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Precis: This study analyses the pattern of taxes paid and benefits received by a sample of households 
in 1973, classified both according to income range and to household composition. The study compares 
the distribution of direct income with the distribution of final income, after all taxes (both direct and 
indirect) have been paid, and benefits (both in cash and in kind) have been received, and analyses the 
redistributive effects of each individual tax and benefit administered by the state. 

I INTRODUCTION 

T his study is concerned with income distribution and is intended as a 
contribution to an area of investigation which has been attracting 

increasing interest in recent times. Specifically, it is concerned with the re
distribution of income, and, as such, it compares the distribution of direct 
income with the distribution of income after all taxes and benefits have been 
allocated, and analyses the redistributive impact of each individual tax and 
benefit. The study differs from earlier work in so far as it takes account not 
only of the incidence of direct taxation and state transfer payments, but also 
of the incidence of non-cash benefits and indirect taxation. 

Modifications made to the distribution of direct incomes through the 
operation of the rather complex taxation-benefit system mean that our 
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understanding of economic inequality will remain incomplete and potentially 
misleading if attention is paid only to direct income. Researchers have 
generally responded to this problem by comparing the distribution of direct 
income with that of disposable income, i.e. income after direct taxes have 
been paid and state transfers received. (For income categories employed, see 
p. 262 below.) While this solution goes some way to meeting the problem, it 
ignores non-cash benefits and indirect taxes, both of which account for very 
substantial proportions of state expenditure and revenue respectively. The 
importance of investigating the effects of all taxes and benefits is underlined 
by the extension of income policies to include worker and employer organi
sations in the negotiation of social policies in the National Understandings 
of 1979 and 1980, with the consequent need for more information on the 
effects of such policies. 

The study discusses information that can be derived from statistics 
recently published by the Central Statistics Office, which contain estimates 
of the incidence of the principal state taxes and benefits for households of 
different type and income group (CSO, 1980). The CSO report, from which 
the estimates in the present study are derived, makes possible for the first 
time the estimation of the incidence of both direct and indirect taxes, as well 
as state transfer payments and such non-cash benefits as medical services, 
education, housing, social welfare benefits, and subsidies on consumer goods 
and services. The CSO data indicate the pattern of taxes paid and benefits 
received, classified both according to income group and to household com
position. 

Estimates of the distribution of income after these taxes have been paid 
and benefits received are calculated from this source, as well as the distri
bution of equivalent income, which has been weighted to take account of 
differences in household composition. The study measures the progressive, 
or regressive, effects of each individual tax and benefit, and questions the 
estimates of the value of housing subsidies — non-cash benefits, which appear 
to have been seriously underestimated in the CSO data. While the overall 
impact of state taxes and benefits is to redistribute income, this general 
effect conceals important variations between different households. Moreover, 
the extent of this redistribution is limited, with the result that the distribu
tion of final income, after all taxes and benefits have been allocated, remains 
highly concentrated. 

Despite its importance, little attention has been paid to the study of re
distribution in Ireland. This is presumably due to the fact that, prior to the 
publication of the CSO report, data concerned directly with income redistri
bution had not been published, and the problems associated with augmenting 
data on income distribution with data on the operation of a range of taxes 
and benefits were, to say the least, daunting. Reason (1960/61) included 



estimates of the incidence of direct, and certain indirect, taxes in a study of 
the distribution of non-agricultural incomes for 1954, but was unable to 
estimate the incidence of state transfer payments or of benefits in kind. 
Nolan (1978), in the most thorough examination of the available data on 
income distribution published to date, produced estimates of the distribu
tion of direct income, income after state transfer payments (gross income), 
and income after direct taxes and transfer payment (disposable income), 
derived from the results of the Household Budget Survey, 1973. 

A more recent study by Nolan (1981) based on the redistribution data 
(CSO, 1980) provides information on the incidence of all taxes and benefits, 
as well as the distribution of disposable income. However, in the absence of 
appropriate published data, Nolan is unable to provide estimates of the dis
tribution of final income. The 1973 Household Budget Survey has also been 
used in a major study of social class inequalities in Ireland by Rottman, 
Hannan and Hardiman, Wiley (1982). That study, employing different classi
fications, compares direct income with disposable income to assess the effect 
of certain social policies on households of different social class and at differ
ent stages of the life-cycle, and provides estimates of the proportions of 
households of different type experiencing poverty in 1973. The present 
study, drawing on data specially provided by the CSO, presents estimates of 
the distribution of final income, and thus allows comparison between the 
distribution of income before and after all taxes have been paid and benefits 
received. As such, it is hoped that this study affords a more complete apprais
al of the redistributive impact of the state taxation-benefit system than has 
heretofore been possible. 

It should be noted that the data discussed in this study are concerned with 
a selection of state taxes and expenditures. Thus, the data on benefits omit, 
for example, expenditure on roads, defence, industrial and agricultural grants, 
central administration etc. However, the benefits which are included in the 
study are those which can reasonably be allocated to individual households. 
Moreover, as Nicholson (1974) has argued in relation to a similar study of 
income redistribution in Britain, the extent to which households may benefit, 
if at all, from other forms of state expenditure is not readily ascertainable. 
In the case of taxation, forms of revenue such as corporation profits tax and 
capital taxes have been omitted. In both of these cases it is difficult to estab
lish in what sense they might be considered to be taxes on personal incomes. 
Despite the foregoing qualifications, there is, nevertheless, considerable 
interest in adding up and comparing the amounts which households of differ
ent type gain or lose from all those taxes and social service benefits which 
may reasonably be allocated to them, and thus determining how much 
different households gain or lose on balance from the taxation-benefit 
system. 



II THE CENTRAL STATISTICS O F F I C E REDISTRIBUTION DATA 

The data discussed in this study are derived from statistics provided in 
Re distributive Effects of State Taxes and Benefits on Household Incomes 
in 1973, published by the Central Statistics Office, which is based primarily 
on information collected in the Household Budget Survey 1973, and on 
supplementary information collected from a range of other sources. It is 
unfortunate that more recent data are not available, since changes are con
tinually being made to the taxation-benefit system. Nevertheless, an analysis 
of the impact of taxes and benefits in 1973 is considered to be valuable in 
so far as it provides insight into the effectiveness of the system, and the dis
cussion of subsequent changes may be informed by reference to that analysis. 

