises three broad types of payment namely social

insurance benefits, social assistance allowances and a universal Child Benefit payment. 

4.3 Entitlement to Social Insurance benefit is based on prescribed social insurance contribution
conditions. Contributions are made to the social insurance fund and are a percentage of gross
reckonable earnings of employees and self-employed people with employers also paying a
share of the contribution. Once they satisfy relevant contribution conditions, all claimants
regardless of marital status, household situation or means receive the full personal rate of
payment. 

4.4 Social assistance, on the other hand, is based on need as established by means testing and is
designed for those who fail to satisfy the contributory conditions governing social insurance
payments. The level of assistance payable is frequently affected by the claimants household
situation. Both types of payment are made only when certain contingencies are realised such
as unemployment, old age or illness. 

4.5 Child benefit is payable to all families with dependant children regardless of contribution
record or household income. 

4.6 Most social insurance and social assistance payments comprise a personal rate in respect of
the claimant and additional amounts in respect of the claimant's dependent partner and
children. These additions are known as qualified adult and child dependant allowances
respectively. 

Social Insurance
4.7 With few exceptions all employees, whether full or part-time who are over 16 years and self-

employed workers with an income of £2,500 a year or more, are liable for Pay-Related Social
Insurance (PRSI) contributions.

48



PRSI Contributions
4.8 The PRSI contribution, normally payable by employer and employee, is a percentage of the

employees reckonable earnings (i.e. gross pay less superannuation contributions, deducted
under a net pay arrangement by the employer, which are allowable for income tax purposes).
A weekly (non-cumulative) PSRI - Free Allowance applies to employees social insurance
contributions - £100 from 6 April 19991

4.9 Persons who have been in employment and previously paid PRSI contributions qualify for
‘credits’ when they are sick, unemployed or retire early. These credits are similar to the PRSI
contributions which are paid while in employment. They protect entitlement to social welfare
benefits.

4.10 In general, PRSI contribution ‘classes’ are decided by the nature of employment and the
amount of the employees gross reckonable earnings in any week. Most workers pay ‘Class A’
PRSI contributions and are covered for all social welfare benefits and pensions. People who
earn less than £30 per week are covered for Occupational Injuries Benefits only.

4.11 The social insurance system has been expanded in recent years to cover civil servants, the
self-employed, homemakers i.e. those who have taken time out of the work force to work in
the home (see below) and people in community employment.

 
 Examples of Contributory / Insurance Payments

a)      Old Age (Contributory) Pension

4.12 Old Age Contributory Pension (OACP) is a social insurance payment made to persons age 66
years or over who satisfy certain conditions. The pension is not means-tested and entitlement
is not affected by other income (e.g. occupational pension) the claimant or any other person in
the household may have. Recipients of OACP can continue to work full and part-time,
without affecting their payment.

Qualification for the OACP is based on the person:
• being age 66 or over,
• satisfying social insurance contribution conditions.

Social Insurance Contribution Conditions

4.13 To qualify for OACP the claimant must have:
• commenced paying social insurance contributions before reaching age 65 years,
• a specified number of contributions paid,
• a yearly average of at least 48 full rate contributions paid and/or credited from 1953 (or

the time they commenced insurable employment, if later) to the end of the tax year before
they reach age 66. A yearly average of 10 contributions gives entitlement to the minimum
rate of OACP.  

1  This amount does not apply to all modified rate contributors.
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Special Arrangements for Homemakers

4.14 These arrangements are designed to assist persons who work in the home to qualify for an
OACP. One of the qualifying conditions for OACP is that the person must have a minimum
yearly average number of contributions.  From April 1994, contribution years spent out of the
workforce caring either for children up to age 6 (increased to age 12 from April 1996) or
incapacitated people, may be disregarded provided the person satisfies the ‘Homemaker’
qualifying conditions. A maximum of 20 years can be disregarded in this way.

b)        Widow’s and Widower’s (Contributory) Pension

4.15 Widow’s/Widower’s (Contributory Pension is a social insurance payment for both widows
and widowers. The pension is not affected by any other income the claimant may have e.g.
earnings, an occupational pension or a pension from the late (or former) spouse’s
employment.  The pension can be based on either the claimant’s own or their late (or former)
spouse’s PRSI contribution.  The payment is made up of a personal amount and extra
amounts for child dependants.  Payment of the pension continues for as long as the claimant
remains widowed. The pension stops if the claimant remarries or lives with someone as
husband and wife. 

 Treatment of  Married/Cohabiting Couples
4.16 With regard to assistance payments the level payable, as stated above, is affected by the

claimant's household situation through the application of 'the limitation rule', the background
to which is outlined below.

 
Background - The Equal Treatment Directive

4.17 Prior to the implementation of Directive 79/7/EEC dealing with Equal Treatment for men and
women in matters of Social Security, Irish social welfare provision for married men and
women differed markedly. Married women received lower rates of benefit and for a shorter
duration than married men. While a married woman could not claim unemployment
assistance in respect of herself or increases in respect of her children or husband on other
types of payment unless her husband was incapable of self-support by virtue of incapacity, a
married man was automatically paid an increase in respect of his wife regardless of her
financial independence. 

4.18 The Directive 79/7/EEC dealing with equal treatment in welfare provision attempted to
delineate and resolve the implications of earlier Equal Pay Directives for the welfare system.
Ireland's implementation of the Directive in 1985 resulted in the extension of the duration of
payment of unemployment benefit for married women from 12 months to the 15 months
which already applied to men and by harmonising rates of payment between married men and
women.  Married women were also allowed to claim unemployment assistance and increases
in respect of additional household members on all payments identical to married men and the
automatic payment of increases in respect of wives was amended by basing the definition of
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dependency on the actual financial circumstances of the claimant's spouse rather than the
spouses gender. 

 Limitation 
4.19 On implementation of the Directive the Government introduced a provision - the 'limitation

rule'- to pay married couples who both claimed unemployment assistance one half that
amount payable where only one partner claimed a personal rate and an increase in respect of
his/her partner. For example, as a result of this policy, where one of a couple now claims
long-term unemployment assistance, a personal rate of £73.50 plus an increase of £43.20 in
respect of the claimant's spouse may be payable i.e. £116.70. However, where both of a
couple claim the payment, they do not receive £73.50 each but half £116.70 i.e. £58.35 each.
The limitation thus undermined the apparent financial advantage of married women claiming
their own unemployment assistance. As such this change in the system succeeded in
maintaining the status quo.

4.20 This principle of limitation was subsequently extended and broadened to include other social
assistance payments including old age non-contributory pension, supplementary welfare
allowance, pre-retirement allowance and disability allowance. However the policy is currently
being applied unevenly with some social assistance payments being affected and others going
unaffected. The limitation is not applied in all cases where both partners are claiming social
assistance such as where both of the couple claim old age non-contributory pension or
disability allowance. One consistency, however, is that where both partners are claiming
social insurance, limitation is not applied at all and each of the couple receive their own full
personal rate of payment. In this instance an individual right is established to the social
insurance payment by meeting the contributory conditions. 

4.21 In addition, there are two methods in operation for the practical application of limitation
depending on whether both partners are claiming social assistance or only one is claiming
social assistance and the other is claiming social insurance. Generally, where two of a couple
apply for social assistance payments and limitation applies, each gets half the appropriate
couple rate as with unemployment assistance. However, if the partner of a social assistance
claimant is in receipt of a social insurance payment and limitation applies, his/her
spouse/partner will be paid a rate equivalent to that of a qualified adult increase on the
insurance payment. For example, the spouse of an unemployment benefit claimant would be
entitled to £43.20 at present if he/she claimed unemployment assistance, provided there are
no other means, as against £72.00 (short term UA rate) if limitation did not apply.

4.22 Limitation of unemployment assistance was initially applied to married couples but not to
cohabiting couples. This anomaly was appealed to the Supreme Court as being in breach of
Article 41 of the Irish Constitution which obliges the State to uphold the family. This appeal was
upheld in 1989 and what has come to be known as the Hyland case resulted in limitation being
extended to cohabiting couples. Married and cohabiting couples (excluding same sex couples)
are now treated in an identical manner under the social welfare code.

Treatment of Other Claimants

One Parent Families 
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4.23 The One Parent Family Payment (OFP) provides a weekly payment to both men and women
who, for a variety of reasons are bringing up children without the support of a partner i.e.
unmarried and separated parents, prisoners spouses and widowed persons.  The payment,
which is means-tested, is designed to provide income support for lone parents who are
parenting alone, without the support of a partner or spouse and, at the same time, to
encourage them to take up employment and avoid long term welfare dependency.  Where the
lone parent resides with his/her own parents, their income is not assessed in the means test.

4.24 At the end of February 1999 there were 66,710 people in receipt of the payment as follows:

Unmarried - 49,425
Separated / Divorced   - 15,509
Widowed                     -   1,691
Prisoners Spouse         -       85

In addition, there were 15,560 people receiving Deserted Wife’s Benefit/Allowance. These
schemes were replaced by the One-Parent Family Payment and no new claims are accepted
for these schemes since January 1997.

4.25 In order to qualify for the OFP a lone parent must have main care and charge of at least one
qualified child. A qualified child is one who is under 18 years of age or aged between 18 and
22 years if age and still in full-time education. Approximately 62% of recipients have one
child, 23% have two children and 15% have three or more children.

4.26 At June 1999, the rates of payment consist of a weekly rate of £73.50 for the lone parent and
an increase of £15.20 for each qualified child.

4.27 A particular feature of the scheme is the means test which is designed to encourage and assist
lone parents take up employment. Under the payment, a lone parent is able to earn up to
£115.38 per week, while still retaining entitlement to the maximum rate of payment. Half of
the remainder of earnings up to £230.76 per week is assessed as means i.e. a lone parent
earning between £115.38 and £230.76 per week can qualify for a reduced payment.  A lone
parent with one child, earning the upper income limit will, therefore, qualify for a payment of
£39.70 per week. Working lone parents are eligible for Family Income Supplement (FIS).

4.28  Where a lone parent starts to cohabit, they no longer qualify for OFP. They can apply for
UA if they are available for work. However, in this instance

(a) if the partner is in employment his/her income will be assessed as part of the  household
means test,

(b) if the partner is also in receipt of a social welfare payment the lone parent can either be
regarded as a 'qualified adult' for payment purposes or apply for a payment in his/her
own right, in which case the limitation will apply. Hence cohabitation will result in a
loss of income for the lone parent. (This issue is discussed further in chapter 11)

Claimants residing with parents 
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4.29 In the case of claimants for unemployment assistance residing with parents, the income of the
parents is taken into account by way of the 'Benefit and Privilege' provisions, irrespective of
the age of the claimant. Where the means test establishes an entitlement to payment, a
minimum amount is payable (currently £25 pw). The calculation of the value of ‘benefit and
privilege' is set out in guidelines.

4.30 In all other household situations, such as two non relatives sharing accommodation and
households of more than two people, claimants are generally assessed and paid as individuals
without reference to their household situation or to the means of other persons in the
household. 

 TAX SYSTEM

(a)   INCOME TAX 

Married Couples Living Together 
4.31 Married couples, where the spouses are living together, are entitled to be treated as a single

unit for income tax purposes with twice the allowances and tax bands of a single person.
Alternatively, a married couple can elect to be treated as two single people (single treatment). 

4.32 Where treatment as a single unit applies (and it always applies in the absence of a request by
the couple for its non-application) two choices are available:

(i) Joint Assessment on One Spouse
Under joint assessment, the income of both spouses is aggregated with the tax due
thereon being charged on one of them (the assessable person). Either spouse can, since
1994/95, be nominated as the assessable person. Personal allowances and certain other
allowances (e.g. mortgage interest relief) apply to married couples at double the single
person's level. Married tax bands are double those applying to a single person. Joint
assessment is automatic, unless either spouse gives notice of election for separate
assessment (see (ii) below) or single treatment (see 4.33 below) to the Revenue
Commissioners. In PAYE cases, the bulk of the allowances are allocated to the
assessable person, with the allowances directly related to the other spouse's income (e.g.
the PAYE Allowance and half the Table Allowance, where relevant) granted to the
other spouse. However, the couple may ask the inspector of tax to allocate the total
allowances due, excluding he PAYE Allowance, between them in any proportion they
wish.

(ii) Separate Assessment  
Where joint assessment applies, a married couple may opt for separate assessment
under which the couple are taxed as if they were not married but the total allowances
due to them as a married couple are divided between them. This is done according to
rules which operate generally to allocate the allowances in accordance with the
entitlements of each spouse. However, any unused portion of the bands or allowances
which one partner has can be assigned to the other spouse, normally at the end of the
tax year. The total combined tax paid under separate assessment for a married couple
will be the same as that which would be paid by them under joint assessment. An
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election for separate assessment may be made by either spouse i.e. joint election not
required. 

4.33 Where a couple elect for single treatment each spouse is treated as a single person with no
right of transfer of allowances or reliefs between them. This treatment can result in the couple
paying more tax then they would under joint assessment or separate assessment. Again, either
spouse may elect for single treatment.

4.34 In 1999/2000 terms there are approximately 223,400 married couples in the tax system, with
both spouses working. Of these the numbers being taxed under the different tax systems are:

Joint assessment  192,100 
Separate assessment     29,100 
Single Treatment      2,200

4.35 In addition, there are 369,300 (estimated) married couples with only one partner earning, who
are taxed under joint assessment. The significant preference for joint assessment among
married couples is partly because joint assessment is the treatment which is automatically
accorded to married couples (in the absence of any stated preference) and also because it is
frequently the most advantageous type of taxation for married couples.

4.36 The  most recent changes to the income tax treatment of married couples were made in the
1993 Finance Act, in response to criticism of the taxation of married women by the
Commission on the Status of Women (1993). These changes involved:

(a) allowing either partner in a marriage to be nominated as the assessable person for tax
purposes in joint assessment cases. Until 1993, the husband was always the assessable
person.

(b) Ensuring that where a newly married couple is automatically switched to joint
assessment that the assessable person is no longer automatically the husband; the
default option now is that the assessable person will be the higher earner in the year
prior to marriage. 

(c) Where tax is overpaid at the end of a tax year, and a refund of tax is due, that refund is
paid, since 1993, to the partner to whom it is due. Where the refund is not clearly due to
either partner, then it is repaid  to each partner in proportion to the tax paid by that
partner. Prior to 1993, refunds were always made to the assessable person (the
husband).

4.37 There is no general income tax allowance available to parents because they have children.
The monthly Child Benefit payments are the main support provided to parents for children. A
previous tax free allowance for children was abolished in 1986, when Child Benefit was
significantly increased. However, responsibility for children is recognised in the income tax
code through the special allowances for widowed and other lone parents outlined at 4.38 and
4.39 below and through the child additions to the exemption limits. The child additions,
which currently stand at £450 for the first and second children and £650 for the third and
subsequent children, ensure that those on low pay with children pay less tax than those on
similar pay without children.
Widowed persons 
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4.38 The income tax provisions described in this section are as announced in Budget 1999 and will
apply for the 1999/2000 tax year. Widowed persons generally are given special recognition
by the income tax system through the provision of a widowed personal allowance of £500,
available at the tax payers marginal rate, in addition to the single person's allowance of
£4,200 at the standard rate. Widowed persons with dependant children are entitled to an
additional widowed parent's allowance (£3,700, of which £2,650 is at the marginal rate and
£1,050 at the standard rate) which brings the total basic allowance of a widowed parent up to
£8,400 (£3,150 at the marginal rate) compared to a married couples allowance of £8,400 at
the standard rate. Widowed persons get higher mortgage interest relief than a single person
(though less than a married couple) and, subject to certain conditions, widowed parents get a
special bereavement allowance for the first five years following the year of bereavement.
They do not get double the tax bands or the exemption limits. Widowed persons lose their
special treatment if they remarry and the widowed parent allowance and the bereavement
allowance do not apply if they cohabit.

 Lone Parents 
4.39 The income tax provisions described in this section are as announced in Budget 1999 and will

apply for the 1999/2000 tax year. Lone parents, whether single, separated or divorced, are
entitled to a single parent's income tax allowance of up to £4,200 (of which £3,150 is
allowable at the marginal rate and £1,050 is allowable at the standard rate.) in addition to
their single person's allowance. This, as in the case of widowed parents, brings their basic
allowance to £8,400 (£3,150 at the marginal rate) compared to a married couple's allowance
of £8,400 at the standard rate. In other respects (tax bands, reliefs etc.) they are taxed as
single people. They lose their 'single parents' allowance if they marry or co-habit.

4.40 To qualify for the allowance, the claimant must, for all or part of the tax year, have a
qualifying child resident with him/her who is the claimant’s own child, or a child who is in
the custody of and maintained at the claimant’s own expense. Where parents are living apart
each may claim the allowance in respect of the same child, provided that the child resides
with each of them for part of the tax year. This contrasts with the social welfare system,
where only one allowance can be paid. There are approximately 48,800 recipients of the
single parent allowance - 9,700 widowed parents and 39,100 other single parents.

 Separated Couples 
4.41 In general, where the parties to a marriage have separated they are treated as single persons

for income tax purposes, each with their own entitlement to allowances and reliefs including
the single parent allowance where a dependent child is resident with them. Where  one spouse
wholly or mainly maintains the other spouse and is not entitled, in computing his or her
income for tax purposes, to a deduction in respect of the sums paid by him or her for the
maintenance of his or her spouse (see next paragraph), he or she is entitled to the married tax
allowance but not the double rate bands.

4.42 Maintenance payments between separated spouses which arise under a legally enforceable
obligation (e.g. Deed of Separation, Court Order etc.) made or varied on or after 8 June 1983,
are a deduction in computing for income tax purposes on the income of the payer and are,
accordingly, not liable to tax in his or her hands. Instead, the payments which are payable
without deduction of income tax are chargeable to income tax in the hands of the recipient
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spouse. Maintenance payments to or in respect of children are ignored for tax purposes. They
are, accordingly, paid out of after tax income and are not taxable in the hands of the recipient.

4.43  Where there are legally enforceable maintenance payments between spouses, they may jointly
opt to have their combined income aggregated for tax purposes and, in such cases, separate
assessment is mandatory. The payer is not entitled to a deduction for the maintenance and
will, instead of the recipient, bear any tax in respect of it. The recipient will continue to
account for tax in respect of any other income he or she might have. To the extent that the
recipient's tax reliefs e.g. personal allowance, or some or all of the standard rate band, are not
required by him or her in connection with that other income these reliefs may be transferred
to the other spouse. For example, if the recipient had no income other than the maintenance
then the other spouse would be granted the full personal allowance and the standard rate band
appropriate to a married person. 

4.44 Where maintenance payments are made as a result of an arrangement prior to 8 June 1983,
which has not been varied since then, different rules apply depending on the nature of the
arrangement. However, very few such agreements are still in operation.

 Divorced Persons 
4.45 Divorced persons are treated exactly as separated couples, provided neither of them has

remarried. If one or both of them remarry then the option for income aggregation no longer
applies. In addition, the party who remarried loses any entitlement to the lone parents
allowance. The treatment of maintenance payments remains as outlined above. 

 Cohabiting Couples 
4.46 Cohabiting couples are treated as two single people for income tax purposes. This means that

each partner is entitled to their own personal allowances, tax bands and reliefs but that the
other partner cannot share unused allowances and bands. In addition, as indicated in 4.40
above, the special reliefs for single parents do not apply in the case of cohabiting couples.
Where the family home is in joint names, and provided they have the income to avail of it,
each partner can get mortgage interest relief to the extent that they both make the mortgage
payment. However, unused mortgage interest relief cannot be transferred from one partner to
another. Furthermore, if the house is in the name of only one partner, only that partner can
claim mortgage interest relief. The effect of this treatment is that cohabiting couples are never
more favourably treated than married couples are, and often less well treated for tax purposes.

 (b)     CAPITAL TAX

 Married Couples 
4.47 As a general rule, a husband and wife are treated as a unit for most tax purposes. There is no

Capital Acquisitions Tax, Probate Tax or Stamp Duty on property passing between spouses.
Similarly, a transfer of assets between spouses will not normally trigger a capital gains tax
charge. Instead the asset will be deemed to pass from the one spouse to the other at the
original cost and at the same time as the spouse who originally acquired it. Following Budget
1999, the individual's annual capital gains tax exemption limit of £1,000 for each year of
assessment or the amount of that exemption not used by the individual cannot be set off
against capital gains of the spouse of the individual. 
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Separated Couples 
4.48 Separated couples who do not have a divorce which is legally recognised in Ireland, are

treated as married couples for Capital Acquisitions Tax, Probate Tax, and Stamp Duty.
Separated couples are, however, currently treated as single persons for Capital Gains Tax
purposes. However, no tax is payable in respect of property passing between the parties under
a Deed of Separation or an order made on or following a judicial separation.

 Divorced Couples 
4.49 Property passing between the couple on foot of a Court approved divorce settlement is

untaxed. Once the divorce is final, then the couple will be treated as strangers for Capital
Gains Tax, Capital Acquisitions Tax, Probate Tax and Stamp Duty purposes.

 Cohabiting Couples 
4.50 Cohabiting Couples are treated as two single people for capital tax purposes. This means that

Capital Gains Tax, Probate Tax and Stamp Duty is chargeable (where appropriate) at the
normal rates on property passing between them, even when this property is jointly owned and
has been home to the cohabiting couple and their children. For Capital Acquisitions Tax
purposes, they are treated as strangers and currently up to £12,370 (Class III threshold) may
pass between them before gift or inheritance tax arises. All other gifts and inheritances
acquired since 2 June 1982 are taken into account in determining how much, if any, of this
threshold is available.

 LEGAL POSITION

4.51 As already outlined in Chapter 2 of this report, there have been two Court cases in recent
years which have had a significant impact on the fiscal treatment of marriage and families. In
the first of these, the Murphy Case, the Supreme Court held that the State could not tax a
married couple both of whom are working, more severely than two single people. In the
second case, the MacMhathuna Case, the Supreme Court found that the State had a right to
discriminate between citizens under both tax and social welfare legislation having regard to
the circumstances of those citizens. 
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CHAPTER 5 POSITION IN OTHER COUNTRIES

INTRODUCTION

5.1 Given the Terms of Reference of the Group, information was sought on relevant aspects of
the social security and tax systems in other countries. The purpose of this chapter is to
establish the approach in other countries in order to see what the Group can learn from
this. The Group decided to focus in particular on the following four countries: 

 The Netherlands, 
 The United Kingdom, 
 Sweden, 
 New Zealand. 

Information was supplied by the Embassies and relevant Government Departments of
these countries. 

 THE NETHERLANDS

 Overview of the Social Security System 
5.2 There are three main facets to the social security system in the Netherlands;

a) National Insurance, 
b) Employees' insurance schemes, 
c) National Assistance.

a)   National Insurance 
5.3 National insurance refers to the various forms of insurance which are designed to cover the

community as a whole. All persons residing in the Netherlands are required by law to be
insured under the National Insurance Schemes, which include: General Old Age Pensions,
Widows and Orphans Benefits, General Family Allowances (similar to child benefit),
Exceptional Medical Expenses and General Disability Benefit.

5.4 The compulsory nature and financing of the various insurances is similar i.e. based on
deriving the funds from a percentage levy on income. For the purposes of the Group the
General Old Age Pension is focused upon.

5.5 The General Old Age Pension Act covers, in principle, the entire population of the
Netherlands, irrespective of nationality or marital status. Until 1985, the right to a pension
for married couples was determined by the man reaching age 65 years, with the married
man's pension being higher than that for a single person. The General Old Age Pensions
Act of 1985 gave married women an individual right to an old age pension. Currently
every married (and unmarried couples of the same or opposite sex) pension beneficiary has
the right to a pension on reaching the age of 65, equal to 50% of the minimum wage. If the
person's partner is less than 65, a supplement (up to a maximum of 30% of the minimum
wage) is payable which is dependent on the income of the younger partner. For the
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purposes of the Act, unmarried couples of the same or opposite sex are treated in the same
way as married couples.   The purpose of the Old Age Pension is the maintenance of a
minimum income standard and in this regard the needs of married and unmarried couples
are considered to be no different.

5.6 For single retired parents with a child under age 18 and for whom family allowance
(similar to Child Benefit) is being claimed, the level of the Old Age Pension is set at 90%
of the minimum wage. Single beneficiaries (including divorced or long term separated
persons) have the right to a pension equal to 70% of the minimum wage on reaching age
65.

5.7 General old age insurance is based on a 50 year period of insurance, from the age of 15 to
65, with persons who have been continuously insured between the ages of 16 and 65
normally entitled to a full pension. The Act does not lay down any link between the
amount of Old Age Pension and the amount of contributions paid, with pension
contributions being dependent on the level of actual income. This means that persons who
are not in receipt of any income are not liable to pay contributions. This does not affect
their pension entitlements as the amount of a pension primarily depends on the period of
insurance. The size of the pension is reduced where the full 50 years have not been
completed, for example where the person was living abroad or where a person has
deliberately neglected to pay their contributions, by 2% for each year (voluntary
contributions can be made in the case of persons who have lived abroad). The income over
which contributions are levied is, as far as possible, assessed in the same way as the
income over which wages or tax must be paid.

b)          Employed Persons Insurance Schemes   
5.8 These schemes are compulsory insurance schemes, with contributions made by both

employees and employers. The schemes aim to give protection to employees in the event
of illness, disability and unemployment. Under the Unemployment Insurance Act 1987,
there are two types of benefit payable; the basic 'loss of earnings' benefit (which is paid
initially and provides 70% of the last earned salary) and the extended benefit (which is
paid for one year following the expiry of the loss of earnings benefit, usually after a period
of 6 months and provides 70% of the statutory minimum wage). Entitlement to an
extension of loss of earnings benefit is determined by age and employment history. A
person must be able to prove that during the five years before becoming unemployed
he/she had been employed for at least 8 hours per week for at least four years. If a person
looked after a child under the age of twelve, then this time can be counted towards the
qualifying period (whether they were employed or not).

c)  National Assistance 
5.9 The 'safety net' of the social security system is the National Assistance Act. The Act

provides a minimum income for every citizen over eighteen years of age in the
Netherlands with inadequate financial resources to meet their essential living costs.
Payment rates are related to the level of the national minimum wage:

• 100% of the minimum wage for married/unmarried couples, 
• 90% of the minimum wage for single parent families, 
• 70% of the minimum wage for single persons age 23 or older, 
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• 60% of the minimum wage for single persons sharing a dwelling. 

5.10 Assistance consists of a monetary payment, commensurate with the applicant's and his/her
family members' circumstances and capabilities. The assistance is designed to enable the
individual where possible to provide for him/herself. The assistance granted under the
National Assistance Act is complementary to all other subsistence allowances and is
provided as a last resort. It serves as a safety net if and where the help provided under
other legislation and schemes (e.g. social insurance) is inadequate.

5.11 Complementing this is the Supplementary Benefits Act, under which recipients of an
unemployment insurance or unemployment assistance payment who have an income less
than the minimum wage, can be paid a supplement. The amounts paid depend on family
composition and are conditional on a means and a work test. 

5.12 Under the system of social welfare in the Netherlands people are required to do everything
to support themselves. The partners of unemployed people are expected, where possible, to
seek work. Where a person is responsible for the care of one or more children aged under 6
years, there is no obligation to look for work. Where children are aged six years or over,
cases are examined individually to determine whether there are grounds for exempting
clients from the obligation to seek work. For those who do not find work, social services
facilitate / assist them in their search. 

Overview of the Tax System
5.13 The Netherlands operates a hybrid system of taxation which is based partly on

individualisation and partly on aggregation.

 Taxable Income:  For central government tax this means gross income minus the
allowances set out below.

 5.14 Allowances; A number of allowances exist:

• Contributions to unemployment, sickness and invalidity (insurance),
• Work related expenses,
• A basic allowance: Every tax payer, including both spouses to a marriage, has his/her

own basic personal allowance. If in the case of a married couple (or an unmarried
couple treated as if they were married) a spouse does not use his/her allowance, it may
be transferred to the other partner to the extent it exceeds a certain amount i.e. Dfl
419.

• A lone parent allowance: Single parents, in addition to the single basic personal
allowance, may also avail of a single persons allowance if they have one or more
dependent children younger than 27 years belonging to their household. Furthermore,
if the single parent works outside the home and he/she has a child younger than 12
years in the household, he/she may claim an additional single parent's allowance of
6% of earnings subject to a maximum equivalent to the single parent's allowance i.e. a
single parent can qualify for a single basic personal allowance and up to double the
single parents' allowance.  
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5.15   Tax Schedule 1999; 
Income Tax brackets (Dfl.)  Income Tax Rate (%) 
Up to 15,000  6.2 
next 33,175  7.5 
next 56,589 50  
excess 60

 Exchange rate: IR£ = 2.7983 (Dfl.) (Fixed) 

 Tax Unit:  Spouses are taxed individually. The family income is assessed jointly if one
partner is not able to use the basic allowance of Dfl. 8,798 (1999) in which case the entire
basic allowance is transferred to the other partner.

 5.16 Normally unmarried people living together are taxed separately. However, they are treated
as a married couple if they meet the following conditions: 
• they reside in the Netherlands, 
• they are over 18 years of age, and 
• they have a permanent joint household; a) during the whole of the previous calendar

year and more than six months of the following year, and b) during that period they are
registered as living together.

5.17 It should be noted that in the Netherlands, a complex relationship exists between social
security and the tax system. Social assistance and related minimum benefits are related to
the net minimum wage of a breadwinner. The Dutch Advisory Board on Emancipation
have recently argued that the tax and social welfare systems should be changed from
being based on a family with a breadwinner to a new reference point of an individual who
combines work and care, and who has a working week of 32 hours. Thus, they suggest that
the current family minimum wage should be reduced to an individual minimum wage,
based on a working week for an individual of 32 hours (used for the calculation of benefits
only). At the same time, they propose that the 'breadwinner transfer' in the tax system
should be abolished. However, while there was a parliamentary majority in favour of the
abolition of this transfer, the political discussion did not result in a policy shift, partly
because of the complications regarding other arrangements. 

Summary
5.18 Unlike the situation in Ireland, participation in the General Old Age Insurance scheme in

the Netherlands is based on residency in the country rather than on the period spent in the
paid work force. This enables those involved in caring duties to establish an individual
pension entitlement. In addition, participation in part-time or low paid employment does
not affect the amount of pension received, as the pension amount is based on a proportion
of the national minimum wage. Title to payment is predicated on a person having a basic
right as a citizen to an income. This is payable regardless of sex, marital status,
composition of the household or employment history. 

5.19 Similarly, conditions for the receipt of the Employed Persons Insurance schemes take into
account time spent caring for children.
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5.20 The effect of these measures would seem to imply a high level of coverage under
insurance type schemes in the Netherlands (which are individual in nature, as they are in
Ireland). As a consequence National Assistance (similar to a combination of
Supplementary Welfare Allowance and Family Income Supplement in Ireland), which is
income and family based, is residual in nature acting as a 'safety net'. The amounts paid
under National Assistance are also related to the national minimum wage.

5.21 A major difference between the levels of social security payments in the Netherlands and
in Ireland is the fact that social security payments in the Netherlands, both insurance and
assistance, are related to the national minimum wage, whereas in Ireland rates of payment
tend to be linked to inflation (where in recent years, increases have been above inflation)
and/or to achievement of a specific target rate (e.g. the Commission on Social Welfare
rates).

5.22 The tax system in the Netherlands seems similar to that in Ireland in that one partner can
transfer their tax allowance to another. However, in the Netherlands married and
unmarried couples (who meet certain conditions) are treated similarly. 

 UNITED KINGDOM

 Overview of Social Security System
5.23 Social Security in the United Kingdom is provided through a contributory flat rate

insurance benefit for the main contingencies, incapacity, unemployment and old age,
paralleled with Income Support - a non-contributory, general means-tested benefit for
those with low incomes. Social protection in the UK has been subject to considerable
change, especially in the past two years, with some of the changes resulting in the erosion
of the social insurance system.  Some of the recent specific changes are outlined below,
and reference made to their implications in the summary.

Social Insurance Scheme 
5.24 Cover for the main contingencies such as incapacity, unemployment and old-age is

provided through contributory benefits funded by National Insurance contribution income.
The right to these contributory benefits is individual. Thus households where both partners
have worked can potentially receive more than one contributory benefit at once. Married
women who do not work or pay contributions (and certain married women who have
retained the right to pay a reduced rate of contribution) are unable to receive contributory
benefits in their own right. They can, however, claim a payment based on their husband's
contribution record. 

5.25 In the UK in order to be able to pay contributions and participate in the National Insurance
Scheme people have to engage in paid work and be earning over a specified sum. The
present lower earnings limit (£62.00 per week at 31st Dec 1997) prevents 2.6 million
people in low paid work from participating in the scheme and acquiring social  insurance
rights.  (In Ireland, the earnings threshold at which one acquires full social insurance rights
is £30pw, with social insurance contributions not being paid by the employee until their
earnings exceed £100pw).  The UK threshold is uprated with inflation each year. However,
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there is a proposal to raise it by a considerably greater amount in the future. The affect of
this change will be to exclude greater numbers of women and men in low paid work from
acquiring individualised entitlement to social insurance benefits.

Retirement Pension
5.26 Retirement Pension is paid to those who have reached State pension age (60 for a woman

and 65 for a man) and have paid or been credited sufficient National Insurance
Contributions. The payment is taxable, contributory based and non-means tested. Persons
with insufficient contributory records of their own can claim on the record of their spouse.
Claimants can earn increments if they postpone receiving their Retirement Pension,
currently for up to five years, with a higher weekly pension being payable on retirement.

5.27 A married woman at age 60 can qualify for a pension either on her own contributions (if
she has paid enough), or she can receive a basic pension based on her husband's
contributions, provided he is receiving Retirement Pension. A married woman will usually
receive the higher of these pensions. If the pension based on her own contributions is less
than the maximum that a married woman can receive on her husbands contributions, the
two will be combined up to that maximum. A basic pension at the full rate is payable if
sufficient contributions have been paid. If this is not the case, the basic pension will be
paid at a reduced rate depending on the number of contributions made. A basic pension at
less than 25% of the full rate is not payable.

5.28 From 6 April 2020 the state pension age for women will be 65, the same as currently exists
for men. From 2010 women's state pension age will be gradually increased, up to age 65
by 2020. 

 Rates of Retirement Pension (April 1999)
                                                                                              £Sterling
 Basic Pension  £66.75 

Increase for adult dependent  £39.95 

Pension based on spouses contributions £39.95

(IR£ = £0.8380 Sterling)

As stated above earlier actual and proposed measures in the sphere of social protection in
the UK are extending the non-individualised elements in the UK protection system. One
example of this change concerns Widow's Benefit. 

Widow's Benefit - Survivors Benefit
5.29 Widow’s Benefit in the UK is a non-individualised payment in that entitlement is not

personal but derived from the contributions of an adult (deceased) married partner. The
benefit is available exclusively to women survivors of a (married) partnership. (This
compares to the situation in Ireland where the payment is for both widows and widowers
and is based on either the claimants or the deceased spouse's social insurance
contributions). Legislation presently before the UK Parliament provides for widow's
benefit to be  replaced by a survivor's benefit available to both men and women whose

63



spouse has died. In the process the social insurance element of the benefit has been
reduced in scope so that survivors will now receive a social insurance payment for a
shorter period than would have been the case prior to the reform. Once the shortened
period of entitlement has expired, however, survivors will still have access to state
financial support. This support will take the form of enhanced income support i.e. will be
means tested. This conversion of a previous social insurance benefit into a part social
insurance, part means-tested benefit mirrors the fate of insurance based unemployment
benefit in the UK in 1996. 

   b)   Non-Contributory Benefits   

 Income Support 
5.30 The level of income related benefits is based on the family unit. Only one person in the

family can be the claimant at any one time.  (In general the 'family' includes the claimant,
the claimant's spouse or partner and any dependent children or young people under the age
of nineteen). 

5.31 Income support is composed of a basic payment i.e. personal allowance for a single
person, couple, lone parent, dependent children and various premiums where relevant e.g.
family premium, family premium lone parents rate, pensioner single, pensioner couple etc.

5.32 If two people are treated as a couple, the income and capital of both is added together for
purposes of Income Support. Eligibility for Income Support, therefore, depends on the
resources of both persons. Two people of the same sex who are living together are never
treated as a couple by social security. They are assessed individually and the other person
treated as a non-dependant for purposes of calculating housing costs. 

5.33 Either person, of a couple, can be the claimant for Income Support. If the couple cannot
decide who is to be the claimant, the social security office will decide. Neither partner can
claim if the other is in remunerative work. The remunerative work exclusion disqualifies
the whole family. 

5.34 Persons will not qualify for Income Support under the Remunerative Work Rule if they
work, on average, 16 hours or more per week, or their partner works on average more than
24 hours per week. There are certain groups who are excluded from the remunerative work
rule and can work for 16 hours or more a week and still get Income Support.

Living Together as Husband and Wife
5.35 A general rule in Income Support eligibility for unmarried couples who are living together

as husband and wife i.e. cohabiting is that they must be treated in the same way as a
married couple. This means that:

• any claim for Income Support must be in respect of both persons,
• if either of the couple is in remunerative work neither is entitled to income support,
• either the man or the women can be the claimant. 

Definition of Cohabitation
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5.36 There is no definition in the UK Social Security legislation of 'living together as husband
and wife'. Instead that decision is made by an Adjudication Officer and from information
gathered by the Visiting Officer. All the following criteria are taken into account by the
Adjudicating Officer:
1) Membership of the same household. 
2) Established relationship. 
3) Financial Support. 
4) Children. 
5) How other people see the relationship.

 Similar criteria are taken into account in deciding if a cohabiting relationship exists for the
purpose of social welfare in Ireland.

 
Income Support Rates of Payment (April 1999) 

Personal Allowances 
                                                £ Sterling
Single  
£30.95  aged 16-17 
£40.70  aged 18-24 
£51.40  aged 25 +

 Couple  
£61.35  both aged 16-17 
£80.65  both aged 18+

 Dependent Children 
£20.20  0-11 years 
£25.90  11-16 years 
£30.95  16-19 years 

 Premiums 
£13.90  Family 
£15.75  Family (lone parent rate) 
£23.60  Pensioner single 
£35.95  Pensioner couple   

(only premiums relevant to the Group's deliberations have been included here)

Benefits for Lone Parents
5.37 In general, lone parent families can claim the same cash benefits as families with two

parents. 

• In the past virtually all lone parents received a higher rate of Child Benefit (paid for the
eldest child only). However, from April 1998, this additional support is no longer
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available to new claimants who now receive the same rate of benefit as couples with
children.

• Lone parents with children under age sixteen may receive Income Support (a benefit
payable to people whose income is below a certain level) without having to be
available for work.

• Lone parents in work may receive Family Credit (a cash benefit for working families
with children).

• Lone parents receive maintenance payments through the Child Support Agency. The
Agency is responsible for the assessment, collection and enforcement of maintenance
payments from absent parents.

• Lone parents with low incomes may also receive assistance to pay for rented
accommodation and council tax through the Housing Benefit and Council Tax Benefit
Schemes. This is available whether they are employed or not.

 Overview of the Tax System
5.38 The UK tax system consists of a central government income tax and a council tax. 

 Allowances; For the central government tax, there is a basic allowance of £4,335 sterling
(1999-2000) for all workers.

 Taxable Income; For the central government tax this is defined as gross income minus the
basic allowance. 

 Tax Schedule ; 
 Central Government Income tax:

1998 – 1999    1999 - 2000 

Taxable Income Tax Rate  Taxable Income Tax Rate 
£0-4,300  20%  £0-1,500  10%  
£4,301-27,100 23%  £1,501-28,000 23% 
Over £27,100 40%  £Over 28,000 40%

 Local Tax - Council tax is determined by local governments. 

