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Abstract: Conflicting claims about the distributional impact of Ireland's fiscal adjustment have 
been made. This paper clarifies the different implicit standards on which these may be based, 
and uses the limited available data on cash incomes and public social services to analyse the 
effects on poverty and inequality. For the 1986-1990 period, real incomes rose for most groups, 
with those reliant on the lowest social welfare rates doing well but other social welfare recipients 
doing less well relative to other incomes. The importance of the decline in unemploy­
ment over this period is also emphasised, making the choice of base date crucial given the very 
substantial rise in unemployment between 1980 and 1986. Expenditure on public social services 
did not bear a disproportionate share of the burden of restraining expenditure, but public expen­
diture on health fell significantly in real terms between 1986 and 1989. Social infrastructural 
investment was sharply reduced, with effects which may take some time to be felt. The paper 
highlights the need for micro-studies on the impact of changes in service provision, and for up-to-
date national household survey data, to allow the distributional impact of fiscal retrenchment to 
be properly assessed. 

I INTRODUCTION 

C onflicting claims have been made about the distributional impact of 
Ireland's recent fiscal stabilisation. Some argue that vulnerable groups 

have borne more than their share of the costs of adjustment; others that there 
has been adjustment with growth and equity. This paper examines these 
conflicting claims. I t begins by clarifying the nature of the different questions 

*The authors are grateful to Van i Borooah, Dermot McAleese and John O U a g a n for helpful 
comments. 



which might be asked about distributional changes in the context of a fiscal 
adjustment programme. The information required to address these questions, 
and the methodological issues which arise, are also discussed. We then turn 
to the analysis of the data available. Section I I I examines changes in dis­
posable incomes, and Section IV considers the effects of changes in public 
social expenditure over the period. The final section deals not only with the 
conclusions which can be drawn from this evidence, but also with defining the 
boundaries of our knowledge and the types of information required to extend 
it . 

I I ADJUSTMENT AND DISTRIBUTION: ISSUES AND METHODS 

Having been neglected in the early 1980s, from the middle of the decade 
the effects of structural adjustment programmes in developing countries on 
the poor moved to the centre of the debate on the design of such programmes. 
This reflected widespread concern that the most vulnerable groups in society 
were being particularly adversely affected. There is now an extensive litera­
ture on "adjustment with a human face",1 and agencies such as the World 
Bank and the I M F acknowledge that protection of the poor is an important 
element in the design and implementation of adjustment policies. In devel­
oped economies, the impact on poverty and inequality of both fiscal adjust­
ment and, in a number of countries, an explicit attempt to "roll back" the 
Welfare State have also been the focus of attention (see for example Jenkins, 
1991; Hills, 1990; Danziger and Gottschalk, 1989). 

The distributional consequences of Ireland's recent fiscal adjustment have 
been the subject of a good deal of comment though little detailed analysis. 
Apparently contradictory views about these consequences have been put for­
ward. Some have suggested that poor and vulnerable groups "have borne the 
brunt of the cutbacks".2 Others have argued that there has been a "greater 
spread of the benefits of growth — adjustment with growth and equity" and 
that poverty fell over the adjustment period.3 

What first becomes obvious when these conflicting claims are considered is 
that a number of different questions can be asked about the distributional 
effects of an adjustment programme. Depending on the standard applied, 
quite different answers can be supported, and i t is often far from clear pre-

1. This term was introduced by U N I C E F , which played a major r61e in focusing attention on 
the issue — see Cornia, Jolly and Stewart (1987). See also World Development Report 1990. 

2. "The poor have borne the brunt of the cutbacks, ... Cuts in healthcare, in education and in 
social welfare have had a major cumulative effect in that they have tended to hit the same group 
of people" — C M R S Justice Commission, 1988, p. 8. 

3. McAleese, 1990a, pp. 18 and 27. 



cisely which question is being asked or is most relevant. To assess whether 
adjustment was equitable or whether the poor were protected, one could ask 
for example: 

1. Did the poor/low income groups experience losses in real income? 
2. Did the poor/low income groups experience greater real income losses 

than others? 
3. Did the poor experience lower real income increases than others? 
4. Did the numbers below absolute or relative poverty lines rise? 
5. Did inequality in the distribution of income increase? 

To add a further complication, "income" could in each case refer simply to 
cash incomes, or alternatively, could encompass the effects of services pro­
vided by the State on living standards. I f these services are to be included 
how is this to be done? Given the required data, i t is possible to attribute 
benefit from such services as health and education to those availing of them, 
but complex issues arise as to how they are to be valued. 4 In the same way, 
given appropriate data on expenditure patterns and assumptions about inci­
dence, indirect taxes could be included. In the redistributive exercises carried 
out by the CSO based on the Household Budget Surveys, estimates of "final" 
income — that is, income including cash transfers and the "benefit" of non­
cash services used, less income tax and social insurance contributions and 
estimated indirect taxes paid — are presented. As discussed in detail in 
Callan, Nolan et al. (1989), this cannot however be treated as analogous to 
disposable income in that i t is a construct measuring where expenditure on 
services etc., goes, not a measure of welfare or command over resources.5 

A general issue which then arises, with any of these questions, is what 
counterfactual is to be used in assessing distributional changes. I f our 
concern is with the impact of an adjustment programme per se, then i t is not 
valid to simply compare the situation "before" and "after" — not all the 
difference is attributable to the programme. What then is the appropriate 
counterfactual — an estimate of what the position would have been with no 
adjustment, or with an alternative adjustment policy? I f the latter, how is the 
alternative to be framed and the outcome estimated? While a preferred alter­
native programme may underlie some of the comments on Ireland's adjust­
ment, the more straightforward concern which many people have in mind is 
what actually happened relative to the start of the period. I t must be 

4. I n the redistributive exercises carried out by the C S O , expenditure on providing services is 
allocated among users, an approach widely adopted elsewhere. Methodologies which attempt to 
measure the value to recipients have been explored, particularly in the U S , but face many diffic­
ulties (see Cal lan, Nolan et al., 1989, Chapter 9 and Sawhill , 1988). 

5. See Callan, Nolan et al. (1989), pp. 132-133. 



emphasised though that changes over the adjustment period do not show the 
effects of the programme itself, and that the counterfactual adopted wi l l 
affect our assessment of the distributional impact of adjustment. 