The basic model employed by the CSO involves the calculation of the 
distribution of average direct income, i.e., income before any taxes are 
deducted or benefits added. The modification of the distribution of direct 
income made by the operation of both direct and indirect taxes is then cal
culated. Benefits, both in cash and in kind, are estimated and allocated to 
yield the distribution of final or post-redistribution income. The difference 
between the distributions of direct and final income represents the redistri
bution effected by the taxes and benefits that were included in the study. 

The data are presented in average form, classified both by income range 
and household composition, and thus permit the isolation of the effects of 
taxes and benefits along two dimensions: vertical redistribution — between 
high-income and low-income households; and horizontal redistribution — 
between small households with few dependants and larger households with a 
greater number of dependants. In this way the loss of data involved in 
averaging the experiences of individual households in widely differing cir
cumstances is considerably reduced. Webb and Sieve, (1971, p. 66), have 
argued that, particularly in the case of benefits, a misleading statistical 
picture may be created by the identification of households by income range 
alone, since the receipt of benefits varies in response to a multiplicity of 
factors, and that classification by household size, as well as income, reduces 
this difficulty, but does not eliminate it. While this problem certainly needs 
to be acknowledged, the foregoing comments may be more applicable to the 
study of redistribution in relation to poverty or to specific contingencies, 
whereas the present study is concerned with the pattern of transfers within a 
national sample of households. Further research might usefully examine the 
impact of taxes and benefits upon specific groups. 

Direct Household Income is defined by the CSO as all money receipts of a 
recurring nature which accrue to the household at annual or more frequent 
intervals, together with the value of any free goods regularly received by the 
household, and the retail value of own farm or garden produce consumed by 



the household. Gross receipts (i.e., before the deduction of income tax and 
social insurance contributions) of all household members are combined to 
give the total weekly income of the household. Direct income surveyed in 
the 1973 Household Budget Survey is composed of: earned income; em
ployee's wages and salaries; self-employed farming and non-farming income; 
property income; investment income; retirement pensions; own garden or 
farm produce, and "other direct income", which includes income in kind, 
trade union sick or strike pay, and income from securities, trusts and 
covenants, (CSO 1980, p. 56). With direct income as a base, the following 
taxes and benefits are allocated:— 

Cash Benefits: Children's allowance; old age and retirement pensions; 
unemployment benefit and assistance; education grants 
and scholarships; other state transfers, including other 
social welfare pensions, occupational injuries benefits, 
redundancy lump sums and weekly payments, and free 
school meals. 

Direct Taxes: Income tax and employees' social insurance contribu
tions. 

Non-cash Benefits: Medical services; education; housing; non-cash social 
welfare benefits; and subsidies on food (butter), postal 
and telephone services, and public transport. 

Indirect Taxes: Rates on dwellings; private motor taxation; Value 
Added Tax; fiscal duties; other indirect taxes, e.g., 
licences. 

The 1973 HBS collected information on direct household weekly income 
and on direct taxation and cash benefits. Indirect taxation was estimated for 
the redistribution report from the expenditure data collected in the survey. 
Non-cash benefits were not recorded in the HBS and consequently had to be 
estimated from alternative sources and allocated to the households in the 
sample. In general, the value of non-cash benefits was taken to be the average 
cost to the state of providing the services, excluding central administration 
expenses and capital outlay. The methods of estimating non-cash benefits are 
described briefly below. 

The only information contained in the original 1973 survey relating to 
medical services concerned the possession of a medical card, and expenditure 
on prescribed medicines and hospital expenses (in the case of private 
patients). This was augmented by a survey of Eastern Health Board hospital 
patients to produce estimates of the average value of hospital benefits 
received by full and limited eligibility patients, which were then allocated to 
the sample households. The average cost of providing free medical services 
and medicines to medical card holders was estimated and allocated to eligible 



persons in each household. Rebates for excess pharmaceutical expenses 
were estimated from the expenditure data recorded in the survey. The average 
cost of such services as maternity, child health, infectious diseases, rehabilita
tion, ambulances, dental, ophthalmic etc., were estimated on a per capita 
basis and allocated to the eligible persons in each household (CSO, 1980, p. 
59). 

The HBS contained detailed information on the different types of full-
time education being received by household members. The value of the 
benefits was estimated as the average cost-per-student to the state of provid
ing tuition, related services, and free school transport in each of seven 
educational categories, and allocated to the recipients in each sample house
hold. State grants and scholarships and the cost of free school meals were 
recorded as cash benefits in the survey. 

Current state expenditure on Local Authority housing was taken by the 
CSO as the value of the housing benefits accruing to Local Authority tenants. 
This was converted on a national basis to £-expenditure-per-£-rates paid by 
Local Authority tenants, and the benefit allocated to tenants in proportion 
to the rates reported to have been paid in the survey. To the extent that this 
procedure ignored a range of housing subsidies — particularly to owner-
occupiers — the estimates of housing benefits appear to have been substan
tially understated. This problem will be dealt with in greater detail below. 

Non-cash social welfare benefits included home assistance, free and con
cessionary fuel and footwear, dental and optical treatment benefits, free 
television licences and electricity allowance to old age pensioners, and free 
travel for the elderly, blind persons and defence veterans. The value of these 
benefits was estimated on an average cost-per-capita basis for the state, and 
allocated to the eligible persons in each household. 

I l l THE R E L I A B I L I T Y OF THE CSO DATA 

A number of questions needs to be raised regarding the reliability of the 
data published by the CSO. These questions relate both to the quality of the 
data collected in the 1973 HBS upon which the redistribution data are main
ly based, and to certain procedures used to allocate the benefits in the re
distribution study. First, a number of problems exists with treatment of 
Direct Weekly Household Income — the basic income concept in relation to 
which the entire process of redistribution is examined. Nolan (1978, pp. 94-
96) has noted that both imputed rent from home owner-occupation, and 
capital gains, are excluded from the definition of income adopted for the 
1973 HBS. The exclusion of both of these forms of income may be expected 
to understate not only the overall total of income, but also the degree of 
concentration of incomes. The income unit used in the study is the house-



hold, and while this unit is particularly appropriate to the study of redistri
bution, it should be recognised, as Atkinson (1974, p. 44) and Nolan (1978, 
p. 95) have argued, that the adoption of a household basis assumes that 
income sharing takes place within the household, and to the extent that it 
does not, poverty and inequality will be underestimated. 