Tax Unit:  The tax unit is the individual. Couples are taxed separately on their own
income. There is also a married couples allowance. The allowance is restricted to give
relief at a fixed rate. The allowance was worth £285 p.a. in 1998-1999 (£1,900 x 15%,
reducing to 10% in the tax year 1999 -2000). A husband and wife can jointly decide which
of them can get the allowance. Alternatively, either husband or wife can elect to have the
allowance split equally between them. If there is no election, the husband will normally get
the allowance. Any part of the tax allowance allocated to one spouse which is not required
by that spouse can be transferred to the other spouse. 
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 Persons over 65 years, with income below a certain limit, receive a higher allowance.

A tax allowance equal to the amount of the married couple's tax allowance is also available
to a single parent with one or more dependent children.

 Cohabiting couples are not entitled to the married couples tax allowance. They are,
however, entitled to claim one single parent allowance. This gives them the same
aggregate allowances as a married couple - whether one or two earner.

5.39 The 1999 Budget announced that the married couples allowance (MCA) for people under
age 65 and the single parent allowance will be abolished from April 2000. A new
Children's Tax Credit for families (married, cohabiting and one-parent) with children will
be introduced instead from April 2001. The Children's Tax Credit can be claimed by
families who have one or more children under 16 living with them. It will take the form of
an allowance for which relief is given at 10%. In 2001-2002, the amount of the new credit
will be worth £4,160 x 10%, twice as much as the MCA. The children's tax credit will be
tapered away for higher earning families where there is a top-rate tax payer.

 (Couples in which at least one of the spouses is aged 65 or more on or before 5 April 2000
will be able to keep the MCA when it is abolished for younger couples. After that date,
people will not be able to make new claims for the MCA when they or their spouse reach
the age of 65). 

 Summary
5.40 The social welfare system in the UK is similar, although not identical to that which exists

in Ireland. The Social Insurance system is individualised in that it is based on an
individual's insurance contribution record (gained mainly via paid employment), as is the
case in Ireland. Thus, two partners living in the same household can both receive the full
rate of payment. Married women who have not got sufficient contributions are unable to
receive benefit in their own right and are instead dependent on their partner's contribution
record. Access to the social insurance system is, as in Ireland, dependent on wage level.
However, in the UK the amount which one is required to earn in the paid work force is
significantly higher than is the case in Ireland. This has a disproportionate effect on
women, restricting their access to social insurance schemes and therefore their direct right
to payments.

5.41 Changes to social protection in the UK since the 1980s are bringing about a gradual
erosion of the state social insurance system, thereby shifting the balance away from
individualised to non-individualised entitlement. This has been accompanied by an
expansion of state means tested benefit. 

5.42 With regard to social assistance payments, these are based on the family unit and
household income. This is similar to the situation in Ireland. However, in the UK, income
support takes the form of a basic payment, with top-up premiums e.g. family premium,
lone parent premium etc.

5.43 With regard to the tax system, the tax unit is the individual. There is also a married couples
allowance, which is restricted to give relief at a fixed rate. This can be transferred or split
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between the couple. The allowance is to be phased out by the year 2000, following Budget
1999. Cohabiting couples are not currently entitled to the allowance but are entitled to
claim the single parent allowance.

 5.44 Recent budget changes in the UK have been presented in the context of modernising taxes
and targeting resources at families with children. The main aspects of the Budget in this
regard were the replacement of the married couples tax allowance with the introduction of
a new Children's Tax Credit for all families with children and a 3% increase in Child
Benefit. The Chancellor in his Budget Speech stated that "replacing the married couples
allowance with a new children's tax credit will give more help to families at the time they
need it most, when they have their children and when their children are growing up". 

 SWEDEN

 Overview of the Social Welfare System
5.45 The Swedish social security system, with the exception of unemployment insurance comes

under the jurisdiction of the Ministry of Health and Social Affairs. Social Insurance
includes: sickness insurance, parental insurance, basic and supplementary pension,
disability pension, part-time pension and work injury insurance. 

5.46 Social Insurance in Sweden is financed mainly by contributions from the employer, with
the basic pension scheme financed to a great extent by tax revenue. In 1998 contributions
by the insured persons themselves have been introduced. At the present time they cover a
minor part of the insurance costs.

5.47 Unemployment insurance comes under the jurisdiction of the Ministry of Labour. It
consists of two parts: a basic allowance and optional income related benefit. Both parts are
mainly financed by contributions from the employer. The optional income related benefit
is voluntary, however, members of different trade unions collectively join the insurance.

5.48 Social Assistance comes under the jurisdiction of the Ministry of Health and Social
Affairs. It is supervised by the National Board of Health and Welfare. The local
administration of social assistance, including care and service for children and families,
care for the elderly and handicapped, is the responsibility of the municipalities and is
financed mainly through local taxation.

Social Insurance
5.49 Social insurance is the main element of Swedish social policy. It aims at guaranteeing

basic financial security against hardship in the event of illness, unemployment, old age and
handicap. It includes health and medical services as well as family and other benefits
(sickness benefit, parental benefit, child allowance, pensions, housing allowance etc.). The
main feature of Swedish social insurance is its universal nature; the whole population is
covered on an individual basis by a uniform system, irrespective of occupation, and in
many cases, regardless of whether the person is gainfully employed. This represents, what
in Sweden is termed, universal social policy.
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5.50 National Insurance is administered by the regional social insurance offices. The National
Social Insurance Board, which is a state body, is responsible for managing and supervising
social security centrally and for the supervision of the work of these offices. Everyone over
the age of 16 resident in Sweden, irrespective of nationality, is registered (at a regional
office) with the insurance scheme. 

5.51 Certain insurance benefits are payable at a flat rate e.g. child allowance, for which there is
one rate for the first two children and an increased amount for the third and any further
children, while sickness benefit is related to earned income lost through illness.

Pensions
5.52 A new system of old-age pension is currently being devised. The description that follows

applies to the pension system in force in 1998.

5.53 The national pension scheme includes a basic pension and a supplementary pension (ATP)
based on income from 'gainful employment', while the right to a basic pension is based on
residence in Sweden. The normal retirement age is 65. However, a person may choose to
draw the old age pension from his/her 60th birthday or to postpone receipt until age 70.
The amounts received are lower if payments are begun earlier and higher if they are
delayed.

5.54 The public pension system is compulsory, of universal coverage and consists primarily of
two parts: 

5.55 a) The national flat rate basic pension based on residence in Sweden and financed
partly out of general revenue and partly out of contributions.

 The basic pension provides compulsory coverage for all residents. To qualify the
individual must be resident in Sweden for a period of at least 3 years. Everyone who
has lived in Sweden for at least 40 years, or has worked for at least 30 years is entitled
to a full national basic pension. 

Those who do not fulfil the residence or work requirements have their basic pension
reduced in proportion to the number of years they fall short of qualifying for a full
pension. Those who have low ATP pensions (see below) or none at all, receive a
supplement to their basic pension. 

 A special partial pension makes it possible for employees and self-employed people
aged 61-64 to combine part-time work with a pension.

 For the basic pension scheme, pensions paid out, and for the supplementary pension
scheme credits earned and pensions paid out are expressed in base amounts. The base
amount is changed every year by the Government having regard to changes in the CPI.
This means that pensions are increased in line with inflation. The Base Amount for
1998 was : SEK 36,400 (ECU 4,168).

 Basic Pension - The national basic pension provides a single person with an annual
payment of  96% of a base amount. 
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5.56 b) The national income related supplementary pension scheme (ATP) aims to
guarantee a pension related to previous earned income.

 Over the years, the ATP pension has become the more important of the two pension
schemes which are in operation. 

 To be eligible for the ATP pension, both Swedes and foreign citizens must have had
an income higher than the base amount (a figure related to the consumer price index)
for at least three years. The size of the pension is calculated on the basis of average
pensionable income during a person's 15 best-paid years. The maximum pension is
attained after 30 years of pensionable income, while at least three years are required
for the minimum pension.

 Coverage - all employees and self-employed aged 16-64 years with pensionable
income (income exceeding one base amount and up to and including 7.5 times the
base amount). 

 Incomes less than one base amount are exempted from the supplementary pensions
scheme. Incomes below the base amount are covered by the basic income scheme.

 The pension is protected against inflation by being linked to the base amount. In
approximate terms, the combined basic and ATP pension for a person with an average
industrial worker's salary will equal just over 70% of his/her earlier net income.

 Parliament in Sweden has approved a change in the pension system effective from
2000. Under the new system, the amount of ATP payable will be determined by the
contributions paid to the pension system on behalf of the individual during his/her
working life. Those who have only worked for a short period, or not at all, will be
guaranteed a minimum income.

5.57 In the last two decades, a number of social welfare reforms have been introduced with
a view to giving both men and women the opportunity to combine work with parental
responsibilities. These have occurred against a background of political support for full
employment of both men and women, regardless of marital or parental status and in
conjunction with a family policy which is based on the following principles:

 
• a policy for the child and not a policy to promote a particular family model,
• a policy based on equal rights, aiming to promote equal opportunities for all

children, as well as women and men,
• a pragmatic policy, focusing not on numbers of children to be born, but on taking

care of those actually born, aiming to provide conditions for child rearing that
favour the individual development and social integration of each child, irrespective
of family background,

• a policy which is closely linked to developments on the labour market, 
• a policy of social integration and prevention, primarily on the basis of universal

measures (i.e. as opposed to means-tested, selective/targeted measures), 

70



• a policy which is part of an integrated programme for economic and social
development, aiming to combat poverty and social exclusion by co-ordinated
measures within social security, social protection and employment policy.

5.58 The period since the 1960s has seen major developments in Swedish family policy. These
are linked to employment policy, aiming to mobilise and promote the development of all
human resources in the country. Policy makers acknowledge that the cost of a child is not
restricted to the costs associated with that child but that costs also include the loss of an
income to a parent, usually the mother, who has to interrupt her professional working life.
Swedish family policy has actively aimed to provide measures that help parents with
young children to reconcile work and family life. Measures taken include;

A Parental Insurance Scheme 
5.59 This scheme pays benefits to parents in connection with child bearing and child care. From

January 1995, leave of absence, with parental benefit, is provided for a total of 450 days,
half the time for the mother, half for the father. One parent may declare in writing that
he/she gives up entitlement to parental benefit to the other parent, except for a period of 30
days, the so called 'father’s/mother’s month' which cannot be transferred. Single parents
are entitled to take the full parental leave for themselves. 

5.60 The payment level was 75% of gross income for 360 days, however, in January 1998, this
was increased to 80%. There is a fixed daily rate for the remaining 90 days. Utilisation of
parental benefit may be deferred and spread over a period extending to the child's eighth
birthday. Benefits can be used in different ways - staying at home on a full-time basis or
working part-time for a longer period. Parents who are not employed prior to the birth of a
child receive the fixed daily rate for 450 days.

5.61 In addition to these benefits, all fathers are entitled to a ten day leave of absence with
parental benefit when a child is born. Either parent may also take time off for the care of a
sick child with compensation for loss of earnings (60 days per year). A parent may transfer
his/her right to their temporary parental benefit for the care of a child to another insured
person who refrains from gainful employment for this purpose in place of the parent.
Parents of children under age eight are also entitled to reduce their working day by two
hours, with a corresponding reduction in pay. The effectiveness of this policy, of giving
both men and women the opportunity to combine work with parental responsibilities, is
highlighted by the fact that women make up almost half of the labour force in Sweden. In
1995, 80% of women were in the labour force, compared to 85% of men. 

Social Assistance
5.62 The high level of labour force participation, with resulting entitlement to insurance based

welfare payments when required, and the comprehensive nature of social insurance, means
that social assistance is residual in nature. 

5.63 Social Assistance acts as a complement to the social insurance system in Sweden.
However, in spite of the comprehensive nature of that system, situations do arise where no
other form of economic assistance is available. Under the Social Services Act, the
individual is entitled to assistance for their livelihood and everyday living, if their needs
cannot be provided for in any other way; they must be assured of a reasonable standard of
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living. The National Board of Health and Welfare defines a social allowance standard for
the guidance of municipal authorities. The basic amount is adjusted to take account of
changes in the general price level. Decisions concerning assistance can be appealed to an
administrative court. 

5.64 The social allowance is intended to cover basic requirements such as food, clothing, cost
of housing etc. It is also intended to meet running costs such as the cost of a telephone,
television licence, insurance, daily papers etc. The social allowance can be paid to meet the
cost of essential domestic equipment, health and dental care and medical prescriptions. It
is considered to be of primary importance that this economic assistance should be co-
ordinated with measures that aim to improve the situation which gave rise to the need for
assistance in the first place.

5.65 Social allowance is framed in consultation with the individual concerned and aims to
strengthen his/her resources in the long term. Active measures for overcoming dependence
on social allowance have been increasingly focused upon with some municipalities
offering employment instead of social allowance.

5.66 Social Allowance is based on an individual assessment of needs (although where the
claimant is part of a family, the total family income will be taken into account), which in
turn means that the 'reasonable standard of living' may vary from case to case.

5.67 Social Allowance expenditure almost doubled in the period 1990 -1995. Young persons
and immigrants with neither jobs nor insurance were the main reason for this growth in
expenditure. This declined again in 1996 mainly due to the decline in numbers of refugees.
In 1995 Swedish households received social allowances for an average of about 3.5
months while the average benefit period for foreign households was approximately 8.5
months. 

 Overview of the Tax System
5.68 In Sweden there is a national income tax and a municipal tax which comprises taxes for

the municipality i.e. a central and local government personal income tax, based on the
same taxable income. 

 Taxable income refers to gross income minus the social security contribution and an
earned income allowance (which varies according to the amount earned). Allowances
include; 
• social security contribution (1% of earnings for the general pension and 2.95% of

earnings for the general health insurance),
• earned income allowance.

 For individuals, the national income tax between 1996 and 1999 was 25% on annual
income in excess of a certain amount (see below). The threshold has been fixed as a
multiple of the base amount, which is defined in the Social Security Act. The base amount
is increased for inflation and is used for calculating various social benefits (see above).

 The income tax schedule is as follows (1997);
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 Taxable Income (Skz)  Tax Payable

 0 - 209,100  Skz 100 
Over 209,100  Skz 100 +25%

 ( IR£1 = SWKrona 11.074)

 The average local tax is 31% of the taxable income. There is no earnings limit. 

The tax unit is the individual. Spouses are taxed separately.

Tax Reductions
 Certain credits may be subtracted directly from a persons total tax bill. The basic

deduction (personal exemption) is at least 24% of the base amount. In 1997 the deduction
was at least SEK 8,700, because the base amount stood at SEK 36,300.

 New developments in the tax system have resulted in the introduction of a special basic
deduction for retired people, totalling at least 1.5 base amounts if they are single and 1.325
base amounts if they are married, but not to exceed the national basic pension plus pension
supplement (ATP Pension).

 Summary
5.69 Social Insurance is the main element of Sweden’s social policy, which is characterised by

its universal nature, covering the whole population on an individual basis. As is the case in
the Netherlands the system is based on residency, rather than contributions made to the
system. Levels of payment are linked to the 'base amount', which in turn is linked to
inflation. Tax thresholds are also set with regard to this base amount, thus creating a link
between the tax and social welfare systems. 

5.70 One of the main features of Sweden’s government policy in recent decades has been to
provide men and women with the opportunity to combine work with parental
responsibilities, against a background of political support for full employment of men and
women regardless of marital status. There is an acknowledgement that the cost of a child is
not restricted to the costs associated with that child, but that costs also include the loss of
income to a parents, most often the mother. Measures taken have included a Parental
Insurance Scheme, which provides for paid leave of absence, shared between the mother a
father. (Following from an EU Directive, Parental Leave (non-paid) was introduced in
Ireland in 1998).

 5.71 The high participation rate of men and women in the labour force, together with the
availability of childcare facilities and other policies which facilitate the combination of
work and family life, and the comprehensive nature of social insurance, mean that social
assistance in Sweden is residual in nature, with entitlement to social welfare payments, for
the majority of the population, being established on an individual basis through social
insurance schemes. 
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 5.72 Social Assistance (which is comparable to a mix of both Social Assistance and
Supplementary Welfare Allowance in Ireland) acts as a complement to the social insurance
system. As is the case in Ireland, total family income is taken into account in assessing the
amount of social allowance to be paid.

NEW ZEALAND

Overview of the Social Welfare System
5.73 Social Welfare in New Zealand is divided into two types of support: 

  Income support, which includes: New Zealand Superannuation, Young Job Seekers
Allowance/+55 Benefit, Sickness Benefit and Domestic Purposes Benefit. Extra Help
which is available for people who are on a low income, or who are already in receipt of
income support. Most types of extra help depend on income, assets and costs. They
include: Accommodation Supplement, Childcare Subsidy and Family Support.

Income Support
 5.74 To receive income support one must be a legal resident of and normally resident in New

Zealand. Receipt of income support is dependent on the claimant’s income and assets (e.g.
in the case of unemployment payments). Income includes any income the claimant or
his/her partner receive from any source, such as work, investments, self employment,
private pensions. Assets include anything the claimant or their partner own from which
they can earn an income e.g. savings, shares, stocks, loans to others or property.
   

  5.75 Most of the benefits paid under income support are intended to assist with everyday living
costs and are only intended to be paid for a short time, while the claimant “gains
independence”.  There are different rates of payment for different types of income support,
with benefit amounts varying for single persons, married (or cohabiting) couples, single
persons with one or two children and married persons with one or two children. There is
no addition to the payment in cases of families with more than two children. Married
couples and those ‘living as if they were married’ are treated similarly under the system of
income support.

Examples of Income Support:of Income Support;

Domestic Purposes BenefitPurposes Benefit

5.76  Domestic Purposes Benefit provides income support to: 

• lone parents, who are over 18 (or 16 or over if they were legally married) and
supporting a child of their own.
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• older women living alone – they must have ‘become alone’ (without children at home
or a partner supporting them) after reaching aged 50 years. They must also have spent
a number of years caring for children, or caring for a sick or frail relative, or being
supported by a partner.

• those caring for someone sick or frail – they must be over 16 years and caring for
someone who would otherwise be in hospital (the person being cared for cannot be the
claimants partner or child). 

5.77 Domestic Purposes Benefit is paid to assist with everyday living costs, with a separate type
of benefit for claimants in each of these categories. When in receipt of the benefit, the
recipient has certain ‘work related responsibilities’, which depend on their family
situation:
• If they have children aged 7 to 13 years they must attend yearly planning meetings.
• If they have no children, or their youngest child is 14 or over, they must register with

the New Zealand Employment Service (WINZ) for part-time work or training.
• Payments are reduced if work related responsibilities are not met.

These ‘work related responsibilities’ also apply to those in receipt of  Widows Benefit and
the partners of recipients of Young Job Seekers Allowance/Unemployment Benefit/+55
Benefit. In the latter case, the portion of payment relating to the partner will be reduced if
they do not meet their work related responsibilities.

5.78 The amount paid depends on means, whether the claimant has named and legally identified
the other parent (in the case of lone parents) and the number of children living with and
being supported by the claimant. If income increases over a certain amount ($4160 pa /
$80 a week in 1998), then the amount of Domestic Purposes Benefit is reduced. However,
lone parents receive an additional $20 per week earnings disregard if their child is in
(certified) child care.

New Zealand Superannuation Zealand Superannuation
5.79 New Zealand Superannuation provides a retirement income upon reaching qualifying age

i.e. between 63 and 65. Persons must have lived in New Zealand for a total of 10 years
since aged 20 and for a total of five years since age 50 to qualify.

Amount of payment is dependent on whether:
• the claimant is single or married/living with a partner,
• the claimant lives alone or only with a child they support,
• the claimant’s partner qualifies for their own superannuation.

5.80 If the claimant’s partner does not qualify for his/her own superannuation he/she can be
‘included’ in the claimant’s payments. Where this situation arises, both of the couple will
be paid, but any other income either of them have could affect the amount they receive. If
a partner is included, other income above $4160 a year will affect rate of superannuation,
with 70c taken of the payment for each dollar of income over this limit. There is a special
rate of payment for people who live alone or only with a child they support. New Zealand
Superannuation is taxed before the claimant receives it.
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5.81 The Maximum (fortnightly) Rates of Payment Before Tax are as follows:

Married (both partners qualify)  $382.66 each

Married (only 1 partner qualifies)  $363.58 each

Single (living with others)  $467.60

Single (living alone)  $510.54

Extra Help
5.82 Extra Help is available for people who are on a low income, or who are already in receipt

of income support. Some examples of extra help include:

  Accommodation Supplement
5.83 This payments assists towards the cost of rent, board or the costs of owning a home. To

qualify for the supplement, accommodation costs must be over a certain amount and
income and assets must be under certain limits.

Childcare Subsidy
5.84 The Childcare Subsidy assists in paying for children to attend an early childhood service (a

licensed or chartered service). The payment is made directly to the childhood service.
  

5.85 Claimants can receive a subsidy for up to 9 hours per week if their family income is below
a certain limit (based on how many children are being supported) or up to 30 hours per
week if they are also:

  - working or on an approved course,
  - seriously ill or disabled.

Family Support
5.86 Family Support provides cash assistance for low income families. It is usually paid by

Income Support if the family’s main income is from a benefit, but is paid by Inland
Revenue if the total family income is below $20,000 per year before tax. The amount
received is dependent on the number of dependent children in the family and their age/s.

An Overview of the Tax System
5.87 Taxable Income – refers to gross family income plus unemployment and lone parents

benefits.

Allowances and Credits – Two reliefs exist which take the form of wasteable tax credits. Both
spouse and partner are individually eligible for these rebates.

Tax Unit – All individuals are taxed separately.

Tax  Rates – there are two rates of income tax 25% and 33% depending on the level of taxable
income.
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Summary.67 Summary
5.88 Most of the benefits paid under income support are intended to assist with everyday living

costs  and  are  only  intended  to  be  paid  for  a  short  time,  while  the  claimant  “gains
independence”.  

5.89 There is no equivalent to Unemployment Benefit i.e. an insurance based payment in New
Zealand, with means of the claimant and their partner being taken into account in assessing
entitlement to the payment. In this regard the social welfare system in Ireland has a much
greater degree of individualisation within it,  in that  people can build  up an individual
entitlement,  via participation in the labour market, to social  insurance based payments.
This entitlement is regardless of their marital status or the household income.
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5.90 As is the case in Ireland, those claiming unemployment income support must actively seek
employment.  However,  the  situation between the two countries  differs  in  that  in  New
Zealand, the claimant’s partner must also must also register for work when the youngest
child in the family reaches age 14 years. If the partner does not comply with this rule, their
‘portion’ of the payment (e.g. the ‘Qualified Adult Allowance in Ireland) is reduced.

5.91 This “work test” i.e. requirement to maintain links with and re-enter the work force also
applies to lone parents and widows. (While the One-Parent Family Payment in Ireland is
designed  to  encourage  lone  parents  to  enter  the  work  force,  it  is  not  a  requirement.
Similarly there in no requirement on widows in this country to seek employment).

CONCLUSION

5.92 Of the countries examined a common factor which emerges is that social insurance
systems provide the opportunity to establish direct rights with regard to entitlement to the
social  welfare system. How those rights are established varies from a residency based
system (i.e. those resident in the country for a period of time) to those in which entitlement
is  established  through  participation  in  the  work  force,  or  some  combination  of  both
(depending of the type of payment involved). Clearly an entitlement based on residency
provides more comprehensive coverage.

5.93 Another issue which arises in each country is the approach to the provision of childcare
facilities,  financial  assistance  for  childcare  purposes  and  the  extent  of  policies  which
facilitate the combination of family and working life in the various countries. The Group
noted that where there are comprehensive social insurance systems, there also tends to be a
high level of participation by women in the labour force. 
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PART 2

CHAPTER 6 GUIDING PRINCIPLES FOR THE GROUP

INTRODUCTION

6.1 Chapter 1 outlines the specific terms of reference for the Group. Before proceeding to
discuss the issues which arise from these and to assess specific policies for the future, it is
necessary to develop a framework of principles which will inform the analysis of particular
policy directions and options. The purpose of this chapter is to outline the principles
adopted by the Group against which various approaches are then evaluated. 

6.2 It should be noted that the principles which are outlined below refer mainly to the Social
Welfare system. The Group has attempted, as far as is possible, to apply these same
principles to the tax system, while recognising the difficulties which this entails given the
differing objectives associated with the two systems. The Report of the Expert Working
Group on the Integration of Tax and Social Welfare acknowledged this, stating that "this is
because the two systems have evolved independently and are focused on different
objectives. Essentially, one system is collecting money, mainly on the basis of ability to
pay, while the other distributes money, mainly on the basis of need"(p.102). In principle,
the State should be consistent in its treatment of individuals and households under both
systems, taking into account the Constitutional position. However, the Group recognises
that there are difficulties in achieving this.

 PRINCIPLES ADOPTED BY THE GROUP

6.3 The following are the principles which the Group consider should, as far as possible,
underpin both the Social Welfare and Taxation systems:

(i) adequacy 
(ii) equity
(iii) positive labour/behavioural incentives 
(iv) consistency 
(v) affordability

 These were identified previously by the Commission on Social Welfare (1986) and the
original Household Review Group (1991). The Commission on Taxation (1992) adopted
the criteria of equity, efficiency and simplicity against which to judge a tax system (p.83).
The Group recognised that these principles must be viewed in light of the provisions of the
Constitution regarding the status of the family based on marriage, which sets a context for
all of the discussion of options and analysis presented in this report. Given the legal
importance of this point, it is made again at the beginning of each option presented, where
directly relevant, vis a vis the principles adopted. The constitutional issues are set out in
detail in Chapter 2.
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6.4 In this context also, the Group noted that under the National Anti-Poverty Strategy
(NAPS), 'Sharing in Progress’ (1997), the Group is obliged to consider the impact of
policy options in relation to the likely effect that they would have on poverty and
inequalities with a view to poverty reduction (see Appendix 10). 

 
(i)    Adequacy

6.5 Historically, social security existed to deal with destitution and financial deprivation i.e. 
absolute poverty, a term which is now usually applied only to developing countries. In the
developed world, including Ireland, poverty is now understood in a relative rather than an
absolute context and is defined by reference to the prevailing socio-economic conditions.
As stated in the NAPS, "an understanding of poverty recognises that poverty involves
isolation, powerlessness and exclusion from participation in the normal activities of
society as well as lack of money. Relative poverty recognises that the unequal distribution
of resources and opportunities contributes to poverty. Such an understanding of poverty
recognises that people have social, emotional and cultural needs as well as physical
needs. It is thus recognised that relative poverty is multidimensional, dynamic and impacts
on individuals, households and communities". In developing the NAPS the following
definition of poverty was agreed; "People are living in poverty if their income and
resources (material, cultural and social) are so inadequate as to preclude them from
having a standard of living which is regarded as acceptable by Irish society generally. As
a result of inadequate income and resources people may be excluded and marginalised
from participating in activities which are considered the norm for other people in society"
(p.3).

6.6 Extensive research carried out by the Economic and Social Research Institute (ESRI) has
  analysed the extent and nature of poverty in Ireland and how this has and continues to    

change over time. The research shows that the numbers of people experiencing poverty
 between 1987 and 1994 increased, however the depth (i.e. how far below the poverty lines

 people fall) of that poverty declined over the same period (ESRI, 1996, p.85). The research
also identified the persistent and worsening problem of child poverty, with families with
three or more children facing a particularly high risk of poverty (ESRI, 1996, 1999). The
National Anti-Poverty Strategy report ‘Monitoring Poverty Trends’ (1999) shows that the
percentage of persons below income poverty lines, calculated as proportions of average
income, was generally higher in 1997 than in 1994. The depth of poverty also increased
sharply over the same period, having declined between 1987 and 1994. The report does
show, however, that there were significant reductions in levels of deprivation since 1994,
with the percentage both experiencing basic deprivation and below the 60% relative
income poverty line falling from 15% in 1994 to 10% in 1997. The Group acknowledges
that most people dependent on social welfare payments are living just above or below the
50% poverty line (ESRI, 1996). 

6.7       In this regard, social welfare rate increases in the 1999 Budget will bring all social welfare
payments up to or above the minimum levels recommended by the Commission on Social
Welfare. 

6.8 In this context the Group agreed that future changes to the tax/social welfare codes
should be made on the basis that the circumstances of families most at risk and their
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chances of moving out of poverty are not worsened, and if possible improved,
keeping in mind also the 'poverty proofing 'requirements as outlined in the NAPS. 

(ii)     Equity
6.9 The principle of "horizontal equity" - namely that all groups should be treated equitably in

so far as title to payment is concerned, should result in families in similar circumstances
and with similar needs receiving the same level of support i.e. a needs based system.
However, the extent to which this principle underpins the present social welfare payment
structure is a matter of judgement. The current (insurance) system, as a whole, is a
'Beveridge' type system, based on the identification of contingencies and the payment of
insurance/contributory benefits to replace income lost as a result of such contingencies e.g.
unemployment, sickness, etc. If contingency is taken as the main organising principle of
the system then it implies, for example, that all unemployed individuals should be entitled
to unemployment assistance regardless of their sex, marital status or household
circumstances. 

6.10 Social assistance payments, on the other hand, are based on needs as defined by means
testing, whereby household and family circumstances are taken into account in
determining that need and are designed for those who fail to satisfy the contributory
conditions governing social insurance payments. Thus a 'needs based' approach provides a
rationale for a general limitation on payments based on household circumstances.

6.11 In the current social welfare system, both contingency and needs based criteria apply in
that both social insurance and social assistance payments are made only when certain
contingencies are realised, such as unemployment, old age or illness and needs are then
assessed in the case of social assistance payments.

6.12 An alternative approach to the current organisation of the social welfare system would be
based on the concept of citizenship and individual rights. Citizenship is a concept which
embraces civil, political and social rights, with social rights removing the barriers in the
way of the full and equal exercise of civil and political rights (Marshall, 1963). Of the
three types of rights which exist in civil society, social rights are less concrete and less
developed. Social rights derive from our shared citizenship which in turn is closely related
to the common good i.e. that there are common values over and above individual interests.
The concept of citizenship brings into focus the entire society. As citizens each person is
entitled to claim whatever privileges spring from being a member of the society and in
return, is required to undertake certain duties. At its essence, the concept of citizenship
suggests not that everyone should be the same but that there is some common floor or
package of rights to which people are entitled and with respect to which they are equal
because they are members of the same society.

6.13 Social rights generally include the right to a minimum economic welfare and security, the
right to a share in the full social heritage of one's society and the right to live a civilised
life according to the standards prevailing in society. Social rights then, are a means of
providing for social and economic needs in a collective way in which the cost is shared. To
the extent that citizenship has a social component, it is linked to some set of normal or
common standards that are determined in a relative way. Inequality prevents full
citizenship and social rights are conferred so as to reduce that inequality. 
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6.14 Citizenship implies not just that certain needs will be met by the state but that the best way
of guaranteeing this is by providing citizens with social rights. The degree to which
societies have provided social rights varies widely. Possibly the European country with the
most developed social rights framework is Sweden. There, full employment is one of the
first priorities of government and citizens who cannot participate in the labour market
receive high benefit levels. Equally participation in employment is often a condition for
receiving the many social services provided by the state e.g. childcare. Rights are balanced
with responsibilities, for both the government which is committed to providing either
employment or a high replacement income, and for able bodied citizens who are obliged to
work should suitable work be available. 

6.15 The notion of individual rights and citizenship is a recurring theme in the work of the
Commission of the European Union. The White Paper on European Social Policy states
that the "Commission will make proposals for the removal of discriminatory fiscal and
social protection policies and for the individualisation of rights" (Chapter 5, para 9).
Within the large variety of taxation and security systems in the European Union member
states there is no pure system of individualised rights. All systems contain a combination
of derived and individual rights. So in social security for example, derived rights to
benefits for a person outside the labour market may originate by relationship to a person
who is economically active and who is entitled to have direct access to benefits of different
types. The relationships may vary according to country, to social security regimes, by age
or by other factors. The relationships may be those of parenthood, of marriage or of
cohabitation" (Equal Opportunities for Women and Men in the EU, 1996). 

6.16 The present structure of social welfare payments in Ireland has not accommodated
individual rights to any great degree. Instead a number of payments (particularly social
assistance), are based on the notion of derived rights linked to the composition of the
household and the relation between an individual (usually 'qualified adult') and a
beneficiary of direct rights. For example: 

• in the case of a married or cohabiting couple in receipt of a social welfare payment, as
well as presuming the existence of economies of scale, there is a presumption of
economic dependency in that the payment is made up of a personal rate plus a payment
for a qualified adult, where the spouse/partner claiming the social welfare payment can
claim a "Qualified Adult Allowance" for his/her spouse/partner. 

• in relation to couples, the social welfare system treats those married and cohabiting in
the same way, yet in married situations, spouses have legal obligations to each other
that do not exist in a cohabiting relationship. 

6.17 Title to a social welfare payment is not, therefore, predicated on a person having a basic
right as a citizen to an income. Adopting a rights perspective would suggest an
independent social welfare entitlement for all regardless of their sex or marital status,
similar to the position which currently exists with regard to social insurance payments,
ensuring also that the rights of minorities are guaranteed through anti-discrimination
measures. 
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6.18 'Equity' should imply more than simply ensuring that all social welfare clients are treated
equitably. There is also the broader issue of the relationship between social welfare clients
and the living standards and opportunities of the broader community/society. Maintaining
such equity is essential if social welfare recipients and those on low income are to be able
to participate more fully in society. This also arises under the principle of "adequacy".

6.19 In the context of taxation the Commission on Taxation in its first report (July, 1982),
stated that “equity is an essential quality of the tax system”. It distinguished between “the
two dimensions of horizontal and vertical equity: persons in the same situation should be
treated equally, and those more favourably placed should be required to pay more” (p.83).

6.20 The Group agrees with the fundamental principle of "horizontal equity" namely that
all persons/groups in the same situation/circumstances should be treated equitably in
so far as title to payment is concerned, provided that the payment meets the
adequacy principle.  

(iii)   Improving Incentives - widely defined
6.21 As already stated, the original model of social welfare adopted in this country was based

on traditional assumptions about families in which men were in full-time employment and
women were primarily wives and mothers. Thus women's role was seen as that of unpaid
carer and homemaker rather than paid worker. This model excluded women from coverage
in the social welfare system in their own right. Social, demographic and labour market
changes have, in turn, resulted in policy changes in employment equality legislation,
taxation and social welfare, with the systems now attempting to be neutral in terms of
influencing people's basic choices regarding general life-style or choice of living
arrangements, while simultaneously facilitating the transition from unemployment to
employment. There is acceptance, however that tax and social security policies continue to
have an effect on people's choices in relation to family formation, labour market
participation etc. 

Household Formation 
6.22 Some members of the Group considered that the tax and social welfare systems should

ideally have a neutral effect on the formation of household types. Other members pointed
out, however, that the principal aim must be one of achieving equity between all groups
with a special emphasis on families based on marriage bearing in mind the Constitutional
commitment to such families. 

6.23 Taking into account the view of some members (as set out above), the Group agrees
that the focus should be on support for children rather than on  the marital status of
their parents. In addition to the advantages for children of such an approach, it is
also felt that changing the focus away from the status of the parents should help in
surmounting any Constitutional difficulties which may arise in considering proposals
for the treatment of married, cohabiting and one-parent families.

Behavioural Implications 
6.24 There is little research in Ireland on the behavioural implications of tax/social welfare changes,

but instances have been identified where the tax/social welfare systems could influence people's
behaviour, as set out below. For example;
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a) At the moment two people each in receipt of a full personal rate of UA would

receive a total payment equivalent to 1.6 of a personal rate if they got married or
cohabited. Thus the social welfare system can affect social behaviour as it can act as
a financial disincentive for people to form a couple. 

 b) To the extent that the tax system influences choice of household type, it favours
marriage over cohabitation. However, where there are children involved, the tax
system might be viewed as a financial disincentive to the formation of stable
relationships, in that a lone parent receives a single parent's income tax allowance in
addition to his/her single person's allowance, bringing the basic allowance to that of
a married couple. She/he, however, loses the 'single parents' tax allowance (and One-
Parent Family Payment) if cohabitation occurs and additionally does not benefit
from transferability of allowances. The Group did not examine any research in
relation to the relative stability of cohabitation compared to marriage.

 c) In relation to employment, the immediate withdrawal of rent allowance, payable
under the social welfare system, may constitute a financial disincentive for a social
welfare recipient to take up work. This particular problem was amongst a range of
issues addressed in a report entitled 'The Disincentive Effects of Secondary Benefits',
prepared by Goodbody Economic Consultants (1999). The report was commissioned
by an inter-departmental working group established to examine the wide range of
issues in this area. Following the publication of the Report and in line with a
commitment contained in the Partnership 2000 Agreement, discussions have now
commenced with the social partners on how best to tackle the employment trap
caused by the withdrawal of the Rent (and Mortgage Interest) Supplement on taking
up employment.

 d) As set out in Chapter 10, lone parents participating in CE schemes currently receive
child dependant payments in addition to the basic CE allowance and also receive a
child dependant allowance as part of their OFP i.e. two child dependant allowances
to one person in respect of the same child/children. 

6.25       There is considerable scope for discussion as to the desirability or otherwise of possible
behavioural changes. Any review of the tax and social welfare codes presents an
opportunity to address and indeed create or rationalise incentives and disincentives to
employment and social behaviour and family formation and other living arrangements. 

6.26 With regard to labour market participation and household formation, the Group
agrees that the tax and social welfare systems should provide incentives that allow
people make the transition from social welfare to work, and at a minimum should not
be a disincentive to such a move, while being neutral in terms of household
formation. 

(iv)    Consistency
Between the Tax and Social Welfare Systems 

6.27 Currently the tax and social welfare systems are not uniformly consistent in their treatment
of individuals and households. This is because, as stated earlier, the two systems have
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evolved independently and are focused on different objectives. This is reflected in their
differing responses to the various Constitutional cases and Court judgments (Chapter 2). 

 Within the Social Welfare System 
6.28 While there has been progress in moving towards more consistent treatment of social

welfare clients - for example the introduction of a more streamlined means test for
Unemployment Assistance - it is accepted that within the social welfare payments system
there are still a number of variations in the treatment of different categories of clients.
Some examples: 
• two people either married or living together as husband and wife may receive about 1.6

of a personal rate. This reflects a presumption that economies of scale exist i.e. that it
is not twice as expensive for two people to live as for one as basic living costs such as
housing, heating etc. can be shared. However, this approach does not apply in the case
of two old age pensioners, where each of the couple may receive a maximum rate non-
contributory pension.

• the means test for One-Parent Family Payment is more generous than that used for
Unemployment Assistance. This reflects the view that one parent families have
particular difficulties and expenses in relation to parenting alone and participating in
the labour force.

Within the Tax System  
6.29 Under the current income tax system married couples, where the spouses are living

together, are entitled to be treated as a single unit for income tax purposes with twice the
allowances and tax bands of a single person. Alternatively, a married couple can elect to be
treated as two single persons. Cohabiting couples, however, are treated as two single
people for income tax purposes. Each partner is entitled to his/her own personal
allowances, tax bands and reliefs but these allowances / bands cannot be transferred to the
other partner, nor can one partner share unused allowances and bands of the other. In
addition, the special reliefs for single parents do not apply in the case of cohabiting
couples.