Where the question being addressed is, in broad terms, "what happened to 
the poor?", a distinction must also be made between a focus on how those who 
were poor in the base period were situated at the end of the period, and one 
on how the poorest positions evolved.6 I t is clear both from international 
research and from available Irish evidence that there is a considerable move­
ment into and out of low income "positions" over time. 7 Such movements are 
of considerable interest in themselves, but in assessing the distributional 
consequences of the fiscal adjustment programme i t is of primary importance 
to look at positions. 

Given the questions to be addressed, what data would ideally be used to 
answer them? Since i t is not intended to trace the fortunes of particular indi­
viduals over time, panel data is not required: information on cross-sections of 
the population before and after the fiscal adjustment, chosen independently, 
would suffice. The information would relate not only to cash incomes but also 
use of services and expenditure patterns, so that non-cash benefits and in­
direct taxes could be taken into account. Further, information on alternative 
methods of valuing such services — on consumers' demands, in effect — 
would be employed. 

The available data of course fall far short of this. The CSO's 1980 and 1987 
Household Budget Surveys and the ESRI's 1987 Survey of Income Distri­
bution, Poverty and Usage of State Services provide cross-section information 
on incomes, use of services and (in the case of the HBS) expenditures. 
However, there is no such survey evidence for 1989 or 1990, "after" adjust­
ment, with which these can be compared.8 

Finally, the choice of base date itself has major implications. Comparisons 
of the 1980 Household Budget Survey and the 1987 ESRI Survey have shown 
an increase in the percentage of persons falling below both relative poverty 
lines and poverty lines held constant in real terms (Nolan and Callan, 1989; 

6 . Suppose the initial distribution of incomes is represented by a vector Y J J ... Y j j ... Yjjsf with 
incomes ranked from lowest to highest. The distribution in the final year can be represented by 
Y F

F 1 ... Y F p j ... Y F F N ranked on the basis of income in the final year, or 
b y Y I

F i . . . Y I

F j . . . Y I

F N 

where the population in the final year has been ranked on the basis of incomes in the initial year. 
The distinction is between comparing Y n and Y ' p i (the change in income of the poorest person) 
and Y j i and Y F

F i (the income of the poorest position). 
7 . See Bane and Ellwood ( 1 9 8 6 ) , Duncan et al. ( 1 9 9 1 ) . Rottman et al. ( 1 9 9 2 ) find evidence of 

considerable movement using data from the follow-up of the E S R I ' s 1 9 8 7 survey carried out in 
1 9 8 9 . 

8 . In principle, it would be possible to "age" the 1 9 8 7 income distribution to reflect changes 
over the 1 9 8 7 - 9 0 period (see, for example, Saunders ( 1 9 9 0 ) ) ; but this cannot be done here, for 
reasons given in Cal lan and Nolan ( 1 9 9 1 ) . 



Callan, Nolan et al, 1989). The sharp rise in unemployment over that period 
was seen to be the dominant factor at work. Some would argue that fiscal 
adjustment should properly be dated from the early 1980s, laying the ground­
work for the progress seen in the public finances from 1986/1987. This is 
dealt with in other papers in this volume (see especially Honohan, 1992). In 
analysing the distributional implications of adjustment for cash incomes, this 
paper concentrates on the period from 1986/87, because 1980-87 has been 
discussed in detail in our earlier studies. In examining public social expen­
diture, though, both 1986-90 and the entire period from 1980 are included in 
the analysis. 

After this extensive preamble about data deficiencies and the difficulties 
faced, we proceed in the following sections to an examination of the infor­
mation which is available and what i t allows one to say about the distri­
butional impact of Ireland's fiscal adjustment. In Section I I I , cash incomes 
are analysed, relying for the most part on aggregate statistics such as the 
growth in incomes from different sources. Particular attention is paid to 
changes in social welfare support rates, in real terms and relative to other 
incomes. The light shed on the questions outlined earlier, in so far as cash 
incomes are concerned, is then discussed. In Section IV, the effects of the 
changes in public "social" expenditure on health, education and housing are 
analysed, utilising data on expenditure and activity levels together with what 
is known about the characteristics of those availing of the various services. 

I l l FISCAL ADJUSTMENT AND CASH INCOMES 

McAleese (1990a, b) has argued that over the 1986-89 period "no major 
group bore the burden of adjustment", that there was in fact no burden to 
adjust to, as incomes of different types (agricultural, employment, profits, 
social welfare) all increased at least as fast as inflation; tax reductions gave 
rise to further gains in real net incomes; and increases in employment/ 
declines in unemployment reduced the numbers relying on social welfare. The 
most striking characteristic of the period 1986-89 or 1986-90 is clearly that 
fiscal adjustment was accompanied not by contraction but by economic 
growth and increased employment. The relationship between this growth and 
adjustment policies is the subject of other papers in this volume, but the fact 
that i t occurred means that "the burden" of adjustment takes on rather a 
different meaning in this specific case. (This is why the choice of base date is 
crucial: a comparison between 1980 and 1990 would show instead a much 
higher level of unemployment at the end than at the beginning of the period.) 

Over the 1986 to 1990 period, however, the increase in employment and 
decline in unemployment are of central importance in looking at cash 



incomes. The numbers at work rose from 1,081,000 in 1986 to 1,120,000 by 
1990, while the number unemployed fell from 227,000 to 183,000 (using 
Labour Force Survey data and definitions). However, the level of emigration 
during the period, with net emigration of 136,000 between 1987 and 1990, 
was crucial to the fall in unemployment.9 While emigration is a complex phe­
nomenon, and external as well as domestic factors play a key role, 1 0 the level 
of emigration over the period must clearly colour our attitude to the decline in 
unemployment and its favourable distributional effects.11 

Market Incomes 
Turning to the evolution of incomes from different sources, Table 1 shows 

how the National Accounts personal income aggregates changed over the 
1986-90 period. Real agricultural incomes recovered strongly from their 1986 
low, while the numbers employed in agriculture remained roughly constant, 
implying a very substantial average increase per person. There was a signifi­
cant increase in non-agricultural wages and salaries in real terms, of 11 per 
cent, due to a combination of increased employment and real earnings' 
growth. Non-agricultural employment (employees plus self-employed) rose by 
4.6 per cent over the period, so i f the number of employees grew at about this 
rate they experienced a rise of about 6 per cent in real income per capita. (We 

Table 1: Aggregate Personal Income Growth by Type, 1986-1990 

Percentage Change 

Nominal Reala 

Income from Agriculture 45.2 27.5 
Non-Agricultural Wages and Salaries. 26.5 11.0 
Other Non-Agricultural Income b 38.2 21.3 
Transfers c 14.2 0.2 
Total Personal Income 27.0 11.5 

Source: National Income and Expenditure 1989; ESRI Quarterly Economic Com­
mentary, Summer 1991. 