Income surveys of the type conducted in the HBS are generally vulner
able to the problems of under-reporting of income and of sampling error. 
The CSO (1976, Vol 12, p. vi) note that average reported disposable income 
is substantially lower than average household expenditure, and that the 
income estimates are, in general, appreciably lower than the corresponding 
National Accounts estimates. Further confirmation of this comes from Stark 
(1977, p. 100, Table 66) who, in comparing grossed-up results of the HBS 
income data with National Income and Expenditure estimates of aggregate 
personal income for the population, finds that serious discrepancies arise 
between the two sets of data. In particular, the HBS estimate of aggregate 
investment income, when grossed-up to represent total investment income, 
accounted for less than 14 per cent of the national accounts estimate of total 
investment income. While the degree of accuracy of the National Income and 
Expenditure estimates may itself be a matter of conjecture, the size of the 
discrepancy indicates that some considerable under-reporting of investment 
income probably did take place in the 1973 HBS. 

If investment income were distributed evenly among the population, this 
under-reporting would not unduly influence the structure of income distri
bution. Evidence for Britain, however, indicates that income-yielding assets 
are, in fact, very highly concentrated among the very wealthy in that 
country (Lydall and Tipping, 1961 pp. 89-90). On the assumption that the 
situation is not radically different in Ireland, it must be concluded that 
under-reporting of income will seriously understate the degree of concentra
tion of direct income. If, as is indicated by the problems of both the concept 
and the coverage of income, the level of inequality of direct income is under
stated in the HBS, then since direct income is the basis for the redistribution 
data, this bias in the estimates is carried through to the distribution of final 
income, and the absolute level of inequality of both direct and final income 
is underestimated. Moreover, given that taxes and benefits will form lower 
proportions of actual than of reported income, then the progressive effects 
of taxes will be somewhat overestimated, while the progressive effects of 
benefits will be somewhat underestimated. 

The second question which may be raised with regard to the redistribution 
data concerns the estimates of the value of housing subsidies referred to 
earlier in this study. The National Economic and Social Council (1977) 
estimates that state subsidies to Local Authority tenants — those actually 
allocated to households in the CSO report — amounted to £16.1 million in 



the 1973-74 financial year. Total housing subsidies, they estimate, amounted 
to £55.2 million in the same year, in the form of state and local authority 
grants for new houses and for reconstruction and repairs, tax relief on loans, 
stamp duty exemption, rates remission on new and reconstructed houses, 
and subsidisation of building society loan interest rates, as well as subsidies 
to Local Authority tenants. Thus approximately 51 per cent of state expen
diture on housing in 1973-74 in subsidies to owner-occupiers is not allocated 
in the'CSO data, while a further 15 per cent in the form of tax relief on 
mortgage interest is allowed for but not as such presented in the data on 
direct taxation. In addition a further 5 per cent of state "expenditure" in the 
form of tax forgone on the rent from rent-controlled dwellings cannot be 
allocated to individual households. The exclusion of subsidies to owner-
occupiers leads to a substantial underestimation of total housing subsidies. 
This underestimation may be expected to be most important in the case of 
higher income groups since houses which were owned with a mortgage (those 
which would benefit most from subsidies to owner-occupiers) constituted 
about 33 per cent of households with direct incomes in excess of £70 per 
week in 1973, and only 11 per cent of households with incomes of less than 
£20 per week (CSO, 1976, Vol. 2, Table 11). Thus, the CSO data not only 
understate the total value of housing subsidies, but may also be expected to 
understate the value of these benefits to the higher income groups. 

Estimates of the value of housing subsidies, which we have derived else
where from data published in the Department of Local Government (1975) 
Quarterly Bulletin of Housing Statistics, indicate that the total value of 
housing subsidies tended to increase with household income, and that this 
effect was largely due to the influence of subsidies to owner-occupiers, 
which tended to be heavily biased in favour of middle- and high-income 
households. (O'Connell, 1980, Appendix E) . 

A third problem with the CSO report is the treatment of fiscal benefits. 
Fiscal benefits generally take the form of allowances which reduce the 
amount of income tax payable. Examples of fiscal benefits include tax-relief 
on mortgage interest, which has been referred to above, but also deductions 
for such items of expenditure as insurance premiums, overdraft and term-
loan interest, medical expenses and insurance etc. While fiscal benefits are 
"included" (or concealed), in the data, on direct taxes, and are thus taken 
into account in the redistribution data, this procedure does not permit the 
effects of fiscal benefits to be isolated and examined. The practical difficul
ties associated with collecting separate dajta on fiscal benefits in a Household 
Budget Survey would not seem to be insurmountable, and it is obviously 
important to generate a fuller understanding of these benefits, the incidence 
of which may be expected to vary considerably among households exper
iencing differing needs and circumstances. If it were possible to collect such 



information in some future Household Budget Survey it would certainly be 
of considerable interest. 

Lastly, as noted above, average reported expenditure exceeds average 
income, and accordingly, the estimates of the effects of indirect taxation, 
since they are based on expenditure data, must be called into question. 
Expenditure on alcohol was seriously under-reported in the original survey, 
but was adjusted in the redistribution report (CSO, 1980, p. 61). 

While the CSO state in their introduction to the redistribution report that 
"the analysis is more useful in estimating the relative differences in the aver
age outcome for the different type of households than in establishing absolute 
levels for average incomes at various stages of the redistributive process" 
(CSO, 1980, p. v), it is felt that the distribution of average incomes may, in 
fact, be studied if the above mentioned qualifications are kept in mind. 

IV ANALYSIS OF INCOME REDISTRIBUTION IN 1973 

In the analysis which follows, vertical redistribution is examined in terms 
of the effects of taxes and benefits on the income of households classified by 
direct income group, while horizontal redistribution is examined in terms of 
their effect on the income of households classified by 12 types of household 
composition. These two dimensions of redistribution are combined in the 
estimates of the distribution of equivalent incomes — weighted to take 
account of differences in household composition — at each stage of the redis
tributive process. The progressive or regressive effects of individual taxes and 
benefits are compared by reference to their impact on the distribution of 
income. 