6.30 In principle the Group agrees that there should be consistent treatment of individuals
and households under both the tax and social welfare systems. However, the Group
recognises that there are difficulties in achieving this. These difficulties were also
recognised by the Expert Working Group on the Integration of Tax and Social
Welfare. However they considered, as does this Group, that at a minimum, efforts
should be made to remove / reduce specific anomalies which are not justifiable.

(v)    Affordability
6.31 Affordability was another key principle informing the Group's deliberations. Affordability

is taken in a broad context, namely the stated objective of Government policy in relation to
budgetary policy and the burden of personal taxation. The Group notes that the overriding
constraint within which policy initiatives must be funded is provided by the 'Stability and
Growth Pact' which commits the Government to run a general government balance close to
balance or in surplus in normal conditions. The Group was conscious of the radical
improvement in economic performance that has occurred since the late 1980s, an
improvement which coincided with the adoption of more prudent financial management. It
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noted that the buoyant economic growth now being experienced is resulting in a rate of
increase in employment unequalled by any other member of the EU. The Group recognises
the commitment of the Government that total net Government spending is not to increase
by more than an annual average of 4%. The Budgetary objectives are as set out in the
multi-annual budgetary projections presented with each year's budget.
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6.32 The objectives in relation to personal taxation refer to the commitments in the Government
programme to reduce the burden of personal taxation, while being committed also to
'family friendly' tax policies. In considering personal taxation the Group was also informed
by the emphasis placed by the Social Partners on reducing this burden, in each of the four
National Programmes to date.

6.33 The Group was fully aware that most of the problems which it is addressing could be
solved if resources were not a constraint. As however this is not the case, the test of
affordability always had to be applied to any proposal affecting revenue or
expenditure. Affordability was considered by the Group to refer clearly to the net
stand alone cost of particular proposals and the measures necessary to pay for these.
While the Group did not take the view that proposals should necessarily be cost
neutral, it examined ways of raising revenue to meet costs. It also considered also that
if costs were involved in a proposal these should be assessed in relation to the benefits
arising from implementation. 
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CHAPTER 7 ISSUES FOR THE GROUP 

INTRODUCTION

7.1 Taking into account the social, demographic and labour market changes which are outlined in
Chapter 2, the Group concentrated on a number of complex issues which are discussed below.
These include: 

A)  The tax and welfare treatment of different forms of household and of families with
children, 

B)  Analysis of the Social Welfare Code/Equivalence Scales/ Individualisation, 

C)  Labour market programmes with particular emphasis on the Community Employment
Programme.  

A) THE TAX/WELFARE TREATMENT OF DIFFERENT FORMS OF HOUSEHOLD AND OF

FAMILIES WITH CHILDREN

Married Couples 
7.2 The main issue being examined by the Group with regard to married and cohabiting

couples and lone parents is their differing treatment under the tax code, as outlined below.
Under the current income tax system married couples living together, and subject to
certain conditions (see Chapter 4), and separated and divorced couples are entitled to be
treated as a single unit for tax purposes with double the allowances and tax bands of a
single person. Alternatively, such couples can opt to be treated as two single persons for
tax purposes.

 7.3 With regard to capital taxes a married couple are treated as a single unit for most tax
purposes. There is no Capital Acquisitions Tax, Capital Gains Tax, Probate Tax or Stamp
Duty on property passing between spouses. In addition, in certain circumstances (see
Chapter 4), property passing between spouses on separation or divorce is also not liable to
taxation.

Cohabiting Couples 
7.4 As stated above, the main issue being examined by the Group with regard to married

cohabiting couples is  their differing treatment under the tax code. Cohabiting couples are
treated as two single people for income tax purposes. Each partner is entitled to his/her
own personal allowances, tax bands and reliefs but these allowances/bands cannot be
transferred to the other partner, nor can one partner share unused allowances and bands of
the other. In addition, the special reliefs for single parents do not apply in the case of
cohabiting couples with children. 

 7.5 Cohabiting couples are treated as two single people for capital tax purposes also. This
means that Capital Acquisitions Tax, Capital Gains Tax, Probate Tax and Stamp Duty is
chargeable at the normal rates on property passing between them.
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7.6 There are no special income tax allowances for unmarried couples living together. In this
context, it should be recognised that tax law follows the general law relating to marriage.
The basis on which the married couple are given double the tax allowances and standard
rate band applicable to a single person derives from the Supreme Court decision in
Murphy v the Attorney General (1980), the effect of which was that it was contrary to the
Constitution to tax a married couple, both of whom had earned income, more heavily than
two single persons of similar combined incomes. In reacting to the Supreme Court
decision, the Government of the day decided that the relief provided by the decision to two
earner married couples should also be extended to single earner married couples. 

7.7 In comparison, the Social Welfare System treats married and cohabiting couples
identically. Means testing is based on the household income, a Qualified Adult Allowance
is paid in both cases, and payments are capped at the main claimant and qualified adult
rate (the last on foot of the Supreme Court decision in the Hyland case in 1989).

 Lone Parents 
7.8 Lone parents, whether unmarried, widowed, separated or divorced, are entitled to a single

parents income tax allowance in addition to their single persons allowance. The aggregate
of the basic personal allowance and the single parents allowance is equivalent to the
married allowance. In other respects (e.g. tax bands) they are treated as single persons for
tax purposes (although widowed parents have a higher mortgage interest entitlement than
other single persons). Entitlement to the single parents allowance ceases if the claimant
marries or cohabits. 

7.9 In the case of those parenting alone, the One-Parent Family Payment (OFP) is a means
tested social welfare payment, although in the case of those lone parents residing in the
family home, household income is not taken into account. OFP ceases to be payable if the
person cohabits. Under the means-test lone parents can earn up to £115.38 per week
without affecting their social welfare entitlement. The means test recognises that lone
parents face particular difficulties and costs, especially for childcare, in trying to access to
training or the labour market. In addition, the Child Dependent Allowance payment made
to recipients of OFP is higher than that attached to other social welfare payments.

 Families with Children
7.10 The main issues being examined by the Group under this heading are the possibilities and

options for the redistribution of resources to families with children (for reasons set out in
the following paragraphs). 

7.11 As stated above, under the present income tax system married couples, where only one
spouse is earning an income, can transfer the tax free allowances and tax bands of the non-
earning spouse to the earning spouse, thus greatly reducing the tax liability of the one-
earner married household (with or without children).

7.12 The current taxation of married couples has been interpreted by some commentators as a
"support to childcare", on the assumption that the majority of stay-at-home spouses stayed
out of the labour force to look after their children (Fahey 1998). Another interpretation of
the current taxation treatment of married couples is that it is based on the principle of
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ability to pay rather than being a support to childcare and that the policy reasons for the
way the Government revised the law relating to the taxation of married couples goes
beyond support to child care. On its introduction the Minister for Finance stated that: 

"With regard to the taxation of married couples, the Government are satisfied, in the light
of recent developments, that nothing less than substantial changes in income taxation will
now suffice. We intend, therefore, to implement our undertaking to alleviate the taxation
of married couples. A narrow approach towards effecting the minimum changes to meet
the Supreme Court's decision (re the Murphy Judgment - see Chapter 2) would lead to
unjustifiable discrimination against the one income family, particularly where a married
woman elects to care for the family on a full-time basis at home rather than take up work
outside the home.

Even in cases where both spouses are working, their tax liability, if nothing were done,
would vary depending on how income were divided between them. There would also be
considerable scope for tax avoidance by self-employed and better-off taxpayers, who
could now attempt to take advantage of the Court's decision and arrange for both spouses
to have an income designed to minimise liability to tax. 

To implement the basic principle that taxpayers with the same income and the same family
and social circumstances should pay the same amount of tax, the Government have
decided to implement now in full our longer term plans for income splitting. This means in
effect that all married couples, whether with one or two incomes, will have the benefit of
double the personal allowances and rate bands applicable to single persons" (Budget
Statement of the Minister for Finance, 27 February 1980). 

7.13 Subsequent support for this position came from the Commission on Taxation in its First
Report (1982) when it recommended that a husband and wife living together should be
regarded as a basic unit for tax purposes and accepted the doubling of the single
entitlements for such a unit. Married couples should however, have the right to be taxed as
two single persons if they so wished.

7.14 It has been argued, however, that "the tax benefits involved (with regard to married
couples) are not tied to the presence of children, but depend solely on the non-earner being
married to the earner. An estimate based on the 1995 Labour Force Survey concluded that
about one-third of spouses who might have benefited from this arrangement were not
involved in childcare, as they either had no children or their children were grown up, while
mothers with children of pre-school age accounted for only a quarter of those actually
receiving the benefit and a little over half of all mothers of young children" (Fahey, 1998,
p.78). However, there is no reason why the benefits should necessarily be tied to the
existence of children. The rationale for the current treatment is as set out in the Minister
for Finance’s Budget Statement quoted above.

7.15 Some members of the Group consider that where there are children involved the tax
system could be viewed as a disincentive to the formation of cohabiting relationships, in
that lone parents receive a single parent's income tax allowance in addition to their single
person's allowance, bringing the basic allowance to that of a married couple. They
however, lose their 'single parents' allowance if they cohabit or marry. A similar view
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could be taken of the social welfare system, in that a lone parent loses his/her OFP in
addition to the earnings disregards which accompany this, if she/he cohabits. Other
members of the Group note that, in the case of the tax allowance, the statutory prohibition
for cohabiting couples is an anti-avoidance provision designed specifically to prevent
cohabiting couples receiving more favourable treatment than married people.

 
7.16 The Report of the Expert Working Group on the Integration of Tax and Social Welfare

(TWIG) recommended that "consideration should be given to the possibility of allowing
for joint taxation of cohabiting couples with children, where such a couple have a child
largely or mainly resident with them who is maintained wholly or mainly by the couple
concerned"(p.106). 

7.17 A key issue addressed by the Group in its discussions on the taxation of cohabiting couples
and the tax treatment of families with children is whether policy is going to move to
restrict transferability or to extend it from married couples to cohabiting couples. If, for
example, policy were to move towards restriction of transferability for married couples in
the longer term, then a short term move towards extending transferability to cohabiting
couples would not be appropriate. However, if for example, transferability was restricted
to those with dependent children then it could be argued that extending transferability to
cohabiting couples with children would be consistent, as such a move would reflect a clear
policy focus on support for children regardless of the marital status of their parents. 

B) ANALYSIS OF THE SOCIAL WELFARE CODE / EQUIVALENCE SCALES

 Qualified Adults & Equivalence Scales
7.18 The social welfare system's rates of payment for couples comprise a personal rate for the

claimant combined with a smaller amount in respect of the claimant's partner. This amount
represents the maximum rate payable in respect of a couple where one of the couple is
claiming for both partners and also where both of the couple are claiming in their own
right for certain entitlements through the operation of the limitation rule (Chapter 4).
Currently payments to qualified adults represent approximately 58-60% of the main
claimant's rate. This policy is based on the assumption that couples share income and
expenditure and that couples living together achieve economies of scale over the
expenditure of two single people living apart. (This contrasts with the tax system which
provides couples with twice the allowances enjoyed by a single person.)

7.19 Research (Fitzgerald 1992, Cousins 1995, ESRI 1998, McDonagh 1999) however argues
that: 

• the current rates of payment under the social welfare system exaggerate the economies
achieved by couples over single people. 

• one universal adult equivalence scale may not be appropriate, with economies of scale
being far more prevalent in certain categories of spending and certain types of
household. 
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• the items of expenditure which were most likely to result in economies of scale such
as heating, electricity and housing are catered for outside the mainstream rates
of payment (via Rent Supplement, Fuel Schemes etc.) and this separate provision
already takes account of such savings by basing payment on a household as opposed
to an individual basis. Consequently, taking account of these savings again for the
main welfare rates of payment amounts to a double counting, which exaggerates the
amount of savings achieved by couples on items of expenditure which these rates of
payment are designed to meet such as food and clothing.

 The results of the ESRI research mentioned above are outlined in detail later in Chapter 8. 

 Individualisation
7.20 The notion of individualised treatment has been one of the issues with regard to the social

welfare treatment of families which has been examined by the Group. Individualisation is
viewed as relevant for the Group to examine because it has the potential to diminish and
eradicate differences in treatment of various household types.

7.21 There are a number of possible definitions of and dimensions to individualisation. One
variant of individualisation is that which confers rights on all individuals as individuals
without reference to any personal, familial, household or marital status (McCashin, 1997).
McLoughlin (1997) refers to individualisation as "a reform agenda in which systems of
social security move further towards a basis of individual entitlements and systems of
taxation are based on individual assessment of personal income. The contrast is with
systems based on aggregation of the means and income of more than one person. Most
commonly such aggregation has taken the form of assessment of couples, married or
unmarried, and their children for means-tested benefits and/or personal income taxation;
and less commonly the assessment of extended families - that is, including non-dependent
children, grandparents and siblings.

7.22  With regard to the tax system, married couples are entitled to opt for treatment as two
single persons i.e. as individuals. However, only a small number of married couples avail
of this option as joint assessment, which provides for transferability of bands and
allowances, is usually more beneficial.

7.23 The theme of individualising entitlements is a recurring one in the work of the
Commission of the European Union. In the White Paper on 'Growth, Competitiveness and
Employment', Chapter 8 ('Turning Growth into Jobs'), the objective is "to reinforce
practices that favour equal opportunities for men and women". In particular, this should
entail "eliminating any potentially discriminatory fiscal and social protection policies
which can discourage women's equal participation in the formal labour market" and
"ensuring that taxation and social security systems reflect the fact that women and men
may well act as individuals in seeking employment and reconciling work and family life". 

7.24 The subject of individualised rights in social security is explicitly mentioned in the Second
Programme of Action for Equal Opportunity (1986-1990): “member States should a)
devise measures for eliminating from social security budgets any discriminatory effect
against women; b) assure progressive individualisation of rights in order to eliminate
indirect discrimination”. This is again mentioned in the Third Programme of Action
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(1991-1995) which calls for a clarification of the concept of  “indirect discrimination”.
“Dependent rights” are the particular target of this idea of indirect discrimination. The
Fourth Programme of Action (1996-2000) refers expressly to the need to proceed with the
individualisation of rights in social security and in tax matters so as to reduce
discrimination in the employment market and to insure women’s independence.

7.25 In virtually all EU member states, the social security systems contain elements which
connect the social protection of an individual with specific family relations, marriage
relations or cohabitation situations. These links can entitle the individual to certain social
security benefits. They can also vary the amount of benefits and allowances to which a
person is entitled. The individualisation of rights aims to stop the practice of taking
account of these links when ensuring social protection of a person. By individualising the
system each person would become autonomous from his/her family/marital/cohabitation
relations as far as entitlement to social security payments are concerned.

7.26 Before moving on to describe various methods of individualisation, it is first useful to
distinguish between derived rights and direct rights in the social welfare system. The
individualisation of social security rights implies the abolition or at least the limitation of
derived rights and the development of direct rights.

7.27 Direct rights are acquired by an individual on the basis of the contributions they have paid
to the social security system, in most cases this covers workers who have acquired social
security rights because of the contributions paid in the context of paid employment. This is
based on the principle of insurance. The cost of the insurance is not however linked to the
size of the risk but to income. Direct rights can also be acquired on the basis of a universal
entitlement to rights: it can be enough to be a resident of a country in order to establish
entitlement, in which case the issue of derived rights does not arise: all residents are
covered by the social security system regardless of their status in the labour market. 

7.28 In Ireland, as in other EU countries, a number of benefits are linked to the composition of
the household and the relation between an individual and a beneficiary of direct rights,
these are derived rights. For example, the beneficiary of the direct rights acquires these
due to his/her contributions made via participation in paid employment, but he/she may
also receive additional benefits if he/she has a dependent family or members of his/her
household may receive benefits solely because of his/her entitlement to rights. These
benefits, which are linked to the household situation and do not depend on contributions
are defined as derived rights. These derived rights are introduced to extend social
protection to persons with no/insufficient paid employment record, and based on a
relationship with the holder of direct rights.

7.29 The following approaches to individualisation in the social welfare code were explored by
the Group. These include:

a) Total Independent treatment in the social welfare system
7.30 This would mean individual entitlement to social welfare payments and individual means

tests. Each individual would be able to claim a payment in his/her own right, based on
either his/her contribution record, or his/her own income (spouses income would not be
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included in the means test). Persons in the home, who were available for and seeking
work, would be allowed to claim unemployment assistance. 

b) Expansion of the social insurance system
7.31 This would involve the replacement of derived rights in social insurance with

participation/direct rights. It could be facilitated by the introduction of credits for those
caring, in education etc.(some steps have already been taken in this regard e.g. the
introduction of disregards for Home Makers in April 1994), the possible introduction of
part-time unemployment benefit, and the abolition of  'qualified adult' payments, which
would no longer be necessary as people would establish an individual entitlement to a
insurance payment (through meeting the necessary contribution conditions). 

7.32 Alternatively, a system of insurance based purely on residency and thereby covering the
entire population, similar to that which operates in the Netherlands could be introduced
(Chapter 5). It is important to note that as long as gender inequalities persist in the labour
market, women tend to be better protected in the systems where social security benefits are
based on citizenship as compared to those based on employment history, although these
types of systems do not function as an incentive to enter the labour market.

7.33 The expansion in the numbers covered by the insurance system is already happening with
increasing numbers of women, particularly women with children, moving into
employment (44.5% of married women with at least one child under 5 years are now in the
labour force - LFS 1996). In addition the number of qualified adults of those in receipt of
unemployment support payments has decreased by over 40% since 1991 (Chapter 2). On
the pensions side a type of individualisation already operates in relation to the non-
contributory pension where each of a couple over age 66 can claim a pension in his/her
own right (any means are shared equally between the couple). 

7.34 Other initiatives, which have resulted in the expansion of the social insurance system
include the extension of social insurance to the self employed in 1988, to part-time
workers in 1991 and to new civil/public servants in 1995. The first extended social
insurance to approximately 130,000 persons, in respect of old age and widows pensions.
However, the benefits payable will, in many cases replace existing means-tested payments
which are being paid to elderly self-employed persons and their survivors. In 1991, social
insurance was extended to all workers earning over £25 (now £30) per week; this meant
that a further 25,000 workers (predominantly women) became entitled to pro-rata short
term benefits.

7.35 On the pensions side, the role of contributory (PRSI related) payments has increased
significantly as set out in the Pensions Board Report ‘Securing Retirement Income’
(1998). Over time there has been a shift in the composition of recipients of social welfare
old age pensions. In 1986, of the total number receiving these payments, 47% were in
receipt of a contributory payment compared to 58% in 1996 and a projected 86% in 2016
(Actuarial Review, 1997).
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7.36 Across Europe it has been argued that “due to their insertion into the salary earning
society, women have increasingly acquired their own social rights resulting from their
work, and are therefore no longer dependent on their partner for access to social
citizenship. From this point of view it may be considered that a process of individualising
social rights is underway” (Letablier, M.T., 1999).
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c) Individualise the resources allocated to spouses and partners working in the home through
the tax and social welfare system  

7.37 This proposal is based on the paper ‘The Policy Challenge in Reforming the Tax/Welfare
Treatment of Households’, presented by McCashin at the policy seminar organised for the
Group (see Appendix 2). It would involve the abolition of 'Qualified Adult' payments and
tax allowances for spouses and the introduction of a Home Responsibility Allowance -
payable to all 'housewives/homemakers' (married or unmarried), non means tested and
untaxed. It could be targeted at couples with children only (a Parental Allowance).
Spouses individual rights to unemployment payments would be abolished.

d)  Administrative individualisation 
7.38 This would entail paying the same amounts as in the current social welfare system but with

the payment being 'split' between the couple i.e. personal rate of payment and the qualified
adult rate divided in half and any child dependent payments being given to whoever
applied for the split payment (usually the woman). This facility is already available, on
request, within the social welfare system and usually in cases involving family problems.  

A variant of this option is:

e) Assessment for means-tested social welfare payments on a couple basis, but once
entitlement is established payment of full rates on an individual basis.         

7.39 This is the situation which currently exists in the social welfare system with regard to Old
Age Non-Contributory Pensions, already described.

C)         LABOUR MARKET PROGRAMMES, WITH PARTICULAR EMPHASIS ON THE            
              COMMUNITY EMPLOYMENT PROGRAMME  (CE) 

7.40 In recent years there has been a significant growth in the number of schemes designed to
encourage and support  the transition of welfare recipients to work. The interaction
between the payment structures of the labour market programmes and the social welfare
payments received by participants has, in some cases, resulted in anomalies which are
perceived as being unfair and inequitable. These issues are outlined more fully in chapters
10 and 11.

Community Employment, Lone Parents and Incentive Issues
7.41 CE is attractive to lone parents for a numbers of reasons: financial, availability of

childcare, flexibility of working hours, location of work often in the local community. It is,
however, the financial aspect of lone parents participation in CE which is most focused
upon. CE schemes are financially attractive for lone parents because of the more
favourable means test which applies under the One-Parent Family Payment (OFP). Under
this means test lone parents can earn up to £115.38 per week without effecting their social
welfare entitlement. The means test recognises that lone parents face particular difficulties
and costs in rearing children alone, especially related to childcare, necessary for accessing
education and training and for entering/re-entering the labour market. Accordingly, CE
earnings combined with the OFP assists in these costs while providing a financial
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encouragement to lone parents to return / enter the labour force. This, however, also gives
lone parents a financial advantage over other welfare recipients participating on CE, in
addition, to creating a disincentive to lone parents to form stable relationships, as they
would experience a significant reduction on their income.
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CHAPTER 8    OPTIONES AND ANALSYSES

8.1 At the beginning of this chapter it is useful to summarise the key issues and concerns which
have come to the attention of the Group, as these lead directly to the options outlined below.
These are seen as different treatments of different household types in both the tax and social
welfare codes (as set out in Chapters 4 and 7), set against a background of changing
economic and social circumstances in Ireland (as set out in Chapter 2).

• On the Social Welfare side there is an ongoing demand for the individualisation of
payments as a way of conferring direct rights and of addressing disincentives for
individuals to form two parent relationships. The theme of individualising entitlements
is a recurring one in the work of the Commission of the European Union (see Chapter
7). An examination of the issue was recommended in the National Anti-Poverty
Strategy.

• On the tax side issues arise relating to the rationale and ongoing validity of the current
treatment of married couples, where, for example, there are no dependent children and
one of the couple does not work outside the home (see discussion in Chapter 7).

• Overlaid on the two systems is a demand for more child-related support, with an
argument being made for a refocusing of support based on the family with children rather
than on marriage. In their 1998 employment policies (submitted to the European
Commission as part of the development and implementation of a European Employment
Strategy) Spain, the UK, the Netherlands and Portugal all mentioned subsidies through
tax or benefit systems to contribute to the cost of child care. 

8.2 The Commission on the Family considered the tax treatment of married couples and
questioned “whether the very considerable taxpayers investment in the present arrangements
could be better directed to provide more support for those with the most demanding caring
responsibilities” (p.74).

8.3 This Group sees itself as contributing to and continuing the debate on the treatment of
households in the tax and the social welfare areas – it considers that the analyses set out in
this chapter are useful and could, for example, contribute to the future work of the Tax
Strategy Group (TSG).

8.4 The Group considered a wide range of policy issues and developed a number of policy
options for consideration. On behalf of the Group, the Economic and Social Research
Institute (ESRI) was commissioned to carry out two pieces of 
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research2. The first presents background information, using data from the 1997 ESRI Survey
of Income Distribution, Poverty and Use of State Services and the 1994 Living in Ireland
Survey to examine two issues of particular relevance to the tax and social welfare systems in
Ireland:

a) how the living standards of different households have evolved in recent years.

b)   the relationship between different household types with a view to recommending
appropriate equivalence scales i.e. the appropriate level at which the ‘qualified adult
allowance’ should be paid.

8.5 The second element of the work carried out by the ESRI examined a number of the policy
options considered by the Group using the SWITCH model3. The analysis provides the cost
and revenue impact of the various options in addition to the distributional impact.  This
chapter outlines the results of the work carried out by the ESRI, giving the positive and
negative aspects of each of the options by reference to the principles adopted by the Group
(Chapter 6).

HOUSEHOLD COMPOSITION, LIVING STANDARDS AND NEEDS 

8.6 The following is a summary of the Report undertaken by the ESRI for the Group.

  Household Composition
8.7 Comparisons between the 1987 and 19944 surveys highlighted how the composition of Irish

households has changed over this period:

- The percentage of households comprising one adult only rose markedly from 17% to 22%
with an increase in the proportion of both elderly and non-elderly adults living alone.
- Households comprising two adults with children5 fell from 36% to 28% of the
sample between 1987 and 1994 with a particularly sharp fall in the proportion of
households with four or more children.

- Households with one adult and one child or more doubled though this still only brought
this group from 2% to 4% of all households.

- Overall households with children fell from 52% to 46% of all households.

Household Composition and Income
8.8 In examining how average income varied across different household types, and how this

pattern changed between 1987 and 1994, the results show that the average disposable
incomes of households comprising one or two non-elderly adults without children rose
more rapidly than those of other household types. Compared to the elderly and households
with children both did relatively badly. This meant that by 1994 there was virtually no
difference in mean (disposable) income between two adult households without children

2    Work carried out by the ESRI was done without prejudice to the ultimate views of the Group. The
scenarios  were  examined  without  reference  to  their  practical  feasibility  in  the  light  of  Constitutional
imperatives. 

3     SWITCH is the ESRI tax / social welfare benefit model used for policy analyses.
4    1994 is the latest period for which data are available and fully analysed at the time of writing.
5    Children are defined in the ESRI analysis as those under 14 years of age.
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and those with children. It also meant that households of one adult with one or two
children had lower mean (disposable) income than one (non-elderly) adult without
children.  Finally, it meant that by 1994 elderly adults living alone had mean income of
little more than half non-elderly adults living alone, and similarly two elderly people living
alone had mean incomes little more than half two non-elderly adults living alone.

Household Composition and  Poverty
8.9 As in previous ESRI research, poverty risk is measured using two approaches. Firstly, relative

income poverty lines are employed. With a poverty line set at half average equivalent
disposable income, the variation in poverty risk across detailed household types was found to
be very wide in both 1987 and 1994. In 1987 the elderly, particularly households of two elderly
persons, had poverty rates well below the average. Households of two adults and 1-3 children
were above the average risk, while those with four or particularly five or more children faced
very high risks as did single adults with children. Between 1987 and 1994 there were some
marked changes in this pattern, the most striking change being a sharp increase in the risk for
single elderly households, couples with four or more children and single adults with children.

8.10 The other approach to assessing poverty risks, developed in previous research using ESRI
surveys, focuses on the household’s position vis-à-vis both relative income poverty lines and
non-monetary deprivation indicators. (The global poverty target incorporated in the NAPS is
framed in terms of this poverty measure). This suggests a much less marked deterioration in the
position of the elderly than income poverty lines alone. Households comprising one adult with
children, or two adults with five or more children, are seen to face very high poverty risks in
each year, but again were more stable over the period than when focusing on income lines
alone.

Household Composition and the Tax and Welfare Systems 
8.11 The ESRI then examined how the flow of resources to and from households through direct

cash and tax transfers varied across household types, by looking at mean, market6 and gross
disposable income (the analysis is static i.e. it does not purport to capture behavioural response
to the structure of taxes or transfers). There was very wide variation across household types in
the role of cash transfers. Households of one adult with children were heavily dependent on
transfers but not as much as households of two or more elderly persons, which received only
about one-third of their gross income from the market. Households comprising two adults with
four or more children were also heavily dependent on transfers.   

8.12 Households of one or two elderly persons paid very little of their gross income in direct tax,
while those comprising non-elderly adults without children paid a relatively high percentage,
as did two adults with one to three children. Households of two adults with four or more
children paid a lower percentage in tax and those of one adult with children paid very little tax.

8.13 The combination of direct tax and cash transfers then serve to redistribute income from
households comprising non-elderly adults without children or with one to three children to the
elderly, households of two adults with four or more children and one adult households with
children. This pattern of taxes and transfers was seen to be quite stable between 1987 and 1994
though one-adult households with children became even more reliant on cash transfers.

6 Market income refers to income from employee earnings, self-employment, farming, occupational
pensions, rent, interest and dividends – all before tax.
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8.14 The situation of couples who were cohabiting was also examined to the extent that the numbers

in the sample allowed. Cohabitation was seen to be most common where there were no
children or only one child. Women in cohabiting couples were twice as likely to be working in
the paid labour force as married women. In cohabiting couples almost as many women as men
(aged under 65) are employed or in self-employment whereas about one-third of married
women are in that position. As a consequence 62% of cohabiting couples are both at work (in
the sample). Given the relatively small numbers of cases of cohabiting couples in the Living in
Ireland Survey (on which the research is based), it is important to consider how well this
estimate may represent the overall population, and the possible sensitivity of the cost of the
proposal to trends in cohabitation (see para 8.110).

The ‘Needs’ of Different Household Types
8.15 The next issue addressed by the ESRI was the key question of how much income is in fact required by

households of differing compositions to reach the same standard of living i.e. an estimation of equivalent
incomes or scales. This is an issue on which there has been much debate and differing views regarding both
the concept itself and measurement of the scales. The ESRI in their study for the Group adopted a new
approach using information on non-monetary indicators of living standards/deprivation obtained in the 1994
Living in Ireland Survey. Like expenditure based methods, their results are based on estimating the income
differences across different household types which equalise a measure of household living standards with non-
monetary indicators rather than expenditure providing that living standards measure7. Given the ongoing
debate around the derivation of equivalence scales, neither the methodology used by the ESRI nor the
equivalence scale of 70% derived from 

using this methodology can, therefore,  be regarded as definitive. However the work does contribute to the
overall analysis.8

8.16 When analysing the results it must be borne in mind that the nature of the items covered by the non-monetary
indicators related more to deprivation than to difference in living standards throughout the income
distribution. The income increments required to equate living standards then seemed to decrease rapidly with
rising income, making the choice of the income point on which one focused crucial. However, at income
levels similar to current social welfare rates the income required by a couple to reach the same standard of
living as a single adult was estimated by the ESRI to be about 170% of the single adult rate, giving an adult
equivalent scale of 70% (see Appendix 5 for explanation of equivalence scales). The scale implied by the
social welfare system for Unemployment Benefit (UB) or Unemployment Assistance (UA) is currently 60% or
less. Since 1985 the additional amount paid in respect of a couple versus a single adult under these schemes
has fallen markedly, as shown in the table below.

7  This approach is described in detail in ‘Household Composition, Living Standards and Needs’, forthcoming,
Nolan B. et al, ESRI.  

8  It is recognised that the approach used by the ESRI in deriving an equivalence scale to be applied to a
scale of monetary benefits from a non monetary indicator is new and untested. There is some debate as to
whether this approach has sufficient precision in relation to the end use proposed for the result, although
this lack of precision was also a factor in the scales recommended by the Commission on Social Welfare
(1986).
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Table 8.1        Equivalence Scales Implicit in Social Welfare Rates, 1985 and
1999

                       
Proportion of Single Adult Payment

1985 Extra adult First
child*

Second
child*

Third
child*

Average
for child

UB 0.64 0.31 0.34 0.29 0.31
UA (LT) 0.72 0.33 0.36 0.30 0.33
UA  (ST)  /
SWA

0.73 0.34 0.38 0.32 0.35

1999

UB 0.58 0.29 0.29 0.31 0.31
UA (LT) 0.58 0.29 0.29 0.31 0.31
UA  (ST)  /
SWA

0.60 0.30 0.30 0.32 0.32

* Includes Child Benefit
   LT – Long term, ST – Short Term

   SWA – Supplementary Welfare Allowance
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8.17 The Commission on Social Welfare (CSW) 1986, based on submissions received and
a general review of the position (rather than a rigorous data based approach),
recommended that the amount payable for the second adult in a couple should be
60% of the single adult rate. The ESRI results would suggest a higher figure than the
CSW recommendation and than that currently available 
under the Social Welfare system i.e. 70% (taking into account the sensitivity of this
estimate to the precise choice of point on the possessions index). The Group
considers that this analysis should be borne in mind in formulating future Social
Welfare budgetary packages.

POLICY ACTIONS

8.18 The Group considered a wide range of policy issues, and developed a number of
policy options for consideration. Some options can be viewed in isolation while
others could be combined as part of a package. It was agreed that the ESRI would, as
part of a broader project on tax and welfare reform being undertaken for the
Department of Social, Community and Family Affairs, examine a number of these
policy options using the SWITCH model in so far as possible. Their analysis of the
different options involves firstly focusing on issues concerning cost and revenue
effect, and then on the distributive impact of the changes across household types
and income ranges. Each of the options is assessed against the principles which were
adopted by the Group (Chapter 6) and the conclusion of the Group is set out in
relation to each one.

8.19 The options considered by the Group are as follows:

   1) Restrictions on the transferability of tax free allowances and / or 
transferability of the rate bands between couples. Revenue raised being applied
to:

a) increase in Child Benefit, on the basis that transferability could be viewed as
intended, amongst other things, to assist families with children (see
discussion in para 7.10)

b) finance a package involving Child Benefit increases, a special allowance for
‘stay at home’ parents of children under three and a special investment in
pre-schooling after age three, drawing on elements of the proposals in the
Commission on the Family report.

c) allow general cuts in income tax, implemented wholly through increases in
personal allowances, or through a package involving a mix of rate cuts,
band widening and allowance increases.

2) Joint taxation (i.e. extend transferability of tax allowances/bands) for cohabiting
couples where such couples have a child largely or mainly resident with them who is
maintained wholly or mainly by the couple concerned, as recommended for examination
in the Report of the Expert Working Group on the Integration of Tax and Social Welfare
(TWIG).
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3) Restructuring of social welfare payments (insurance and assistance) around the
concept of a ‘household payment’ i.e. a payment which is available on a ‘one-per-
household’ basis and is set at a rate designed to reflect the economies of scale,
which, it is argued, apply to households containing more than one adult.

4) Increase the ‘Qualified Adult’ payment in line with the conclusion of the ESRI
research i.e. to 70% of the main claimant rate.

5) Individualisation (see Chapter 6 and 7) - The following approaches to
individualisation in the social welfare code were explored by the Group:

a) Total independent treatment in the social welfare system,

b) Expansion of the social insurance system,

c) Assessment for means-tested social welfare payments on a couple basis, but
once entitlement is established, payment of full rates on an individual basis.

d) Administrative individualisation.
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               OPTION 1

RESTRICTIONS ON TRANSFERABILITY OF TAX ALLOWANCES / BANDS

8.20 There are various ways in which transferability could be restricted, with different 
revenue gains resulting:

a) One option would be to completely restrict the transferability of personal
allowances and rate bands i.e. the incomes of married men and married women
would be taxed independently.

b) The second option would be a more limited form of restriction of transferability
e.g. restrict transferability of tax bands but continue to allow the transferability of
tax allowances.

8.21  The following table sets out an estimate of the order of magnitude of costs involved,
the increased tax yield from alternative restrictions on transferability and, for
illustrative purposes, an estimate of the increase in the standard rate of income tax
which would be required to raise the same revenue.

8.22  Table 8.2 sets out the increased tax yield from alternative restrictions on the transferability
of allowances between couples. The most extreme option considered here is a restriction of
transferability for personal allowances and rate bands. The revenue gain which would arise
from this restriction is estimated at £725m. This does not include a restriction of
transferability for mortgage interest relief (which could add a further £25m to the revenue
gain), or the use of doubled exemption limits for low income couples.

Table 8.2: Revenue  Impact  of  Restrictions  on  Transferability  of  Band(s)  and  /  or
Allowances

Policy Option Estimated revenue
gain £ million per
annum

For illustrative purposes, estimated
% increase in standard rate of tax
required9

1. Complete  restriction  of   transferability   (allowances
and bands)

725 6.5

2. Bands  not  transferable,  but  allowances  remain
transferable

367 3.3

3. As (1), but retain transferability if tax unit contains a
child < 18

247 2.2

4. As (1), but retain transferability if tax unit contains an
elderly person >65 

691 6.2

5. As (1),  but  retain  transferability  if  tax  unit  contains
either a child < 18 or an elderly person

213 1.9

9  It must be noted that the impact of restriction of transferability would be concentrated on a limited
number of tax units - mostly married households with one earner but also two earner households where
one earner would have unused bands or allowances.   As almost a quarter of all tax units are one earner
married couples, the increase in the tax rate for the affected households would be up to four times that
outlined above.
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8.23 An intermediate possibility, as illustrated in Option 2 above, would be to continue with
transferability of the basic personal allowance, but to disallow 

transferability of the standard rate band. The ESRI analysis shows that about half of
the full cost of transferability is due to the transferability of the standard rate band.

8.24   Item 3 in the above table shows the increased tax yield which would arise if
transferability were abolished for couples without a child under 18. Item 4 in the table
shows the increased tax yield which would arise if transferability were abolished for ‘tax
unit’ containing an elderly person. This shows that about one-third of the total cost of
transferability is due to couples without children: a similar estimate was made by Fahey
(1998) from other sources. The figure falls to one quarter when households containing an
elderly person are excluded. ESRI model based estimates suggest that full restriction of
transferability would effect about 400,000 couples, while restriction limited to those
without children would effect about 150,000 couples.

8.25   The analysis on tax options is based on the tax system applying in the 1998/99 tax
year, and is suitable for the illustrative purposes for which it is used by the Group.
The changes introduced in Budget 1999 would require some adjustment of the
analysis. Budget 1999 introduced standard rating of the basic personal and PAYE
allowances as the first step in a move to a full tax credits system. The effect of
standard rating these allowances is that they can no longer be added to the standard
income tax band to determine where a tax payer enters the higher rate of tax. The
standard rate band was therefore increased to ensure that the change to standard
rating of allowances will not result in loss to any tax payers. In the context of the
Group’s deliberations, the value of allowance transferability has been increased for
standard rate tax payers but reduced for higher rate taxpayers. The value of band
transferability has correspondingly increased but as already noted, this reflects a
technical adjustment to ensure that no taxpayers would suffer a loss from the move
to standard rating. Those options which focus on abolition of allowance
transferability only would probably result in an increased tax yield, as the
compensatory element of the band widening in Budget 1999 would be removed.
Following the move to standard rating, abolition of band transferability would
result in a greater number of taxpayers paying tax at a higher rate, compared to the
scenarios being examined.

8.26   In an international context, Ireland can be seen as at one end of the spectrum
ranging from full transferability of allowances and rate bands between spouses to
complete absence of transferability of bands and allowances (full individualisation).
However, even countries which are regarded as having highly individualised
systems tend to have some transferability of allowances. As stated in 8.25 above,
recent Budget changes have resulted in a reduction in the value of transferability of
allowances. Thus, in the distributional analysis, 
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   the Group10 requested that the ESRI focus on the use of the increased tax yield
from restriction of transferability of rate bands (Option 2, Table 8.2).

 Distributional Analysis
8.27 In order to examine the distributional impact of policies involving restrictions to

transferability of rate bands the ESRI considered three alternatives outlined below for the
use of the increased tax yield from restricting transferability:

a) increase child benefit, in order to assist families with children,
b) finance a package involving child benefit increases, a special allowance for “stay-

at-home” parents, and a special investment in preschooling at age 3, drawing on
elements of the proposals in the Commission on the Family,

c) allow general cuts in income tax, implemented wholly through increases in
personal allowances, or through a package involving a mix of rate cuts, band
widening and allowance increases.

OPTION 1A)     RESTRICTED TRANSFERABILITY COUPLED WITH AN INCREASE IN CHILD

BENEFIT

8.28 Tables 8.3 and 8.4 below show the distributional impact of removing transferability of
rate band(s). The revenue gain from removing transferability of rate band(s) (but
leaving transferability of allowances unaffected) would permit an increase of £32.50
per month in child benefit (bringing the rates from the current 1998 levels of £31.50
for the first two children and £42 for other children up to £64 and £74.50).