Note. a Deflated by G N P deflator. 
b Income of independent traders (non-agricultural) plus rent, interest and 

dividends, 
c Includes transfers from abroad. 

9. See Economic Review and Outlook 1991, Table 12, p. 44, Table 14, p. 45. 
10. See the detailed analysis in the recent N E S C Report (1991). 
11. Simply comparing cross-section sample data for "before" and "after" years would also miss 

this important influence on the way the distribution changed. 



also know from the Quarterly Industrial Inquiry that the growth in average 
gross real earnings for employees in industry was about 5 per cent.) Income of 
the self-employed outside agriculture, plus interest dividends and rent, grew 
very rapidly, by 38 per cent in nominal terms, over 20 per cent in real terms. 
Unfortunately, we know very litt le about how the dispersion of income from 
these different sources may have evolved. (As far as earnings are concerned, 
the Programme for National Recovery made provision for a flat-rate element 
which would entail higher percentage increases for the low paid, but in 
practice, rates for some higher paid groups may have increased by more than 
the provisions of the Programme.) 

Net Incomes 
Given these changes in gross market incomes, the nature and extent of the 

tax reductions over the period imply that net incomes rose significantly more 
rapidly for many of those in the income tax net. The standard rate was 
reduced from 35 to 30 per cent; the standard rate band was increased by 38 
per cent; and the top rate was reduced from 58 to 53 per cent. The offsetting 
restrictions in special reliefs were, by comparison, rather minor: tax relief 
was restricted to 80 per cent of mortgage interest payments (with an effective 
maximum relief of £3,200 as against the initial maximum of £4,000) while life 
assurance relief was curtailed from 50 per cent to 25 per cent of the premium. 

The diversity of taxpayers' circumstances (incomes, mortgages, number of 
children) allows for a wide range of possible outcomes at individual level. At 
average industrial earnings, the net income gain for a one-earner couple is 
only about half a percentage point higher than the growth in gross earnings. 
I f such a couple had a mortgage of two and a half-times average earnings, 1 2 

the restrictions in mortgage interest relief would actually offset these gains, 
leading to no real income growth. I f the under-indexation of child benefit is 
taken into account, the real income position of such a family could even have 
worsened slightly. I t should be stressed that the combination of circum­
stances and income ranges in which such a result obtains are very restrictive; 
they simply illustrate that i t would be possible for real incomes to have fallen 
over the period in certain positions towards the lower end of the equivalent 
income distribution. At higher income levels, the reductions in the standard 
rate of tax become more influential. At twice average industrial earnings, 
even those with heavy mortgages and with children experienced real net 
income gains of about 4 per cent, rising to 9 per cent for those without 
mortgages. 

12. This is used as an illustration of a heavy mortgage, since similar guidelines were used by 
lending institutions to determine the maximum loan available. 



Social Welfare Incomes 
Turning to social welfare support, Table 2 shows the changes between 1986 

and 1990 in maximum social welfare rates applying to different family types 
for each of the main schemes. In general, the increases led to small gains in 
real incomes, of between 1 and 3 per cent over the 4 year period. There were 
much more substantial increases for those schemes which had the lowest 
rates at the beginning of the period though. Rates for the long-term unem­
ployed were increased by between 12 and 25 per cent in real terms, rates for 
those on short-term unemployment assistance rose by 12-17 per cent, 1 3 and 
supplementary welfare allowance rose by 14 to 20 per cent. The only major 
social welfare benefit which did not keep pace with inflation was Child Bene­
fit , which is paid in respect of all children: this is incorporated within the 
table, which therefore shows lower percentage increases for families with 
children in each case. There was also a streamlining of rates of payment for 
child dependants: there were larger increases in some of the lower rates, and 
smaller increases for the highest rates. (The marginal fall in the real value of 
a widow's contributory pension plus child benefit for a widow with 4 children 
reflects both of these factors: i t should be noted, however, that reductions in 
tax liabilities would have more than offset this, leading to a rise in net 
income.) 

Table 2: Real Changes in Social Welfare Incomes, 1986-1990 

Nominal Change Deflated by Increase 
in CPI 

Old Age Contributory Pension 
Old Age Non-Contributory Pension 
Unemployment/Disability Benefit 
Short-term Unemployment Assistance 
Long-term Unemployment Assistance 
Invalidity Pension 
Widow's Contributory Pension 
Widow's Non-Contributory Pension 
Supplementary Welfare Allowance 

One +2 +4 
Adult Couple Children" Children" 

1.5 1.3 
2.1 2.0 
3.0 3.1 1.8 2.4 

16.6 14.3 11.8 13.6 
25.0 15.9 11.7 12.4 

1.3 2.0 1.1 0.7 
2.7 1.5 -0.2 
4.1 2.0 0.1 

20.3 17.7 13.8 14.8 

Source: Social Welfare Rates booklet, 1986 and 1990. 
Note: a. Including Child Benefit. 

Two additional factors are not taken into account in this table: reductions 
in pay-related benefit (PRB) and the implementation of equality of treatment 
between men and women, which led to changes in payments for adult and 

13. Those in rural areas receiving either long-or short-term unemployment assistance also 
benefited from the "levelling up" of the non-urban rate to the urban rate and would have 
experienced a further increase of about 3 percentage points. 



child dependants. Each could have led to falls in income for certain positions 
in the distribution. 1 4 

Over the 1986 to 1990 period, a variety of welfare and tax measures were 
aimed specifically at those in low paid positions. On the tax side, these 
measures included increases in general exemption limits, child additions to 
the income tax exemption limits, and a reduction in the tax rate applied to 
those just above the exemption limits (the marginal relief rate). On the 
welfare side, increases in Family Income Supplement and an intensive 
campaign to increase take-up of entitlements to that benefit were the main 
features. These processes continued in the 1991 Budget and welfare 
measures. These changes have exacerbated certain "poverty traps" and 
shifted their location up the income distribution; but they improved net 
incomes at each position, which is the key issue for the present paper. 