Vertical Redistribution 
Table 1 shows the average weekly incidence of taxes paid and benefits 

received by households in 1973, classified by direct weekly income. Cash 
benefits increased as income fell. Of these, the single most valuable benefits 
were social welfare pensions, which had a major impact on the lowest 
income groups — those earning less than £15 per week in direct income, who 
constituted about 26 per cent of all households (O'Connell, 1980, p. 74). 

Direct taxes increased with income, and income tax was of considerably 
more importance than social insurance payments — the other component of 
direct taxation. Total direct taxes were negligible for low income households, 
and rose to about 12 per cent of income for the highest income group. 

Non-cash benefits generally increased gradually with income, but there 
was in fact, less evidence of a pattern in the incidence of individual benefits 
than was the case with both cash benefits and direct taxes. Medical benefits 
showed a marked lack of variation across the income range, whereas educa-



tional benefits increased steadily with income, and appear to have been a 
major subsidy to middle and higher income household educational expendi
ture. Educational benefits were the most valuable of non-cash benefits, 
comprising about 54 per cent of the total non-cash benefits received by the 
average household (O'Connell, 1980, p. 74). Housing subsidies appear to 
have fallen slightly as income increased, but, as has already been noted, the 
value of these benefits has been underestimated, and the data appear to have 
understated the amounts of subsidy to higher income households. The 
estimates which we have prepared from independent sources indicate that 
housing subsidies tended to increase with income although they did not 
increase in direct proportion to income (O'Connell, 1980, Appendix E) . 

Table 1: Average weekly taxes paid and benefits received by all households in the 
state, classified by direct weekly income 

Direct 
income 
group 

Direct 
income 

£ 

Cash 
benefits 

£ 

Direct 
taxes 

£ 

Non-cash 

benefits 

£ 

Indirect 
taxes 

£ 

Total 
benefit 
less taxes 

£ 

Final 
income 

£ 

Less than £7 1.55 8.44 0.03 4.01 2.79 9.63 11.18 
£7 < 15 10.90 6.07 0.45 4.18 4.28 5.52 16.42 
£15 < 20 17.52 4.72 1.20 4.31 5.00 2.83 20.35 
£20 < 25 22.50 3.71 1.95 5.48 5.62 1.60 24.11 
£25 < 30 27.40 3.24 2.42 5.83 6.67 -0 .02 27.38 
£30 < 35 32.27 2.75 3.19 6.40 7.69 -1 .72 30.55 
£35 < 40 37.37 3.02 3.74 6.11 8.69 -3 .30 34.07 
£40 < 50 44.61 2.77 5.00 6.81 8.94 -4 .35 40.26 
£50 < 60 54.64 2.62 6.43 6.50 10.44 -7 .74 46.90 
£60 < 80 68.85 2.58 9.07 7.03 11.73 -11.19 57.65 
£80 and over 112.61 1.94 13.51 7.24 14.75 -19.07 93.55 
All 
households 36.00 4.22 3.94 5.70 7.45 -1 .49 34.51 

Source: CSO, 1980, Table 1. 

Indirect taxes increased with income, and the more important of these 
taxes were fiscal duty and Value Added Tax. Neither rates nor motor taxa
tion constituted major taxes, and both have been abolished, for private 
houses and private motorists respectively, since 1977. Indirect taxes exceed
ed direct taxes for each income group in 1973, and for all but the highest 
income groups this difference was very substantial. 

Overall, the taxation-benefit system constituted a net gain for all house
holds with incomes of less than £25 per week — the bottom 40 per cent of' 
households — and a loss for the remainder of households. As measured by 
the distribution of final income, however, inequality remained very sub-



stantial after all taxes had been paid and benefits received. Thus, the lowest 
income group received an average final income of £ 1 1 . 1 8 per week, while 
the highest income group received in excess of eight times this amount — 
£93.55. 

A general distinction may be drawn between progressive and regressive 
taxes and benefits. A progressive tax is one which levies a greater proportion 
of income from high incomes than from lower incomes, while a regressive 
tax levies a greater proportion from low incomes than from high incomes. 
Conversely, a progressive benefit is one which increases low incomes by a 
greater proportion than higher incomes, and a regressive benefit is one which 
increases low incomes by a smaller proportion than it does high incomes. In 
practice, nearly all benefits are progressive, since even where benefits increase 
with income, such benefits are unlikely to be proportionately greater in the 
higher income groups. While a flat-rate benefit is progressive, a flat-rate tax 
is most likely to be regressive. 

Table 2: State taxes and benefits expressed as a percentage of average direct income, 
classified by direct weekly income 

Direct All 
income Direct Cash Direct Non-cash Indirect taxes 
group income benefits taxes benefits taxes benefits 

£ % % % % % 

Less than £7 1.55 544.52 1.87 258.71 180.00 +621.29 
£7 < 15 10.90 55.67 4.13 38.35 39.25 + 50.64 
£15 < 20 17.52 26.94 6.85 27.45 28.54 + 16.17 
£20 < 25 22.50 16.47 8.68 24.36 24.99 + 7.13 
£25 < 30 27.40 11.82 8.81 21.26 24.34 - 0.09 
£30 < 35 32.27 8.52 9.87 19.83 23.77 - 5.33 
£35 < 40 37.37 8.08 10.14 16.35 23.25 - 8.83 
£40 < 50 44.61 6.21 11.21 15.27 20.04 - 9.75 
£50 < 60 54.64 4.80 11.77 11.90 19.11 - 14.17 
£60 < 80 68.85 3.75 13.17 10.21 17.04 - 16.25 
£80 and over 112.61 1.73 12.00 6.43 13.10 - 16.93 
All 
households 36.00 11.67 10.94 15.81 20.69 - 4.14 

Source: Calculated from Table 1, CSO 1980. 