8.29 Broadly speaking the pattern is one of gains in the lower half of the income
distribution, with a more mixed pattern (losses dominating gains) in the upper half of
the distribution. This is reflected in the average percentage change for each
approximate decile group: the gain is highest, at almost 10%, for the bottom decile,
with gains of 2 to 2½ per cent for other deciles in the bottom half of the income
distribution. The top four deciles lose on average, by between 0.5% and 1.3 %.
Average gains range from £10 to £16 per week for those affected, while average losses
for those affected range from £10 per week for those in the middle of the income
distribution to £32 per week for those in the top income decile (Note: these figures are
in a 1998 context i.e. pre Budget changes). 

10 A subcommittee of the Group was established to set out the requirements and liaise with the ESRI on    the
research being undertaken.
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Table 8.3a: Numbers of tax units gaining/losing from restriction of 
transferability of rate band offset by increase in Child Benefit

Number of Cases (000's)
   

Range of disposable income11              Loss     No Change          Gain        All    
per adult equivalent               > £0.50 p.w.                > £0.50 p.w.              

             
    <=   56                             0.0         134.8          65.4         200.2 
 >   56 <=   70                         0.0         190.9          35.8         226.7 
 >   70 <=   80                         0.0         147.3          21.3         168.6 
 >   80 <=   94                         0.0         162.7          34.3         197.0 
 >   94 <=  127                         6.1         126.9          64.9         197.9 
 >  127 <=  162                        19.3         132.9          46.2         198.4 
 >  162 <=  200                        36.1         134.0          27.9         198.0 
 >  200 <=  246                        43.2         130.8          24.2         198.1 
 >  246 <=  319                        44.3         123.6          30.3         198.3 
 >  319                                63.1         113.0          22.1         198.2 
All                                   212.1        1397.1         372.4        1981.6 
 

Table 8.3b:   Average Change in Disposable Income £pw 
 
Range of disposable income           Loss           Gain          All    
per adult equivalent            > £0.50 p.w.      > £0.50 p.w.              
 

    <=   56                             0.0 13.24    4.32 
 >   56 <=   70                         0.0 16.43  2.59
 >   70 <=   80                         0.0 14.58  1.84
 >   80 <=   94                         0.0 13.87  2.41        
 >   94 <=  127 -10.39 14.33  4.38 
 >  127 <=  162 -15.72 12.61  1.40 
 >  162 <=  200 -14.55 11.66 -1.01  
 >  200 <=  246 -19.15 13.95 -2.47               >  246 <=
319 -28.41 10.37 -4.77
 >  319 -32.31 11.41 -9.02 
All -23.66 13.38  0.00 
 

11  Disposable income includes earnings (net of tax and PRSI contributions) and receipts from social welfare
and other sources, including Child Benefit and Family Income Supplement.
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Table 8.4: Percentage Change in Disposable Income for approximate decile  income
groups under restriction of transferability of rate band       offset by increase
in Child Benefit

 
Range of disposable income                       Loss              Gain          All    
per adult equivalent                      > £0.50 p.w.     > £0.50 p.w.              
 

    <=   56                                      0.0              12.0           9.8 
 >   56 <=   70                                  0.0              10.3           3.0 
 >   70 <=   80                                  0.0               8.3           2.0 
 >   80 <=   94                                  0.0               7.6           2.0 
 >   94 <=  127                                 -2.5               5.3           2.3 
 >  127 <=  162                                 -3.5               3.6           0.6 
 >  162 <=  200                                 -3.4               2.8          -0.4 
 >  200 <=  246                                 -4.2               2.4          -0.8 
 >  246 <=  319                                 -5.5               1.7          -1.2 
 >  319                                         -3.6               1.3          -1.3 
All                                             -4.0               4.1           0.0 
 

8.30 Table 8.5 provides a different perspective on these results showing the numbers of gainers and
losers by family type. The redistribution involved has four levels as follows:

• Firstly, there is a redistribution from couples without children (some of whom benefit
from the transferability arrangements) towards those with children (all of whom benefit
from an increase in child benefit). This includes gains for lone parents and unemployed
couples with children, who gain from the increase in Child Benefit and are largely
unaffected by the restrictions on transferability of tax allowances. 

• Secondly, there is a redistribution within the group of couples with children, through the
shift away from tax-based relief (where the value of the relief depended on the incomes of
the two spouses) towards a flat rate of child benefit. The latter redistribution gives rise to
significant numbers of losses among single and dual earner couples with children, but on
balance gainers outnumber losers. The balance between gainers and losers is more
favourable for dual earner couples, who currently gain much less than one-earner couples
from the transferability of allowances, but would gain from increased child benefit. This
distributional shift would be accompanied by an improvement in the financial incentive to
work faced by potential second earners, which could be expected to boost married
women’s participation in the paid labour market. (See Callan and Van Soest, 1996 for a
detailed analysis of this topic). 

• The third level of redistribution is within the household. At present, the transfer of tax free
allowances is most often from wife to husband, resulting in an increase in the husband’s
take home pay. An increase in child benefit financed by restrictions on transferability
would tend to reduce the husband’s take-home pay and increase the income directly
received by mothers. 

• A fourth type of redistribution would be from some earning households to non-earning
households with children. This arises because restriction of transferability would affect
only those households with a taxable income (where there is tranferability of tax bands),
while increased Child Benefit would apply to all households with children.
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Table 8.5a:   Number of Gainers/Losers by Family Type, Rate Band Non transferable,
Increased Child Benefit

 
Family Type                                         Loss No Change      Gain    All    
                                            > £0.50 p.w.        > £0.50 p.w           
 
Single Employed without Children                    0.0     591.4       0.0     591.4 
Single Unemployed without Children                  0.0     122.8       7.9     130.6 
Employed Lone Parent                                0.0       1.6      22.0      23.7 
Non-Earning Lone Parent                             0.0       2.2      70.4      72.6 
Single Retired Tax Unit                             0.0     222.0       0.0     222.0 
Single Earner Couple without Children              48.3      56.5       0.0     104.8 
Single Earner Couple with Children                 80.2       5.0     109.8     195.1 
Dual Earner Couple without Children                23.3      77.3       0.0     100.6 
Dual Earner Couple with Children                   43.7       5.5     111.0     160.3 
Dual Earner Couple with Relative Assisting          5.8       5.6       4.6      16.0 
Unemployed Couple no children        0.0       7.4       0.0       7.4 
Unemployed couple with children        0.0       1.1      28.5      29.6 
Retired Couple                                     13.9     101.8       3.5     119.2 
All Other Tax Units                                 0.0     198.0      10.4     208.4 
All                                               212.1    1397.1     372.4    1981.6 
 

Table 8.5b: Average Change in Disposable Income £pw
 
Family Type                                         Loss        Gain         All    
                                            > £0.50 p.w.        > £0.50 p.w           
 
Single Employed without Children                    0.0   0.00      0.00 
Single Unemployed without Children                  0.0          0.00      0.24 
Employed Lone Parent                                0.0         11.63     10.83 
Non-Earning Lone Parent                             0.0         11.43        11.09  Single
Retired Tax Unit                             0.0          0.00      0.00
Single Earner Couple without Children            -29.70          0.00    -13.68 
Single Earner Couple with Children               -23.38   14.48     -2.61
Dual Earner Couple without Children              -22.07          0.00     -5.11 
Dual Earner Couple with Children                 -15.74  12.94         6.32      Dual
Earner Couple with Relative Assisting       -24.66   14.32        -4.29 Unemployed
Couple no children                       0.0       0.0      0.00 
Unemployed couple with children                     0.0         19.19     18.44 
Retired Couple                                   -26.31         11.19     -2.74
All Other Tax Units                                 0.0         15.67      0.78
All                                              -23.66   13.38     0.00 
 

Application of Principles to Option 1a
8.31 As set out in Chapter 6, the Group notes that the Constitution governs existing

treatment of families and that any changes would have to be viewed in this context,
from a legal perspective.

i) Adequacy
8.32   Using the income raised from restricting transferability of tax bands to increase the
current rates of child benefit would increase these rates by £32.50 per month per child. In terms
of distributive impact the pattern is one of gains in the lower half of the income distribution. In
some cases the increase in Child Benefit would not fully compensate for loss of band
transferability. An increase in rates of Child Benefit of this order would (in 1998 terms) bring
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the rates from £31.50 for the first two children and £42 for other children up to £64 and £74.50.
This would represent a significant increase in income for families currently at risk of poverty
and would be in line with the current policy with regard to child income support, which has
been to increase Child Benefit rather than increasing child dependent allowances paid with
social welfare payments.

  ii) Equity
8.33   This option enhances income support for children with all families with children

being treated similarly. The status of the family i.e. if the parent/parents are in
employment or are in receipt of a social welfare payment or if they are married /
cohabiting / single would not be a consideration. 

8.34   There is a redistribution from couples without children (some of whom currently
benefit from the transferability arrangements) towards those with children (all of
whom benefit from an increase in Child Benefit). This includes gains for lone parents
and unemployed couples with children who gain from the increase in child benefit
and are largely unaffected by the restrictions on transferability of tax allowances. 

8.35   At a household level, this option could lead to a redistribution of income within the
household with children. The existing position - where spouses have the option of
sharing their bands and allowances in the manner most beneficial to them  would no
longer apply. Increased Child Benefit, financed by restrictions on transferability
would increase the amount of tax payable by the household, thereby reducing net
earned income, but would increase the income (i.e. Child Benefit) directly received
by mothers - whether employed outside the home or not. However as tables 8.5a
and b show a number of single earner households with children and dual earner
households with children would experience a net loss. Approximately 80,000 (41%)
single earner couples with children would lose while almost 44,000 (27%) dual
earner couples with children could experience losses. Single earner couples without
children could lose up to £3,080 per annum (almost £60 per week in 1999/2000 tax
terms). These losses are generally concentrated in the middle to top income deciles
(see Tables 8.3a/b), which contain the bulk of tax payers. On the other hand almost
all employed lone parents would benefit from the proposal as would 110,000 (56%)
of single earner couples with children and 111,000 (69%) dual earner couples with
children. Almost all unemployed couples would benefit from this option.

8.36   On the tax side, this option would introduce an inequity as between single earner
and two earner couples. 

  iii)   Positive Labour / Behavioural Incentive

  Household Formation
8.37   This option would have no direct effect on current household formation. (The tax

system would still favour, although to a lesser extent, married couples as
transferability of the tax allowance would continue for such couples.)
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  Labour Market Participation
8.38   As the distributional analysis identifies, the balance between gainers and losers is

more favourable for dual earner couples who gain much less than one-earner
couples from the transferability of allowances but would gain from increased child
benefit. This distributional shift would be accompanied by an improvement in the
financial incentive to work faced by potential second earners, which could be
expected to boost married women’s participation in the paid labour market. It could
also be argued that such a development might arise through financial necessity as a
result of an increased tax burden on some single earning married households. A
reduction in marginal tax rates would also improve the incentive to work faced by
potential second earners and would have the advantage of avoiding the initial
increase in the tax burden on such households.

8.39   A feature of this option is the redistribution from some earning (where
transferability is being availed of ) to non-earning households. Social welfare
recipients with children would benefit fully from increased Child Benefit. This
would represent a negative labour market impact as it increases the tax burden on
those at work (where there is transferability of tax bands between the married
couple) and reduces the reward from work (for such couples). On the other hand, it
can be argued that as Child Benefit is paid to all families with children, regardless of
income or employment status, on an ongoing basis, it does not affect the incentive to
work. 

  iv)   Consistency
8.40   The increased Child Benefit payment would be paid to both mothers in the home and
those in paid employment and therefore could assist towards costs arising for parents caring for
their children.

  With regard to the tax code, this option would provide for the more consistent
treatment of couples, in that married and cohabiting couples would be treated in a more similar
manner. In the short term this could however  be considered to be a disproportionate response
given the relatively small number of cohabiting couples at the present time, and particularly as
it would introduce inconsistent treatment as between married couples with the same overall
level of income. 

  v)     Affordability
8.41  The package as presented is cost neutral. The revenue required to implement such

an increase in Child Benefit would be raised by removing transferability of tax rate
bands but leaving transferability of allowances unaffected. However, technically
speaking the increase in Child Benefit would increase overall government
expenditure and would, if not offset by reductions elsewhere lead to a possible
breach of Government spending targets, currently defined as an annual average
increase of 4% in net current spending.
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8.42   The restriction of the transferability of tax bands would involve an increase in the
overall level of personal taxation of the equivalent of  3.3% in the standard rate of
tax, with the revenue raised being concentrated on families with children. The
increased tax burden would not affect all households (see footnote 8).  Such a
proposal would not be in accordance with the Government’s commitment to reduce
the burden of personal taxation. It would, however, be in accordance with
Government policy to refocus the tax and welfare systems in favour of the family
unit.

CONCLUSION OF THE GROUP

 Summary
8.43  The Group could not reach agreement on this option and the views as expressed by
some members are set out below.  In summary, the Department of Social, Community and
Family Affairs, supported by the Combat Poverty Agency and the National Social Services
Board consider that this option contributes to the debate in the area of tax and welfare
reform and child income support options and that it should be advanced further in the Tax
Strategy Group. They consider that the option would have to be advanced in a phased way.
The Department of Finance and the Revenue Commissioners, on the other hand, do not see
any merit in the options and consider that it is based on a mistaken premise.  The
Department of Justice, Equality and Law Reform has a general reservation in relation to
Option 1 because it raises the burden of taxation on some households in particular married
one earner households without children and a significant number of married households
with children.  They consider that this option is likely to have a particularly negative impact
on the incomes of older married single earner couples where the option of the non-earner
(usually the women) returning to the paid labour force may not be a realistic one.

Department of Social, Community and Family Affairs
8.44   This option presents a reasonable contribution to the debate in this area, in addition

to progressing the views outlined in the Report of the Commission on the Family.
The information and discussion on the option should feed into the work of the Tax
Strategy Group 12 and into the wider issue of what the tax and welfare systems are
trying to achieve and into the debate on childcare.  If this option were to be pursued,
clearly it would have to be implemented on a phased basis and safeguards put in
place for older women who have been outside the labour force for a number of years
(as a transitional measure). 

8.45   The fact that the option raises additional resources for child income support is a
positive thing. While there is no ‘correct’ judgement as to what proportion of the
cost of child rearing should be borne by society as a whole, nor what share should be
borne by the individual families concerned, it is accepted that some of the costs of
raising children should be shared by the entire community. Furthermore, since the
child-rearing years are for a particular period within most families’ life experience,
there is a valid argument for the State to become involved in the redistribution of

12       This a group of departmental officials and Ministerial advisors, chaired by the Department of
Finance, which discusses tax and related matters in a budgetary context.
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income over the life-cycle of the family. The use of subsidies through tax or benefit
systems in contributing to the cost of childcare has been referred to by a number of
EU member states, including Spain, the UK, the Netherlands and Portugal, in their
1998 employment policies (Reid, M., 1999).

Department of Finance / Revenue Commissioners
8.46   This option is essentially based on the mistaken premise that the existing married
treatment is a subvention to childcare. The option would effectively raise the burden of
taxation in order to fund additional expenditure on Child Benefit. In doing so, it would result in
a greatly increased tax bill for married one earner households without children. In addition, a
significant number of married households with children would also suffer a net loss. 

8.47   With regard to the expenditure element of the proposal, it is notable that the
savings which have arisen from the reduction in unemployment payments in the
past three years would have provided a considerable portion of the funding
required for the spending element of this option. 

8.48   With regard to taxation, in eliminating band transferability, the option ignores the
key justification for the introduction of the existing married treatment i.e. the need to
avoid unjustifiable discrimination against one-earner married households, where the
income arose from employment. Such restriction is not under consideration. In the
event that it were, the resulting additional revenue would, in the first instance be
applied to a reduction in general income tax. In the event that it were applied to
expenditure, there would be a number of competing priorities for its use. 

8.49   Finally, it may be considered that, in taking this approach, the option goes well
beyond what is required in the terms of reference. 

  Department of Justice, Equality and Law Reform
8.50   Subject to the general reservation set out at 8.43 above, the Department of Justice, Equality,

and Law Reform considers that this option contributes to the debate in this area.  Positive
aspects of this option are the fact that it results in increased support for children and that it
might boost potential married women’s participation in the labour market.  Because of the
magnitude of the potential income losses in some cases any proposal to this effect would
have to be introduced on a phased basis.

  Combat Poverty Agency (CPA)
8.51   The CPA agrees with this approach, as it makes available £367 million which could

be spent on further meeting the terms of reference and other policy objectives i.e.
“identifying and costing ways of ensuring consistent and equitable treatment of
married, cohabiting and one-parent families under the tax and social welfare codes”.

8.52   This option enables a substantial increase in Child Benefit at no extra cost to the
Exchequer, given the ‘savings’ from the restriction to the transferability of the rate
bands. 
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8.53   It is recognised that there would be some losers under this option, in particular
couples without dependent children and some single earner couples with children.
To overcome this the CPA propose that the restriction in rate bands be phased in in
a similar way to the reduction in mortgage interest relief, and Child Benefit
increased gradually in line with the phased restriction in rate band(s). It should also
be noted that many of the losers under this option will have been substantial gainers
under recent tax reductions - their overall position may therefore remain relatively
unchanged.

8.54   It is acknowledged that this may seem a radical response to the issues identified in
the terms of reference, but the CPA believe that this option also meets other policy
objectives e.g. the National Anti-Poverty Strategy, reduction in child poverty, better
integration of the tax and social welfare systems, reduction in work disincentives
and improved provision in childcare. 

National Social Services Board (NSSB)
8.55   It is the opinion of the representative13 of the NSSB that Option 1a combined with

Option 2 (below) provide the most comprehensive means of meeting the terms of
reference of the Group.

8.56   Option 1a allows for a radical and cost effective method of meeting requirement 1.2
iv) of the terms of reference. This option appears to meet the principles of
consistency and equity which are explicitly mentioned in the terms of reference. In
relation to adequacy, this option creates a distributive effect which allows for gains
in the lower half of the income distribution.

 
8.57   However, in applying revenue gained from removing the transferability of rate

bands to Child Benefit, the issue of equivalence scales needs to be addressed. In the
case of Unemployment Assistance (UA) for instance, the combination of the current
child dependent allowance and the proposed Child Benefit under Option 1a allows
a weekly payment for the first child of approximately £28. This is 38% of the
personal rate (June 1999). The ESRI in its report ‘The Needs of Irish Households and
Equivalent Incomes (p.27) indicates that it is important to distinguish between
younger and older children and to take into account the number of children in the
family because of economies of scale. They suggest that a child under 5 years adds
22% to the income needed to attain a specified standard of living compared with the
income of a single adult. A child aged 5-15 adds 40% and the figure averages at
about 35% across the ages. The issue of economies of scale of varying degrees for
second and subsequent children also arises. 

8.58   In terms of losers, the extent of the loss can be very high in some cases. The way in
which the restriction of transferability could be achieved would be very important.

13     The views presented are the personal views of the representative of the NSSB as a member of the
Group.
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It should be phased in over a significant period of time, perhaps a minimum of five
years to lessen the impact.

 
OPTION 1 B)         RESTRICTED TRANSFERABILITY COUPLED WITH A        RESTRUCTURING OF

CHILD INCOME SUPPORT

8.59  The second option, within Option 1, proposed for analysis by the Group was to use
the revenue gained from restructuring transferability to finance an alternative
restructuring of child income support. This involved a combination of some
elements of options examined by the Commission on the Family. Options
considered by the Commission included one which combined a Parent Allowance of
£30 per week for parents working full-time in the home (until the child/ren is aged
three years), and a complementary child care allowance of £30 per week for the
benefit of children whose parents work in the paid labour market. At the request of
the Group, the ESRI examined a proposal which includes only the former element of
this option considered by the Commission, and makes no provision for State
support of purchased childcare for the under threes14.

8.60   A second element of the Commission’s proposal is an ‘Early Years Opportunity
Scheme’ for children aged 3 to school going age, with a state subsidy of about £20
per week redeemable against the purchase of certain quality-approved services for
children. The third element of the package is that the remaining resources gained
from restriction of transferability are applied to a general increase in Child Benefit15.

8.61  The SWITCH model was extended to simulate a Parent Allowance of £30 per week,
payable to parents who remain out of the paid labour market to care full-time for
their children. The estimated cost of this element of the proposal was  £130m. This is
somewhat lower than the estimate made by the Commission of £159m due to the
rise in the participation of women with children in the workforce. It must be noted,
however, that the Parent Allowance considered here would tilt the financial balance
away from labour market participation. To the extent that the Parent Allowance led
to women withdrawing from paid employment in order to care full-time for their
children, the ultimate cost of the scheme would be higher for two reasons: firstly,
because this behavioural response would increase the explicit expenditure on the
scheme, and secondly because income tax and PRSI revenues would tend to fall as
women withdrew from the paid work-force. Also in some cases, mainly in the
higher income deciles, the loss of transferability of tax bands would not be fully
compensated by the payment of the Parent Allowance (and the difference would be
greater following the changes announced in Budget 1999).

14   The Group decided to examine only the former element of the options considered by the Commission
on the Family as the whole question of the economics of childcare financing was examined by the Expert
Working Group on Childcare. The recommendations of the Expert Working Group are now being
examined by an Interdepartmental Committee on Childcare.

15   For a full discussion of these proposals see Chapter 5 of the Report of the Commission on the Family.
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8.62   The ESRI approximated the distributive impact of the Early Years Opportunity
Scheme by attributing a subsidy of £20 per week to each child aged 3 years. The
estimated cost of this element was approximately £50m, which is in the middle of
the range of costs estimated by the Commission. The remainder of the resources
from the restriction of transferability on rate bands would be sufficient to allow an
increase in Child Benefit of £16.50 per month (about £3.80 per week).

8.63  Tables 8.6 and 8.7 below shows the numbers of gainers and losers and the
proportionate income gain or loss for each decile group. The distribution of the
number of gainers and losers is quite similar to that found earlier for the package
combining restriction of transferability with a general increase in Child Benefit.
There are gains for the bottom half of the distribution, with losses dominating gains
further up the distribution. When compared with the first option (restricted
transferability coupled with a general increase in Child Benefit) the main difference
is that the proportionate and absolute income gains are substantially higher for the
bottom decile group, with somewhat smaller gains or larger losses further up the
income distribution (4th decile upwards). A direct comparison of these two options
shows that a shift from the Child Benefit package to the package involving a Parent
Allowance would give rise to more losers than gainers for all income deciles apart
from the bottom decile, as resources are focused on children under school-going age,
and within that group on those being cared for by a parent full-time in the home.

Table 8.6: Numbers of tax units gaining/losing from restriction of transferability of rate
band, combined with Parent Allowance, Early Years Opportunity Subsidy and
Increase in Child Benefit

Number of Cases (000's)
Range of disposable income              Loss     No Change          Gain       All    
per adult equivalent            > £0.50 p.w.                > £0.50 p.w.              
    <=   56                             0.0         134.8          65.4         200.2 
 >   56 <=   70                         0.0         190.9          35.8         226.7 
 >   70 <=   80                         0.0         147.3          21.3         168.6 
 >   80 <=   94                         0.3         162.7          34.0         197.0 
 >   94 <=  127                         5.9         127.4          64.6         197.9 
 >  127 <=  162                        18.4         133.1          46.9         198.4 
 >  162 <=  200                        34.7         134.2          29.2         198.0 
 >  200 <=  246                        44.7         130.8          22.7         198.1 
 >  246 <=  319                        46.2         124.1          27.9         198.3 
 >  319                                65.0         113.0          20.2         198.2 
All                                   215.2        1398.3         368.0        1981.6 
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Table 8.6b: Average Change in Disposable Income (£pw)

 
Range of disposable income              Loss                    Gain           All    
per adult equivalent            > £0.50 p.w.             > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                            0.0  22.99            7.51    >   56 <=
70                         0.0  18.85            2.97 
>   70 <=   80                         0.0  14.80            1.87    >   80 <=
94                        -3.29  12.28            2.11    >   94 <=  127
-9.79  12.91            3.92 
>  127 <=  162                       -17.78  10.88            0.91 
>  162 <=  200                       -16.59   9.69           -1.48  
>  200 <=  246                       -19.44  10.72           -3.16    >  246 <=
319                       -28.53   7.28           -5.63 
>  319                               -32.29   6.76           -9.90 
All                                  -24.39  13.92            0.00 
 

Table 8.7: Percentage change in Disposable Income for Approximate Deciles of
Income Per Adult Equivalent under Restriction of Transferability of Rate
Band, combined with Parent Allowance, Early Years Opportunity Subsidy
and Increase in Child Benefit

 
Range of disposable income              Loss                  Gain           All    
per adult equivalent            > £0.50 p.w.           > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                             0.0                   20.9          17.0 
 >   56 <=   70                         0.0                   11.8           3.4 
 >   70 <=   80                         0.0                    8.4           2.1 
 >   80 <=   94                        -0.9                    6.8           1.8 
 >   94 <=  127                        -2.3                    4.8           2.1 
 >  127 <=  162                        -4.1                    3.1           0.4 
 >  162 <=  200                        -4.0                    2.3          -0.5 
 >  200 <=  246                        -4.3                    1.9          -1.0 
 >  246 <=  319                        -5.5                    1.2          -1.4 
 >  319                                -3.7                    0.7          -1.4 
All                                    -4.1                    4.3           0.0 
 

8.64   Tables 8.8a and 8.8b show the count of gainers and losers across family types and
average gains or losses for each family type and those affected. The counts of gainers
and losers is quite similar to those found for the restriction of transferability coupled
with a general increase in Child Benefit. A direct comparison was undertaken to
clarify the differences. This showed that, for example, about two-thirds of single-
earner couples with children would be better off under the general increase in child
benefit. The focusing of resources on the under 5s, and in particular on those cared
for by a parent, tends to concentrate gains on this group16.

16  This occurs because Child Benefit is paid to all children until the age of 16 years, or 19 years if in full-
time education, whereas a ‘Parental Allowance’ and Early Years Opportunity Subsidy would be paid in
respect of children up to about age 5 years only.
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Table 8.8a: Number of Gainers/Losers by Family Type, Rate Band Non-transferable, Parent
Allowance, Early Years Opportunity Scheme and Increased Child Benefit

Number of Cases (000's)
 
Family Type                                         Loss No Change      Gain    All    
                                            > £0.50 p.w.        > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    0.0     591.4       0.0     591.4 
Single Unemployed without Children                  0.0     122.8       7.9     130.6 
Employed Lone Parent                                0.0       1.6      22.0      23.7 
Non-Earning Lone Parent                             0.0       2.2      70.4      72.6 
Single Retired Tax Unit                             0.0     222.0       0.0     222.0 
Single Earner Couple without Children              48.3      56.5       0.0     104.8 
Single Earner Couple with Children                 80.2       5.0     109.8     195.1 
Dual Earner Couple without Children                23.3      77.3       0.0     100.6 
Dual Earner Couple with Children                   43.7       5.5     111.0     160.3 
Dual Earner Couple with Relative Assisting          5.8       5.6       4.6      16.0 
Unemployed Couple with no children                  0.0       7.4       0.0       7.4 
Unemployed Couple with Children                     0.0       1.1      28.5      29.6 
Retired Couple                                     13.9     101.8       3.5     119.2 
All Other Tax Units                                 0.0     198.0      10.4     208.4 
All                                               215.2    1398.3     368.0    1981.6 
 

Table 8.8b: Average Change in Disposable Income (£pw) 

 
Family Type                                         Loss          Gain        All    
                                            > £0.50 p.w.   > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    0.00          0.00       0.00 
Single Unemployed without Children                  0.00          4.02       0.24 
Employed Lone Parent                                0.00          7.33       6.82 
Non-Earning Lone Parent                             0.00         17.27      16.74 
Single Retired Tax Unit                             0.00          0.00       0.00 
Single Earner Couple without Children             -29.70          0.00     -13.68 
Single Earner Couple with Children                -25.55         16.90      -1.00 
Dual Earner Couple without Children               -22.07          0.00      -5.11 
Dual Earner Couple with Children                  -16.67          9.25       1.86 
Dual Earner Couple with Relative Assisting        -26.75          7.63      -7.57 
Unemployed Couple with no children                  0.00          0.00       0.00 
Unemployed Couple with Children                     0.00         22.24      21.38 
Retired Couple                                    -26.33          7.99      -2.84 
All Other Tax Units                                 0.00         13.06       0.65 
All                                               -24.39         13.92       0.00 
 

  Application of Principles to Option 1b
8.65   As set out in Chapter 6, the Group notes that the Constitution governs the existing

treatment of families and that any changes would have to be viewed in this context,
from  a legal perspective.

 i)   Adequacy
8.66   This option again focuses on increasing income support for children and thus

attempts to address the risk of poverty facing families with children. There are gains
for the bottom half of the distribution with losses dominating gains further up the
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distribution. However, when compared with the first option (restricted
transferability coupled with a general increase in Child Benefit) the proportionate
income gain is substantially higher for the bottom decile group , with somewhat
smaller gains or larger losses further up the income distribution. A direct
comparison of these two options shows that a shift from the Child Benefit package
to the package involving a Parent Allowance would give rise to more losers than
gainers for all income deciles apart from the bottom decile. This occurs because
resources are focused on children under school-going age, and within that group on
those being cared for by a parent full-time within the home.

  ii)   Equity
8.67   While resources are being directed to all children in this package (via the general

increase in Child Benefit), they are being focused on children of pre-school going
age. The focusing of resources on the under fives, and in particular on those cared
for by a parent tends to concentrate gains on this group.

8.68   The Parent Allowance is not intended to meet childcare costs and as such, it does
not assist those parents who work outside the home or who are engaged in training
or education and have childcare costs in respect of children under age three. As
resources are being targeted on children cared for full-time within the home, the
employment status of the parents affects the type/level of income support being
provided.

8.69   As with option 1a there is a redistribution from couples without children (some of
whom currently benefit from the transferability arrangements) towards those with
children (all of whom would  benefit from an increase in Child Benefit). This
includes gains for lone parents and unemployed couples with children who gain
from the increase in Child Benefit and are largely unaffected by the restrictions on
transferability of tax allowances. 

8.70   As with Option 1a there is inequitable taxation treatment of one earner married
couples compared to two earner couples.

 
  iii) Positive Labour /behavioural Incentive

  Household Formation
8.71   This option would have a neutral effect on current household formation. (The tax

system would still favour, although to a lesser extent, married couples as
transferability of the tax allowance would continue for such couples.)

  Labour Market Participation
8.72   The Parent Allowance could tilt the financial balance away from labour market

participation as the payment is made only to a parent in the home.

 iv) Consistency
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8.73   As parents are being treated differently according to their employment status, the
option is not consistent in its treatment of families with children. 

8.74  With regard to the tax code, this option would provide for the more consistent
treatment of couples, in that married and cohabiting couples would be treated in a
more similar manner. In the short term, this could be considered a disproportionate
response to the cohabiting couples issue, given the relatively small number of
cohabiting couples at the present time and particularly as it would introduce
inconsistent treatment as between married couples with the same overall level of
income.

v) Affordability
8.75 The package as presented is cost neutral. The revenue required to implement such

an increase in Child Benefit would be raised by removing transferability of tax rate
bands but leaving transferability of allowances unaffected. However, technically
speaking the Parent Allowance coupled with the Early Opportunities Scheme and
the increase in Child Benefit would increase overall Government expenditure and
would, if not offset by reductions elsewhere lead to a possible breach of Government
spending targets, currently defined as an annual average increase of 4% in net
current spending.

8.76 To the extent that the Parent Allowance could lead to some women withdrawing
from paid employment in order to care full-time for their children, the ultimate cost
of the scheme would be higher for two reasons: firstly, because this behavioural
response would increase the explicit expenditure on the scheme, and secondly
because income tax and PRSI revenues would tend to fall as women withdrew from
the paid workforce depending on the overall labour market situation.

8.77   The restriction of the transferability of tax bands would involve an increase in the
overall level of personal taxation for some households (mainly in current one earner
married households) by the equivalent of a 3.3% increase in the standard rate of tax,
with the resources raised being concentrated on families with children. As set out in
paragraph 8.42, such a proposal would not be in accordance with the Government’s
commitment to reduce the burden of personal taxation. It would, however, be in
accordance with Government policy to refocus the tax and welfare systems in
favour of the family unit.

CONCLUSION OF THE GROUP

Summary
8.78 The Group could not reach agreement on this option and the views as expressed

by some members are set out below. In summary, the Department of Social,
Community and Family Affairs, supported by the Combat Poverty Agency and the
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National Social Services Board consider that this option contributes to the debate in
the area of tax and welfare reform and child income support options and that it
should be advanced further in the Tax Strategy Group. They consider that the
option would have to be advanced in a phased way. The Department of Finance and
the Revenue Commissioners, on the other hand, do not see any merit in the option
and consider that it is based on a mistaken premise.

Department of Social Community and Family Affairs
8.79 As with Option 1a, this option progresses the views outlined in the Report of the

Commission on the Family in addition to contributing to the wider debate on
childcare and on the objectives of the tax and social welfare systems. The
information and discussion on the option should feed into the Tax Strategy Group.

8.80   The fact that the option raises additional resources for child income support is a
positive feature. If it is felt that parents should be financially assisted in providing
care for their children in the home, then this Option outlines one possible method of
providing such support and the distributional effects of such an approach. However,
the option would introduce a complexity into the current system of child income
support whereas one of the advantages of the present Child Benefit scheme is its
simplicity.

8.81 As is the case with Option 1a, this option, if pursued, would have to be implemented
on a phased basis and safeguards put in place, for a period of time, for older women
who have been outside the labour force for a number of years. 

Department of Finance / Revenue Commissioners
8.82 As in the case of Option 1a, this option is essentially based on the mistaken premise
that the existing married treatment is a subvention to childcare. The option would effectively
raise the burden of taxation in order to fund additional expenditure on Child Benefit. In doing
so, it would result in a greatly increased tax bill for married one earner households without
children. In addition, a significant number of married households with children would also
suffer a net loss. 

8.83   With regard to the expenditure element of the proposal, it is notable that the
savings which have arisen from the reduction in unemployment payments in the
past three years would have provided a considerable portion of the funding
required for the spending element of this option. 

8.84   With regard to taxation, in eliminating band transferability the option ignores the
key justification for the introduction of the existing married treatment i.e. the need to
avoid unjustifiable discrimination against one-earner married households where the
income arose from employment. Such restriction is not under consideration. In the
event that it were, the resulting additional revenue would, in the first instance be
applied to a reduction in general income tax. In the event that it were applied to
expenditure, there would be a number of competing priorities for its use. 
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8.85 Finally, it may be considered that in taking this approach the option goes well
beyond what is required in the terms of reference. 

Department of Justice, Equality and Law Reform
8.86   While the Department notes that this option would not facilitate increased female labour

force participation it considers that the proposal would be a form of family friendly policy
whereby parents would be facilitated in rearing children with the equivalent of a parental
leave payment.

Combat Poverty Agency (CPA)
8.87 The CPA favours Option 1a over this option. While Option 1b has some merits, it

would seem to be a bit of a ‘mix-match’ and administratively very complex.

National Social Services Board
8.88 Option 1b would be complex to administer and gives rise to more losers than

gainers for income deciles apart from the bottom decile.

 
OPTION 1C)              RESTRICTED TRANSFERABILITY COUPLED WITH A CUT IN TAXES

8.89 An alternative use of the resources generated by abolishing transferability of rate
band(s) would be to cut taxes. The option was prepared on the basis that the
increased tax yield arising from restriction of transferability should be retained
within the tax system. This would be consistent with the aim of reducing the burden
of personal taxation. It also reflects the approach taken with the restriction of
mortgage interest and medical premium reliefs - where the increased tax yield was
applied to reducing general income tax. It is acknowledged that this option
addresses only one aspect of the stated terms of reference of the Group i.e. the
treatment of households under the tax code; there is no social welfare component.

8.90 Here the ESRI examined the impact of such a policy, with tax cuts implemented
through an increase in tax free allowances from £3150 to £3750 (1998 tax year basis).
Table 8.9 shows that the package involving tax cuts has about the same number of
losers as the package with Child Benefit increases but a much greater number of
gainers. The average gain for those affected is about £5 per week, as against the
average loss of £22 per week. The gains are spread more evenly across income
deciles than under the alternative of focusing resources on children with a flat rate
payment (comparing Tables 8.10 and 8.4). There are few gains or losses in the
bottom three deciles as the tax cuts and tax transferability restrictions have little
impact on this group whereas increases in Child Benefit would reach this group.
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Table 8.9a: Numbers of Tax Units Gaining/Losing, band transferability abolished,
resources channelled into tax free allowances

Number of cases (‘000s)
 
Range of disposable income              Loss     No Change          Gain       All    
per adult equivalent            > £0.50 p.w.                > £0.50 p.w.              
______________________________________________________________________________________

    <=   56                              6.9         186.2           7.2         200.2 
 >   56 <=   70                         2.4         219.5           4.8         226.7 
 >   70 <=   80                         0.0         163.4           5.2         168.6 
 >   80 <=   94                         0.4         159.2          37.4         197.0 
 >   94 <=  127                        10.8          69.0         118.2         197.9 
 >  127 <=  162                        22.0          22.5         153.9         198.4 
 >  162 <=  200                        30.6           7.4         160.1         198.0 
 >  200 <=  246                        37.4           0.5         160.2         198.1 
 >  246 <=  319                        42.7           1.3         154.3         198.3 
 >  319                                61.2           0.4         136.7         198.2 
All                                   214.3         829.3         938.0        1981.6 
 

Table 8.9b: Average Change in Disposable Income (£pw)
 
Range of disposable income              Loss                 Gain           All    
per adult equivalent            > £0.50 p.w.          > £0.50 p.w.              
______________________________________________________________________________________
     £
<=   56 -0.95 3.15 0.07     
>   56 <=   70 -0.90 3.57 0.06
>   70 <=   80 0.00 3.35 0.10
>   80 <=   94 -6.59 2.91 0.54
>   94 <=  127 -15.49 3.61 1.31
>  127 <=  162 -21.26 3.78 0.58
>  162 <=  200 -19.37 3.71 0.01
>  200 <=  246 -19.69 4.48 0.20
>  246 <=  319 -25.11 6.40 -0.42
>  319 -27.71 7.37 -3.47
All -22.13 4.84 0.00
 

Table 8.10: Percentage Change in Disposable Income, Band Transferability abolished,
Increased TFA

 
Range of disposable income              Loss                 Gain           All    
per adult equivalent            > £0.50 p.w.          > £0.50 p.w.              
________________________________________________________________________________________   
    <=   56                            -2.4                  9.6           0.2 
 >   56 <=   70                        -1.5                  1.7           0.1 
 >   70 <=   80                         0.0                  1.6           0.1 
 >   80 <=   94                        -1.8                  2.1           0.5 
 >   94 <=  127                        -3.8                  2.0           0.7 
 >  127 <=  162                        -4.7                  1.8           0.2 
 >  162 <=  200                        -4.2                  1.6           0.0 
 >  200 <=  246                        -4.2                  1.7           0.1 
 >  246 <=  319                        -4.8                  1.8          -0.1 
 >  319                                -3.0                  1.2          -0.5 
All                                    -3.8                  1.6           0.0 
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Table 8.11a: Numbers of Gainers/Losers by Family Type, Band Transferability
abolished, Increased TFA

Number of Cases (000's)
 
Family Type                                         Loss No Change      Gain    All    
                                            > £0.50 p.w.        > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    0.0      72.5     518.9     591.4 
Single Unemployed without Children                  8.8     112.9       9.0     130.6 
Employed Lone Parent                                0.0       5.4      18.3      23.7 
Non-Earning Lone Parent                             0.0      70.1       2.5      72.6 
Single Retired Tax Unit                             0.0     176.9      45.1     222.0 
Single Earner Couple without Children              38.8      25.1      40.8     104.8 
Single Earner Couple with Children                 92.7      37.7      64.7     195.1 
Dual Earner Couple without Children                17.2       1.9      81.5     100.6 
Dual Earner Couple with Children                   39.8       5.7     114.8     160.3 
Dual Earner Couple with Relative Assisting          5.2       5.3       5.5      16.0 
Unemployed Couple with no Children                  0.0       7.4       0.0       7.4 
Unemployed Couple with Children                     0.0      29.6       0.0      29.6 
Retired Couple                                     11.3      86.6      21.2     119.2 
All Other Tax Units                                 0.5     192.3      15.6     208.4 
All                                               214.3     829.3     938.0    1981.6 
 

Table 8.11b: Average Change in Disposable Income (£pw)
 
Family Type                                         Loss           Gain        All    
                                            > £0.50 p.w.    > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    0.00        3.79      3.32 
Single Unemployed without Children                 -0.96        2.79      0.11  
Employed Lone Parent                                0.00        5.26      4.06  Non-Earning
Lone Parent                             0.00           3.57      0.12  Single Retired Tax
Unit                             0.00           3.04      0.62  Single Earner Couple without
Children             -25.28        5.36     -7.28  
Single Earner Couple with Children                -25.66        4.95    -10.55  
Dual Earner Couple without Children               -19.37        8.54      3.60  
Dual Earner Couple with Children                  -16.62        7.69      1.39  
Dual Earner Couple with Relative Assisting        -23.21        5.13     -5.79
Unemployed Couple with no Children                  0.00           0.00      0.00  
Unemployed Couple with Children                     0.00           0.00      0.00 
Retired Couple                                    -22.73        5.27     -1.22  
All Other Tax Units                                -0.52        3.08      0.23     
All                                               -22.13        4.84      0.00 
 

8.91  Table 8.11 shows the numbers of gainers and losers by family type. This package
involves a major redistribution from couples (currently benefiting from the transferability of
allowances) to single people without children (who account for more than half of all those
gaining from the package) and to dual earner couples with and without children. Losers out
number gainers among one-earner couples with children.