Cash Incomes: Assessment 
What does the evidence presented suggest about the questions posed in 

Section I I , with respect to the distributional changes over the adjustment 
period in terms of cash incomes alone? The first question was whether the 
real incomes of low income "positions" fell. While i t was seen to be possible for 
real cash incomes to have declined in certain circumstances, i t appears that 
this could not have applied to any major set of low income positions, given the 
increase in employment, growth in average income from various sources, 
changes in social welfare rates, and the income tax changes implemented. 
The second question was whether the poor experienced greater real income 
losses than other groups, and again the answer is clearly in the negative. 

The third question was whether those at low incomes experienced slower 
income growth than other groups. This is more complex, but the data suggest 
that income growth was most rapid on average for profits and self-
employment incomes, for agricultural incomes — from a very low base — and 
for those on Unemployment Assistance or Supplementary Welfare Allowance. 
Net income growth for employees was more moderate, and varied in 
particular with the extent of the gain from income tax cuts. Apart from the 
lowest rates, though, social welfare rates did grow less rapidly over the period 
than most other income types. 

The fourth question was whether the numbers below absolute or relative 
poverty lines rose. Given that real incomes appear to have risen for most 
groups, the numbers below absolute lines would have fallen. As far as relative 
poverty is concerned, the reduction in unemployment and increase in employ­
ment would be expected to reduce the numbers below relative income lines. 

14. The precise mechanisms are spelt out in Cal lan and Nolan (1991). 



The increase in farm incomes and — depending on the location of the line 
applied — the relatively large increases in lowest social welfare rates would 
also work in that direction. As against this, rapid increases in market 
incomes would have raised purely relative income standards substantially 
and have offsetting effects — one reason why i t is sometimes argued that, in 
the short term, a "fixed" rather than "moving" target to measure progress in 
reducing poverty is appropriate. 

The final question is related to overall income inequality. Even with full 
data, answers to such questions might depend on the precise measure used. 
But some of the main forces which were at work can be identified, along with 
the likely direction of their impact. The reduction in unemployment and 
increase in employment would be expected to increase the share of income 
going to low income groups, and reduce inequality. The rise in profits and 
self-employment income during the upswing would, however, be expected to 
increase the share of those at the top of the distribution, increasing in­
equality. 1 5 Reductions in the level of income taxes, given the steep progres-
sivity of the tax code, would be expected to increase the dispersion of incomes; 
one would expect, and simulation analyses confirm, that there would be 
particularly strong effects towards the top of the income distribution. 

As noted earlier, these answers are crucially dependent on the base date. 
An analysis of the entire 1980-90 period, which Honohan argues is relevant, 
might provide quite different answers, as our own work 1980-87 suggests. 

IV FISCAL ADJUSTMENT AND STATE-FUNDED SERVICES 

Overall Social Spending 
The evolution of cash incomes over the course of the period of fiscal 

adjustment comprises only part of the story. Much of the media coverage and 
public reaction at the time focused on State-funded services, in particular in 
the "social spending" areas of health, education, housing and subsidies. Even 
with a great deal more information than is available, i t would be very difficult 
to arrive at a conclusive assessment of the overall distributional impact of the 
policies implemented in these diverse areas, for reasons already discussed. 
Here our aims are more modest: to examine how social spending actually 
developed in the 1986-90 period, identify the areas where the effects of fiscal 
adjustment were concentrated, and tentatively discuss the distributional 
implications. I t is not the spending itself, but the impact on services, which is 
of relevance to those using schools or hospitals: i f spending declines were fully 
offset by increased efficiency, for example, then the "consumer" would not 

15. See, for example, the analysis of cyclical effects on the U K income distribution in Nolan 
(1987), or for the U S Blinder and E s a k i (1978), Blank (1991). 



suffer. I t is therefore essential to use the limited information available to try 
to see what happened to activity levels and the type of service provided, as 
well as spending levels. 

We wi l l look in turn at health, education, housing and subsidies in this 
way, but first i t is relevant to see how fiscal adjustment affected social spend­
ing compared with other areas of expenditure. Current "social spending" in 
total — comprising health, education, social welfare, housing and subsidies — 
grew more rapidly than overall current spending between 1986 and 1989 or 
1986-1990. Current social expenditure in aggregate grew by 15 per cent in 
nominal terms between 1986 and 1990, where total current government 
spending grew by 12 per cent. 1 6 Nor is i t the case that relatively rapid growth 
in social welfare transfers is simply obscuring less rapid increases in the 
other elements; social welfare spending grew by 6.7 per cent between 1986 
and 1989, while the rest of social services expenditure rose by 9.3 per cent. 
Thus the share of social spending, and of spending on social services 
excluding cash transfers, in current government spending rose over the 
period of fiscal adjustment 1986-1989 or 1986-1990. With overall government 
current spending growing considerably less rapidly than GNP between 1986 
and 1989, current social spending did decline substantially as a proportion of 
GNP, from 30 per cent in 1986 to 25 per cent in 1990, but was not dispropor­
tionately responsible for the fall in the government spending/GNP ratio. 

Turning to capital expenditure, however, health, education and particu­
larly housing bore the brunt of the reductions in capital spending between 
1986 and 1989. While Public Capital Programme (PCP) spending in areas 
such as agriculture and tourism rose, and investment in "productive" infra­
structure remained roughly unchanged in aggregate (in nominal terms), 
public capital expenditure on housing fell by two-thirds and education and 
health also declined substantially. Whereas 33 per cent of the PCP went on 
housing, education and health in 1986, only 17 per cent did so in 1989. 

We now look in detail at each of the main social services spending areas, 
beginning with health. 