This distinction between progressive and regressive effects informs the 
analysis of the data presented in Table 2, which shows taxes and benefits 
expressed as a percentage of direct income, classified by direct weekly 
income. The table indicates that cash benefits were the most progressive 
of redistributive measures, totalling 544 per cent of the direct income of 



the lowest income group, and only 1.73 per cent of the income of the 
highest income group. Direct taxes rose in proportion to income as income 
increased, and as such may be said to have been progressive. Non-cash 
benefits fell in proportion to income as income increased, and were thus 
progressive. Indirect taxes were regressive, falling steadily as a proportion 
of direct income as income increased. The overall effect of taxes and bene
fits combined was progressive. State taxes and benefits, necessarily, had a 
very major impact on the lowest two income groups. Thus, those with 
direct incomes of £1.55 per week benefited by 621 per cent from all taxes 
and benefits, and those with an average income of £10.90 made a gain of 
50.6 per cent. Gains made by other income groups were more modest, and 
all households receiving direct incomes in excess of £25 per week suffered 
a loss under the taxation-benefit system. This loss was greatest in the case of 
the highest income group, who, with an average direct income of £ 1 1 2 . 6 1 , 
suffered an average loss of 16.9 per cent of income in the re distributive pro
cess. 

While the foregoing analysis provides information on the incidence of 
taxes and benefits, the analysis cannot be complete if the data do not make 
reference to their effect on the distribution of incomes. Four income cate
gories may be distinguished which correspond to the various stages of the 
redistributive process. Direct income includes all income accruing to house
holds before any redistribution takes place. Gross income includes direct 
income plus cash benefits. Disposable income is gross income less direct 
taxes. Final income includes disposable income plus non-cash benefits and 
less indirect taxes, and as such, is income after all taxes and benefits have 
been allocated. 

Before discussing the distribution of each of the above income types, 
it seems necessary to distinguish between linked and unlinked distributions. 
In an unlinked distribution series, households in each distribution are ranked 
according to their incomes. Since some households benefit more from re
distribution than others, not all those in a given quantile of direct income 
will be in the corresponding quantile of the distribution of gross, disposable 
or final income, and the ranking will change with income type. The linked 
distributions, on the other hand, show the shares of gross, disposable and 
final income received by each quantile in the initial distribution of direct 
income. Thus, the linked distributions follow the fortunes of the same 
groups of households, looking at their share of direct, gross, disposable and 
final income, while the unlinked distributions show the actual distributions 
of each income type among all households.1 

1. For a more comprehensive discussion of linked and unlinked distributions see the Royal Commis
sion on the Distribution of Income and Wealth (1978, pp. 60-61). 



Table 3 shows the linked distributions of each of the four income types, 
for all households, in 1973.2 The table indicates a very high concentration 
of direct income, with the top 10 per cent of households receiving over 29 
per cent, and the top 20 per cent receiving almost 47 per cent, of total direct 
income. In contrast, the bottom 20 per cent received less than 1.2 per cent 
and the bottom 30 per cent received less than 5 per cent of this income. 
The most effective redistributive policies, cash benefits, increased the share 
of the bottom 20 per cent of households to over 5 per cent of gross income, 
and that of the lowest 30 per cent to almost 10 per cent of total gross in
come. The share of the top 10 per cent was reduced to below 27 per cent 
of total gross income. The combined effect of all taxes and benefits was 
to increase the share of the bottom 20 per cent of households to 6.5 per 
cent of total final income, and that of the bottom 30 per cent to almost 
12 per cent of total final income. At the other end of the scale, the share 
of the top 10 per cent of households was reduced from 29.3 per cent of 
direct income to 25.4 per cent of total final income. 

Table 3: Linked distribution of direct, gross, disposable and final weekly household 
income by decile, 1973 — classified by direct household income 

Decile Direct Gross Disposable Final 
per cent per cent per cent per cent 

} 1.19 [ 5.08 | 5.60 [ 6.52 

3 3.78 4.81 5.14 5.31 
4 6.07 6.43 6.62 6.88 
5 7.64 7.64 7.80 7.95 
6 9.26 8.98 9.05 9.04 
7 11.26 10.78 10.76 10.64 
8 13.83 13.06 12.90 12.70 
9 17.69 16.48 16.02 15.56 

10 29.28 26.74 26.11 25.40 

Sources: Derived from CSO 1980, Table 1. 
Note: The terms "top" and "bottom" in the text refer to a decile's ranking in distribution 
shares, not to the numerical designations in the first column above. For example, "bottom 
deciles" would refer to deciles nos. 1 and 2 in this table. 

2. It should be stressed that the linked distributions in Table 3 do not show the distribution of any 
given income, other than direct income, for all households in the sample. The table indicates the effects 
of taxes and benefits upon those households which occupied particular deciles in the distribution of 
direct income, and the changes made to their share of income. If the interest is in the distribution of 
income among all households in the sample, i.e., the overall level of inequality, then Table 4 should 
be consulted. In Joyce and McCashin (1982 p. 23) a series of unlinked distributions were derived 
from data presented in Table 4.6 of O'Connell (1980), which were similar to the data in Table 3 of 
the present article. Any interpretation of the overall distribution of income among household should 
be based on Table 4 of the present work, and not on the table cited in Joyce and McCashin. 



The actual distribution of income among all households may be deter
mined from Table 4 which shows unlinked distributions of direct, gross, 
disposable and final household income in 1973. This is the appropriate 
table if the interest is in the overall level of inequality after each stage of 
the redistribution process, and it is apparent that when the actual distri
butions of income are considered, the redistributive effects are somewhat 
more modest than those yielded by Table 3. The net effect of all taxes 
and benefits is to increase the share of the bottom 20 per cent of all house
holds from about 1.2 per cent of total direct income to 4.6 per cent of 
total final income, while the share of the top 10 per cent of all households 
is reduced from 29.3 per cent to 26.8 per cent. 

Table 4: Distribution of direct, gross, disposable and final weekly household income 
by decile shares, 1973 (unlinked data) 

Decile Direct Gross Disposable Final 

per cent per cent per cent per cent 

1 
2 

\ 1.19 
1.53 . 
3.02 1 

4.55 T - 6 1 \ 4 95 
3.281 4 ' S i ) M . 1 « • 

3 3.78 4.80 5.02 4.77 
4 6.07 6.40 6.52 6.30 
5 7.64 7.67 7.85 7.16 
6 9.26 9.15 9.21 9.79 
7 11.26 10.88 10.86 11.05 
8 13.83 13.14 12.99 13.21 
9 17.69 16.62 16.16 16.28 

10 29.28 26.79 26.44 26.84 
Gini 
coefficient 44.80 38.00 37.02 38.11 

Sources: Direct, gross and disposable income derived from CSO 1980, Tables 1,10 and 
11. Final Income derived from data specially provided to the E S R I by the 

Central Statistics Office. 