8.92  Table 8.12 examines the distributive effects of the abolition of rate band
transferability, coupled with a mixed package of tax cuts: a cut of 2 percentage
points in the standard rate of tax, an increase in the personal tax free allowance of
£200 and an increase in the standard rate band of £400. Broadly speaking, this
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package is slightly less favourable for the lower half of the income distribution than
the package involving increases in tax free allowances; and slightly more favourable
for those in the upper half of the income distribution. The distributive pattern for the
two forms of tax cut are much more similar to each other than the distributive
pattern for the package focusing on increased child benefit.

Table 8.12a: Percentage Change in Disposable Income, Band Transferability abolished,
Mixed Tax Cut Package

 
Range of disposable income              Loss               Gain            All    
per adult equivalent            > £0.50 p.w.        > £0.50 p.w.              
______________________________________________________________________________________

    <=   56                            -2.0               12.0           0.2 
 >   56 <=   70                        -1.2                1.1           0.0 
 >   70 <=   80                         0.0                1.1           0.1 
 >   80 <=   94                        -1.8                1.3           0.3 
 >   94 <=  127                        -4.1                1.4           0.3 
 >  127 <=  162                        -4.8                1.7           0.0 
 >  162 <=  200                        -4.5                1.9           0.1 
 >  200 <=  246                        -4.4                2.2           0.4 
 >  246 <=  319                        -5.1                2.3           0.2 
 >  319                                -3.2                1.6          -0.3 
All                                    -4.0                1.9           0.0 
 

Table 8.12b: Average Change in Disposable Income (£pw)

 
Range of disposable income              Loss                 Gain              All    
per adult equivalent            > £0.50 p.w.          > £0.50 p.w.              
______________________________________________________________________________________

    <=   56                           -0.80        3.37           0.08 
>   56 <=   70                        -0.76        2.25           0.03 
>   70 <=   80                         0.00        2.64           0.06     >   80 <=
94                        -6.52        1.91            0.30     
>   94 <=  127                       -16.42        2.63           0.52     >  127 <=
162                       -21.08        3.50           0.10     >  162 <=  200
-20.80                4.37           0.24     
>  200 <=  246                       -20.96  6.46           1.28     >  246 <=
319                       -26.93 8.43           0.90    
>  319                               -29.36 9.73          -2.26    
     
All                                  -23.35  5.75           0.00
 

8.93 Application of Principles to Option 1c
As set out in Chapter 6, the Group notes that the Constitution governs the existing
treatment of families and that any changes would have to be viewed in this context,
from  a legal perspective.
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i) Adequacy
8.94 Under this option the gains are spread more evenly across income deciles than

under the alternative of focusing resources on children with a flat rate payment.
There are few gains or losses in the bottom three income deciles as the tax cuts and
tax transferability restrictions have little impact on this group, whereas increases in
Child Benefit would affect this group. The option would not improve the position of
those currently in poverty or at most risk of poverty. Thus, this option does not meet
the Government’s requirements in relation to poverty proofing of policy proposals.

8.95   In terms of family type, this package involves a major redistribution from couples
to single people without children (who account for more than half of all those
gaining from the package) and to dual earner couples with and without children.
Losers outnumber gainers among one earner couples with children.

ii) Equity
8.96   The gains are spread more evenly across the income deciles than under the

alternative of refocusing of resources on children with a flat rate payment. Thus the
resources raised are not being targeted towards families with children, particularly
not those in the lower income deciles (to whom an increase in Child Benefit would
reach).

8.97 While the option of increasing the tax free allowance is equitable in a limited sense,
to the extent that it would apply to all tax payers, the mixed tax package (para 8.92)
is more favourable to the upper half of the income distribution. However, as with
options 1a and 1b it would provide for inequitable tax treatment of single earner
married couples compared to two earner couples. 

iii) Positive Labour / Behavioural Incentive
Household Formation

8.98   This would have a neutral effect on household formation (although the tax
system would still favour, although to a lesser extent, married couples).

  Labour Market Participation
8.99   The reduction in taxes payable under this option would have a positive effect on
labour market incentives.
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  iv)  Consistency
 8.100  The option is consistent in that it treats all tax payers equally. However, as with the

equity principle, the option is not consistent in that it only affects those who are
currently paying tax. It is also inconsistent in its treatment of married couples with
the same overall level of income. 

8.101   On a broader level the option is not consistent in that some members of the Group
consider the transferability of tax allowances/bands in terms of this acting, amongst
other things, as a support to childcare (see chapter 7). Accordingly, restriction or
removal of that transferability was examined in earlier options with a view to
targeting childcare support in a more effective manner. This option, however,
redistributes the revenue raised from restricting transferability towards single
persons without children.

v) Affordability
8.102 The package as presented is cost neutral. The revenue required to implement such tax
changes would be raised by removing transferability of tax rate bands, but leaving
transferability of allowances unaffected.

8.103   The measure would not be in accordance with Government policy to refocus the
tax and welfare system in favour of the family unit because of the resulting
redistribution from couples to single people without children, although this is
balanced to some degree in that there is some redistribution to dual earner couples
with children.  

CONCLUSION OF THE GROUP

SUMMARY

8.104   The Group does not support this option for a variety of reasons, as set out below.

              Department of Social Community and Family Affairs
8.105 The Department does not support this option as it does not meet the terms of reference
of the Group and it does not focus the revenue raised on families with children.

Department of Finance / Revenue Commissioners
8.106 In light of comments on Option 1a regarding restrictions to the transferability of tax

bands, the Department does not support this option.

         Department of Justice, Equality and Law Reform
8.107    While noting that this proposal would have a positive effect on labour market incentives,

the Department would not support this option as it does not focus on children.
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Combat Poverty Agency (CPA)   
8.108 Option 1c does not meet the terms of reference of the Group in that it distributes the
gains from couples to single people without children and to dual earner households with and
without children. Losers outnumber gainers among one earner couples with children. This
option does not meet the poverty proofing criteria.

National Social Services Board (NSSB)  
8.109 Option 1c does not meet the terms of reference of the Group.
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OPTION 2

EXTEND FULL TRANSFERABILITY TO COHABITING COUPLES WITH CHILDREN

8.110   This option was examined by the Group on the basis that it would bring about
the more consistent treatment of married and cohabiting couples under the tax
code and that the current system, whereby transferability of tax allowances and
bands is permitted between married couples can be viewed as a support to
childcare, amongst other things (Chapter 7). This option is further examined in
Chapter 9 which discusses the issues and options regarding the tax treatment of
cohabiting couples in more detail.

8.111   The ESRI estimated the cost of this policy option again using the SWITCH model
and database.  The estimated cost of allowing transferability to cohabiting couples
with children under 18 is under £7m, on the basis of approximately 25,000
cohabiting couples in the population represented by 57 cases in the ESRI sample
(see 8.113 below for 1999 projections).

8.112   Given the relatively small number of cases involved ( with just over half having
children), it is important to consider how well this estimate may represent the
overall population and the possible sensitivity of the cost of the proposal to trends
in cohabitation.  The ESRI found two independent checks on the level of
cohabitation around the time of the 1994 Living in Ireland Survey.  Extrapolation
from Census of Population results from 1991 (9,000 cohabiting couples) and 1996 (
31-32,000 cohabiting couples) would suggest a figure of about 22,000 to 23,000
cohabiting couples in 1994.  Furthermore, analysis of the Labour Force Surveys for
1994 to 1996 shows a rise in the number of cohabiting couples from 17,600 in 1994
to 26,000 in 1996 and to 3,000 in 1997.  Thus, the Living in Ireland survey based
estimate for 1994 seems to be about the right order of magnitude. Growth in
cohabitation between 1994 and the present day may, however, need to be taken
into account.  (Note: there may also be a reporting phenomenon in the Census /
Labour Force Survey with regard to cohabitation)

8.113   A crude projection based on the trends seen in the Labour Force Survey and
Census of Population data would suggest that an outside estimate of the number
of cohabiting couples is of the order of 40,000 to 45,000 in 1999 but that the figure
could rise towards 50,000 in the future. Even if it did, the cost of extending
transferability to this group would be relatively modest, at double the £7m
estimated from the model database.  

8.114   The key issue here is, however, whether policy is going to move to restrict
transferability (as under the options considered in the previous section) or to
extend it from married couples to cohabiting couples. However, the two options
are not mutually exclusive i.e. restricted transferability (as in Option 1 -
transferability of tax allowances only ) could be extended to cohabiting couples,
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thus bringing about the more consistent treatment of married and cohabiting
couples. Alternatively, limited transferability could be extended to cohabiting
couples with children.

   Application of Principles to Option 2 
8.115   As set out in Chapter 6, the Group notes that the Constitution governs the existing

treatment of families and that any changes would have to be viewed in this context,
from a legal perspective.

  i)  Adequacy

8.116 Tax transferability restrictions have little impact on those in the bottom income
deciles i.e. those not in receipt of a taxable income. An extension of transferability
will therefore, have limited effect on those currently falling below the poverty
line. However, in the case of cohabiting couples with children where one of the
couple is in paid employment their net income could increase as a result of the
extension of transferability.

  ii)  Equity 

8.117   The option would result in similar tax treatment of married and cohabiting
couples where currently a distinction is made.

 iii) Positive Labour / Behavioural Incentives

Household Formation
8.118 This option would introduce neutrality on the tax side between the treatment of
married and cohabiting couples with children. Currently the tax system is more favourable
in its treatment of married couples (see Chapter 2 for the Constitutional background to this
situation).

  Labour Market Participation
  The extension of transferability to cohabiting couples could have a negative impact

on the labour market incentives of one of  the couple. In the current situation it is in the
financial interests of both to be in paid employment. ESRI research has shown that women
in cohabiting couples are twice as likely to be in the paid labour force as married women. In
their sample 62% of cohabiting couples are both at work compared to 31% for married
couples.

            iv) Consistency

8.119 The option meets the consistency principle in that it brings about the similar
treatment of married and cohabiting couples with children under the tax code. 

131



  v) Affordability

8.120 The estimated cost of allowing transferability to cohabiting couples with  children
under 18 is estimated at £7m on the basis of  the numbers estimated at para 8.110.
There is no balancing saving as is the case with the previous options presented.
Accordingly, this measure would mean additional costs for the Exchequer albeit
of a relatively modest nature. Given the small sample of cohabiting couples in the
ESRI Survey this figure may not be totally reliable. However, even if the figure
doubled the cost would remain relatively modest.

8.121 The option would comply with the Governments commitment to family 
friendly tax and social welfare policies.

CONCLUSION OF THE GROUP

Summary
8.122 As discussed in Chapter 9, the issues in relation to the tax treatment of cohabiting

couples are complex: a key issue is whether tax legislation should be amended in
this area in advance of changes in general law. Options in this area are linked to
the reaction to Option 1a, relating to the restriction of transferability.

8.123 Overall, the Group was sympathetic to proposals to address the tax issues faced
by cohabiting couples, as set out in the specific views below.

Department of Social, Community and Family Affairs
8.124   In the long term the Department favours the redirection of resources to
child income support. If this were to be done via  the restriction of  transferability
of tax allowances/bands, safeguards would have to be put in place for older
women who have stayed out of the labour force (certainly for a transitional
period). However, if there is  to be no movement in this direction, then the
Department  would support extending limited transferability to cohabiting couples
with children as a means of focusing support on families with children.

Department of Finance / Revenue Commissioners
8.125   Chapter 9 presents a broad outline of the issues and options arising in the tax
treatment of cohabiting couples. Option 2 should be considered in the context of Chapter 9.

Combat Poverty Agency (CPA)
8.126 The CPA believes that there is a lot of merit in this proposal.  The Agency

supports Option 1a, the restriction of the transferability of rate bands, with the
extension of this restricted transferability to all cohabiting couples. This would
very much meet the terms of reference of ensuring consistent and equitable
treatment of married, cohabiting and one-parent households under the tax and
social welfare codes.
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National Social Services Board (NSSB)
8.127 Option 2 provides the least disruptive solution to meeting the Group’s terms of

reference. It is also a low cost solution. Extending this option to cover all
cohabiting couples would be desirable and does not add substantially to the cost.
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OPTION 3

RESTRUCTURING OF SOCIAL WELFARE PAYMENT RATES - HOUSEHOLD

RESPONSIBILITY PAYMENT ( HRP)

8.128   The key element of this proposal is that social welfare payments (both assistance
and insurance) would be restructured so as to comprise two parts: a personal
payment for each adult  and one “household responsibility payment” for each
household.  The rationale for this proposal is to rectify the anomaly whereby
welfare recipients in some households may receive two or more full personal
rates, whereas others are restricted to one payment at the personal rate and a
qualified adult allowance. Thus, for example, a brother and sister, both on UA,
and living in the same household, not with their parents, can be paid two full
personal rates at present, whereas a married or cohabiting couple on UA is
restricted to a total payment of approximately 1.6 times the personal rate.  The
cost implications of a number of versions of this basic idea are outlined below and
the “first round” or impact affects in terms of gainers and losers across the income
distribution are considered.

8.129  The restriction of payment rates for couples (both married and cohabiting) has
been justified by considerations of the economies of scale involved in living
together as a couple. However, the present payment system does not take account
of such economies of scale in a consistent manner across all couples; and does not
take into account the economies of scale involved when other welfare recipients
(e.g. siblings or individuals who are not related) are living together in the same
household.

 
8.130   This option involved separating out the personal rate and the shared household

allowance elements of the existing social welfare payment structure and applying
this basis of payment to all households, regardless of the relationship of the
occupants to one and other.  A rationale for this option is as follows17 :

Consistent - the existing system recognises that means-tested payments should
be adjusted to take account of the economies accruing to two adults in the same
household.  The proposal extends this logic to other situations.

Rational and Logical - the proposal has the advantage of making explicit what is
already implicit in the social welfare payment system i.e. the 1.6 equivalence scale for a
couple.

Equitable and non-discriminatory - households in similar circumstances would
be treated in a similar manner. 
 

Efficient - to the extent that the existing system directs scarce resources towards
people whose means, based on an objective and consistent application of the 1.6

17 The Combat Poverty Agency rejects this rationale.
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rule,  would not warrant it. This proposal would release these  resources for use in
other more effective ways.

Anti-Poverty - the proposal would release resources from within the social 
welfare system that are currently directed towards those who need these less and
redistribute them towards those who need these more.

Administrative Savings - while there may be aspects of the proposal that would
involve extra administrative effort (e.g. establishing whether a single household
exists), there should also be administrative savings ( e.g. it is very difficult to establish
whether two people are cohabiting whereas simple co- residence is less difficult to
establish).

8.131   The Group requested the ESRI to provide a cost and analysis of a proposal
designed to ensure an equality between these different cases by making, at most, one
explicit household responsibility payment in respect of welfare recipients in the household,
and treating all other welfare recipients equally whether they are married, single, cohabiting,
related or unrelated to one and other. Some costs e.g. for housing may be smaller for
married or cohabiting couples than for other adult pairs but the proposal was not designed to
take these into account.

8.132   One advantage of this restructuring is that it would do away with the “cohabitation
test” in its current form. On the other hand, implementation of the Household Responsibility
Payment/Household Allowance would require that all social welfare claimants give enough
information on other household members to determine who should receive such a payment.
The proposal retains the concept of a “qualified adult allowance”. The rate of payment for a
qualified adult becomes approximately equal to the proposed personal rate of payment but
the qualification conditions (including a test involving a spouse’s/partner’s earnings) remain
the same. A more thorough-going move away from the concept of “dependency” would
involve the abolition of  the qualified adult allowance, while allowing those currently
benefiting from the allowance to apply for categorical means tested payments such as UA
but this was not the intention of the proposal being considered here by the Group. 

 
8.133   Costing of Policy Options

Three versions of the proposed restructuring were considered by the Group as 
follows:

Option A   involved a household payment of about £30 per week (roughly equal
to the difference between the existing personal rate and the qualified adult
allowance), with personal rate payments reduced by the same amount. This
would make personal rates equal to or close to the existing Qualified Adult
Allowance rate, which would, itself, be unchanged. The total payment for a
couple would remain at about 1.6 times the personal rate of payment. 
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Option B   involved a household payment of £21.50 per week with personal rate
payments being reduced by the same amount. Under this option Qualified Adult
Allowance rates would be increased to be equal to the new personal rate of
payment.  This rebalancing would make the total rate for a couple equal to about
1.7 times the personal rate.

Option C is the same as Option B for non-elderly welfare recipients, but those
aged over 66 ( whether on Old Age Pensions or on special rates applying  to  the
elderly on other schemes such as the Widows Pension)  continue  with  the  same
payment structure as at present.  This option would “ring  fence”  the  relatively  high
degree of individual entitlement and assessment currently enjoyed by elderly welfare
recipients. 

8.134   In modelling the proposals, it was assumed that the household responsibility
payment is determined as follows.  First, the number of welfare recipients in the
household is established. If there is only one then that person will receive a
household responsibility payment regardless of the circumstances of other
members of the household. If there is more than one welfare recipient in the
household then the household responsibility payment will be made to the person
responsible for the payment of rent/mortgage etc. (if she/he is a welfare
recipient) and otherwise to the oldest welfare recipient. One feature of this
approach is that the reduction in personal rates could lead to a situation where
people who are currently in receipt of means tested payments would lose their
entitlements i.e. those who have some means and are already on reduced rates of
payment. The proposal suggested by the Group would involve a more complex
means test with a reduced household responsibility payment being possible in
these circumstances. The ESRI explored the potential importance of this
phenomenon and found that while it may be significant for some individuals (the
maximum amount involved under Option B is £21.50 per week) its aggregate
impact on the costing and on the distributional analysis was very limited.10

8.135  Table 8.13 shows the net reductions in expenditure for the options described above.

1 0  A rough estimate suggests that the cost saving involved in the all or nothing approach to the HRP is
less than 3% of the total cost saving and that those affected by this consideration amount to no more than
3% of the total number of losers under the proposal
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Table 8.13:  Net Reductions in Expenditure Under Household Responsibility Structures

Option Net Reduction in Expenditure

A (£30.30 HRP) £333m pa
B (£21.50 HRP) £184m pa
C (£21.50 HRP, exclude elderly) £ 59m pa

8.136  Under Option A, there are two main reasons for reductions in expenditure:
- multiple tax unit households containing more than one welfare recipient: at present,

such households can obtain a full personal rate payment in respect of two or more
people, but under the proposal the HRP would be paid only once, with a reduced
personal rate payment to each individual.

- couples where both partners obtain a full benefit: e.g., both on OACP, or one on UB
and one on DB.

8.137   Option B involves a lower reduction in expenditure as the payments levels are
adjusted to give a higher payment for couples (or other pairs of welfare recipients)
than under the present system. Option C excludes the over-65s from the scope of the
changes, thereby limiting the expenditure reductions still further. Comparison of
Options B and C shows that about £125m of the total saving of £184m under Option
B arises from restrictions on payments to the elderly.

8.138 As noted earlier, the ESRI analysis does not deal with behavioural responses to the
changed incentives involved in these options. The restructuring of payments could
affect the financial incentives concerning household formation in quite complex
ways, and the degree of responsiveness to such changes is not known. Under
Option A, there would be an unambiguous shift in the incentives favouring
formation of independent households but the likely size of the response is not
known. Option B, which gives a higher payment to couples than at present, could
see welfare incentives for household formation moving in opposite directions for
different individuals. In these circumstances even the direction of the net effect is
therefore unclear.

 Distributional analysis
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8.139 The distributional analysis focuses on Option C. There are many ways in which the
expenditure savings could be redirected. The Group considered two main
alternative uses of these resources, firstly to finance an increase in Child Benefit and
secondly, to finance an increase in personal (and QAA) rates of payment. Some of
the additional resources generated by the restructuring can be regarded as already
having been used (in Options B and C) to raise the implicit equivalence scale in the
welfare system for couples from 1.6 to 1.7.

8.140  The net savings of £59m would then permit a rise in Child Benefit of £14 per month
(from 1998 levels of £31.50 for first and second children, and £42 for third and higher
order children). Table 8.14 shows the number of gainers and losers across the
income distribution while Table 9.14b shows the average percentage change in
income for each decile group18. Gainers outnumber losers for each decile group
except the second  but for those in the bottom decile, the average loss (for those who
are losers) is much more than the average gain (for those who are gainers). Thus,
there are falls in average income for each of the bottom two income groups. These
distributions are on a “family unit” level of analysis. But as the main losses arise in
multiple welfare recipient households, one would expect that a similar distributive
pattern would be observed at household level, with a loss of income on average at
the bottom of the distribution, and a smaller percentage rise in income for middle
and upper income groups.

Table 8.14a: Numbers of tax units gaining/losing from welfare payment restructuring,
Option C, with increase in child benefit

Number of Cases (000's)
Range of disposable income              Loss     No Change          Gain       All    
per adult equivalent            > £0.50 p.w.                > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                            22.0         133.9          44.3         200.2 
 >   56 <=   70                        76.4         100.0          50.3         226.7 
 >   70 <=   80                         4.1         129.9          34.6         168.6 
 >   80 <=   94                         4.2         144.3          48.6         197.0 
 >   94 <=  127                         9.1         104.1          84.7         197.9 
 >  127 <=  162                         8.9         117.1          72.5         198.4 
 >  162 <=  200                         0.0         138.2          59.8         198.0 
 >  200 <=  246                         0.0         142.5          55.6         198.1 
 >  246 <=  319                         0.0         146.6          51.7         198.3 
 >  319                                 0.0         150.0          47.6         198.2 
All                                   124.8        1307.2         549.7        1981.6 
 

18   In these and subsequent tables, attention should be focused on groups where substantial numbers are estimated to
gain or lose: a small number of individual cases of gain or loss (each representing some hundreds of families in the
population) may arise from approximations needed to model the current or revised systems.
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Table 8.14b:           Average Change in Disposable Income (£pw)

  
Range of disposable income              Loss              Gain             All    
per adult equivalent            > £0.50 p.w.       > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                           -18.49       4.69       -1.00 
 >   56 <=   70                       -20.68       8.99       -4.97         >
70 <=   80                       -19.23       8.33        1.24         >   80 <=
94                       -17.43       6.90        1.33  
 >   94 <=  127                       -13.31       4.98        1.52         >
127 <=  162                       -18.70       3.19        0.33         >  162 <=
200                         0.00       2.97        0.69 
 >  200 <=  246                         0.00       2.67        0.62
 >  246 <=  319                         0.00       2.46        0.58         >
319                                 0.00       1.94        0.41          
 All -19.27       4.52        0.00 
 

Table 8.15: Percentage Change in Disposable Income by Decile Group Under Welfare
Payment Restructuring, Option C, with Increased Child Benefit

 
Range of disposable income              Loss                Gain           All    
per adult equivalent            > £0.50 p.w.         > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                           -26.0                   3.6          -2.3 
 >   56 <=   70                       -28.4                   6.2          -5.7 
 >   70 <=   80                       -19.2                   5.7           1.4 
 >   80 <=   94                       -12.5                   4.1           1.1 
 >   94 <=  127                        -5.9                   2.0           0.8 
 >  127 <=  162                        -9.1                   0.9           0.1 
 >  162 <=  200                        -7.9                   0.7           0.2 
 >  200 <=  246                        -6.0                   0.5           0.2 
 >  246 <=  319                        -2.8                   0.4           0.1 
 >  319                                -5.8                   0.2           0.1 
All                                   -17.9                   1.2           0.0
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Table 8.16a: Number of Gainers and Losers by Family Type Under Welfare Payment
Restructuring, Option C, with Increased Child Benefit

Number of Cases (000's)
 
Family Type                                         Loss No Change      Gain    All    
                                            > £0.50 p.w.        > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    8.6     575.3       7.5     591.4 
Single Unemployed without Children                 60.9      69.6       0.1     130.6 
Employed Lone Parent                                2.5       1.0      20.1      23.7 
Non-Earning Lone Parent                            13.0       2.0      57.6      72.6 
Single Retired Tax Unit                             3.9     209.5       8.6     222.0 
Single Earner Couple without Children               4.2      88.6      12.0     104.8 
Single Earner Couple with Children                  2.4       7.3     185.4     195.1 
Dual Earner Couple without Children                 0.0      97.2       3.3     100.6 
Dual Earner Couple with Children                    0.9       8.3     151.1     160.3 
Dual Earner Couple with Relative Assisting          0.0       7.3       8.7      16.0 
Unemployed Couple with no Children                  0.6       0.0       6.8       7.4 
Unemployed Couple with Children                     1.6       0.0      28.0      29.6 
Retired Couple                                      1.9      71.5      45.8     119.2 
All Other Tax Units                                24.2     169.6      14.6     208.4 
All                                               133.8    1298.2     549.7    1981.6 
 

Table 8.16b:          Average Change in Disposable Income (£pw)
 
Family Type                                         Loss        Gain            All 
                                            > £0.50 p.w.    > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                  -18.24     7.72     -0.32 
Single Unemployed without Children                -20.70     7.99     -9.64  
Employed Lone Parent                              -14.82     5.11     -2.78  
Non-Earning Lone Parent                           -19.96     1.85     -2.10  
Single Retired Tax Unit                           -10.67       18.07      0.51  
Single Earner Couple without Children             -11.80     7.91      0.44  
Single Earner Couple with Children                -16.52     3.12      2.76  
Dual Earner Couple without Children                 0.00     5.94      0.20 
Dual Earner Couple with Children                  -16.39     2.21      2.00  
Dual Earner Couple with Relative Assisting          0.00     3.48      1.90  
Unemployed Couple with no Children                -19.14     8.15      5.78  
Unemployed Couple with Children          -16.99       11.51      9.96  
Retired Couple                                    -21.47    11.46      3.71  
All Other Tax Units                               -19.20     6.77     -1.95
All                                               -19.27     4.52      0.00 
  

8.141  Table 8.16 shows the distribution of the numbers of gainers and losers by family
type. There are gains for many couples, associated with the rise in the total potential
payment for a couple and for many families with children because of the increase in
Child Benefit. Losses are concentrated on single person tax units – principally those
who are unemployed, ill or disabled, but also including some non-earning lone
parents resident with other welfare recipients i.e. some of the groups identified by
the ESRI as being at most risk of poverty.

140



8.142  An alternative use of the moneys (approximately £59m) saved by Option C would be
to raise welfare payment rates generally by just over 1%. The first round distributive impact of
this policy is dealt with in Tables 8.17 to 8.19. The broad distributive pattern across the income
distribution is somewhat different from the package involving increases in Child Benefit.
Again, there are net losses for the bottom two income groups but gains are now concentrated
on the lower middle income groups (deciles 3 and 4) with little overall change in income for
the upper income groups.

Table 8.17a: Numbers of tax units gaining/losing from welfare payment restructuring,
Option C, with 1% Increase in Welfare Payment Rates

Number of Cases (000's)
______________________________________________________________________________________
Range of disposable income              Loss     No Change          Gain       All    
per adult equivalent            > £0.50 p.w.                > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                            21.9         128.9          49.5         200.2 
 >   56 <=   70                        75.9          19.4         131.5         226.7 
 >   70 <=   80                         4.1          24.8         139.7         168.6 
 >   80 <=   94                         4.2          51.9         140.9         197.0 
 >   94 <=  127                         9.1         120.0          68.8         197.9 
 >  127 <=  162                         8.9         152.7          36.9         198.4 
 >  162 <=  200                         0.0         173.5          24.5         198.0 
 >  200 <=  246                         0.0         177.1          21.0         198.1 
 >  246 <=  319                         0.0         188.3           9.9         198.3 
 >  319                                 0.0         189.4           8.9         198.2 
All                                   124.1        1225.8         631.6        1981.6
______________________________________________________________________________________

Table 8.17b:           Average Change in Disposable Income (£pw)
 
Range of disposable income              Loss               Gain           All    
per adult equivalent            > £0.50 p.w.        > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                           -18.54       3.61       -1.13         >
56 <=   70                       -20.29       4.03       -4.45   
 >   70 <=   80                       -19.01       2.83        1.89   
 >   80 <=   94                       -16.23       3.22        1.97   
 >   94 <=  127                       -12.72       5.16        1.25   
 >  127 <=  162                       -17.65       3.36       -0.11 
 >  162 <=  200                         0.00       4.57        0.30
 >  200 <=  246                         0.00       3.36        0.25   
 >  246 <=  319                         0.00       5.12        0.23
 >  319                                 0.00       1.90        0.06       
All                                   -18.81       3.62        0.00
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Table 8.18: Percentage Change in Disposable Income by Decile Group Under Welfare
Payment Restructuring, Option C, With 1% Increase in Welfare Payment
Rates

 
Range of disposable income              Loss              Gain            All    
per adult equivalent            > £0.50 p.w.       > £0.50 p.w.              
______________________________________________________________________________________
    <=   56                           -26.2               3.2          -2.5 
 >   56 <=   70                       -27.9               4.4          -5.1 
 >   70 <=   80                       -18.9               3.2           2.1 
 >   80 <=   94                       -11.6               2.9           1.7 
 >   94 <=  127                        -5.6               3.0           0.7 
 >  127 <=  162                        -8.6               1.3           0.0 
 >  162 <=  200                        -7.3               1.5           0.1 
 >  200 <=  246                        -5.6               1.0           0.1 
 >  246 <=  319                        -2.5               1.2           0.1 
 >  319                                -5.7               0.3           0.0 
All                                   -17.4               2.5           0.0 
 

8.143   The impact of this alternative uses of resources on families of different types can
also be readily understood. Essentially the child benefit increase pays an extra £1 per
child per week in respect of all children while the welfare increase of just over 1%
adds just under £1 per week to the personal rate of welfare payment with
proportionate increases in respect of qualified adults. Thus, gains are quite limited
but widespread in each case (across all children for the child benefit increase, and
across all welfare recipients who qualify for a household responsibility payment in
the case of the welfare increase).19 Losses can be greater (up to £21.50 per week) and
more concentrated on those whose personal rates of payment are reduced but who
do not qualify for a household responsibility payment. The population of losers is
almost identical under the two alternative uses of resources as the small widespread
gains do little to offset the concentrated losses in either case.

19       For example, Table 8.19a shows gains for almost all retired couples but the average gain is about £1
per week.
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Table 8.19a:  Number of Gainers and Losers by Family Type Under Welfare Payment
Restructuring, Option C, with Increased Welfare Payment

Number of Cases (000's)
 
Family Type                                         Loss No Change      Gain    All    
                                            > £0.50 p.w.        > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                    8.6     547.4      34.4     591.4 
Single Unemployed without Children                 60.4      16.1      54.2     130.6 
Employed Lone Parent                                2.5      10.2      10.9      23.7 
Non-Earning Lone Parent                            13.0       1.7      57.9      72.6 
Single Retired Tax Unit                             3.9      23.0     195.1     222.0 
Single Earner Couple without Children               4.2      82.3      18.4     104.8 
Single Earner Couple with Children                  2.3     151.7      41.1     195.1 
Dual Earner Couple without Children                 0.0      93.7       6.8     100.6 
Dual Earner Couple with Children                    0.9     144.1      15.3     160.3 
Dual Earner Couple with Relative Assisting          0.0      13.9       2.2      16.0 
Non-Earning Couple (>= 1 UE) no Kids                0.6       0.0       6.8       7.4 
Non-Earning Couple (>= 1 UE) with Kids              1.6       0.1      27.9      29.6 
Retired Couple                                      1.9      35.3      82.0     119.2 
All Other Tax Units                                24.2     105.5      78.7     208.4 
All                                               124.1    1225.8     631.6    1981.6 
 

Table 8.19b:         Average Change in Disposable Income (£pw)
 

Number of Cases (000's)
Family Type                                         Loss           Gain      All    
                                            > £0.50 p.w.    > £0.50 p.w           
______________________________________________________________________________________
Single Employed without Children                   -17.5 2.57     -0.26 
Single Unemployed without Children                 -20.29 0.96     -8.98 
Employed Lone Parent                               -15.64 8.17      2.17
Non-Earning Lone Parent                            -20.27 1.45     -2.47 
Single Retired Tax Unit                             -9.59 1.76      1.38  
Single Earner Couple without Children              -10.34 6.40      0.71 
Single Earner Couple with Children                 -17.00 5.26      1.06  
Dual Earner Couple without Children                  0.00 3.83      0.26  
Dual Earner Couple with Children                   -16.53 3.90      0.43  Dual Earner
Couple with Relative Assisting           0.00 7.85      1.13 
Unemployed Couple with no Children                 -17.60 9.71      7.33 
Unemployed Couple with Children       -16.82        11.10      9.54  
Retired Couple                                     -19.88 7.92      4.81 
All Other Tax Units                                -18.46 2.13     -1.52 
All                                                -18.81 3.62      0.00    
 

  Application of Principles to Option 3
 

Adequacy

8.144 While the income of couples (in some cases), both of whom are in receipt of a social
welfare payment, would remain unchanged or slightly increase under this option, multiple
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tax unit households containing more than one social welfare recipient (whatever the
relationship with one and other) will experience a reduction in income. This is the case
because the Household Responsibility Payment (HRP) would be paid only to one person in
the household with a reduced rate of payment to every other individual.

8.145 Under the option the HRP would be allocated to the welfare unit with
responsibility for rent/mortgage/ownership of the house (if a welfare recipient)
and otherwise to the oldest welfare recipient.  It is important to note that in most
shared households where the people are not related no one person has
responsibility for payment of rent etc. and there is no guarantee in such a
household that the HRP would be shared or used for household expenses. Also
the option does not allow for an increasing HRP according to the number of
people in a household. In broad terms the option slightly increases the income of
some welfare recipients.  However, this is at the expense of other welfare
recipients.

 i) Equity 

8.146 The option is equitable in that it assumes economies of scale in all households, no
matter what the relationship of the occupants to one another, and restructures the
welfare payment system accordingly.  However, exceptions are made, thus
undermining this assumption, e.g. in the case of those aged over 66 years of age,
and adding inconsistencies to the proposal.

8.147 The option is not equitable in that income is being taken from some social welfare
recipients, who are already on lower incomes, and being redistributed to all
income groups via the increase in Child Benefit and to other social welfare
recipients via the general increase in rates.

8.148 The option, by altering the structure of insurance as well as assistance type social
welfare payments also removes the individual/direct right element which
currently exists with regard to insurance payments.  The level of payment which a
person might receive under this option is depends to an even greater extent than
at present on the persons living arrangements.

iii)Positive Labour/Behavioural Incentives 

Household Formation
8.149 The restructuring of payments could affect the financial incentives which affect

household formation in quite complex ways and the response to such changes is
very much an unknown quantity. There would seem to be an unambiguous shift
in the incentives favouring the formation of independent households but the
possible size of the response is not known.  Option B, which gives a higher
payment to couples than at present, could see welfare incentives for household
formation moving in the opposite direction for different individuals.  In these
circumstances, the direction of the net effect is therefore very unclear.
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Labour Market Participation
8.150 Labour market incentives may improve due to the loss of income on the part of

some social welfare recipients. However, it is noted that an adequate minimum
income is required to support the cost of getting and taking up a job.

  iv)  Consistency

8.151 Implicitly the option assumes that economies of scale are identical for all 
two-adult  households  whether  the  persons  involved  are  married,  cohabiting,
siblings or  not related. The proposed restructuring of the social welfare system
involves  the  extension  of  the  current  limitations  which  apply  to  married  and
cohabiting couples to other types of household e.g. brothers and sisters, people
who are not related etc. However, as stated under “equity” exceptions are made
in the case of the elderly under Option C.

8.152 Implementation of the HRP would require that all social welfare claimants give
enough  information  on  other  household  members  to  determine  who  should
receive the payment.  It is not clear, however, what would happen in a situation
where the household comprises people who are employed and people who are
claiming social welfare payments.

 v)    Affordability
8.153 Resources raised from the option depends on the level of the Home Responsibility

Payment to be paid:

(a) £30.30 HRP - £333m p.a.
(b) £21.50 HRP - £184m p.a.
(c) £21.50 HRP  (Elderly not included) - £ 59m p.a.

In the case of Option C this permits a rise in Child Benefit of £14.50 per month per
child (£3.50 per week) or a general increase of 1% in social welfare payment rates.

8.154 In terms of the Governments commitment to “family friendly” tax and social
welfare policies this option would appear to run counter to that commitment in
that it could, in some cases, have the effect of encouraging the formation of single
person households.
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 CONCLUSION OF THE GROUP

  Summary
8.155   The Group does not support this option for a variety of reasons as set out

below. The Department of Justice, Equality and Law Reform considers that it
contributes to the debate, as set out below.

Department of Social, Community and Family Affairs
8.156     The Department does not support this option based on the distributional analysis.

In addition, it would be administratively very difficult to operate and could lead
to undesirable behavioural effects.

Department of Finance / Revenue Commissioners
8.157   Although the immediate implementation of this option would result in an

inappropriate redistribution of income from lower income groups to higher ones,
the analysis is nevertheless, useful in identifying the impact on household income
and Department of Social, Community and Family Affairs expenditure of the
present rules applying to the payment of personal social welfare rates. 

         Department of Justice, Equality and Law Reform
8.158   While it is acknowledged that there are a number of practical difficulties

associated with this proposal, the Department considers that this option
contributes to the debate as it would, in the absence of individualisation of
entitlements to social welfare payments, result in greater equality in social welfare
payments.  The present qualified adult rate impacts mainly on women as it is
usually women in the home who receive this reduced rate while others receive a
full personal rate.