Health 
The area where public expenditure over the 1986-89 period probably 

generated most controversy was the health services. Table 3 shows that 
current government expenditure on the health services was indeed tightly 
restrained in 1987 and 1988. Expenditure in nominal terms rose only 
marginally in 1987 and was held constant in 1988. In real terms, these 
clearly constituted significant reductions. Using the deflator for all current 

16. This remains the case when debt servicing is excluded from current expenditure. 



government expenditure on goods and services, current expenditure on health 
was 10 per cent lower in 1989 than in 1986. Since the rate of increase in costs 
in the health services is generally thought to exceed that in other areas of 
government spending, this is likely to understate the underlying decline. 

Table 3: Current Government Expenditure on Health 1980-90 

Year 

Current Health 
Expenditure 

Percentage 
Change 

Nominal" Real (1986 Prices)b Nominal Realb 

Expenditure 
as 

Percentage 
of GNP 

£m £m 

1980 656 1,161 7.3 

1986 1,154 1,154 6.9 
1987 1,177 1,109 2.0 -3.9 6.5 
1988 1,172 1,052 -0.4 -5.1 6.2 
1989 1,230 1,040 4.9 -1.1 5.9 
1990 1,377 1,075 12.0 3.4 6.0 

1980-86 75.9 -0.6 
1986-89 6.6 -9.9 
1986-90 19.3 -6.8 

Source: Budget Booklet 1991, Table, "Current Government Expenditure by Func­
tional Classification; various years (e.g., 1991, p. I l l ) ; Economic Review and 
Outlook 1991, Tables 2 and 3, p. 36. 

Notes: a Gross non-capital expenditure. 
b National Accounts Deflator for government expenditure on current goods 

and services. 

To understand the impact which this had on the health services, i t is 
essential to note that health spending had already been held in check in the 
preceding 1980-86 period. Public spending on health in 1986 was no higher in 
real terms than in 1980 and had fallen from 7.3 per cent to 6.9 per cent of 
GNP. By 1989, i t represented only 5.9 per cent of GNP. Given the upward 
pressure on health expenditures internationally as a consequence inter alia of 
the development of new technologies and drugs, this was a remarkable rever­
sal of the trend of the previous twenty years. 

Which services were most affected? 1 7 Current spending on general 
hospitals accounts for about half of all current health services expenditure, 
and grew less rapidly than total expenditure between 1980-86 and 1986-89. 
Using the general government expenditure deflator, hospital spending in real 
terms fell by 7 per cent between 1980 and 1986 and by a further 9 per cent 

17. Detailed tables showing the evolution of health spending by type, and of manpower and 
activity in the public health services, from 1980-89 are given in Cal lan and Nolan (1991). 



between 1986 and 1989. Despite a significant real increase in 1990, i t 
remained below the 1986 level. Expenditure on the psychiatric programme 
actually fell in nominal terms between 1986 and 1989, and was the other area 
most affected. By contrast, expenditure on the General Medical Service, 
providing free general practitioner care and prescribed medicines to those 
with medical card cover, grew relatively rapidly, particularly between 1986 
and 1989. 

How were staffing and services affected by the constraints on expenditure? 
Here information is patchy, but some important indicators are available. 
Manpower in the health services had risen slightly between 1980 and 1986 
despite the constraints on expenditure. Between early 1987 and end-1988, 
though, there was a sharp drop in staffing, which affected all categories 
whether medical, nursing, catering, maintenance or clerical/administrative. 
As far as activity levels are concerned, the number of in-patients treated in 
public hospitals also fell between 1986 and 1989, though not as rapidly as the 
number of hospital beds since the average length of stay was reduced. 1 8 The 
numbers treated at out-patient clinics in public hospitals also fell. Under the 
psychiatric programme the fall in expenditure between 1986 and 1988 was 
associated with an acceleration of the trend away from institutional care, the 
number of in-patients resident in psychiatric hospitals falling from 11,600 to 
9,500. This greatly exceeded the rise in the number of such patients resident 
in special hostels, and the number of attendances at out-patient psychiatric 
clinics also fell. The General Medical Service, on the other hand, where the 
level of expenditure is essentially "driven" by the level of activity rather than 
vice versa, saw continued increases in visiting rates (up to the change in 
payment system for GPs in early 1989, beyond which such information is not 
gathered), and in prescribing rates. 

Capital spending in the health area was reduced from almost £60m in 1986 
and 1987 to £44-£45m in 1988 and 1989, and £42m in 1990. Most of this 
expenditure relates to hospitals. 

What can be said about where in the income distribution these develop­
ments in the health services wi l l have had most impact? First, the level of 
primary care available to those on low incomes with medical cards, in the 
form of GP care and prescribed medicines, was not affected adversely, indeed 
the amount spent on this service was one-third higher in 1989 than 1986. 
Those with medical card cover were also exempted from the charges for out­
patient consultations and in-patient stays in public wards of public hospitals 
introduced in 1987. They would, however, have been among those most 

18. The published statistics on day cases begin only in 1987, and show a large increase 
between 1987 and 1988, but this was partly due to improved comprehensiveness in the returns 
from hospitals. 



vulnerable to any deterioration in the quality of, or ease of access to, public 
hospital care. 

While difficult to measure directly, i t does seem likely that the decline in 
manpower and in-patients treated in general hospitals was accompanied by 
longer waiting periods, and perhaps some deterioration in the quality of care 
broadly defined, for public patients. Those with health insurance, mostly in 
the upper half of the income distribution, could avail of easier access to pri­
vate beds/hospitals, and the increase in the numbers subscribing to the V H I 
between 1986 and 1989 may be one indication of the increased pressure on 
the public hospital service. 1 9 Private patients were not unaffected though, in 
that charges levied by public hospitals for private beds increased sharply, and 
V H I premia rose significantly more than the CPI over the 1980s.20 

Of the two-thirds of the population without insurance and relying on public 
hospital care, those without medical card cover not only faced a hospital 
system under pressure, they also had to pay the new charges for in-patient 
and out-patient hospital care and had to pay for GP care and prescribed 
medicines. In that sense, they, rather than the lowest income group, could be 
regarded as the most adversely affected. However, the elderly make up a 
relatively high proportion of those with medical card cover, and lower income/ 
socio-economic groups appear to experience more i l l health. This is one reason 
why studies based on the CSO redistribution exercise or similar methodology 
show the bottom equivalent income deciles benefiting more than the middle of 
the distribution from expenditure on public hospital care, as well as overall 
health spending (see CSO, 1983; Rottman and Reidy, 1988; Nolan, 1991, 
1992). Those towards the bottom of the income distribution may therefore be 
particularly affected by pressure on the public hospital services. 