The unlinked distributions in Table 4 may be more conveniently com
pared by reference to the Gini coefficient of concentration. This is a widely 
employed summary measure which may be used both to measure the degree 
of inequality of a distribution, and to compare a number of distributions. 
The Gini coefficient is expressed here in percentage form, and may vary 
between 0 (if all incomes are equal) and 100 (if all income goes to one 
individual). The higher the value of the Gini coefficient, the greater the 
degree of inequality, and a reduction in the value of the coefficient indicates 



the extent to which inequality has been reduced.3 

The Gini coefficient for direct household income was 44.8, indicating 
substantial inequality of direct incomes. After cash benefits had been received, 
the Gini coefficient dropped to 38.0 for gross income, confirming the assertion 
that cash benefits are the most progressive group of social policies. Direct 
taxes were also progressive, if more modestly so, and the Gini, for disposable 
income, was further reduced to 37.02 after these taxes had been paid. The 
combined effect of non-cash benefits and indirect taxes was regressive, and 
after these had been allocated the index of inequality increased to 38.11. 
Thus the overall level of inequality increased after non-cash benefits had 
been received and indirect taxes paid.4 This effect appears to have resulted 
from the incidence of certain indirect taxes, the influence of which will 
be examined in greater detail below. 

The net effect of all taxes and benefits combined left the bottom 20 
per cent of households with about 4.6 per cent of final income, and the 
bottom 40 per cent with less than 16 per cent of final income. At the 
other end of the scale, the top 20 per cent of households received over 43 
per cent of final income, and the top 10 per cent received almost 27 per 
cent of total final income. Thus, while the overall effect of state redistri-
butive policies was to increase the shares of income received by the lowest 
income groups, this did not produce anything approaching a radical re
duction of income inequality. Final income was still highly concentrated, 
and the overall reduction of inequality, as measured by the Gini coeffi
cient amounted to 6.7 points — from 44.8 to 38.1. 

Table 5 compares the distributions of direct and final income in Ireland 
and the UK in 1973. The UK data are based on studies which are methodo
logically similar to the Irish CSO report, and the Family Expenditure Survey 
is similar in concept and structure to the Irish Household Budget Survey 
(Nolan, 1981, p. 66). Comparison of the decile shares indicates that both 

3. Two qualifications must be attached to the use of the Gini coefficient as a summary measure of 
inequality. First, as Atkinson (1975, p. 47) has argued, summary measures are not purely statistical, 
but embody social judgements about the degree of inequality at different levels of relative income. 
There are no agreed criteria for deciding that inequality is less if the Gini coefficient is smaller when 
the Lorenz curves, upon which the Gini is based, intersect. Secondly, since Lorenz curves play a key 
role in determining whether summary measures are likely to be ambiguous, the comparison of two 
or more distributions should resort to an examination of the Lorenz curves, as well as to the use of 
summary measures. Lorenz curves were compared for the distributions presented in Table 4 and were 
found not to intersect. For discussion of Lorenz curves and Gini coefficients in relation to Irish data, 
see Norton (1976, pp. 66-74), Nolan (1978, pp. 91-126), Nolan (1981, pp. 59-88) and O'Connell, 
(1980, Appendix B). 

4. The Lorenz curves for gross and final income intersect and, therefore, while the Gini coefficient 
for final income is marginally higher than that for gross income, it cannot be claimed that the former 
distribution is unambiguously less equal than the latter. (See footnote 3 above.) 



direct and final income are considerably more concentrated in Ireland than 
in the UK. The top 20 per cent of households received 47 per cent of total 
direct income in Ireland and 44.5 per cent in the UK. After all taxes had 
been paid and benefits received, the top 20 per cent of households received 
43.1 per cent of final income in Ireland, and 38.8 per cent in the UK. Com
parison of the Gini coefficients indicates that redistribution is considerably 
more marked in the UK than in Ireland. The coefficient for the UK house
holds dropped from 43.4 for direct income to 32.3 for final income — a 
reduction of 11.1 points, while the corresponding reduction in the Irish 
coefficients, from 44.8 to 38.1 was only 6.7 points. The comparison suggests 
that, in general, inequality was more marked and entrenched in Ireland 
than was the case in the UK in 1973. 

Table 5: Decile shares of direct and final income for Ireland and the UK, 1973 

Direct income Final income 

Decile Ireland UK Ireland UK 

1 ) , „ 0.1) 1.4 | „ 2.7) 
2 \ 1.2 1. 2 ( 3.2 F 4-6 4. 2 K 9 

3 3.8 3.9 4.8 5.5 
4 6.1 6.5 6.3 6.9 
5 7.6 8.3 7.2 8.3 
6 9.3 9.9 9.8 9.6 
7 11.3 11.9 11.1 11.1 
8 13.8 13.7 13.2 12.9 
9 17.7 16.6 16.3 15.4 

10 29.3 27.9 26.8 23.4 

Gini coefficient 44.8 43.4 38.1 32.3 

Sources: Ireland: Table 4 above 
U K : Nolan, 1981, Table 3. 

Progressive/Regressive Effects of Individual Taxes and Benefits 
The progressive or regressive effects of individual taxes and benefits 

are presented in Table 6. This table shows the change made to the Gini 
coefficient of concentration of income as each tax or benefit was allocated. 
It is obvious that the effectiveness of a tax or benefit depended not only 
upon the differential allocation of taxes and benefits to households of 
differing size and income group, but also upon the actual amount of state 
expenditure or revenue involved. Accordingly, the average value of taxes 
and benefits to all households in the state is included for each tax and 



benefit. 
Gini coefficients measure the degree of inequality of a distribution of 

income among all households, and as has been discussed at an earlier stage 
of the study, the differential incidence of individual taxes and benefits 
alters the ranking of households in the distribution. In order to measure 
the change in the Gini effected by individual taxes and benefits, when group
ed data are used, households should ideally be reclassified by income group 
after each tax or benefit is allocated. In this instance, as is often the case, 
data constraints prevent such a procedure. A partial solution to this pro
blem is adopted in this study by examining the effects of taxes and bene
fits in relation to the most suitable of the income concepts by which income 
distributions were classified in the 1980 CSO redistribution report. Thus the 
effects of cash benefits are measured in relation to the distribution of 
direct income, those of direct taxes in relation to the distribution of 
gross income, and those of non-cash benefits and indirect taxes in relation 
to the distribution of disposable income. Accordingly, the resulting Gini 
coefficients should correctly be regarded as "hybrid Ginis", in the sense 
outlined by Nolan (1978 p. 106), and the changes in the Gini coefficients 
presented in Table 6 will slightly understate the true effect. 