 Combat Poverty Agency (CPA)
8.159  The CPA does not support this option for the following reasons:

a) it redistributes income from the very lowest income households upwards to
other higher income households at the lower end of the income distribution. It
therefore does not meet the poverty proofing requirements currently being
applied to all Government policies and proposals,

b) it is outside the Terms of Reference of the Group i.e. the households being
focused on here are not married, cohabiting or one-parent households,

c) it has the potential for adverse behavioural consequences, for example, it could
encourage people to live on their own, which could result in increased costs to
the State and increase demand further in the already stretched housing market,

d) it would be very complex to administer,
e) it assumes a mutual obligation between members within households where

there is none,
f) option C proposed would create further inconsistencies in the tax and social

welfare treatment of different household types, in that it does not include
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elderly households, it places mutual obligations between members within
households on the social welfare side where currently none exist, while leaving
the tax side unchanged.

  National Social Services Board (NSSB)
8.160   This option addresses issues that would be addressed more appropriately in the

context of the option of the individualisation of social welfare payments. It could
encourage the formation of single person households. It would impose obligations
between members in certain households where no legal obligations exists. It
would seem to be complex to administer.
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OPTION 4

INCREASE THE RATE OF THE QUALIFIED ADULT ALLOWANCE (QAA)

8.161   The ESRI in its study for the Group adopted a new approach to the measurement of
equivalence scales using information on non-monetary indicators of living
standards/deprivation obtained from the Living in Ireland Survey 1994 as set out in Section
8.15.  The research concluded that, at income levels similar to current social welfare rates,
the income required by a couple to reach the same standard of living as a single adult was
about 170% of the single adult rate, giving an adult equivalence scale of 70%.

.
8.162  The gross cost of increasing the QAA to 70% of the personal rate is estimated by the ESRI model at

close to £50 million per annum. (A similar estimate of the gross cost can be derived using the
number of QAA payments being made as reported in Statistical Information on Social Welfare
Services.) Income tax revenue rises by approximately 7% of this incremental expenditure, leaving
the net cost close to £45 million p.a.  An increase in QAA rates to 80% of the personal rate would
have a gross cost of approximately £96 million p.a. The additional tax revenue accruing from this
increase would be about £9 million leaving a net cost of about £87 million p.a.

 

Application of Principles to Option 4

 i)   Adequacy

8.163 This option would increase the level of the QAA currently payable under social
welfare schemes. The ESRI concluded that at income levels similar to current
social welfare rates the income required by a couple to reach the same standard of
living as a single adult was estimated to be about 70% higher. At present the QAA
stands at 60% or lower of the personal rate.

 ii)  Equity 

8.164 The option is equitable in that it would apply to all social welfare payments where
the QAA currently applies. It would not, however, deal with issues relating to
independent social welfare entitlement. The system of derived rights which
currently underpin the system of assistance payments would continue. Increasing
the QAA rate could, however, be seen as a first step in moving  towards a more
individualised social welfare system (see discussion in chapter 7)

  iii) Positive Labour/Behavioural Incentives

Household Formation
8.165 The option would improve the incentive for lone parents in receipt of the One-

Parent Family Payment (OFP) to form relationships with other social welfare
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recipients. While marriage or cohabitation would still result in the loss of the OFP,
the higher level of QAA which would be payable would 

  compensate for this to a greater degree than is currently the case. This 
  situation would also apply to other social recipients without children who
  cohabit.

Labour Market Participation
8.166 There would be no significant effect on labour market incentives if the income
limits for tapering the QAA increased  accordingly.

iv) Consistency

8.167 The option is consistent in that the current situation whereby married and
cohabiting couples are treated identically under the social welfare code would
remain. It would, however, continue the inconsistency which exists between the
tax and social welfare codes in that the tax code provides married couples with
twice the single allowance while the social welfare codes pays only 1.6 times the
single rate.

 v)   Affordability 

8.168 The net cost of increasing the QAA to 70% of the personal rate is estimated at
about £45million. An increase to 80% of the personal rate would cost of the order
of  £87million.

  CONCLUSION OF THE GROUP

Summary
8.169   The Group could not reach agreement on this option and the views as

expressed by some members are set out below.
 

Department of Social, Community and Family Affairs
8.170 The Department is in favour of this option and consider that it should be

examined further in the context of Budget 2000.

Department of Finance / Revenue Commissioners
8.171 Neither the methodology used by the ESRI nor the equivalence scale of 70%

derived from using this methodology can be regarded as definitive. For example,
the methodology uses a non-monetary approach in order to develop monetary
values. Accordingly, this methodology needs to be subjected to a proper peer
review process, in order to assess the robustness of its results. 
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8.172     Even if the results prove to be robust, however, this would not imply that the
QAA would immediately have to be brought up to the new equivalence rate. Such
an approach could be costly and the adherence to budgetary constraints could
make it difficult to ensure that the real value of personal rates was at least
maintained while the new equivalence scale was being implemented. An
alternative approach would be to implement the new scale over several years
within available resources. This approach could enable some real improvements
in personal rates to take place while the QAAs were being brought up to the new
level.

               Department of Justice, Equality and Law Reform
8.173 The Department is in favour of this option.

  Combat Poverty Agency (CPA)
8.174 On the basis of the ESRI report and in relation to ensuring that social welfare

payments are adequate and thus fulfilling the poverty proofing criteria, the
Agency supports the option for increasing the qualified adult allowance to 70% of
the personal payment. In addition, the Agency believes that this would be a useful
first step in moving towards a more individualised social welfare system, thereby
doing away with the dependency notion of derived rights and working towards a
better alignment between the social welfare and tax codes, thus meeting the terms
of reference for the Group.

  National Social Services Board (NSSB)
8.175 On the basis of the ESRI report this option is supported as it indicates the income

rates required by a couple to reach the same standard of living as a single adult.
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OPTION 5

INDIVIDUALISATION IN THE SOCIAL WELFARE CODE  

8.176   Individualised treatment of persons in the social welfare code was examined by
the Group. Individualisation is viewed as relevant by the Group because, as
already stated,  it has the potential to diminish and eradicate differences in the
treatment of different types of household. It is important to note that some of the
options require a longer term view to be taken of the social welfare and tax
systems with any decisions taken to implement changes being viewed in the same
light. The following approaches to individualisation in the social welfare code,
which can be seen to be along a continuum, were explored by the Group.

  (a) Total independent treatment in the social welfare system
8.177   This would mean individual entitlement to social welfare payments and
individual means tests.  Each individual would be able to claim a payment in
his/her own right based on their own insurance record or income (a spouse’s
income would not be included in the means test). Persons working in the home
who are available for and genuinely seeking employment would be entitled to
claim Unemployment Assistance. Some allowance would have to be made for
those caring in the home, perhaps in the form of an increased Child Benefit,
Homemakers’ Allowance, Home Responsibility Allowance or Parental Benefit as
recommended by the Commission on the Family (p.69). This option could be
implemented in conjunction with option (b) below which would have the effect of
reducing the numbers of claimants on means tested payments. Option (c) below
for a limited version of independent treatment. 

8.178   There are currently 118,267 (Dec 98) persons in respect of whom a QAA is being
paid.  The vast majority of these are women.  Given that the difference in the QAA
and the personal rate is approximately £30 per week it is estimated that the cost of
paying two personal rates in such cases would amount to almost £185m p.a.

8.179   This does not, however, take account of those for whom a QAA is currently
being paid who are not caring in the home and who are not seeking work. These
persons would not be eligible for a payment.  Also it does not take account of the
partners of those currently in employment who would take up employment but
whose (deficient) PRSI record would make them ineligible for Unemployment
Benefit and whose partner’s income would make them ineligible to claim
Unemployment Assistance(UA).  Under the option such people could claim UA
provided they satisfied the  “available for and genuinely seeking work” 

8.180  In estimating the costs of this proposal it is also important to note that the number of QAA
payments being made has declined by almost 25% since 1992. The trend is even more
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marked in the case of unemployment payments where the reduction is almost 45% over the
same period.  This reflects the growth in the number of women, particularly those with
children,  in insurable employment and/or the fall in unemployment. It is estimated that
44.5% of married women with at least one child under 5 years are now in the labour force
(LFS 1996).

 
 (b) Expansion of the social insurance system 

8.181  This would involve the replacement of derived rights in social insurance with
participation rights. It would be facilitated  by the introduction of credits for those
caring, in education etc. Some steps have already been taken in this area by the
introduction of disregards for Homemakers in 1994. Other measures might
include part-time Unemployment Benefit and the abolition of QAA payments
which would no longer be necessary as people would be able to establish their
own individual entitlement through employment and disregards/contribution
credits. Alternately, a system of insurance based purely on residency and thereby
covering the entire population, similar to that which applies to old age benefits in
the Netherlands could be introduced (see Chapter 5). 

8.182   The point made at para 8.180 regarding women’s increasing participation in the
labour force highlights the fact that the insurance system is already expanding,
with increasing numbers of women establishing direct rights to the social welfare
system.   Thus, although criticised (from an individual entitlement point of view)
because of its derived rights element, social insurance nonetheless is based on the
idea of acquisition of personal rights by the individual contributing to the scheme
irrespective of his/her married or cohabiting status.

8.183   All recent Governments have been committed to the development of the social
insurance system, the benefits of which are set out in the Department’s discussion
document “Social Insurance in Ireland” (1996).  In summary, the advantages of
social insurance are as follows:

i)      entitlement to a payment is a right based on meeting certain contribution conditions, 
ii) it confers rights in clearly identifiable circumstances,
iii) as the payment is not related to means, it accords greater emphasis to an

individual’s privacy and autonomy and it does not penalise a person’s
thrift/savings,

iv) it does not have the take up problems associated with means tested
arrangements,

v) overall, social insurance reinforces solidarity and the sharing of a common risk.

  Expansion of the social insurance system does of course result in long-term liabilities
being built up with more and more people qualifying for contributory pensions
and other benefits which may have implications for the financing of the system.

8.184   The further expansion of the system would, however, require greater flexibility
within the social insurance system to acknowledge caring responsibilities and the
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adaptation of contribution requirements in this light to ensure that certain groups
are not excluded from getting a foothold in the system. 

 c)  Assessment  for  means-tested  social  welfare  payments  on  a  couple  basis,  with
payment of full rates on an individual basis once entitlement is established.

8.185  This  is  the  situation which currently  exists  in the  social  welfare  system with
regard to old age non-contributory pensions.  

 d) Administrative Individualisation 
8.186  This would entail paying the same amounts as in the current social welfare

system but with the ‘couple rate’ being split in half i.e. social welfare payments
would continue to be assessed on a couple basis, but would subsequently be
disagregated for payment purposes. This facility is already available on request
within the social welfare system.

  This option would ensure a direct income for those currently being claimed as QAAs,
although entitlement to payment would continue to be established via the main
claimant.

  Some form of  administrative individualisation would seem to be desirable in principle,
possibly as a first step to full individualisation, which is of course, a much broader
issue. While the option is only currently available in difficult family situations on
request, the arrangement could be extended over time, subject to certain
administrative / IT issues being overcome. 

  Applications of Principles to Option 5
 

  i)Adequacy
8.187     Types ‘a’ and ‘b’ of this option would lead to increased social welfare payments to
those currently classified as ‘qualified adults’. This would be achieved through independent
means testing or expanded coverage under the social insurance system, where payments are
already individualised i.e. based on individual contribution records. In the case of an
expanded social insurance system, measures would have to be taken to ensure that all carers
(not in the paid workforce for periods of time) receive credited contributions to ensure their
entitlement to pensions and other benefits is maintained.

 ii) Equity

8.188 The options a and b are equitable in that they would be based on the concept of
citizenship and individual rights, as opposed to the current system where payments
(particularly social assistance payments) are based on the notion of derived rights
linked to the composition of the household and the relationship between an
individual and a beneficiary of direct rights. Adopting these options would suggest
an independent social welfare entitlement for all regardless of their sex or marital
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status, similar to the position which currently exist with regard to social insurance
payments.

iii) Positive Labour / Behavioural Incentive

Household Formation
8.189 Full individualisation would have a neutralising effect on household formation and

rules governing cohabitation would no longer be necessary.

Labour Market Participation
8.190 The option would have a positive effect on labour market incentives especially for

women. With regard to type a, ‘Independent treatment’, persons in the home who are
not involved in caring would have to be available for and seeking work in order to
claim Unemployment Assistance. In type b, an Expanded Social Insurance System,
some degree of participation in the labour market would be required in order to
establish entitlement to payment. Some provision would have to be made under this
system for carers who take time out of the workforce, to for instance mind young
children. (This is already being done to some extent in the Social Welfare system via
the Homemakers Scheme). The suggestions made by the Commission on the Family
for a Parental Benefit /Allowance (Report of the Commission on the Family p.68)
would also be relevant here. 

iv) Consistency
8.191 The option is consistent in that persons would be treated as individuals under the social
welfare code regardless of their household/relationship status or their age.

v) Affordability
8.192 It has not been possible to calculate the cost of the variations within this option. Clearly
the very limited ‘Administrative Individualisation’ would be less costly, while ’Total
Independent Treatment in the Social Welfare System’ could be very costly. 

 CONCLUSION OF THE GROUP

Summary
8.193 There was general agreement among the Group towards extending the

administrative arrangements in the area of separate payments and also that the
increase in social insurance coverage which is taking place at present would lead
to a greater degree of individualisation among social welfare recipients. 
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  Department of Social, Community and Family Affairs
8.194   In the longer term the Department favours the individualisation of the social

welfare system by means of the expansion of the social insurance system. As the
insurance system is linked to some level of participation in the labour market, any
changes / developments would have to take account of the need to protect the older
generations of women who were encouraged (and in many cases obliged) to give up
work following marriage.

8.195   The rise in numbers of women participating in the labour force is already resulting
in the expansion of the social insurance system with increasing numbers of women
establishing direct rights to social welfare payments. Other initiatives which have
resulted in the expansion of the social insurance system include: the inclusion of the
self employed in the social insurance system with regard to pension entitlement
(1988), the extension of social insurance to persons earning over £30 per week (1991),
and schemes such as the Homemakers Scheme (1994). From April 2000
Homeworkers in Ireland will be brought within the social insurance system,
entitling them to a contributory old age pension on retirement. The Carers Review
(1998) proposed a PRSI Benefit Scheme to enable persons to leave the workforce for
a period of time to became a carer. 

8.196   On a broader level another option may be to promote a more even distribution of
working time between women and men by incentivising the creation of more flexible working
arrangements which would facilitate family responsibilities and raise the proportion of jobs
within the social security contribution net. 

8.197  ‘Administrative Individualisation’ i.e. the splitting of social welfare payments is
desirable in principle. While the option is only currently available in difficult
family situations on request, the arrangement could be extended over time,
subject to certain administrative / IT issues being covered.

Department of Finance
8.198      The increased labour force participation in recent years will increase individual
entitlement to contributory social welfare benefits. However, the development of the social
insurance system needs to be considered in the context of the funding required to meet this,
while also keeping in mind the emerging longer-term liabilities for both the exchequer and the
social insurance fund.

8.199   A generalised extension of individualisation would carry significant cost
implication ranging from the £185 million per annum (quoted in section 8.178) to
over £1 billion if, for example, unconditional payments were made to all non-
working spouses (estimated at some 287,000).

             Department of Justice, Equality and Law Reform
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8.200  The Department favours this option based on its positive effect on labour market
incentives especially for women.  It is acknowledged, however, that this is a longer term
option and that any changes would have to take account of the need to protect older
generations of women who have not participated in the labour force.

Combat Poverty Agency (CPA)
 8.201 The Agency believes there is a lot of merit in exploring the individualisation options.

As an initial step the Agency is attracted to the option of ‘Administrative
Individualisation’ in terms of it being a first step towards further individualisation
and ensuring that it does not result in a decrease in the personal rate of payment.

8.202    Individualisation has the potential to diminish and even eradicate any difference
in the way married, cohabiting and one-parent households are treated (See
McLoughlin (1997) in Appendix 2).

   National Social Services Board (NSSB)
8.203     In relation to individualisation of the social welfare system, it is felt that the best option is the

expansion of the social insurance system and the replacement of derived rights with
participation rights. The expansion of the social insurance system will have implications for
social assistance payments. The logical approach would be to work toward the development
of a single social assistance payment which would be a catch all payment for those without an
attachment to the social insurance system. 
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CHAPTER 9    THE TAX TREATMENT OF COHABITING COUPLES:
ISSUES AND OPTIONS

Introduction  
9.1 For the purposes of this chapter, a cohabiting couple is understood to mean a man and a

woman living together as husband and wife. The treatment of cohabiting couples under the
income tax and capital tax codes is an issue of particular relevance to the work of the Group.
In replies to both parliamentary questions and representations on this issue, the Minister for
Finance has referred to the work of the Group.  The Minister has also referred to the
Group’s deliberations during the course of the Report Stage discussion on the 1999 Finance
Bill.  The issues arising in the case of cohabiting couples are presented together with some
options for consideration in relation to this particular group of people, in terms of both
income and capital taxation.  It must be recognised that there can be significant differences
in the issues arising as between income and capital taxes.

TAX TREATMENT OF COHABITING COUPLES

9.2 There are no special provisions for cohabiting couples within the tax code and the
income tax single parent allowance does not apply “in the case of a man and
woman living together as man and wife”. In this regard, tax law takes its lead
from general law in so far as the recognition of relationships between men and
women are concerned.

A.  Income Tax
9.3 Cohabiting couples are treated as two single people for income tax purposes.  This means

that each partner is entitled to his/her own personal allowances, tax bands and reliefs but
that the other partner cannot share unused allowances and bands.  In addition, as indicated
above, the special reliefs for single parents do not apply in the case of cohabiting couples.
Where the family home is in joint names, and they each have the income to avail of it,
each partner can get mortgage interest relief to the extent that they both make the mortgage
payment.  In addition, in the case of a cohabiting couple with joint ownership,
where one partner only has an income or where one partner is on low income or
social welfare, mortgage interest relief up to a single person’s entitlement is
concessionally allowed to the person with the sole income, whether he or she is
legally responsible for that amount, or is divided between the couple in whatever
way they wish. Otherwise, unused mortgage interest relief cannot be transferred from
one partner to another.  If the house is in the name of only one partner, only that partner
can claim mortgage interest relief.  

B.  Capital Taxes:
9.4 Cohabiting couples are treated as two single people for capital tax purposes.  Capital Gains

Tax, Probate Tax and Stamp Duty is chargeable (where appropriate) at the normal rates on
property passing between them. For Capital Acquisitions Tax purposes, they are treated as
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strangers and currently up to £12,860 (Class III lifetime threshold) may pass between them
before gift or inheritance tax arises.  All other gifts and inheritances acquired since 2
December 1988 are taken into account in determining how much,  if any,  of this threshold
is available.

Constitutional and legal position 

A. Constitutional position
9.5 Article 41 of the Constitution deals with the family. Article  41.1.1 states “The State

recognises the Family as the natural primary and fundamental unit group of Society,  and
as a moral institution possessing inalienable and imprescriptible rights, antecedent and
superior to all positive law”. The text of the Constitution does not identify these
rights. Article 41.1.2. states  “The State, therefore, guarantees to protect the Family in
its constitution and authority, as the necessary basis of social order and as indispensable
to the welfare of the Nation and the State.” Article 41.3.1. states “The State pledges itself
to guard with special care the institution of Marriage, on which the Family is founded,
and to protect it against attack.” Article 41.3.1. is the basis for the court decisions (see
below) on both the tax and welfare treatment of cohabiting couples. Any
measures to improve the treatment of cohabiting couples in the tax system would
need to take account of this Constitutional provision, and its subsequent
interpretation by the Courts.

B.  Legal Position
9.6 There have been a number of Court cases which have had a significant impact on the

fiscal treatment of marriage and families (already described in Chapter 2). 

a)   In the State (Nicolaou) v An Bord Uchtála [1966] I.R. 567., the Supreme Court
held that the Constitution recognises “only ‘the family’ founded on the
institution of marriage”, and considered that for the State to afford equal
constitutional protection to the family founded on marriage and the family
founded on an extra-marital union would, in effect, be a disregard of the
pledge which the State gives in Article 41 to guard with special care the
institution of marriage.

b)   In the case of Murphy v Attorney General [1982], I.R. 241; the Supreme Court held
that the State could not tax a married couple both of whom are working more
severely than two single people living together.  In a further case, (Hyland v Minister
for Social Welfare [1989], I.R. 624; the Supreme Court held that a married
couple could not be paid less social welfare benefit/assistance than a
cohabiting couple. The effect of these two cases from the viewpoint of Article 41
of the Constitution and from a taxation perspective is to require that, insofar as
families based on marriage may be comparable with other groups in society, the
taxation laws should not place such families at a relative disadvantage, because to do
so would amount to a failure to protect the family and guard the institution of
marriage.
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c)      However, in MacMhathuna v Ireland [1989], I.R. 504, which challenged the special
tax and welfare treatment granted to lone parents, the High Court found that where
there are other differences between the family based on marriage and another group
(in this case, single parents) the State had a right to discriminate between citizens
under both tax and social welfare legislation having regard to the circumstances of
those citizens.  

9.7 The issue of the tax treatment of cohabiting couples was considered by the Expert
Group on the Integration of the Tax and Social Welfare systems (TWIG) in its 1996
Report. Following legal advice from the Attorney General that,  following from
the MacMathuna case, constitutional problems might be avoided if any tax relief
granted to cohabiting couples was conditional on the existence of dependent
children rather than the relationship between the couple in certain cases, that
Group recommended that consideration should be given to the possibility of
allowing joint taxation of cohabiting couples in cases where such a couple have a
child mainly resident with them, who is maintained wholly or mainly by the
couple concerned.  That Group recognised that there were a range of issues which
have to be addressed before this could be implemented.

ISSUES TO BE CONSIDERED IN THE TAX TREATMENT OF COHABITING COUPLES

9.8 There are a number of issues which arise in any consideration of changes to the
tax treatment of cohabiting couples.  

9.9 The first issue is whether, at this stage, any change should be recommended in
view of the Constitutional requirement to protect the institution of marriage.  Any
change at this time in tax law would run ahead of general law where the non-
recognition of cohabitation is the norm e.g. in relation to succession rights. The
impetus for change in the past was at a time when divorce was prohibited and
there was, accordingly, a prohibition on persons entering a second marriage while
their first spouse was still alive.  Divorce is now available so that difficulty no
longer exists.

9.10 Secondly, the demand for tax recognition of cohabiting couples is bolstered by the
apparent inconsistent treatment as between the tax and social welfare code which,
it is claimed, recognises cohabitation. To the extent that the social welfare code
recognises cohabitation it does so in order to prevent cohabiting couples getting
better treatment than married couples.  The tax code also recognises cohabitation
in the same way in relation to the single parent allowance.  The manner in which
both the social welfare and tax codes recognise cohabitation is, therefore,
essentially an “anti-avoidance” measure (as opposed to a positive relieving
measure) derived from the constitutional requirement to protect the institution of
marriage.

9.11 If it is considered that tax law should positively recognise cohabitation, the issues
of definition and Constitutional constraints (outlined above) will have to be taken
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into account.  Solutions which will work or are appropriate in relation to income
tax may not transfer across to capital taxation and vice versa.

Definition Of Cohabitation
9.12 The first issue in relation to recognising cohabitation for purposes of tax relief is

the question of definition. None currently exists in Irish statute law. Because of the
nature of both the current social welfare and tax provisions it was not necessary to
include a definition in these.  Essentially, it is up to the couple involved to rebut
the assertion that they are cohabiting. Notwithstanding that, the provisions may
still be circumvented and policing these, particularly in the tax code, is a problem.

9.13       However, in a relieving provision it would be necessary to be more specific as to
what cohabitation meant.  In essence one would be trying to identify a long-term
stable relationship. There is no single determining factor, but account would be
taken of the general relationship of the couple e.g., whether they are living
together and for how long, their financial relationship, is there joint
ownership/tenancy of the family home and whether they are jointly caring for
children.

9.14 Framing tax provisions to cater for cohabiting couples in the context of a broad
definition of cohabitation would, however, raise particular problems. As noted by
the TWIG “cohabitation is difficult to prove or disprove; given the tax advantages which
would arise from being treated as a couple, it is possible that many households would try
to claim this status. Thus, it would be necessary to lay down strict conditions to define
cohabiting couples”.  Nevertheless, it is acknowledged that most cohabiting couples
cohabit on the basis of a relationship between the two people involved and the
introduction of provisions for this in the tax code could be seen as a formal
recognition of this household type as it currently exists.

9.15 The types of household which might try to claim a cohabiting status for tax
purposes could include the following:  siblings living together, persons of the
same or opposite sex who share accommodation but are not otherwise in a
relationship with each other;  and persons of the same or opposite sex sharing
accommodation who are in a relationship. Even if strict conditions to define
cohabiting couples could be agreed there could still be control problems which
would be difficult to overcome, although consideration could be given to their
introduction.  

9.16 Restricting the definition, for tax purposes, to cohabiting couples with children,
will not solve all the problems of definition for the purposes of tax relief as each of
the households covered by the broad definition of cohabiting couples, as outlined
above, could also include children.  Further, making any reliefs to be provided
conditional on the presence of children would not adequately address the issues
which arise in capital taxation, which are frequently independent of the presence
or otherwise of children.
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9.17 A number of countries have enacted provisions recognising cohabitation for
specific purposes, sometimes for taxation purposes, more frequently for other
purposes (examples of such instances are set out in Appendix 9).  However,
international experience has to be treated with a reasonable amount of caution as
most, if not all, of the countries have had divorce for a very long time (e.g.
Australia since 1857),  and marriage would not generally be afforded the degree of
constitutional protection which exists in Ireland. It is also the case that, where
such provisions exist, there is a requirement for some form of registration or court
recognition of the cohabiting relationship.  There is at present no provision in
Irish law for such registration or court recognition.  In most of the international
examples cited in Appendix 9, the provisions for cohabitation refer to a man and
woman living together as husband and wife.

INCOME TAX:  ISSUES AND OPTIONS FOR DISCUSSION

A. Issues
9.18 The 1996 Census of Population identified 669,029 households comprised of either

a husband and wife or unmarried couples living on their own or with children
and other persons. Of these households, 31,229 consisted of households
comprised of cohabiting couples and 12, 630 of these (under 2% of
married/cohabiting households) comprised of cohabiting couples with children.
These figures illustrate the extent to which marriage remains the chosen route for
the vast majority of Irish people, even allowing for the fact that cohabitation has
emerged either as an alternative or as a precursor to marriage for a small if
growing number of people.

9.19 The ESRI’s work for this Group shows that cohabiting households contain a far
higher proportion of dual earner households than is the case for married
households. The difference in the income tax treatment of cohabiting and married
households will be of limited relevance for this dual earner group.  However, for
one earner cohabiting households with children, the existing income tax treatment
is an issue of concern.  

Income Tax : Options for Discussion
9.20 A number of options might be considered in relation to the income tax treatment

of cohabiting couples with children where the children are mainly resident with
and wholly or mainly maintained by the cohabiting couple (See also the
discussion in Chapter 8 of Option 2).

Option (i)
9.21 Allow such cohabiting couples entitlement to the married persons allowances but

not bands.  For cohabiting couples paying tax at the standard rate only, this
treatment would, effectively, be the same as that provided to a married couple
paying tax at the standard rate, and could be subject to Constitutional challenge.
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However, it is noted, with reference to the Constitutional cases cited earlier, that
in this case the treatment of cohabiting couples would not be more favourable
than married couples, merely the same. The cost of this option is estimated at £8
million. 

Option (ii)
9.22 Allow such cohabiting couples entitlement to married treatment in relation to all

reliefs i.e.  bands and allowances. This would result in the tax treatment of
married couples and cohabiting couples with children being identical, and could,
therefore, be subject to Constitutional challenge. However, it is noted, with
reference to the Constitutional cases cited earlier, that in this case the treatment of
cohabiting couples would not be more favourable than married couples, merely
the same. The cost of this option is estimated at £15 million.  This estimate is
broadly in line with the projections of the ESRI outlined in Section 8.113.

Option (iii) 
9.23 Allow such cohabiting couples a proportion of both the allowances and bands

available to a married couple. This proportion could be set at a rate of, for
example, 1½ times the existing single bands and allowances20 (compared to the
double allowances and bands available to married couples).  This would provide
additional support to cohabiting couples with children, and would be less
sensitive to challenge on Constitutional grounds. (In theory, the proportion could
be set at a rate of up to 1.99 times the existing single bands and allowances.
However, it must be recognised that this would introduce an additional degree of
complexity into the tax system at a time when the aim is to simplify it.  Based on a
proportion of 1½ times the single allowance, the cost of this option is estimated at
£12 million.

9.24 These options focus the relief on the presence of children.  However, for each
option, the question of what constitutes a “qualifying child” arises e.g. should it
apply only to a child of which both parties in a cohabiting couple are the parents
or should it be wider - to cover children of whom only one party is a parent.

9.25 With regard to the possible Constitutional implications of each of the options
outlined above it could be argued that, based on the advice that the Attorney
General gave TWIG, it is not certain that giving cohabiting couples married, or the
equivalent to married, treatment will contravene the Constitution - particularly
where, in the case of all three options, and in light of the decision in the
MacMathuna case, it is child based.

9.26 The proposals outlined above are subject to the additional reservation that they
could lead to demands for similar treatment from those caring for children but
who are outside the definition of cohabiting couple applied for the purpose of
granting tax relief. Such households could include unmarried

20Similar to the additional mortgage interest relief granted to widows, which is at 1½  times the amount granted to
single persons.
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uncles/aunts/cousins/siblings living in the same household caring for dependent
children. This would increase the cost of the relief.  

9.27 Whatever definition of “cohabitation” is agreed upon, there will be problems with
policing the options to avoid abuse which should not be understated.  The Group
considered that  registration procedures or court recognition procedures, as
already exist in some countries, may need to be introduced in tandem with any
taxation provision that may be considered in order to overcome these abuse and
control issues.

Capital Tax:  Issues and Options for Discussion

A. issues
9.28 The most pressing issue in relation to capital taxation for cohabiting couples

relates to treatment of the transfer of their principal private residence from one
partner to the other.  As noted already,  cohabiting couples are treated as
strangers for the purposes of capital taxation.   The transfer of a  principal private
residence between a cohabiting couple would generally give rise to (i) Capital
Acquisitions Tax (CAT) in the case of both gifts and inheritances, (ii) stamp duty
(on lifetime transfers only)  and (iii) probate tax (on inheritances only).  Capital
Gains Tax does not apply on inheritances as transfers on death are not  disposals
for CGT purposes. In any event, a person’s principal private residence is exempt
from CGT.  

9.29 There is a lifetime limit of £12,860 on gifts and inheritances passing between a
cohabiting couple.  Thus, when one partner in a cohabiting couple dies, the other
partner can be left with a significant Capital Acquisitions Tax liability on property
bequeathed to them by the deceased partner. This can occur even in cases where
the partners have jointly paid for the residence. The degree of hardship involved
in these instances has probably increased significantly in recent years in tandem
with the increase in property prices. The CAT legislation does allow Revenue to
consider possible hardship when determining the terms of payment of tax due.
This could involve payment by instalment or postponement in certain cases.
Nevertheless, strong representations have been made for relief in this area in the
case of all those sharing a family home irrespective of the nature of the
relationship between those concerned. 

Capital tax : - Options for discussion

9.30 This section covers a number  of options in relation to Capital Acquisitions Tax ,
Stamp Duty and Probate Tax. These options are in respect of cases where one
partner in a cohabiting couple dies leaving his/her joint home to the other
partner. Each of the options is intended to provide relief for inheritance tax
purposes on the transfer of that home to the surviving partner. 

(i) Provide relief for cohabiting couples of opposite sexes with children where the children
are mainly resident with and wholly or mainly maintained by the cohabiting couple.
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9.31  This proposal has the advantage that it would target relief where hardship is most
likely to arise.  It would also be easier to defend in court given existing provisions
for lone parents. However, in most cases, children are unlikely to be minor or
dependent at the time of inheritance and the relief would therefore apply in
limited circumstances.  It would not apply to couples who do not  have children. 

(ii) Provide relief for two joint tenants living together for the past five years.
9.32 This option could be defined as two persons who jointly own a residence (i.e.,

each has a half share in the property, and ownership of the residence registered in
their joint names) and reside therein, and, when one of them dies, his/her share in
the residence passes by survivorship to the other.  On the plus side, this option
would overcome, for capital tax purposes, the problem of definition - being based
on joint ownership alone.  It could hardly be legally contested as it would be
based on joint tenancy rather than on the relationship between the individuals
concerned.  Further, it would cover situations where two people of the same sex
live together.  Such relief might also need to extend to “tenants in common”
where the residence passes under a will or intestacy to the surviving partner and
also to a cohabiting couple in an unregistered property.

(iii)  Provide relief for couples living together as husband and wife for a period
of, say, 5 years or more.  

9.33 This option focuses on a couple of opposite sexes who are in a long term stable
relationship and is along the lines of the relief for brothers and sisters which is
based on 5 years or more living together.  It would exclude related persons and
those of the same sex.  However, this option might be criticised as weakening
marriage, as it applies to couples who should be in a position to marry.  

SCALE OF RELIEF TO BE PROVIDED 

9.34  (A) (B) and (C) below are possible options in terms of the scope of any relief that
might be provided under options (i) to (iii) above.

               (A)  Inheritance tax relief similar to that available to elderly brother and sisters
living together. 

9.35   In the case of elderly brothers and sisters living together, the value of the property
is reduced by 80% or £150,000, whichever is the lesser, in respect of inheritances
taken on or after 3 December, 1997. Similar relief was also provided from 1991
onwards for those to whom Class II threshold applies i.e. brother, sister, niece,
nephew, grandchild etc.  To qualify, the recipient must have resided with the
disponer for at least 10 years, need not be over 55 years, and is not the owner and
does not have an interest in any other residence.

9.36  This option would be aimed at redressing hardship rather than equalising
treatment between married and cohabiting couples. It would therefore be less
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open to Constitutional challenge. However, it would be subject to the reservation
that it would be only a partial resolution of the problems of cohabiting couples, as
it would still leave the survivor with a sizeable CAT bill, though considerably
reduced compared to the current regime for properties valued at £200,000 or
more.  The cost of this option is tentatively estimated at £1.5 million.  

  (B)  Allow option (A) above to apply to Gifts as well as Inheritances of Family  
           Homes:
9.37 This option would provide treatment of cohabiting couples comparable to that

available for brothers and sisters and would facilitate joint ownership.  Given its
limited extent, it would be less susceptible to Constitutional challenge.  This
option would not greatly increase the cost of option (A) outlined.

  (C)  Exempt the Principal Private Residence from Gift and Inheritance Tax.
9.38  This would meet the objective to ensure that cohabiting people would, like

married people, have no CAT to pay on their shared residence. This relief would
be conditional e.g. on the two individuals having lived together for a minimum
period (say 5 or 10 years) and the surviving individual not owning or having an
interest in any other residence. This option, if applied to all cohabiting
arrangements, including brother/sister, brother/brother, same sex couples etc.,
would be administratively easier to operate, though more costly than an
exemption focused on unmarried partners. The disadvantages are similar to those
outlined for option (ii), paragraph 9.32.  The overall cost of this option is
tentatively estimated at £5 million.

Capital Tax - overview
9.39 Any form of relief in this area is likely to be controversial.  The pragmatic course may be

to focus any relief on the “family home” or joint principal private residence rather than on
the fact of cohabitation. However, this would require, inter alia, agreement on how to
define the “family home” for the purposes of any relief that would be considered in this
area.

  Questions for consideration

9.40  Consideration of  tax reliefs for cohabiting couples with children gives rise to a
number of questions as follows:

(i)  Equity:  How would such a relief compare with married couples living
together.

(ii) Precedent: Would such treatment lead to pressure for further tax
concessions, which could be more costly.

(iii) Public perception:  Whether there would be a Constitutional challenge or
adverse public reaction.
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  Conclusion

9.41 This chapter has set out the main issues involved in considering whether there
should be a positive recognition in the tax code for couples who cohabit but are
unmarried.  Taking account of previous legal advice in the matter it also sets out a
number of options for both income and capital taxation which would provide
such recognition. In the case of income tax a number of options have been
outlined focusing on cohabiting couples with children. The principal
disadvantage with the options presented is that it would be difficult to limit
recognition to cohabiting couples only.  In the case of capital taxes, use of a
definition based on cohabiting couples with children would not address the
principal problem perceived to exist in this area, namely the large CAT bill which
can be faced by the surviving partner of a cohabiting couple on inheriting the joint
home. A solution based on exemption of the joint principal private residence from
capital taxes in such cases, where such residence is in joint names, would resolve
the problem, at an estimated cost of £5 million to the State.

9.42 The options considered represent a practical approach to the issues arising.  In the
case of income tax, the options focus on cohabiting couples with children, as this
is the area of greatest concern.  In the case of capital tax, the principal concerns
relate to the area of transfer of ownership and inheritance of the joint home of the
cohabiting couple and the options are framed accordingly.  

9.43     In addressing  the issue of providing recognition of cohabitation in the tax code,
consideration needs to be given to whether such recognition should be given in
advance of any changes in general law.  In this context, the issue of what
conditions should be attached needs to be considered, e.g. to ensure that there is
no infringement of the Constitution and, if necessary and appropriate, to ensure
that there is a long term stable relationship involved.  In reliefs that are purely
child orientated it is arguable whether it is necessary to look at the stability of the
relationship.  However, where the relief is directed at the couple, the stability of
the relationship should probably be an issue even if the relief is made conditional
on the cohabiting couple having children. In this context the issue of the definition
of qualifying children would need to be considered.

9.44 The problem of defining a cohabiting couple applies in the case of both income tax
and capital taxes. Associated with this is the question of how restrictive the
definition should be - should it cover only cohabiting couples (with children in the
case of income tax) in the generally understood meaning of a man and woman
living together as husband and wife or should it extend to other types of couples
where similar issues may apply. The restrictive definition would address the issue
of most immediate concern.  However, other non married couples in similar
circumstances might then assert that they were being unfairly treated.

VIEWS OF THE GROUP
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9.45 The Group was sympathetic, in principle, to changes in the tax legislation to
address the issues raised relating to cohabiting couples and considered that the
options set out above should be considered further in the context of Budget
2000.
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CHAPTER 10 OPERATION OF LABOUR MARKET PROGRAMMES

BACKGROUND

10.1 In recent years there has been significant growth in the number of schemes designed to
encourage and support the transition of welfare recipients to work. The schemes fall into
two categories, payments to support people who have gone directly into the labour force
and social employment/training schemes. While the primary focus of the Group is the
treatment of households under the tax and social welfare systems, the terms of reference
also include an examination of these labour market programmes with particular reference
to Community Employment (CE) Schemes.

10.2 A long-standing feature of labour market programmes was their exclusion of welfare
recipients such as lone parents who were not part of the Live Register. In recent years,
however, lone parents have been progressively defined as an eligible category for new and
existing schemes. The policy rationale for this is outlined in various official reports on
unemployment and poverty which acknowledge that lone parents are a specific category in
need of assistance to access employment. 

10.3 The interaction between the payment structures of the labour market programmes and the
social welfare payments received by participants has, in some cases, resulted in anomalies
which are perceived as being unfair and inequitable.

 Labour Market Programmes
10.4 The following is a brief description of the main labour market schemes which are available

to assist the transition from welfare to work. It should be noted that the number of places
available on each scheme is limited. 