Education 
The other major area of current government social services expenditure is 

education. Table 4 shows that, although this area also generated considerable 
controversy, i t fared rather differently to health in terms of the trend in cur­
rent public spending. Between 1980 and 1986 expenditure rose substantially 
in real terms. The 1986-89 period saw a sharp rise in spending in 1987, but 
there was almost no increase in nominal terms in 1988 and in 1989 spending 
simply kept pace with inflation. As a result, by 1989 the level of spending in 
real terms was no higher than in 1986. Though bearing some of the burden of 
fiscal adjustment, then, particularly in 1988, education did not experience the 

19. The percentage of the population with V H I cover rose from 29 per cent in 1986 to 31.5 per 
cent in 1989 (not including those who obtained cover only for the charges in public wards). 

20. Between 1981 and 1988, V H I premia rose by 46 per cent in real terms (Report of the 
Commission on Health Funding 1989, Table 8.3, p. 138). 



substantial reductions in the real value of spending seen in health between 
1986 and 1989, nor was i t so constrained in the first half of the decade. 

Table 4: Current Government Expenditure on Education 1980-90 

Current Education Percentage Expenditure 
Expenditure Change as 

Year Percentage 
Nominal11 Real (1986 Prices)* Nominal Realb ofGNP 

£.771 £.771 

1980 470 832 5.2 

1986 1,013 1,013 6.0 
1987 1,154 1,088 13.9 7.4 6.4 
1988 1,162 1,044 0.7 -4.0 6.1 
1989 1,233 1,043 6.1 -0.1 5.9 
1990 1,301 1,016 5.5 -2.6 5.7 

1980-86 115.5 21.8 
1986-89 21.7 3.0 
1986-90 28.4 0.3 

Source: Budget Booklet 1991, Table, "Current Government Expenditure by Func­
tional Classification; various years (e.g., 1991, p. I l l ) ; Economic Review and 
Outlook 1991, Tables 2 and 3, p. 36. 

Notes: a Gross non-capital. 
b Deflator is for National Accounts government expenditure on current 
goods and services. 

Looking at the composition of current spending on education, 2 1 First Level 
was the sector most affected in 1988 when nominal aggregate education 
spending was effectively held constant. Within the Second Level sector, 
expenditure on vocational, rather than secondary or comprehensive/com­
munity schools, was most severely constrained. Over the period 1987-89 or 
1987-90 this remains the pattern, though the differences between the sectors 
were not very marked. 

Turning to the evolution of staffing levels and student/teacher ratios, the 
number of National teachers fell and although the number of primary pupils 
was also declining, the overall pupil/teacher ratio in these schools rose 
between 1986/87 and 1988/89. (The percentage of children in classes of 40 or 
more declined slightly however.) The number of teachers in Second Level 
schools also fell and pupil/teacher ratios rose. Though i t is not possible to 
obtain detailed data, i t has been suggested that the number of teachers 

21. Once again, detailed tables showing the way in which education spending by sector, 
manpower and pupil/teacher ratios changed over the period can be found in Cal lan and Nolan 
(1991). 



available for remedial and guidance teaching was particularly affected. 
Education also saw sharp reductions in capital spending in 1988. Only 

£61m was spent in that year and £54m in 1989, compared with £93m in 1987 
and £99m in 1986. Expenditure on National and Secondary school building/ 
maintenance fell by about 50 per cent, and spending on RTCs also fell, while 
spending on other third-level institutions was maintained. 

The effects of the constraints on public education expenditure in this 
period wi l l have been quite widely spread in distributional terms. The fact 
that primary and vocational second-level education were affected would, how­
ever, have particularly adverse consequences for lower income groups, since a 
higher proportion of pupils in these than in other sectors come from the lower 
socio-economic groups. This is reflected in the distributional pattern revealed 
by the CSO exercises, where lower income groups receive a much larger pro­
portion of the benefits from expenditure on First or Second than on Third 
Level education. 2 2 Since there is less scope for funding through parental con­
tributions etc., in poorer neighbourhoods, schools in such areas wil l also be 
more reliant on public spending and may, therefore, be more seriously 
affected. 

Housing 
Reductions in public capital spending formed a major element in the fiscal 

adjustment process, and the area where this had greatest impact was public 
sector housing. As Table 5 shows, PCP expenditure on building and mainten­
ance of public housing fell from £386m in 1986 and £372m in 1987 to only 
£136m in 1989 — so £250m less was being spent in the latter year in nominal 
terms, making a substantial contribution to attaining overall public expen­
diture and borrowing targets. In volume terms, the 1989 level of investment 
in public housing was only about 30 per cent of that seen in 1986 and 1987. 

These reductions in spending were in three main areas: 

(i) Building and repair of Local Authority houses, where the expendi­
ture fell from £166m in 1986 to £43m in 1989; 

(ii) Local Authority and Housing Finance Agency house purchase and 
improvement loans, which were cut back from £162m in 1987 to 
£69m in 1988, at which time the building societies and banks agreed 
to make additional funds available to low-income house buyers; 

(iii) Private housing grants, where expenditure fell from £104m in 1987 
to £74m in 1988 and £40m in 1989 as the house improvement grants, 
Local Authority £5,000 tenant purchase grant, and £2,250 grant for 
purchasers of new houses were abolished. 

22. See Rottman and Reidy (1988), Chapter 4, Table 4.6. 
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Table 5: Current and Capital Public Expenditure on Housing, 1980-1990 

of which0 

Capital Local House Purchase Private Index of 
Expenditure Authority & Improvement Housing Volume Current 

(PCP) Housing Loans Grants Change Expenditure 
1986=100b 

£m £m £m £m £m 

1980 202 79 
1986 386 166 173 42 100 27 
1987 372 101 162 104 95 36 
1988 202 55 69 74 49 33 
1989 136 43 48 40 31 24 
1990 122 61 23 35 28 13 

Source: Budget Booklet Public Capital Programme, various years (1991, pp. 181-184, 
207, 111). 