Nolan (1981, pp. 7-5-81), measuring the effects of direct and indirect taxes 
in the CSO redistribution report, applies an index developed by Suits (1977) 
which is based on the construction of "Lorenz curves for taxes", to the Irish 
data. The effects of taxes are, however, measured by him in relation to a 
single income concept — gross income. Given that taxes would have had vary
ing effects on different households, the overall distribution of income may 
be expected to have altered after each tax. Accordingly, the use of a single 
income distribution for the examination of both direct and indirect taxes 
would suggest that Nolan's results may suffer from some loss of precision. 

Table 6 indicates that social welfare pensions were the most progressive 
of all benefits, reducing the Gini coefficient by 3.89 points, with an average 
per household value of £1.90. Unemployment benefit and assistance and 
other cash benefits were also signifcantly redistributive. Income tax made a 
relatively modest contribution to redistribution, reducing the Gini by 1.49 
points. The average value of income tax was relatively high, £3.12, and the 
two figures combined reflect the fact that income tax was paid by a broad 
distribution of households in the sample. Social insurance contributions 
appear to have had a regressive effect. 

Medical benefits were the most progressive of non-cash benefits, and 
reduced the Gini by 2.16 points, with a relatively low average value of 
£1.80. Educational benefits were regressive, increasing the Gini coefficient 
by 0.22 points, while the average value of such benefits was relatively 
high at £3.09 per household. Thus, while educational services formed a 



large proportion of state expenditure on benefits-in-kind, their redistri-
butive effect was negative. This fact, together with the data contained 
in Table 1 of the CSO report, which indicates that educational benefits 
increased with income, suggests that educational benefits functioned more 
importantly as subsidies to the education of children from middle- and 
high- income households, than as a measure directed towards the eradi
cation of inequality (CSO, 1980, Table 1). Housing benefits appear to 
have been progressive, but, as has been argued above, that effect is likely 
to have been overestimated. 

Table 6: Progressive/regressive effects of different taxes and benefits, 1973 

Average value 
£ 

Change in Gini 
percentage points 

Cash benefits: 
Children's allowance 
Social welfare pensions 
Unemployment benefit and assistance 
Other cash benefits 

Direct Taxes: 
Income tax 
Social insurance contributions 

Non-cash benefits: 
Medical services 
Education 
Housing 
Other non-cash benefits 

.71 
1.90 

.78 

.83 

3.12 
.83 

1.80 
3.09 

.40 

.41 

-0.48 
-3.89 
-1.55 
-1.62 

-1.49 
+0.05 

-2.16 
+0.22 
-0.36 
-0.39 

Indirect taxes: 
Rates 
Motor taxation 
V A T 
Fiscal duty 
Licences 

.91 

.26 
2.22 
3.93 

.14 

+0.38 
+0.03 
+0.28 
+0.90 
+0.07 

Source: Calculated from CSO, 1980, Tables 1, 10 and 11. 

All indirect taxes were regressive, and fiscal duties were the most re
gressive of these, increasing the Gini by 0.9 points. In general, all taxes, 
with the exception of income tax, were regressive. This conclusion conforms 
with the finding made by Nolan using the Suits index (Nolan 1980, p. 80). 
All benefits were progressive, with the single exception of education. 



Horizontal Redistribution 
The analysis so far has concentrated on the effects of redistributive 

policies on different income groups. The taxation-benefit system is not, 
however, one-dimensional, and the incidence of taxes and benefits may 
be expected to vary with the size and composition of households, as well 
as with the size of direct income. Households with a large number of de
pendants generally experience greater needs than households with few 
dependants. The analysis of horizontal redistribution investigates the extent 
to which these needs are met by the redistributive process, by focusing on 
the effects of taxes upon households of different composition. 

The CSO publish details of the redistributive process for 12 different 
types of household. Summaries of taxes and benefits to these households 
are contained in Table 7. For the purposes of analysis, three groups of 
household type may be distinguished:— (a) households without children; 
(b) households composed of two adults with one, two, three and four or 
more children — these shall be designated as nuclear family type households5 ; 
and (c) households composed of a number of adults with children. The dis
tinctions are introduced primarily to take account of differences in the 
incidence of taxes and benefits, and in general, the distinctions appear to 
be justified by the data. 

Within each group of households, direct income increased with house
hold size. The range of income was greatest for households without children, 
rising from an average of £10.51 per week in the case of single adult house
holds, to £64.01 in the case of households with more than four adults. 
Cash benefits generally tended to increase with household size within each 
group of household types. This effect conceals the fact that, among house
holds without children, social welfare pensions decreased as household 
size increased, while unemployment benefits and assistance and other 
cash benefits increased with household size. This suggests that while pen
sioner households were highly concentrated among the smaller house
holds in this group, the larger households were composed of a more dis
parate group of adult members of the workforce and students, as well 
as pensioners. Nuclear family type households benefited least from cash 
benefits, although the value of these benefits did increase with household 
size. The most important cash benefits for this group of households were 
children's allowances. Households composed of a number of adults with 
children benefited most from cash benefits, which again increased with 
household size. This group benefited fairly consistently from each of the 

5. While it is recognised that not all of these households are nuclear families, the term "nuclear 
family type household" is used in the text as an abbreviation for the category title. This does not 
reflect an assumption that all of the households actually conform with the label. 
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Table 7: Average weekly taxes paid and benefits received by different household types, 1973 

Household type 
Average weekly 

direct income 
Cash 

benefits 
Direct 
taxes 

Non-cash 
benefits 

Indirect 
taxes 

Total 
benefits 

less taxes 

1 Adult 10.51 3.37 1.27 

£ 

1.72 2.48 1.35 
2 Adults 25.37 4.09 3.04 2.14 5.65 -2.46 
3 Adults 35.93 4.92 4.41 3.31 7.60 -3.78 
4 Adults 51.46 4.54 6.81 5.08 10.44 -7.63 
Other households without children (5.61) 64.01 5.07 8.30 9.41 13.48 -7.30 