(a)  Back to Work Allowance 
10.5   The Back to Work Allowance Scheme allows unemployed people and lone parents to

take up employment or self-employment and retain a percentage of their social
welfare payment and their secondary benefits for up to 3 years. 

 10.6 Under the scheme participants are paid 75% of their existing social welfare payment for
the first year, 50% for the second year and 25% for the third year. In addition, they retain
secondary benefits such as Rent Supplement, Fuel Allowance etc. provided their total
income is less than £250. The Medical Card is also retained for 3 years.

(b) Community Employment
 10.7 The Community Employment Programme, which is operated by FAS, offers a number of

options to certain unemployed people, lone parents and those referred by the National
Rehabilitation Board to take up part-time employment with a sponsor for one to three
years without losing secondary benefits. It aims to help long-term unemployed people to
re-enter the active workforce by breaking their experience of unemployment through a
return to work routine and to assist them to enhance/develop both technical and personal
skills. 
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10.8 Participants on the scheme are paid a set weekly wage and retain secondary benefits
provided that total income is below £250 per week. The Medical card is also retained.
Certain participants can also keep their social welfare entitlements, in whole or in part.
These include recipients of Disability Allowance, Disability Benefit, Invalidity Pension
and One-Parent Family Payment.  

 
(c)  Jobstart

 10.9 Jobstart is a subsidy to employers to take on long-term unemployed. Employers are paid
the subsidy for 52 weeks in respect of each eligible person they employ. Eligible persons
include those in receipt of an unemployment payment or One-Parent Family Payment for 3
years. Travellers and people referred to the scheme by the National Rehabilitation Board
can also participate in the scheme.

 10.10 Secondary benefits are retained provided income does not exceed £250 per week and
entitlement to the Medical Card continues for 3 years. Participants are also eligible to
apply for FIS. 

 (d) Work-Place
 10.11 Work-Place is a work experience programme which provides up to 5 weeks placement

with employers in the private and public sector. The objective is to place unemployed
persons with employers who have an identified vacancy and are willing to offer it on a trial
basis with no obligation about subsequent recruitment or, who have no vacancy but can
offer quality experience. Participants are paid a small sum towards meal and travel
expenses and their existing social payments and secondary benefits.

 (e) Job Initiative
 10.12 This programme provides full-time work for three years at the going rate with a local

sponsor. Those eligible include people over 35 getting an unemployment payment or One-
Parent Family Payment for over 5 years. Participants retain entitlement to Child
Dependant Allowances for 13 weeks in lieu of other secondary benefits though FIS can be
paid if it is more advantageous. The Medical Card is also available for 3 years.

  (f) Revenue Job Assist
 10.13 The 1998 Finance Act contained a two pronged tax incentive, directed at both employees

and employers, to assist the long term unemployed back into employment. Firstly, in the
case of a qualifying employee, there is a tapering personal and child allowance for the first
three years after resumption of employment as follows:

 Personal Allowance                             Child Allowance

 Year 1                  £3,000                          £1,000 for each child 
 Year 2                  £2,000                            £ 666 for each child 
 Year 3                  £1,000                            £ 333 for each child 
 

These allowances, which are at marginal tax rates, are additional to whatever other
allowances and reliefs the employee might be entitled. Secondly, the qualifying employees
first employer will be entitled to a double deduction for tax purposes in respect of: 
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a)     emoluments paid to a qualifying employee in the first 36 months of the
               employment, and 

b)     employers' PSRI payable in respect of those emoluments.

10.14 For the purposes of the incentive 'qualifying employees' are defined as those who have
been unemployed for at least 12 months and in receipt of either Unemployment Benefit,
Unemployment Assistance or the One Parent Family Allowance. In addition, the Minister
for Social, Community and Family Affairs may, with the consent of the Minister for
Finance, approve special categories of individuals for the purposes of the relief. The
scheme was extended with effect from 1 January 1999 to people with disabilities who have
been in receipt of Disability Allowance or Blind Persons payment for a period of 12
months or more. 

Community Employment (CE) Scheme and Lone Parents 
10.15 Criticism of labour market programmes tends to focus on the CE Scheme and, in

particular, on the manner in which lone parents are accommodated on the scheme. It is
considered that the interaction between the One-Parent Family Payment and the earnings
provided by CE has resulted in a number of undesirable outcomes including ;

 
• CE schemes are more financially beneficial to lone parents than unemployed persons,

• the numbers of lone parents participating in the schemes has shown a fivefold increase
since 1994,

• lone parents see the CE scheme as an end in itself and progression to mainstream
employment or further training is quite small.

10.16 CE schemes are financially attractive for lone parents because of the more favourable
means test which applies to the One Parent-Family Payment. Under this means test lone
parents can earn up to £115.38 per week without affecting their social welfare entitlement.
The means test recognises that lone parents face particular difficulties and costs, especially
for childcare, in trying to access training or the labour market. Accordingly, CE earnings
combined with One-Parent Family Payment assists in these costs while providing a
financial encouragement for lone parents to return to the workforce (giving lone parents a
financial advantage over other welfare recipients). The Deloitte and Touche Report -
Review of Community Employment Programme, (1998), points out that a lone parent in
receipt of OFP with two children is £60.70 per week better off than married CE
participants with the same number of children. It should be noted that lone parents are not
the only group to receive more favourable treatment under CE as similar concessions
apply to recipients of certain disability payments. 

10.17 The number of lone parents on CE schemes represented 22% of all participants in 1997
which is a very significant increase on 1994 when lone parents accounted for 4% of places.
This represents about 13% of the number of lone parents in receipt of One-Parent Family
Payment. Apart from the financial advantages, from an employment perspective, CE has a
number of specific attractions for lone parents: it is part-time and flexible, the place of
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work is local, it is often used to provide child-care services for lone-parents, there is a
strong social dimension to the programme, it is relatively easy to access and payment is
secure and pre-determined. 

10.18 Perhaps the most crucial issue relating to CE is its impact on the job prospects of
participants. Lone parents are seen to have a poor progression rate to employment and to
be more likely to seek extensions to CE. There is an absence of reliable data on
progression rates for lone parents but it is estimated at about 15% which is about half the
rate for CE participants as a whole. While some would argue that the poor progression rate
is a reflection of the attitude of many lone parents to CE in that it is viewed as an end in
itself, others would point to the fact that lone parents are generally poorly equipped in
terms of education and qualifications to progress to the labour force and that CE schemes
in general do little to improve their situation. The difficulties in making childcare
arrangements are also considered to be a factor as lone parents must bear the burden of
child-care on their own without the support of a spouse or partner. In relation to roll over
requests Deloitte and Touche found that this is a general feature of the scheme with about
one third of Integration Option participants (men and women) having been on CE for more
than a year with a similar pattern for the part-time Job Option. 

10.19 Issues dealing with the structure of CE and the relative success it has in progressing people
to employment are outlined above for background purposes. However, the main focus of 
this Group is the equity in the treatment of various categories of people participating in the
schemes. Accordingly, further discussion concentrates on the financial benefits which are 
available to different groups under CE and the options for dealing with perceived 
inequities. 

 
OPTIONS FOR CHANGE

10.20 The issue for this Group was whether the treatment of people on CE is fair and equitable
as;

(i)    between different groups of CE participants e.g. lone parents and the unemployed,

or

(ii)    between lone parents in different types of employment e.g. lone parents in “ordinary”
         employment and those on CE i.e. “Community” employment

 and views on how to proceed depends on where the focus is. If the focus in on (i) then the
approach should be to ensure similar treatment of the various groups participating on CE.
If, on the other hand, the focus is on (ii) then the approach should be to maintain the status
quo or improve the position of other participants vis a vis lone parents on the basis that CE
is employment. 

  
10.21     Some members of the Group, while recognising that lone parents have particular needs,

feel that the present conditions under which lone parents participate in CE must be brought
into line with those applicable to other participants though improving the position of these
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other participants is an option which is also discussed later in this chapter. It is also
pointed out that the growth in lone parent numbers on CE pushes up the average net cost to
the Exchequer of each place and that because the scheme is so attractive to lone parents
there is no incentive for them to progress to employment. A contrary view would suggest
that the poor progression rate to employment is in part explained by the weakness of CE in
improving the low education and training standards of many lone parents and difficulties
they face in accessing childcare. 

10.22 The Group considered a number of options for reforming the manner in which lone parents
  participating on CE are treated vis a vis other participants. The Group did not arrive at an 

agreed approach. The options considered, which take account of the two principles 
issues outlined above, are set out below.

A. MAINTAIN CURRENT ARRANGEMENTS

 10.23 The One-Parent Family Payment is a relatively new scheme having been introduced for
the first time in 1997. The means-test associated with the scheme, which allows a lone
parent to earn up to £115.38 per week without losing any entitlement, is a novel approach
designed to encourage participation in training and employment. Some members of the
Group feel it would be premature to make changes at this stage which might deal with
unequal treatment of participants on CE schemes but would introduce inequitable
treatment as between different groups of lone parents. Having said that, the existing
arrangements will have to be kept under review. 

10.24 The Department of Social Community and Family Affairs is committed, under the agreed
Expenditure Review programme with the Department of Finance, to carrying out an
overall review of the One-Parent Family Payment which will be initiated during 1999.
Some members of the Group feel that changes should only be considered in the context of
this review and the Review of the CE undertaken by Deloitte and Touch on behalf of the
Department of Enterprise, Trade and Employment and which is currently being considered
by that Department.

B. DENY/RESTRICT LONE PARENTS ACCESS TO CE

10.25 Denying or restricting access to lone parents would have serious consequences for the
entire policy approach of facilitating lone parents' transition to employment by removing
one of the principal supports available to them. It would also be contrary to the Partnership
2000 agreement which identified lone parents as a priority target group for the expansion
of employment measures. In the circumstances, the Group was not in favour of this
approach.

C. REDUCE TOTAL INCOME OF LONE PARENTS

 10.26 A number of options which would involve a reduction in allowances for lone parents as a
way of bringing their payments into line with other groups were discussed as follows:
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(i)     Give recipients of OFP a lower allowance on Community Employment.
10.27 In summary, the proposal involves lone parents retaining their OFP and receiving a

reduced CE allowance of £20 a week plus an additional payment to offset vouched
childcare costs.

10.28 Some members of the Group favoured this option for lone parents participating in CE in
the future (current recipients would not have their payment reduced) on the basis that such
an approach would not reduce a lone parent's total income. They also argued that the
present total level of payment for lone parents on CE (CE allowance plus OFP) is so high
that many lone parents do not have an incentive to seek employment in the open market.
Other members of the Group were not in favour of the proposal feeling that it would  have
a negative effect on lone parents attitude to training and could reduce the numbers who are
activated to seek training and employment.

(ii) Assess Community Employment payment (or some portion of it) as means
for purposes of One-Parent Family Payment i.e. do not allow the earnings
disregard. 

10.29 This would mean that a lone parent's CE income would be assessed as means, and s/he
would qualify for OFP at a much reduced rate - if at all.

10.30 The merit in this approach is that it would eliminate the current inequity in the treatment of
CE participants and would ensure a tighter focus on those long term unemployed,
including lone parents, who are interested in progressing into the labour market. In
addition, it would reduce what is regarded as current excessive costs of CE places for lone
parents. The Group did not favour this approach as it would be contrary to the basis of the
OFP scheme which is to provide a standard income disregard for lone parents in
recognition of the particular difficulties they face in accessing training or employment
opportunities. 

(iii) Withdraw Child Dependant payments from lone parents participating on
CE.

10.31 Lone parents participating on CE receive child dependent payments in addition to the basic
CE allowance and also receive a child dependent allowance as part of their OFP. 

10.32 It is difficult to justify paying two child dependent allowances to one person in respect of
the same child/children. Although withdrawing child dependent payments from lone
parents on CE would have the effect of reducing their weekly income and, therefore the
financial incentive to participate on CE, there still would remain a strong incentive for lone
parents to participate in CE. However, if this were to be done the "gap" between the
income of lone parents and others on CE would be significantly narrowed. This is the
preferred approach of some members of the Group on the basis that a lone parent would
receive a half child dependent payment from the One-Parent Family Payment and a half
child dependent payment from CE.
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D.       INCREASE THE INCOME OF FORMERLY UNEMPLOYED PERSONS ON    
             CE.

(i)  Give married/cohabiting (with children) former Unemployment Assistance
recipients a higher allowance on Community Employment to bring them on a
par with lone parents.

10.33 Given current participation patterns, this increase could not be justified in terms of
providing incentives for the unemployed to participate on CE. However, if for example, it
was decided to do this through increasing the Qualified Adult Allowance by, say, £30 a
week, the estimated cost would be in the region of £17 million a year.

(ii) Allow the married/cohabiting former Unemployment Assistance recipient on
Community Employment to claim Family Income Supplement.

10.34 This option could not be restricted to former UA families only - lone parents would have
to be allowed claim also. It is not possible to accurately calculate the cost but it would
probably be greater than £30 million per annum.

 
CONCLUSION21

10.35 Having considered the various issues involved the Group could not reach agreement
on whether some adjustment was required in the relative treatment of lone parents
vis a vis other welfare recipients. The Department of Finance and the Department of
Enterprise, Trade and Employment feel strongly that some adjustment was required. The
Group recognised the problems faced by lone parents in accessing training and
employment opportunities and considers that these must be taken account of in the context
of the current review of the Community Employment Scheme. Any future restructuring of
payments would have to be examined in this context.

21 Changes to restructure CE were announced in July 1999.  These include:
- raising the eligibility age from 21 to 25 years,
- increasing the waiting period for individuals repeating a one-year term from 6 months to 1 year and
- reducing the number of places on CE on a phased basis (5 years) to 28,000 by 4,500 from the 1999 provision of

37,500.
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CHAPTER 11 FINANCIAL DISINCENTIVES IN THE TAX AND             
                        SOCIAL WELFARE SYSTEMS FOR LONE PARENTS  
                       CONSIDERING MARRIAGE OR OTHER FORMS OF 

                     LONG-TERM RELATIONSHIPS

BACKGROUND

11.1 The manner in which the social welfare and tax systems can act as financial disincentives
for lone parents to marry or form other types of stable relationships is one of the main
issues which led to the formation of this Group. There is no doubt that marriage or co-
habitation can lead to very significant reductions in income for some social welfare
recipients, particularly lone parents. These reductions arise because of the rationale
underlying payments such as the One-Parent Family Payment and the Qualified Adult
Allowance. 

 11.2 The social welfare system, in general, is contingency based and also assumes that there are
economies of scale where two people are married or cohabiting. In the circumstances, in
means tested arrangements reductions in income are an inevitable result where a person
changes status from being a lone parent or single to one where he/she marries or co-habits.
In a situation where both of a couple are social welfare recipients the loss can, to some
extent, be eased by the payment of a Qualified Adult Allowance. However, where one or
both are working, as can be the case in a lone parent situation because of the more
generous means test arrangements, the loss can be quite dramatic.

 11.3 In 1998 the number of One-Parent Family Payments terminated because of marriage or
cohabitation was 2,349 - marriage made up approx. 45% of these cases. The number of
One-Parent Family Payments being made at the end of February 1999 was 66,710.  Based
on a study based of 5% of claims made by unmarried persons in 1998 (Swinburne, 1999),
it is estimated that:

• those whose claims had terminated had been in receipt of payment for an average of
five years,

• approximately 50% of claimants were still in receipt of payment in 1998. 

11.4 Full details regarding the One-Parent Family Payment and the special Income Tax
Allowances provided for lone parents are set out in Chapter 4. 

REDUCTIONS IN INCOME WHERE A LONE PARENT DECIDES TO MARRY OR COHABIT 

11.5 The following illustrations show the income implications facing a couple who have a child
and are considering marriage/cohabitation. These figures update illustrations that were
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presented to the Joint Oireachtas Committee on Family, Community and Social Affairs1.
For the purposes of the illustrations it is assumed that one of the couple is receiving the
One-Parent Family Payment and where the other is employed he/she is on a relatively low
income of £230.77 per week. 

Scenario 1  Couple, with 1 child, with one working earning £230.77 gross and one
receiving One-Parent Family Payment.

Couple Living Apart 

A B 
    £    £

Gross Income - 230.77  One-Parent 
Personal -   80.77  Family Payment - 73.50 
OP Tax All -   80.77  Child Dep All - 15.20 
PAYE  -   19.23 
Taxable Income -   50.00 
Tax @ 24% -   12.00 
Misc Deductions -   15.49 
Nett Income - 203.28  Total Income A+B = £291.28

Couple Marry 

  A B    
   £      £ 

Nett Earnings - 203.28  UA Entitlement - 5.96 
FIS  -     6.45
    Total Income A+B -£215.69

Loss of Income on Marriage - £76.29 per week

11.6 Where the couple co-habit the results would be broadly similar though the working partner
would face a higher income tax liability as he/she would lose the One-Parent Tax
Allowance which would not be replaced by the an extra personal allowance as happens
where the couple marry.

1  Figures based on material compiled by Colm Rapple for the First Report of the Oireachtas Joint
Committee on the Family:  The Impact of State, Tax and Welfare Schemes on the Family (1996).
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Scenario 2  Couple with 1 child where both are receiving a social welfare payments

Couple Living Apart
  A B 

   £       £ 
Personal Rate  One-Parent 
of UA - 73.50  Family Payment - 73.50   

 Child Allowance - 15.20

    Total Income A+B - 162.20 

Couple Marry/Co-Habit
  A B    

    £ 
Personal Rate   
of UA  -   73.50  Income  - nil 
Qualified Adult 
Allowance  -   43.20 
Child Allowance -   13.20 
Total  - 129.90   Total Income A+B - £129.60

Loss of Income on Marriage/Cohabiting - £32.60 per week

 
Scenario 3 Couple with 1 child, one working full-time the other receiving One-Parent

Family Payment and working part-time

Couple Living Apart
  A B   

    £        £ 
Nett Earnings - 203.98  Earnings - 76.92   

 One-Parent    
Family Payment - 73.50   
Child Allowance - 15.20   

    
Total 165.62

    Total Income A+B - £369.60. 

Couple Marry     £ 
Gross Income - 307.68 
Personal Allowances - 161.52 
PAYE Allowance -   38.46 
Taxable Income - 107.70 
Tax @ 24%  -   25.85  
Misc Deductions -   10.49 
Nett Income - 271.34  

Total Income A+B - £271.34
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Loss of Income on Marriage - £98.26 per week.
11.7 Again the results would be broadly similar where the couple co-habit though their tax

liability would be higher because of the loss of the One-Parent Tax Allowance and the fact
that the unused portion of the part-time earners tax allowances cannot be used by the main
earner. 

 The losses outlined in the scenarios above revolve around the fact that:

(i) the social welfare system has identified parenting alone as a specific contingency
that "merits" additional support through a more flexible means test arrangement
than, for example, that which applies to UA.

(ii) entitlement to OFP is not linked to a work test (as is UA) but implicitly/passively
recipients of OFP are encouraged to take up employment as earnings of up to £115
per week are disregarded in full when assessing means.  

11.8 It is worth mentioning that while the debate in this area tends to focus on the position of
lone parents, people in receipt of other means tested payments such as Unemployment
Assistance will also suffer losses where they decide to marry or co-habit. However,
Scenario 3 above is probably more likely to occur in the case of a lone parent because of
the more generous means test arrangements which apply to the OFP.  

  OPTIONS FOR CHANGE

11.9 One solution to the scenarios outlined above is to have full individualisation of both the
means assessment and the payment in the social welfare system. This would deal with two
of the main reasons underlying the losses of income outlined above - economies of scale
and the household means test. Individualisation of payments is dealt with in more detail in
Chapter 8.

11.10 However, individualisation will not deal with a loss of payment where the status of the
individual changes. Clearly payment of an allowance based on the contingency of lone
parenthood cannot continue where the claimant marries or co-habits. One could suggest
transitional arrangements where a lone parent marries/cohabits to spread the losses over a
period of time but at the end of the day losses will materialise and, in addition, such
arrangements could also lead to complaints of discrimination. 

 11.11 In the circumstances, it would appear that the problems associated with a change of status
of a lone parent cannot be addressed within the context of the OFP as it currently stands.
Accordingly, some change in the nature of the payment is suggested. In looking at options
for change it is worth looking at two aspects of the OFP - the duration of the payment and
work related issues. With regard to the former, as already stated, it is estimated that, in
relation to lone parents who cease claiming OFP, the average length of claim is about 5
years. However, it would appear that long-term welfare dependancy may be present to a
significant degree amongst OFP recipients given that a sample of 5% of claims of
unmarried persons awarded in 1988 showed that 52% are still in payment over 10 years
later (Swinburne, 1999). 
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 11.12 As already indicated the OFP is payable as long as a lone parent has a qualified child
residing with him/her which, under present qualifying conditions, could be as long as 22
years if the child continues to third level education. 

 11.13 While lone parents are passively encouraged, through the operation of the means test, to
seek work as a way out of long-term welfare dependency there is no "work requirement"
attaching to the payment. Indeed, it would appear that the labour force participation rate of
lone parents is well short of that of other women with children. According to the Labour
Force Survey 1995 married women with at least one child under 5 had a labour force
participation rate of 44.5% against a figure of 29.2% for lone parents who also have a child
under 5.

 11.14 In recommending the introduction of support for unmarried mothers in 1972 the
Commission on the Status of Women stated "We consider that there should be some
financial support available to an unmarried mother who keeps her child, particularly
when the child is very young and she cannot resume employment. We recommend,
accordingly, that an unmarried mother who keeps her child should be entitled to a social
welfare allowance at the same rate and on the same conditions that apply to a deserted
wife, for a period of not less than one year after the birth of the child" (p. 153).

 11.15 The nature of the Unmarried Mothers Allowance which was introduced in 1973  was much
different in that it was open ended and discouraged employment amongst lone parents
through the operation of a strict means test. As McCashin (1997) pointed out "the means
test provisions which prevailed, in combination with the absence of publicly supported
child-care and the poorer labour market prospects of women from lower socio-economic
backgrounds, may have reinforced and institutionalised long term and, perhaps,
permanent exclusion from the labour market among lone parents”. (p.47).

11.16 Social welfare provision for lone parents has changed over time, particularly in relation to
the manner in which the means test is applied. However, the basic principle of the original
allowance, which allows almost an open ended payment, still applies and it could be
argued that this not only affects the labour force participation of lone parents but also the
formation of stable relationships. In the circumstances the time has come to revisit this
aspect of the provision for lone parents. The main thrust of the changes suggested
elsewhere in this report is to support families with children, particularly in the early years
when their childcare needs are at their most demanding. The OFP could be considered as
one such support for a particular group of parents with special difficulties. 

11.17 In such circumstances, the nature of the OFP could change to a short/medium term
payment which would continue to be paid until the youngest child was, for example, 5
years of age. The lone parent would then change to a more mainstream scheme such as
Unemployment Assistance and would be subject to the same conditions in relation to work
as other recipients. While this would impose a "work test" on lone parents it would
eliminate the difficulties relating to relationships which the lone parent status under social
welfare imposes. There would be practical/operational difficulties to be overcome in
making this change, the most important of these would be the different means tests
applying to the two schemes. The special tax allowances which apply to lone parents could
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remain in place. In examining these changes the Group is conscious of the support
measures which would be required by lone parents to help in the transition to "work
based" social welfare payments and ultimately to employment. The most important of
these supports is a system of affordable childcare which would be required to underpin the
participation of lone parents in the training and education measures which would assist
them in accessing employment and improving their chances of securing a level of earnings
which would be adequate to support them and their children. The role of secondary
benefits in supporting lone parents at work would also requires examination. This is the
general direction of policy in relation to lone parents in other countries. Some countries
such as New Zealand require lone parents to work while others such the UK ( New Deal)
and Australia (JET Programme) have not gone that far but have put in place programmes
which are designed to encourage and assist lone parents to make the transition from
welfare to work. 

11.18 The Combat Poverty Agency has not had an opportunity to consider these proposals in
detail.  However, lone parents have a very high poverty risk and require particular supports
in addition to the OFP.  These include increased child benefit payments (which are labour
status/household status neutral); improved childcare provision and access; improved
education and training options for lone parents; addressing housing issues; and integration
of these supports.  If these were put in place (not only for the benefit of lone parents) then
the current financial disincentives for lone parents to form relationships may become less
important.  Given the current poverty risk for lone parents the Agency cannot support any
reduction or restriction of OFP, at the present time.

CONCLUSION

  11.19 The Group did not reach any agreement on the issues raised in this chapter. It
considers that the situation requires more detailed examination. It suggests that this
should be undertaken by the Department of Social, Community and Family Affairs
as part of its Expenditure Review Programme under which the One-Parent Family
Payment will be examined in 1999. The terms of reference for this review are outlined at
Appendix 8. 
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APPENDIX 2 PAPERS PRESENTED AT THE POLICY SEMINAR ON
THE TAX/WELFARE TREATMENT OF HOUSEHOLDS

Papers presented at the policy seminar on the Tax/Welfare Treatment of Households, Dublin
Castle, December 10th, 1997.

The seminar was organised by the Combat Poverty Agency and the Department of Social
Community and Family Affairs with a view to informing the work of the Group. 
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APPENDIX 3 CONSTITUTIONAL ISSUES

1. Constitutional Issues

 There have been a number of cases which have an impact on the fiscal and social welfare
treatment of marriage and families.

a. The State (Nicolaou) v An Bord Uchtala 
In the State (Nicolaou) v An Bord Uchtala [1966] I.R.567., the Supreme Court held that the
Constitution recognises "only 'the family' founded on the institution of marriage", and
considered that for the State to afford equal constitutional protection to the family founded on
marriage and the family found on extramarital union would, in effect, be a disregard of the
pledge which the State gives in Article 41 to guard with special care the institution of
marriage.

This case was taken by Mr. Leontis Nicolaou, the natural father of a child, who wished to
quash an adoption order arranged by the child’s mother without his knowledge or approval.
However, the Supreme Court ruled in this case that the provisions of the Adoption Act, 1952,
which provided for the making of an adoption order by the Adoption Board in relation to an
illegitimate child without the natural father being heard, were not contrary to the Constitution.

The argument made by Mr. Nicolaou was partly based on the submission that he (Mr.
Nicolaou), the mother and the child together constituted a family as that entity is to be
understood in Articles 41 and 42 of the Constitution. However, in the judgement in this case
it was considered that this submission was “fundamentally unsound because the Constitution
recognises only ‘the family’ founded on the institution of marriage”.

b. Murphy V the Attorney General (1980) 
The most important case which has effected the fiscal treatment of marriage was the Murphy
Case, the judgement on which was given in January 1980. This case was taken against the
background where there was compulsory aggregation for tax purposes of the combined
income of a married couple. Despite the fact that a married couple, both of whom were
working would, in total get, get higher allowances than two single persons, the married
couples aggregated income was subject to tax bands in exactly the same manner as a single
income. The result was that a married couple's tax bill was usually higher than the combined
tax bill of a cohabiting (single) man and woman, both working, on the same combined level
of income because the two single people between them had double the band allowed to the
married couple. The Supreme Court found that these taxing provisions were unconstitutional
on the grounds that;

".. the nature and potentially progressive extent of the burden created by Section 192 of the
(Income Tax) Act of 1967 is such that in the opinion of this court it is a breach of the pledge
by the State to guard with special care the institution of marriage and to protect it against
attack..."

This judgement was given notwithstanding the fact that the Court accepted the proposition
that the State had conferred many revenue, social and other advantages and privileges on
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married couples and on their children. Indeed, the Court specifically stated that the breach of
the pledge to protect marriage was not compensated for or justified by such advantages and
privileges. 

It was as a result of the Murphy Case that the current income tax treatment of married
couples, whereby married couples have double the allowances and rate 
bands of a single person which can be shared between them, was introduced. 

c. EEC Directive 79/7 - The Hyland Case 
The EEC Directive 79/7 provided for the progressive implementation of the principle of equal
treatment for men and women in certain areas of social security. The Social Welfare No. 2
Act, 1985 provided for the changes necessary to introduce equality of treatment as between
men and women in accordance with the Directive. One of the changes necessary was that
married women be given access to the unemployment assistance scheme on the same basis as
other claimants. This meant that for the first time, a married woman living with her spouse
could qualify for Unemployment Assistance where her spouse was also in receipt of a social
welfare payment. Section 12(4) of the 1985 Act contained a provision whereby the overall
amount payable to a married couple where one spouse was in receipt of unemployment
assistance and the other was in receipt of a social insurance payment or old age pension was
limited to the amount which would be payable if one spouse claimed and the other was an
adult dependent. Section 12(1) of the 1985 Act provided for a similar limitation where each
of a couple was in receipt of unemployment assistance (see Chapter 4). No such limitation
was applied in the case of cohabiting couples or other non-married persons living together.

In an application for judicial review initiated in March 1987 (Hyland V Minister for Social
Welfare and the Attorney General) a declaration was sought that section 12(4) of the 1985
Act was unconstitutional in providing a lower rate of unemployment assistance to a man
living with his wife because of the fact he was married. The case was based essentially on the
comparison of married and cohabiting couples and the Court confined itself to this
comparison.

The Supreme Court in a judgement given in May 1989, held that it was unconstitutional (i.e.
this subsection violated the State's pledge in the Constitution to guard with special care the
institution of marriage and guard it against attack) for the relevant social welfare provisions to
treat a married couple living together less favourably than an unmarried (cohabiting) couple.
This judgement has been given effect by treating cohabiting couples in the same way as
married couples for social welfare purposes (Social Welfare Act no. 2 1989). 

d. MacMathuna Case 
Another constitutional case which may be of relevance to the work of the Group is the
MacMhathuna Case, judgement on which was delivered by the Supreme Court in May 1994.
This case involved parents of a family of nine children who were questioning their treatment
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under the tax and social welfare legislation. Among other aspects of legislation, they
questioned:

(i) Under tax law, a couple with nine children living apart with at least one child with each
partner and income split between them would be better off than the MacMathunas i.e. a
challenge to the single parent's tax allowance. 

(ii) An unmarried woman who had nine children and lived alone would get greater support
than a married woman with nine children i.e. a challenge to the Unmarried Mother's
(Social Welfare) Allowance, now the One-Parent Family Payment.

 The Court found against the MacMathunas on the grounds that where there are other
differences between the family based on marriage and another group (in this case, single
parents) the State has a right to discriminate between citizens under both the tax and social
welfare legislation having regard to the circumstances of those citizens. In particular, the
Court recognised that it was more difficult for a single parent to bring up children than it is
for two parents and that it was proper for the tax and social welfare codes to recognise this. 
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APPENDIX 4 LABOUR FORCE STATISTICS

Annual Number of Marriages 1986-1996 

Year No. of marriages

 1986 18,573 
1987 18,309 
1988 18,382 
1989 18,174 
1990 17,838 
1991 17,441 
1992 16,636 
1993 16,824 
1994 16,297 
1995 15,623 
1996 16,255

Source: Report of the Commission on the Family (1998), p.192

 
 Labour Force Participation

Two measurements are used in the Labour Force Survey (LFS) of labour market
participation: 

a)     The Principal Economic Status Measurement 
Labour Force estimates derived from the survey have traditionally been compiled on the basis
of the individual respondent's assessment of his/her usual 'Principal Economic Status' (i.e.
their usual situation with regard to employment). The classifications of 'Principal Economic
Status are ; 

In the Labour Force 
At Work 
Unemployed 

Not in the Labour Force 
Student 
On Home Duties 
Retired 
Unable to Work due to permanent sickness or disability 
Other
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 The PES measure ensures reasonable continuity with the former Census of Population based
estimates made before the advent of the LFS. 

b)     The International Labour Office (ILO) Measurement 
Definitions used in EU publications are largely based on the ILO measurement of labour
force participation. The measurement is based on the respondents activity in the week
immediately before the survey. The ILO classifications are as follows:

 
Economically Active

Persons in Employment
• Full-time
• Part-time but not underemployed
• Part-time and underemployed

           Unemployed

• seeking full-time work
• seeking part-time work

       Not Economically Active

Persons Marginally attached to the Labour Force 
• Lay-offs not looking for work 
• Discouraged workers 
• Available and passively seeking full-time work 
• Available and passively seeking part-time work

 Other persons not economically active 

ii) The table below gives a subdivision by 'principle economic status' of the Irish adult
population covering the period from 1981 to 1997. The table provides information relating to
the labour force, the numbers in education, those on home duties and others. While absolute
aggregate figures for selected years for the period in question are shown in the table below,
Table 3 in Chapter 2 shows figures for annual changes for selected sub periods based on these
years.
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 Table 4a.     The Labour Force and the Non-Active Population aged 15       
                              years and over

Year Labour Education Home Others Pop Labour  
Force Duties  Force   
    Part.rate

Males 
1981  912.5  97.3  1.0 183.1 1193.9 76.4 
1986  915.1  123.2  6.0 199.7 1244.0 73.6 
1991  903.0  146.0  7.0 215.0 1271.0 71.0 
1995  931.9  165.2  10.0 230.0 1337.0 69.7 
1997  956.3  176.1  9.2 241.5 1383.0 69.1

 Females 
1981  359.1  103.0  661.5 82.1 1205.7 29.8 
1986  393.3  125.0  678.7 74.9 1271.9 30.9 
1991  439.0  146.0  646.0 84.0 1315.0 33.4 
1995  507.6  171.8  619.4 87.6 1386.3 36.6 
1997  561.1  181.9  588.0 101.0 1432.0 39.2

 Persons 
1981  1271.6  200.3  662.5 265.2 2399.6 53.0 
1986  1308.4  248.2  684.7 274.6 2515.9 52.0 
1991  1342.0  292.0  653.0 299.0 2586.0 51.9 
1995  1439.5  337.1  629.3 317.5 2723.4 52.9 
1997  1517.3  358.0  597.2 342.5 2815.1 53.9

 
  Source: Labour Market Studies Ireland (1996), Labour Force Survey 1997.
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APPENDIX 5   EQUIVALENCE SCALES

Equivalence Scales

In comparing income levels across households, it is considered that 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 adult 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.
The notion behind equivalence scales is that two persons living together, are financially
interdependent. The assumption is that the main living costs are shared and there are economies of
scale involved.

Irish poverty studies have adopted a variety of  equivalence scales:
 
 the Commission on Social Welfare recommended an equivalence scale of 1/.6 i.e. if the basic

payment for a single person is 1.0 then the appropriate scale is 0.6 for the ‘related’ adult. The
contention is that a married / cohabiting couple can achieve with 1.6 adult equivalents the same
standard of living as two other adults with 2.0 adult equivalents.  

 the Economic and Social Research Institute (ESRI) have tended to use three equivalence scales
in their studies : Scale A 1/.66/.33 (the .33 being for children), which approximates the scales
implicit in the Irish social welfare rates, Scale B 1/.6/.4, which is widely used in the UK and
Scale C 1/.7/.5, which has been used widely in the analysis of poverty at EU level, by
EUROSTAT and others.
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APPENDIX 6   SOCIAL WELFARE RATES OF PAYMENT FROM JUNE
1999

Social Welfare rates of payments for main claimants and qualified adults and dependent
children.
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APPENDIX 7   NATIONAL ANTI-POVERTY STRATEGY TARGETS
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National Anti Poverty
Strategy Targets

Original NAPS Targets

A global target for poverty
reduction was set as
follows:

“Over the period
1997-2007, the
National Anti-Poverty
Strategy will aim at
considerably reducing
the numbers of those
who are ‘consistently
poor’ from 9 - 15% of
the population to less
than 5 - 10%, as
measured by the
Economic and Social
Research Institute
(ESRI).” 

In relation to the five key
themes, targets were set as
follows:

Unemployment

Overall Objective: “Paid
employment should be
available to all men and women
currently in poverty who are
seeking employment. This
should be capable of providing
adequate income, either on its
own, or when combined with
other forms of support,
sufficient to lift them out of
poverty and should be available
without barriers of
discrimination.”

Table Social Welfare Rates of Payment from June 1999

Dependants

Personal
Type of Payment Adult Child

£ £ £

SOCIAL INSURANCE

Long Term

Old Age (Contributory) Pension / Retirement
Pension 89.00£  55.50£  15.20£  
Invalidity Pension 75.20£  49.50£  15.20£  
Widow/er's (Contributory) Pension / Deserted
Wife's Benefit 77.10£  - 17.00£  
Orphan's (Contributory) Allowance 51.60£  - -
Death Benefit Pension 95.40£  - 17.00£  
Disablement Pension 97.20£  - -

Short Term

Disability / Unemployment Benefit 73.50£  43.20£  13.20£  

SOCIAL ASSISTANCE

Long Term

Old Age (Non-Contributory) Pension 73.50£  44.20£  13.20£  
Widow's (Non-Contributory) Pension 73.50£  - -
Deserted / Prisoner's Wife's Allowance 73.50£  - -
One-Parent Family Payment 73.50£  - 15.20£  
Orphan's (Non-Contributory) Pension 51.60£  - -
Carer's Allowance 76.50£  - 13.20£  
Long Term Unemployment Assistance 73.50£  43.20£  13.20£  
Pre-Retirement Allowance 73.50£  43.20£  13.20£  
Disability Allowance 73.50£  43.20£  13.20£  

Short Term

Short Term Unemployment Assistance 72.00£  43.20£  13.20£  
Supplementary Welfare Allowance 72.00£  43.20£  13.20£  

OTHER PAYMENTS

Living Alone Allowance 6.00£    
Over 80 Allowance 5.00£    

Child Benefit  (monthly) - 1st & 2nd Child 34.50£  
                                  - 3rd & other Children 46.00£  
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Overall Target: “To reduce the rate of unemployment, as measured on an internationally
standardised basis (ILO) by the Labour Force Survey, from 11.9% in April 1996 to 6% by 2007;
and to reduce the rate of long-term unemployment from 7% to 3.5% with a particular focus on
reducing the number of very long-term unemployed who are especially at risk of being consistently
poor.”

Educational Disadvantage

Overall Objective: “To ensure that children, men and women living in poverty are able to gain
access, participate in and benefit from education of sufficient quality  to allow them to move out of
poverty, and to prevent others from becoming poor.”

Overall Target: “To eliminate the problem of early school leaving before the Junior Certificate, and
reduce early school leaving such that the percentage of those completing the Senior Cycle will
increase to at least 90% by the year 2000 and 98% by the year 2007, and having regard to the
assessment of their intrinsic abilities, there are no students with serious literacy or numeracy
problems in early primary education within the next five years.”

Income Adequacy

Overall Objective: “Policies in relation to income support, whether these policies relate to
employment, tax, social welfare, occupational pensions or otherwise should aim to provide
sufficient income for all those concerned to move out of poverty and to live in a manner compatible
with human dignity.” Overall Target: “Policy actions in relation to income adequacy will be
targeted at contributing to the overall reduction in the percentage of the population who the ESRI
have identified as being ‘consistently poor’ from 9-15% to less than 5-10% over the period 1997-
2007.” 

“All social welfare payments will be increased to the minimum of the lower range recommended by
the Commission on Social Welfare, in line with the commitment in Partnership 2000.”

Disadvantaged Urban Areas

Overall Objective: “The overall objective in relation to urban disadvantage is to bring about
sustained social and economic development in disadvantaged areas in order to improve the lives of
people in disadvantaged areas, by empowering them to become effective citizens, improving the
quality of their lives, helping them acquire the skills and education necessary to gain employment
and providing them with employment opportunities.”