Notes: a A small "other" category is not shown. 
b Deflator for Gross Domestic Fixed Capital Formation. 

Table 5 also shows that current spending on housing, though dwarfed by 
the capital programme, was also reduced between 1986 and 1990. Its major 
element is the mortgage subsidy scheme, on which about £25m was spent in 
1987 and 1988 but which had been reduced to £10m by 1990. 

The impact of the reduction in expenditure on Local Authority house build­
ing was that whereas about 6,000 houses had been built annually between 
1980 and 1986, by 1989 only 768 were completed, while the 1990 figure was 
1,003. This has begun to have an impact on what had been relatively small 
numbers on waiting lists for public housing, as far as can be seen from the 
available data. 

The distributional effects of these reductions in public housing expenditure 
vary with the programme involved, and in some cases wi l l take time to be 
fully felt. Those most affected by the reduction in Local Authority house 
building and thus the availability of such housing are from the lower income 
groups, as can be seen from the concentration of Local Authority tenants in 
the lower incomes deciles in the Household Budget Survey or the ESRI 1987 
Survey. 2 3 This is also where the effects of the reduction in Local Authority/ 
HFA loans wi l l be predominantly felt. The house improvement grants scheme 
and the grant for new house purchasers, on the other hand, were of benefit to 
those owning or buying their own house and thus middle and upper income 
groups would benefit more, and the same is true of the mortgage subsidy 
scheme. The £5,000 house purchase grant for Local Authority tenants was 

23. See Rottman and Reidy (1988), Chapter 5, Table 5.2(b). 
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probably of most benefit to the more financially secure of those in public 
housing. House building and loans for low-income house purchasers were 
where most of the savings were made, however, and the impact w i l l , 
therefore, have primarily been felt towards the bottom of the income distri­
bution. 

Subsidies 
The final category of "social spending" distinguished in the budgetary clas­

sification is "subsidies". This is now dominated by grants to Local Authorities 
in relief of rates and to CIE, but subsidies on bread, milk and dairy produce 
designed to keep down the price of these items were an important element 
from 1975 to 1987. Table 6 shows that overall current expenditure on 
subsidies was reduced from £232m in 1986 to £174m in 1987, largely due to 
the abolition of these consumer subsidies. This was a particularly contro­
versial step, since these subsidies had been introduced to meet explicitly dis­
tributional objectives. However, social welfare rates increases took into 
account the effect on prices as reflected in the CPI, so social welfare recipients 
were at least partly insulated from the effects of the elimination of these 
subsidies.2 4 

Table 6: Current Exchequer Expenditure on Subsidies, 1980-90 

Year Current Expenditure Of Which Bread, Milk 
on Subsidies and Dairy Produce 

£m £m 

1980 214 38 
1986 232 28 
1987 174 2 
1988 172 — 
1989 167 — 
1990 168 — 

Indirect Taxation 
Indirect tax revenue contributed substantially to closing the gap between 

public spending and revenue over the 1986-90 period, increasing by about 
26 per cent in nominal terms. However, this was no more rapid than the 
increase in consumer expenditure, so in that sense the burden of indirect tax­
ation was maintained rather than increased. Further, there was no increase 

24. Since the items covered by the subsidies make up a larger proportion of household 
expenditure at low than at average incomes, the C P I would understate the effect on prices for 
low-income households. 



in the proportion of total tax revenue coming from indirect taxes over this 
period. The composition of indirect taxation — in terms of the relative 
importance of customs, excise, VAT and motor vehicle duties — was also little 
changed. The fact that indirect taxes are generally found to be regressive,25 is 
not then particularly important since fiscal adjustment over the 1986-90 
period did not involve an increase in the indirect tax burden relative to 
consumer expenditure, or a shift from direct to indirect taxes (such as seen in 
the U K in the early 1980s). 

Public Social Services: Assessment 
Constraints on public spending on health, education and housing formed 

an important element of Ireland's fiscal adjustment, though these services did 
not bear a disproportionate share of the burden of restraining current expen­
diture. Health expenditure was more severely affected than education, both 
between 1980 and 1986 and from 1986 to 1989. Social spending did bear the 
brunt of the capital spending cuts between 1986 and 1989, with the public 
housing programme in particular being reduced very substantially. 

The constraints on social spending may, in many cases, have been felt 
particularly by those on low incomes. I t is important, though, to distinguish a 
number of different situations in which a conclusion of this type could be put 
forward. Even where a service is available to all, irrespective of income, and 
used by all income levels, the poor may be relatively hard hi t by any deteri­
oration, because private resources are not available to make up for a reduc­
tion in the level of State funding or to go outside the public system to 
purchase privately — as in the case of National schools, for example. I t is also 
worth noting that a reduction in public spending on such services wi l l ceteris 
paribus serve to increase inequality in terms of a construct such as "final 
income" in the CSO's redistribution exercises. This is because when benefits 
which are fairly equally spread across the income distribution are added to 
more unequally distributed cash incomes, they lead to a fall in measured 
inequality. 

However, this is rather different to a situation where services provided 
largely for those on low incomes, or availed of disproportionately by such 
households, are singled out for relatively large cuts or particularly severely 
constrained. There are some examples of this occurring, notably the very 
substantial cuts in public housing. The public hospitals' service represents 
something of an intermediate case: although the entire population is (now) 
entitled to public care, a substantial proportion of mostly high-income 
households rely on private treatment, so the effects wi l l not be felt evenly 

25. See Murphy (1984) for evidence on the regressivity of Irish indirect taxes. 



over the distribution. There are examples of expenditure mostly benefiting 
middle and upper income groups — such as the house improvements grants 
scheme — being cut, and expenditure benefiting low income groups — such 
as the General Medical Service, increasing relatively rapidly. In terms of 
quantitative importance in the overall programme of fiscal adjustment, 
though, the cuts in public capital expenditure on house building and house 
purchase loans stand out. 