Overall Target: “ To reduce the numbers of people suffering the greatest deprivation in
disadvantaged areas by increasing their standard of living and providing opportunities for
participation, thus significantly reducing the measured indicators of disadvantage in the area,
especially the rate of unemployment and particularly the rate of long-term unemployment over the
period 1997-2007.”
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Rural Poverty

Overall Objective: “The problems of rural poverty and social exclusion have a distinct impact in a
rural context as they are compounded by aspects of physical isolation and demographic
dependence. The overall objective is to tackle poverty and social exclusion in rural areas in a
comprehensive and sustained manner by ensuring the provision of an adequate income, through
employment and/or income support, and access to adequate services and infrastructure, co-
ordination of responses and empowerment of local people and communities.”

Overall Target: “The overall target is to ensure that strategies are developed with regard to
provision of services in rural areas, especially those concerned with educational disadvantage,
unemployment and income adequacy, so that the overall targets of the NAPS as already stated, are
achieved in rural areas.”

New Naps Targets

 Consistent poverty to be reduced to below 5% by 2004.

 Unemployment to be reduced to below 5% by 2002.

 Long term unemployment to be reduced to 2.5% by 2002.

In addition, the Government has asked the NAPS Inter-Departmental Policy Committee to draw up
new targets to reflect the changed environment, for example, in relation to education and adult
literacy, and to consider action targets in relation to particular groups such as children in poverty.
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APPENDIX  8     TERMS OF REFERENCE FOR THE ONE-PARENT
FAMILY PAYMENT EXPENDITURE REVIEW

(a) Identify the objectives of the Scheme having regard to (1) the needs of lone parents (2)
their children and (3) the need to avoid long-term social welfare dependence for this
group. In this context lone parents includes all those parenting alone e.g. unmarried,
separated, and widowed.

(b) Consider the extent to which these objectives remain valid and compatible with the
Mission Statement and current strategy of the Department. This will involve a review
of the qualifying conditions, treatment of maintenance received and controls. It will
also look at the arrangements in the wider context of other social welfare recipients. 

(c) Evaluate the extent to which these objectives have been achieved having due regard to
the views of lone parents and the experiences of the Department.

(d) Establish the level and trend of programme and admin. costs

(e) Define the outputs associated with the scheme activity and identify the level and
trend of these outputs having regard to the future implications of 
demographic, social and economic changes.

 
(f) Comment on how efficiently and effectively the scheme has achieved its

objectives.

(g) Evaluate the degree to which the objectives warrant the allocation of resources on a
current and ongoing basis.

(h) Evaluate the role of the scheme in the wider context and the links with other   areas of
support for lone parent including employment supports, integrated services, childcare
and family mediation.

 
(i) Examine the scope for alternative policy and/or organisational approaches to

achieving the objectives of the scheme.

(j) The review should have regard to the approaches in other countries e.g. EU,     
     OECD.

(k) The review should have regard to analyses in the Irish and international       
      context.

(l) Poverty-proof the review.
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APPENDIX  9      INTERNATIONAL RECOGNITION OF COHABITATION

United Kingdom

In general law there does not appear to be any specific definition of cohabitation, although the
Domestic Violence and Matrimonial Proceedings Act does extend to :

“ a man and a woman who are living with each other in the same household as husband and
wife”

In other areas, general provisions have been interpreted by the Courts as covering cohabitation e.g.
section 1 of the “Application for Financial Provision from Deceased’s Estate” applies to any person
who immediately before the death of the deceased was being maintained, either wholly or partly by
the deceased”.  This has been interpreted as including a cohabitant.

In income tax law, a man and woman living together as husband and wife are confined to one
single parent allowance between them.  The new child tax credit, announced in the 1999 Budget, is
also to be made available to such couples but the absence of a definition in the 1999 Finance Bill,
as published, has been criticised in a technical journal (Taxation: 8 April, 1999):

“There is no definition of the latter phrase (man and woman living together as husband and wife),
but I fear we are going to need it.  The mind boggles as to what sort of enquiries are going to be
made by Inspectors of Taxes into peoples lives, including how much they spend together, and what
exactly they do when they are together”.

In Scotland, but not in the rest of the UK, it is possible for cohabiting couples to petition the Court
of Sessions to have a “marriage by cohabitation recognised”, which in turn is recognised for
Inheritance Tax purposes.

Netherlands

Under tax law, cohabiting couples may obtain married couple treatment if -

(a)   they have lived together for more than 6 consecutive months in the tax year and for the
entire preceding tax year, and

(b)  they have been registered in the population register as living at the same address during that
period.

Australia

Under tax law, cohabiting couples receive married treatment through a definition of spouse, in
relation to a person, which includes:
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“another person who, although not legally married to the person, lives with the person on a bona
fide domestic basis as the husband or wife of the person”.

Considerable provision is made in general law for the legal rights of persons who cohabit.  The
most comprehensive provision is in New South Wales which enacted the “De Facto” Relationships
Act, 1984 to provide rights for cohabitees under a wide range of matters.  “De facto partner” and
“de facto relationship” are defined in similar terms to the tax code.  In one instance, that of the
adjustment of property rights, the relationship must be of at least two years duration before a Court
will make an order.

The Family Relationship Act, 1975 (South Australia) requires a 5 year cohabitation period although
this period is waived if the couple have had sexual relations resulting in the birth of a child.  The
Superannuation Act of the Commonwealth, 1976 requires a 3 year period of cohabitation.  Since
1873, Tasmania has had a provision enabling a woman who has had a man living with her for at
least one year to apply, in certain circumstance, for maintenance.

New Zealand

The Income Tax Act, 1976, defines spouse, in relation to a person, as including “a person, being a
man or a woman, who, although not legally married to the said person, has entered into a
relationship with the said person in the nature of marriage; but does not include a person who, in
relation to the said person is a separated person”.

The Matrimonial Property Act, 1975 applies to a “de facto marriage” if there had been cohabitation
for at least two years, which had not ceased more than 12 months previously.

Canada

In 1992, the definition of spouse for tax purposes was extended to include a person of the opposite
sex who cohabits with the taxpayer in a conjugal relationship and

(i) had done so for the previous 12 months, or

(ii) is a parent of a child of whom the taxpayer is a parent.

The State of Ontario has made substantial legislative provision for cohabitants.  The Ontario Family
Law Reform Act, 1978 permits a man and a woman who are cohabiting and not married to each
other to enter into a written agreement on their respective rights and obligations before, during and
after cohabitation.  The Act defines spouse as including:

“either of a man or a woman not being married to each other who have cohabited,

1.   continuously for a period of not less than 5 years, or
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2. in a relationship of some permanence where there is a child born of whom they are natural
parents.

The British Colombia Family Relations Act, 1979 provides for maintenance and support
obligations between “a man and a woman not married to each other, who have lived together as
husband and wife for a period of not less than two years”.

United States

There does not appear to be a statutory definition of cohabitation as such in Federal tax law or in
general law either.  Also, it does not appear to be the practice to confer benefits on persons purely
because they are married.  However, there is a liberal approach to marriage and the prevailing
attitude appears to be that cohabitants are regarded to all intents and purposes as married.  Thus,
many Americans recognise what is termed “common law marriage”.  Some States make the
presumption that cohabitants are married and place the burden of proof on the State to prove
otherwise.  As a result:

(a) In Tennessee, there is a concept of “marriage by estoppel” which may be found in
cases of cohabitation over a long period of time. Other techniques used in the State are
marriage by “conclusive presumption or by prescription” and “ratification after
removal of some impediment”.

(b) In Missouri, Washington and Louisiana, prolonged cohabitation and repute of being
married raises a rebuttable presumption that somehow and somewhere a formal
marriage was contracted. Louisiana has a “putative marriage” to protect an innocent
spouse.

(c) New Hampshire has a form of marriage by statutory fiction. After prolonged
cohabitation, and the death of one of them, a cohabiting couple are deemed to have
been legally married.

Also, an increasing trend in the United States, particularly since the case of Marvin v Marvin,
appears to be for individuals to enter contracts as opposed to getting married.  These “cohabitation
contracts” are adjudicated upon by the Courts not by reference to family or marital law principles
but those of contract etc.”
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APPENDIX  10   POVERTY PROOFING OF PROPOSALS IN THE REPORT

INTRODUCTION

Following the  Government  decision of  23rd July  1998,  in line  with a  Partnership 2000
commitment to strengthen administrative procedures for equality proofing in the context
of NAPS, it  is  now a requirement that  significant policy proposals indicate clearly the
impact of the proposals on groups in poverty or at risk of falling into poverty.  

In  considering the various options examined in the report  attention was paid to their
impact on those on low incomes and poverty. Indeed two of the main principles of the
Group were adequacy and equity.  Nevertheless, in the interests  of  comprehensiveness
and in accordance with the Poverty Proofing Guidelines an explicit “poverty proof” of the
proposals was undertaken. This is presented below.  It should be noted that if any of these
proposals were to be considered further for implementation a more detailed examination
should be undertaken to more fully understand its impact on people living in poverty.

Poverty is defined in the National Anti-Poverty Strategy as follows:

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

MAIN PROPOSALS

Proposal 1a: Restrictions on the Transferability of Rate Bands between couples with the revenue raised being
applied to increase Child Benefit.

What is the primary objective of this policy/programme/expenditure proposal?

The aim of this proposal is to restrict the transferability of rate bands between spouses in a
move  towards  a  more  individualised  tax  system,  and  using  the  resulting  revenue  to
increase Child Benefit (by £32.50 per month per child), on the basis that transferability
could be viewed as intended, amongst other things, to assist families with children.
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Does it ...

i)      help to prevent people falling into poverty?  

This  proposal  redistributes  income  from  couples  without  children  towards  those  with
children.  This includes gains for lone parents and unemployed couples with children who
gain from the increase in child benefit  and are largely unaffected by the restrictions  on
transferability of tax allowances.

At a household level, this proposal could lead to a redistribution of income within
households with children.  The existing position where spouses have the option of
sharing their bands and allowances in the manner most beneficial to them would
no  longer  apply.   Increased  Child  Benefit,  financed  by  restrictions  on
transferability,  would  increase  the  amount  of  tax  payable  by  the  household,
thereby  reducing net  earned  income,  but  would increase  the  income (ie.  Child
Benefit) directly received by the mothers – whether employed outside the home or
not.

A number of single earner households with children and dual earner households
with children would experience  a  net  loss.   Approximately  80,000 (41%)  single
earner couples with children will lose, while 43,000 (27%) dual earner couples with
children experience losses.  However, these losses are generally concentrated in the
middle to top income deciles.  On the other hand almost all employed lone parents
would benefit from the proposal as would 110,000 (56%) of single earner couples
with children and 111,000 (69%) dual earner couples with children.  Almost all
unemployed couples would benefit from this proposal.  

The balance between gainers and losers is more favourable for dual earner couples,
who gain much less than one-earner couples from the transferability of allowances,
but would benefit from increased child benefit.  This distributional shift would be
accompanied  by  an  improvement  in  the  financial  incentive  to  work  faced  by
potential  second  earners,  which  would  be  expected  to  boost  potential  married
women’s participation n the paid labour market.  It could also be argued that such
a development might arise through financial necessity as a result of an increased
tax burden on some single earning married households.  

ii)      reduce the level (in terms of numbers and depth) of poverty?  

Children have a relatively high poverty risk as compared to adults.  Using the income raised
from restricting transferability of tax bands to increase the current rates of Child Benefit
would increase current rates by £32.50 per month per child.  In terms of redistributive
impact the pattern is one of gains in the lower half of the income distribution.  It should be
noted, however, that in some cases the increase in Child Benefit would not fully compensate
for loss of band transferability.  An increase in the rates of Child Benefit of this order would
(in 1998 terms) bring the rates of £31.50 for the first two children and £42 for other
children, up to £64 and £74.50 per month respectively.  This would represent a significant
increase in income for families currently at risk of poverty.
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iii)      ameliorate the effects of poverty?  

As described above the proposal would ameliorate the effects of poverty for families with
children. 

iv)      have no effect on poverty?  

The proposal will have an effect on poverty, as described above.

v)      increase poverty?  

Some single earner couples with and without children, some dual earner couples with and
without children, and some retired couples may lose initially from this proposal.  Not all of
these will be at risk of poverty, but some may.  The implications for these people will have
to be considered, and thus it is suggested that if this option were to be advanced it should be
progressed on a phased basis.

vi)      contribute to the achievement of the NAPS targets?  

Yes, it will contribute towards the achievement of the global target of reducing the numbers
of those who are consistently poor.  It will also contribute towards the income adequacy and
educational disadvantage targets by addressing child poverty and towards the
unemployment target by improving labour market incentives, particularly for women.  

vii)      address inequalities which might lead to poverty?  

Yes, see (i) above.  However, there may be some losers, see (v) above.

This proposal would maintain the consistent treatment of families with children under the
social welfare code.  In addition, the increased Child Benefit payment would be paid to both
mothers in the home and those in paid employment and therefore could assist towards costs
arising for parents caring for their children.  

With regard to the tax code, this proposal would provide for the more consistent treatment
of couples, in that married and cohabiting couples would be treated in a more similar
manner.

viii)      as proposed, reach the target groups?  

Children are the main group at poverty risk who would be targeted by this proposal.
Other target groups to benefit are unemployed people and lone parents.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
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and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance and the Revenue Commissioners. The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  In addition, the ESRI was requested to undertake specific analysis of the policy
proposal using the SWITCH model.  The analysis involved examination of the distributive impact
of the changes across household types and income ranges as well as focusing on issues of cost and
revenue effects.  It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations. 

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?

A phased approach has been proposed, see (v) above.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

Not applicable – the proposal has a positive effect on poverty reduction.

Proposal 1b: Restrictions on the Transferability of Rate Bands between couples with the revenue raised being
applied to finance a package involving child benefit  increases, a special allowance for “stay-at-
home” parents and a special investment in pre-schooling at age 3.

What is the primary objective of this policy/programme/expenditure proposal?

The aim of this proposal is to restrict the transferability of rate bands between spouses in a
move  towards  a  more  individualised  tax  system,  and  using  the  resulting  revenue  to
finance a package involving Child Benefit increases (£16.50 per month per child [£3.80 per
week]),  a  special  allowance  for  “stay  at  home”  parents  (£30  per  week)  and  a  special
investment in pre-schooling until age three (£20 per week), drawing on elements of the
proposals in the Commission on the Family.
 
Does it ...

i)      help to prevent people falling into poverty?  

The distribution of gainers and losers is quite similar to proposal 1a in that there
are gains for the bottom half of the income distribution with losses further up the
distribution.  When compared with 1a (general increase in Child Benefit) the main
difference is  that  the proportionate  and absolute income gains are substantially
higher for the bottom decile group, with somewhat smaller gains or larger losses
further up the income distribution (4th decile upwards).  A direct comparison of
these two options shows that a shift from the Child Benefit package to the package
involving Parent  Allowance would give rise to  more  losers  than gainers for  all
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income deciles apart from the bottom decile, as resources are focused on children
under  school  going  age,  and within that  group,  on those being  cared for  by a
parent full-time in the home.  

Analysis by family type shows that about two thirds of single earner couples with
children  would  be  better  off  under  the  general  increase  in  Child  Benefit.   The
focusing of resources on the under 5s, and in particular on those cared for by a
parent, tends to concentrate gains on this group and would help to prevent them
from falling into poverty.  

Resources  are  being  directed  to  all  children,  via  the  general  increase  in  Child
Benefit,  and  will  help  to  prevent  them  from  falling  into  poverty.   The  Parent
Allowance is not intended to meet child care costs and as such, it does not assist
those  parents  who  work  outside  the  home or  who  are  engaged  in  training  or
education and have childcare costs in respect of children under three.  As resources
are being targeted on children cared for full-time within the home, the employment
status of the parents affects the type/level of income support being provided.
 

ii)      reduce the level (in terms of numbers and depth) of poverty?  

This proposal attempts to reduce the level of poverty for families with children.  There are
gains for the bottom half of the distribution, with losses dominating gains further up the
distribution.  Resources are focused on children under school-going age, and within that
group on those being cared for by a parent full-time within the home.  

There is a redistribution from couples without children (some of whom currently
benefit from the transferability arrangements) towards those with children (all of
whom benefit  from an increase in Child Benefit).   This  includes  gains  for  lone
parents  and unemployed couples  with  children  who  gain  from the  increase  in
Child Benefit and are largely unaffected by the restrictions on transferability of tax
allowances. 

iii)      ameliorate the effects of poverty?  

As described above the proposal would ameliorate the effects of poverty for all families
with children, and in particular for families with younger children and children cared for
full-time in the home. 

iv)      have no effect on poverty?  

The proposal will have an effect on poverty, as described above.

v)      increase poverty?  

Some single earner couples with and without children, some dual earner couples with and
without children, and some retired couples may lose initially from this proposal.  Not all of
these will be at risk of poverty, but some may.  Losers in this package tend to be in the

203



upper income deciles (4th decile upwards) and are unlikely to fall into poverty as a result of
the proposed changes.  The implications for these people will have to be considered, and
thus it is suggested that if this option were to be advanced it should be progressed on a
phased basis.

vi)      contribute to the achievement of the NAPS targets?  

Yes, it will contribute towards the achievement of the global target of reducing the numbers
of those who are consistently poor.  It will also contribute towards the income adequacy and
educational disadvantage targets by addressing child poverty. 

vii)      address inequalities which might lead to poverty?  

Yes, see (i) above.  However, there may be some losers, see (v) above.  

With regard to the tax code, this proposal would provide for the more consistent treatment
of couples, in that married and cohabiting couples would be treated in a more similar
manner.  In relation to the social welfare code the proposal is not consistent in its treatment
of families with children as parents are being treated differently according to their
employment status.  However, this difference of treatment will not directly lead to poverty.

viii)      as proposed, reach the target groups?  

Children are the main group at poverty risk who would be targeted by this proposal.
Other target groups to benefit are lone parents and women caring for young children
in the home.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance and the Revenue Commissioners. The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  In addition, the ESRI was requested to undertake specific analysis of the policy
proposal using the SWITCH model.  The analysis involved examination of the distributive impact
of the changes across household types and income ranges as well as focusing on issues of cost and
revenue effects.  It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations..

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?
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A phased approach has been proposed, see (v) above.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

Not applicable – the proposal has a positive effect on poverty reduction.

Proposal  1c:  Restrictions on the Transferability of  Rate  Bands between couples with the revenue raised  being
applied to cut taxes

What is the primary objective of this policy/programme/expenditure proposal?

The aim of this proposal is to restrict the transferability of rate bands between spouses in a
move  towards  a  more  individualised  tax  system,  and  using  the  resulting  revenue  to
finance an increase in tax free allowances from £3,150 to £3,750 (1998 tax year basis).  The
rationale for this proposal is that the increased tax yield arising from the restriction of
transferability would be retained within the tax system and would be consistent with the
aim of reducing the burden of personal taxation.  However, it only addresses one aspect
of the stated terms of reference of the Group ie. the  treatment of households under the tax
code; there is no social welfare component. 

Does it ...

i)      help to prevent people falling into poverty?  

This  proposal  has about  the  same number  of  losers  as  proposal  1a  with  Child
Benefit increases, but a much greater number of gainers, with the gainers spread
more evenly across income deciles.  However, there are few gains or losses in the
bottom three deciles, as the tax cuts and tax transferability restrictions have little
impact on this group, whereas the increases in Child Benefit did.  

The proposal  involves  a major  redistribution from couples  (currently  benefiting
from  the  transferability  of  allowances)  to  single  people  without  children  (who
account  for  more  than  half  of  all  those  gaining from the package)  and to  dual
earner couples with and without children.  Losers outnumber gainers among one-
earner couples with children.  

In short, this proposal would not help prevent people falling into poverty.
 

ii)      reduce the level (in terms of numbers and depth) of poverty?  

The gains under this proposal are spread fairly evenly across the income deciles,
with  relatively  few gains  and  losses  in  the  bottom  three  income deciles.   This
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proposal does not improve the position of those currently in poverty or at most
risk of poverty.

iii)      ameliorate the effects of poverty?  

As described above this proposal would not ameliorate the effects of poverty. 

iv)      have no effect on poverty?  

The proposal will have no effect on poverty, as described above.

v)      increase poverty?  

It is unlikely that this proposal would increase poverty.  However, there are some concerns
that losers outnumber gainers among one earner couples with children who may face an
increased risk of poverty, as a result.

vi)      contribute to the achievement of the NAPS targets?  

No, it will not contribute towards the achievement of the NAPS target of reducing the
numbers of those who are consistently poor. 

vii)      address inequalities which might lead to poverty?  

No, it will not address inequalities that might lead to poverty.  The proposal affects only
those who are currently paying tax.  It does, however, treat all tax payers equally.

This proposal redistributes the revenue raised from the restriction in the transferability of
rate bands towards single people without children.  If one considers that the current
transferability of tax allowances/bands acts, among other things, in some way as a support
to childcare then this proposal could be seen to increase inequalities between families with
and without children, which might lead to poverty, as families with children have a higher
poverty risk.

viii)      as proposed, reach the target groups?  

The proposal does not target groups at risk of poverty.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance and the Revenue Commissioners. The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  In addition, the ESRI was requested to undertake specific analysis of the policy
proposal using the SWITCH model.  The analysis involved examination of the distributive impact
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of the changes across household types and income ranges as well as focusing on issues of cost and
revenue effects.  It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations.

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?

It is unlikely that this proposal would increase poverty.  However, there are some concerns that
losers outnumber gainers among one earner couples with children who may face an increased risk
of poverty, as a result.  This proposal has not been recommended by any members of the Group.
Some members have explicitly stated that it does not meet the poverty proofing criteria.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

This proposal has not been recommended by any members of the Group.

Proposal 2:   To extend transferability of tax allowances and rate bands to cohabiting couples with children

What is the primary objective of this policy/programme/expenditure proposal?

The aim of this proposal is to bring about a more consistent treatment of married and
cohabiting  couples  under  the  tax  code  and  that  the  current  system,  whereby
transferability of tax allowances and bands is permitted between married couples, can be
viewed as a support to childcare, amongst other things.

Does it ...

i)      help to prevent people falling into poverty?  

The proposal applies only to cohabiting couples with children.  Tax transferability
restrictions have little impact on those in the bottom income deciles ie. those not in receipt
of a taxable income.  An extension of transferability will therefore, have a limited effect on
those currently falling below the poverty line.  In the case of cohabiting couples with
children where one of the couples is in paid employment their net income could increase as
a result of the extension of transferability.
 

ii)      reduce the level (in terms of numbers and depth) of poverty?  

This proposal will have a limited effect on those currently falling below the poverty line.
However, as stated above, in the case of cohabiting couples with children where one of the
couples is in paid employment their net income could increase as a result of the extension of
transferability.
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iii)      ameliorate the effects of poverty?  

See (i) and (ii) above.

iv)      have no effect on poverty?  

The proposal will have little effect on poverty, see (i) and (ii) above.

v)      increase poverty?  

The proposal will not increase poverty.

vi)      contribute to the achievement of the NAPS targets?  

The proposal is unlikely to directly contribute to the achievement of NAPS targets.
However, it will contribute to the principles which underpin the NAPS, in particular through
the reduction in inequalities as the proposal would lead to similar tax treatment of married
and cohabiting couples with children, where currently a distinction is made.

vii)      address inequalities which might lead to poverty?  

As outlined in (vi) above the proposal will reduce inequalities by bringing about similar
treatment of married and cohabiting couples with children under the tax code. 

viii)      as proposed, reach the target groups?  

The proposal is not specifically targeted at a high risk poverty group, as identified in
the NAPS.  However, in the case of lone parents who may be deciding to cohabit,
where one of the resulting couple is in paid employment their net income could
increase as a result of the extension of transferability. 

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance, the Revenue Commissioners and the
Central Statistics Office (Census of Population and Labour Force Survey). The work of other
Commissions and Groups, as detailed in the main report has also informed the assessment.  In
addition, the ESRI was requested to undertake specific analysis of the policy proposal using the
SWITCH model.  It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations.
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If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?

The proposal will not increase poverty, see (v) above.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

While the proposal has a limited effect on the level of poverty it would address inconsistencies in
the tax code as between married and cohabiting couples with children, thereby reducing
inequalities.

Proposal 3:   Restructuring of Social Welfare Payment Rates to introduce a Household Responsibility Payment
(HRP)

What is the primary objective of this policy/programme/expenditure proposal?

The key  element of  this  proposal  is that  social welfare payments (both assistance and
insurance) would be restructured so as to comprise two parts: a personal payment for
each  adult  and  one  “household  responsibility  payment”  for  each  household.   The
rationale for this proposal is to rectify the anomaly whereby welfare recipients in some
households may receive two or more full personal rates, whereas others are restricted to
one payment at the personal rate and a Qualified Adult Allowance.  The restriction of
payment  rates  for  couples  (both  married  and  cohabiting)  has  been  justified  by
considerations of the economies of scale involved in living together as a couple.  

While  3  options  were  initially  considered,  the  analysis  focused  on  one  option  that
involved  a  household  payment  of  £21.50  per  week,  with  personal  payments  being
reduced by the same amount.  Under this proposal the Qualified Adult Allowance (QAA)
rates  would  be  increased  to  be  equal  to  the  new  personal  rate  of  payment.   This
rebalancing would make the total rate for a couple equal to about 1.7 times the personal
rate.  Those aged over 66 (whether on Old Age Pensions or on special rates applying to
the older persons on other schemes such as the Widows Pension) would continue with the
same payment structure as at present.

The net savings to the Exchequer under this proposal (about £60m) would be used to
increase Child Benefit by £14 per month or to raise welfare rates generally by just over 1%.

Does it ...

i)      help to prevent people falling into poverty?  

209



Gainers outnumber losers across the income distribution for each decile group except the
second.  But for those in the bottom decile, the average loss (for those who are losers) is
much more than the average gain (for those who are gainers).  Thus, there are falls in
average income for each of the bottom two income groups.

There are gains for many couples, associated with the rise in the total potential payment for
a couple, and for many families with children, because of the increase in Child Benefit.
Losses are concentrated on single person tax units, whose personal rates of payment are
reduced but who do not qualify for a household responsibility payment.  These are
principally those who are unemployed, ill or disabled, but also including some non-earning
lone parents resident with other welfare recipients.  These are some of the groups identified
as being most at risk of poverty.

In short, rather than preventing people falling into poverty this proposal may cause people
to fall into poverty.
 

ii)      reduce the level (in terms of numbers and depth) of poverty?  

While the income of couples (in some cases), both of whom are in receipt of social
welfare  payments,  would  remain  unchanged  or  slightly  increased  under  this
option,  multiple  tax  units  containing  more  than  one  social  welfare  recipient
(whatever the relationship with one another) will experience a reduction in income.
This is the case because the Household Responsibility Payment (HRP) would be
paid only to one person in the household, with a reduced rate of payment to every
other individual.  

While  it  could  be  argued that  in  broad  terms  the  option  slightly  increases  the
income of some welfare recipients, this is at the expense of other welfare recipients.
Rather than reducing the level of poverty, this proposal could lead to an increase in
the level of poverty.

iii)      ameliorate the effects of poverty?  

No, see (i) and (ii) above.

iv)      have no effect on poverty?  

The proposal would have an effect on poverty, in that it would increase the level of poverty,
see (i) and (ii) above.

v)      increase poverty?  

Yes, see (i) and (ii) above.

vi)      contribute to the achievement of the NAPS targets?  

No, this proposal runs counter to the achievement of the NAPS targets.
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vii)      address inequalities which might lead to poverty?  

It could be argued that this proposal is equitable in that it assumes economies of scale in all
households, no matter what the relationship of the occupants to one another, and
restructures the welfare payment system accordingly.  However, exceptions are made, thus
undermining this assumption, eg. in the case of those aged over 66 years of age, and adding
inequalities to the proposal.  

The proposal is not equitable in that income is being taken from some social welfare
recipients, who are already on lower incomes, and being redistributed to all income groups
via the increase in Child Benefit and to other social welfare recipients via the general
increase in rates.

In addition, by altering the structure of insurance as well as assistance type social welfare
payments this proposal also removes the individual/direct rights element that currently
exists with regard to insurance payments.  The level of payment which a person might
receive under this option depends to an even greater extent than at present on the person’s
living arrangements.

viii)      as proposed, reach the target groups?  

The proposal would not reach the target groups.  In fact, this proposal would take
income away from groups who are currently at high risk of poverty – people who are
unemployed, ill or disabled, and also some non-earning lone parents resident with
other welfare recipients.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance, and the Revenue Commissioners. The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  In addition, the ESRI was requested to undertake specific analysis of the policy
proposal using the SWITCH model. The analysis involved examination of the distributive impact
of the changes across household types and income ranges as well as focusing on issues of cost and
revenue effects. It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations.

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?

The Group did not support development or implementation of this proposal. 
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If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

The Group did not support development or implementation of this proposal.

Proposal 4:   To Increase the Qualified Adult Allowance (QAA) in line with the conclusion of the ESRI research ie.
to 70% of the personal rate

What is the primary objective of this policy/programme/expenditure proposal?

The ESRI in their study for the Group concluded that, at income levels similar to current
social welfare rates, the income required by a couple to reach the same standard of living
as a single adult was estimated to be about 170% of the single adult rate, giving an adult
equivalence scale of 70%.  The proposal of the Group is thus to increase the QAA to 70%
of the personal rate (from a current level of 60% or lower for most payments).

Does it ...

i)      help to prevent people falling into poverty?  

Insofar as it would raise the household income for households where a QAA is received it
would help to prevent people falling into poverty.
  

ii)      reduce the level (in terms of numbers and depth) of poverty?  

Insofar as it would raise the household income for households where a QAA is received it
would help to reduce the level of poverty.  However, it would be important that increases in
both the QAA and the personal rate were in line with increases in incomes generally,
otherwise the proposal on its own would do little to reduce the level of poverty.

iii)      ameliorate the effects of poverty?  

See (i) and (ii) above.

iv)      have no effect on poverty?  

The proposal could reduce the level of poverty, see (i) and (ii) above.

v)      increase poverty?  

The proposal will not increase poverty.

vi)      contribute to the achievement of the NAPS targets?  
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The proposal can contribute towards the achievement of the global target of reducing the
numbers of those who are consistently poor, particularly if subsequent increases in both the
QAA and the personal rate were in line with increases in incomes generally. It will also
contribute towards the income adequacy target. 

vii)      address inequalities which might lead to poverty?  

As QAA recipients are mainly women and there is evidence that women can experience
inequalities that lead to poverty this proposal will, in part, address some of this inequality
experienced by women welfare recipients.  It does not however, deal with issues relating to
independent social welfare entitlement in that the system of derived rights that currently
underpins the system of assistance payments would continue.  Increasing the QAA rate
could be seen as a first step towards moving towards a more individualised social welfare
system.

viii)      as proposed, reach the target groups?  

The proposal would benefit social welfare households where a QAA is received.
Such households have been shown to have a relatively high risk of poverty.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance, and the Revenue Commissioners.  The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  In addition, the ESRI was requested to undertake specific research on equivalence
scales. It is noted that should this proposal be further developed with a view to implementation that
it would be helpful to draw on information from anti-poverty groups and organisations.

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?

The proposal will not increase poverty, see (v) above.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

Not applicable – the proposal has a positive effect on poverty reduction.

Proposal 5:   Individualisation in the Social Welfare Code
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What is the primary objective of this policy/programme/expenditure proposal?

Individualised  treatment  of  persons  in  the  social  welfare  code  was  examined  by  the
Group because it has the potential to diminish and eradicate differences in the treatment
of different types of household.

The Group examined a number of approaches to individualisation: 

a) total independent treatment in the social welfare system
b) expansion of the social insurance system
c) assessment  for  means-tested  social  welfare  payments  on  a  couple  basis,  but  once

entitlement is established, payment of full rates on an individual basis
d) administrative individualisation.

The Group acknowledged that some of the options would require a longer term view of
the social welfare and tax systems with any decisions taken to implement changes being
viewed in the same light.   Thus, at  this stage the poverty proofing should be seen as
preliminary only.  If any of these options were to be developed further more detailed
poverty proofing would be required.

Does it ...

i)      help to prevent people falling into poverty?  

Options  (a)  and  (b)  of  this  proposal  would  lead  to  increased  social  welfare
payments  to  those  currently  classified  as  “qualified  adults”.   This  would  be
achieved  through  independent  means  testing  or  expanded  coverage  under  the
social  insurance  system,  where  payments  are  already  based  on  individual
contribution records.  

Thus, these measures would help to prevent people falling into poverty.  However,
in the case of an expanded social insurance system, measures would have to be
taken to ensure that carers, (not in the paid workforce for periods of time) receive
credited contributions to ensure their entitlement to pensions and other benefits is
maintained.  

 
ii)      reduce the level (in terms of numbers and depth) of poverty?  

See (i) above.

iii)      ameliorate the effects of poverty?  

See (i) above.
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iv)      have no effect on poverty?  

The proposal could reduce the level of poverty, see (i) above.

v)      increase poverty?  

The proposal will not increase poverty.

vi)      contribute to the achievement of the NAPS targets?  

The proposal can contribute towards the achievement of the global target of reducing the
numbers of those who are consistently poor.  In particular it would contribute towards the
Income Adequacy Policy Action to examine the dimensions and implications of
individualisation of social welfare payments by a Working Group. 

vii)      address inequalities which might lead to poverty?  

Options (a) and (b) of this proposal are equitable in that they would be based on the concept
of citizenship and individual rights, as opposed to the current system where payments,
(particularly social assistance payments) are based on the notion of derived rights linked to
the composition of the household and the relationship between an individual and a
beneficiary of direct rights.  Adopting these options would suggest an independent social
welfare entitlement for all regardless of their sex or marital status, similar to the position
which currently exists with regard to social insurance payments.

Thus these options would address inequalities which might lead to poverty.

viii)      as proposed, reach the target groups?  

The proposal would benefit social welfare households where a QAA is received.
Such households have been shown to have a relatively high risk of poverty.

What is the Rationale and Basis of Assessment (data/information) behind each of these replies?

Information on levels of poverty and groups at risk of poverty has been informed by Sharing in
Progress: National Anti-Poverty Strategy document and published work on poverty by the ESRI
and the Combat Poverty Agency eg. Poverty in the 1990s, Monitoring Poverty Trends, Women and
Poverty, in addition to information and statistics available to the Departments of Social,
Community and Family Affairs, the Department of Finance, and the Revenue Commissioners.  The
work of other Commissions and Groups, as detailed in the main report has also informed the
assessment.  It is noted that should this proposal be further developed with a view to
implementation that it would be helpful to draw on information from anti-poverty groups and
organisations.

If the proposal has the effect of increasing the level of poverty, what options might be identified
to ameliorate this effect?
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The proposal will not increase poverty, see (v) above.

If the proposal has no effect on the level of poverty, what options might be identified to produce
a positive effect?

Not applicable – the proposal has a positive effect on poverty reduction and addressing inequalities
which might lead to poverty.

OTHER PROPOSALS

A number of other proposals were considered by the Group.  These were not analysed in the same
depth as the main proposals and firm recommendations do not follow from them.  However, it is
suggested that they be followed up in various ways.  In the event of further work on these issues
they should be subject to a comprehensive poverty proof.

These other proposals are briefly presented below with the Group’s conclusions and a poverty
proofing comment. 

I Income Tax Treatment of Cohabiting Couples with Children

Proposals in relation to the income tax treatment of cohabiting couples with children
who are mainly resident with and wholly or mainly maintained by the couple are
considered through the following options:

a) allow cohabiting couples entitlement to the married persons allowance but not bands
b) allow cohabiting couples entitlement to married treatment in relation to all reliefs ie.

bands and allowances
c) allow cohabiting couples a proportion of both allowances and bands available to a

married couple

Groups Conclusions
The Group was sympathetic, in principle, to changes in the tax legislation to address
the issues raised relating to cohabiting couples and considers that the options set out
above should be pursued further in the context of Budget 2000.

Poverty Proofing Comment
Income tax proposals have relatively little impact on low income groups.  However,
in the case of cohabiting couples with children where one of the couples is in paid
employment their net income could increase as a result of the above proposals.  With
regard to inequalities leading to poverty Option (b) would best address this issue.

II Capital Tax Treatment of Cohabiting Couples

In relation to capital tax treatment, the Group considered the following options
relating to the scope of the relief, in cases where one partner of a cohabiting couple
dies leaving his/her joint home to the other partner.  Each of the options is intended
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to provide relief for inheritance tax purposes on the transfer of that home to the
surviving partner:

a) provide relief for cohabiting couples of opposite sexes with children where the children
are mainly resident with and wholly or mainly maintained by the couple

b) provide relief for two joint tenants living together for the past 5 years
c) provide relief for couples living together as husband and wife for a period of say 5 years

or more.

Groups Conclusions
The Group was sympathetic, in principle, to changes in the tax legislation to address
the issues raised relating to cohabiting couples and considers that the options set out
above should be pursued further in the context of Budget 2000.

Poverty Proofing Comment
In the situations referred to the options considered would help to prevent people
falling into poverty.  While the options are not particularly targeted at addressing
poverty, their development and implementation, particularly (b) would help to
address inequalities that can lead to poverty.

III Lone Parents and Community Employment

Proposals considered in relation to Lone Parents and Community Employment are:

a) maintain current arrangements
b) deny/restrict lone parents access to CE
c) reduce total income of lone parents by:

i. giving recipients of OFP a lower allowance on CE
ii. assessing the CE payment (or some portion of it) as means for the purposes of

OFP ie. do not allow earnings disregard
iii. withdrawing Child Dependent payment from lone parents participating on CE

d) increase the income of formerly unemployed persons on CE by:
i. giving married/cohabiting (with children) former Unemployment Assistance

recipients a higher allowance on CE to bring them on a par with lone parents
ii. allowing married/co-habiting former Unemployment Assistance recipients on CE

to claim Family Income Supplement

Groups Conclusions
The Group could not reach agreement on whether some adjustment was required in
the relative treatment of lone parents vis-à-vis other welfare recipients.  The
Department of Finance and the Department of Enterprise, Trade and Employment
feel strongly that some adjustment is required.  The Group recognises the problems
faced by lone parents in accessing training and employment opportunities and
considers that these must be taken account of in the context of the current review of
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the CE scheme and that any future restructuring of payments would have to be
examined in that context. 

Poverty Proofing Comment
Lone parents have been identified in the NAPS as a group with a high poverty risk.
While changes to supports for lone parents which provide a route out of poverty are
to be welcomed, any proposed changes to lone parents benefits and supports which
would increase their poverty risk should not be contemplated.  Any proposals in this
regard should be comprehensively poverty proofed, including consultation with lone
parent and anti-poverty groups and organisations, before further development and
implementation.

IV Addressing Financial Disincentives for Lone Parents to form Long-Term
Relationships

The report suggests that consideration be given to revisiting the original lone parents
allowance.  This allowance is an open-ended payment which, it could be argued, not
only affects the labour force participation of lone parents but also the formation of
stable relationships. 

Groups Conclusions
The Group did not reach any agreement on the issues raised in relation to financial
disincentives in the tax and social welfare systems for lone parents considering
marriage or other forms of long-term relationships.  It considers that the situation
requires more detailed examination.  It suggest that this should be undertaken by the
Department of Social, Community and Family Affairs as part of its Expenditure
Review Programme under which One Parent Family Benefit will be examined in
1999.

Poverty Proofing Comment
Lone parents have been identified in the NAPS as a group with a high poverty risk.
While changes to supports for lone parents which provide a route out of poverty are
to be welcomed, any proposed changes to lone parents benefits and supports which
would increase their poverty risk should not be contemplated.  Any proposals in this
regard should be comprehensively poverty proofed, including consultation with lone
parent and anti-poverty groups and organisations, before further development and
implementation.
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