V CONCLUSIONS 

We began this paper by referring to the conflicting views which have been 
expressed about the distributional consequences of Ireland's fiscal adjust­
ment. Spelling out that rather different questions may underlie these judge­
ments helps to resolve at least some of the apparent contradictions. Most 
importantly, those who see the adjustment as having been benign in distri­
butional terms tend to focus on cash incomes, on the growth in employment, 
and on the extent to which social welfare support rates were increased in real 
terms. Those who argue that the poor have borne the brunt focus more on the 
effects of restraining expenditure on public services, particularly the health 
services. 

The analysis presented here has been greatly constrained by the limited 
data available. None the less, examination of growth in cash incomes from 
various sources over the 1986-1990 period suggested that: 

(i) no major groups experienced declines in real incomes; 
(ii) the real incomes of those reliant on the lowest social welfare rates 

rose substantially but other social welfare recipients experienced less 
rapid growth than those receiving income from employment or 
profits on average; 

(iii) the reduction in unemployment over the period wil l have contributed 
in itself to a fall in the numbers below absolute or relative poverty 
lines, though the fact that emigration played such a major part in 
that reduction cannot be neglected; 

(iv) i t is not possible with the available data to assess how the overall 
distribution of cash incomes would have changed over the period, 
though the likely direction of the impact of some of the major forces 
at work — such as the decline in unemployment and the increases in 
profits — can be identified. 

The importance of the base date chosen when analysing cash incomes must 
be emphasised though, given the dramatic increase in the level of 
unemployment between 1980 and 1986. 



As far as expenditure on public social services is concerned, i t was seen 
that current social spending (excluding cash transfers) did not bear a 
disproportionate share of the burden of restraining expenditure over the 
period, relative to other spending areas, but none the less health spending fell 
significantly and education was held constant in real terms between 1986 and 
1989. Public capital spending on social infrastructure, notably on housing, 
was where the most substantial reductions were made. The available data 
were analysed to see where social expenditure and services were most 
affected by the adjustment programme. As in the case of cash incomes, dif­
ferent standards could be applied to assess the distributional implications. 
Constraints on public spending even on services available to and used by all 
income groups, such as the National School system, may be particularly hard 
felt in poorer areas because supplementary private resources are not avail­
able. There were also certain areas, though, where expenditure would mostly 
benefit low-income groups which were particularly sharply curtailed — 
notably the public housing programme. The effects of the capital spending 
cuts wi l l take some time to appear fully, while the constraints on current 
social expenditure between 1986 and 1989 were eased somewhat in 1990, 
particularly in the health services. 

So did Ireland's fiscal adjustment between 1986-1989 or 1986-1990 con­
stitute "adjustment with a human face"? What is most striking about the 
period is that fiscal adjustment was accompanied by growth in incomes and 
employment. This certainly meant that many of the adverse distributional 
features often associated with adjustment programmes, such as rising unem­
ployment and falling real incomes for those relying on social security, were 
not present. The extent to which the economic growth which made this 
possible was produced by fiscal retrenchment, rather than facilitating that 
retrenchment, is dealt with in other papers in this volume. 

Given this growth, was there then no "burden of adjustment"? The con­
straints on spending on public social services are unlikely to have been 
without consequences for the users of these services, even i f efficiency gains 
were achieved, and the impact of cuts in public capital "social" investment 
wil l become more apparent over time. How their distributional effects are 
regarded depends both on the standard applied and the counterfactual (often 
implicitly) employed. A counterfactual which assumes no fiscal adjustment 
does not seem particularly helpful, given the consensus about the need for 
that adjustment. A programme which brought about the same degree of 
adjustment but was more distributionally benign seems a more useful point 
of comparison. This could have entailed greater reliance — than actually 
placed — on tax increases rather than expenditure control, in order to protect 
public social services, but as Honohan (1991) documents, tax increases in fact 



m a d e a m a j o r contr ibut ion to the a d j u s t m e n t achieved . A counterfactua l 
involv ing the same degree of control of overal l public spending m a y therefore 
be p a r t i c u l a r l y re levant . G i v e n the importance of public social spending i n 
total c u r r e n t expendi ture , a n d i t s re la t ive ly r a p i d growth compared w i t h 
other a r e a s over the adjus tment period, substant ia l ly greater current expen­
d i ture on these serv ices w o u l d c l ear ly h a v e m a d e t h a t degree of overa l l 
expenditure control very difficult to achieve. 

T h e cons tra ints w i t h i n w h i c h a n y adjus tment programme h a d to operate 
t h u s h a v e to form the background against which distr ibut ional consequences 
are a s ses sed , a n d w i l l inf luence the s t a n d a r d appl ied. None the less , a n 
a d j u s t m e n t w h i c h "protected the poor" could be expected, at a m i n i m u m , to 
t rea t p a r t i c u l a r l y favourably those services w h i c h most ly benefit the poor, 
a n d to at tempt where possible to al leviate the effects on the poor of r e s t r a i n ­
i n g expendi ture on services u t i l i sed throughout the dis tr ibut ion. A p p l y i n g 
th i s s t a n d a r d , the re la t ive ly unfavourable t rea tment of publ ic hous ing , pr i ­
m a r y educat ion a n d publ ic hospi ta l services , p a r t i c u l a r l y wi thout targeted 
intervent ions to protect the most vulnerable , m a y be questioned. 

P a t t e r n s of spending w i t h i n sectors, as m u c h as total social spending, m a y 
be w h a t is c r u c i a l for the impac t of f iscal r e t renchment on the poor. T h i s i s 
where the l imi tat ions on the data avai lable become most obvious. V e r y l itt le 
is k n o w n about the impact of re trenchment on services at micro-level , or how 
these h a v e affected different income groups — a reflection of the genera l 
absence of micro-studies for the public services. W h e n added to the lack of up-
to-date nat iona l survey information on household incomes, the dispers ion of 
incomes from different sources, a n d pat terns of ut i l i sat ion of services , th i s 
m e a n s t h a t only the most tentat ive conclusions about the d i s t r ibut iona l 
effects of Ire land's f iscal adjus tment can be reached. T h i s paper h a s a imed to 
clarify the i s sues involved in m a k i n g such judgements , see how m u c h can be 
s a i d w i th the informat ion ava i lab le , a n d h igh l ight the a r e a s where more 
information is needed i f the d is tr ibut ional impact of public policies i s to be 
re l iably assessed. 
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