2 Adults, 1 child 37.41 1.57 4.77 2.61 7.66 -8.26 
2 Adults, 2 children 40.46 1.51 4.59 3.73 8.16 -7.51 
2 Adults, 3 children 40.55 2.54 4.08 5.77 8.02 -3.79 
2 Adults, 4 or more children (6.95) 40.07 4.43 2.71 10.13 7.54 4.31 

3 Adults with children (5.84) 41.65 5.18 3.39 9.22 8.06 2.95 
4 Adults with children (6.58) 45.34 5.66 4.22 11.01 9.56 2.89 
Other households with children (8.13) 58.55 7.10 6.56 14.64 12.04 3.14 

All households in the state (4.01) 36.00 4.22 3.94 5.69 7.45 -1.49 

Source: CSO 1980, Table 3. 
Average number of persons in household in parentheses. 



individual benefits available (CSO, 1980, Table D). 
Direct taxes increased with household size for the group of households 

without children, and in fact were within the range 12-15 per cent of direct 
income. Direct taxes decreased as household size increased in the case of 
nuclear family type households, and this decrease meant that direct taxes 
fell in proportion to direct income as household size increased. Direct 
taxes increased with household size for the group of households composed 
of a number of adults with children, and also increased in proportion to 
direct income. This effect appears to be due to the greater than average 
number of income earners in these household categories (Table 3, CSO, 
1980). 

Non-cash benefits increased with household size within each of the 
household groups, and appear to have been very substantial for the larger 
households in each group. Education benefits were the most valuable of 
non-cash benefits to most households, accounting for over 54 per cent of 
total non-cash benefits accruing to the average household (CSO, 1980, 
Table G). Because of the generally high value of educational benefits, the 
smaller households without children, and the households of two adults 
with one child, benefited least from total non-cash benefits, while the 
larger households benefited most from non-cash benefits. 

Indirect taxes tended to increase with household size and were highest 
for "other households with children", which recorded both the highest 
average direct income and the highest number of household members. 
Indirect taxes amounted to 21 per cent of the disposable income of the 
average household, with little variation in this proportion for different 
household types. 

The taxation-benefit system represented an average net loss of £1.49 
per week when all households were aggregated. In the group of households 
without children, single-adult households gained a modest £1.35 per week, 
with the other households in the group experiencing a net loss which in
creased with household size. This trend was reversed in the group of nuclear 
family type households, where the net loss decreased as household size 
increased. Households composed of two adults with one child fared the 
worst of all, incurring an average loss of £8.26 per week. The only households 
in the nuclear family type group to experience a net gain from the system 
were those with four or more children. Net gains were experienced by all 
of the households in the group composed of a number of adults with children, 
and these gains increased with household size. 

The foregoing analysis of horizontal redistribution suggests that, in general, 
households without children benefited most from cash benefits, while house
holds with children tended to benefit most from non-cash benefits. House
holds with children and more than two adults appeared to combine the ad-



vantage of both of the former categories, receiving more in both cash and 
non-cash benefits, while paying lower taxes. 

Subtracting total taxes from total benefits provides a useful summary of 
the redistributive process. This has been done for each household type within 
each direct income group to produce Table 8. 

Table 8 combines the two dimensions of redistribution in showing bene
fits received less taxes paid, classified by direct income and household 
composition. The table indicates that households in the lowest income 
ranges gained more from benefits than they paid in taxes, while high in
come households paid more in taxes than they received in benefits. Within 
each income range, the largest households gained most, or lost least, from 
the combined effects of taxes and benefits. Thus, a loss of £26.01 per week, 
the highest loss from all taxes and benefits combined, was sustained by two-
adult households with incomes in excess of £80 per week6. The highest 
gain was realised by households composed of three adults with children, 
who, with incomes of less than £7 per week, received £25.85 from all 
taxes and benefits7. 

As an index of the general pattern of redistribution, the income level 
above which the effect of taxes plus benefits constituted a net loss may be 
ascertained for each type of household. When this measure is applied to 
Table 8, the pattern which emerges confirms the foregoing conclusions. 
As the number of dependants increased, the income level above which a 
net loss was sustained increased. Households composed of more than two 
adults with children appear to have benefited most according to this index 
— households of three adults with children only sustained a net loss when 
direct income was in excess of £40 per week, and "other households with 
children" only sustained a loss when direct income was in excess of £60 per 
week. Larger nuclear family type households fared well, but households 
of two adults with one child sustained a loss from the system when direct 
income exceeded £15 per week. "Threshold income" was low for small 
households without children, and this probably reflected the generally low 
level of non-cash benefits received, and the higher level of taxes paid, by this 
group. Larger households without children tended, on average, to pay high 
levels of tax, but also to receive high average non-cash benefits, particularly 
educational benefits, with the result that net losses were sustained at income 
levels in excess of £35 per week.8 

6. Unfortunately, information is not provided for single-adult households in the high income groups 
because the number of such households is too small. 
7. The data on household composition indicate that, among households composed of three adults 
with children, more persons were out of work, and fewer were working, than was the case with larger 
households with low incomes (CSO 1980, Tables 4K-M). 
8. For the purpose of the HBS, children were defined as under 14. 



£7 7<15 15<20 2(K25 25<30 30<35 35<40 40<50 50<60 60<80 £80 
All 

households 

1 Adult +6.13 -0.19 -2.44 -5.81 -6.35 -11.59 -12.68 -13.09 - +1.35 
2 Adults +8.65 +2.71 -1.43 -3.67 -5.71 -8.21 -9.61 -12.38 -14.12 -19.91 -26.01 -2.46 ^ 
3 Adults +11.26 +7.13 +3.34 +1.41 -1.73 -3.65 -6.31 -10.25 -12.44 -16.80 -25.16 -3.78 3 
4 Adults +18.45 +8.09 +6.89 +3.92 +3.22 +0.94 -2.57 -7.06 -11.32 -17.76 -25.25 -7.63 
Other households 

a 

2 
68 

c 
H without children - - +9.70 +6.22 +5.68 +2.84 -3.43 -4.31 -8.17 -11.03 -24.69 -7.30 O 
z 
> 

2 Adults, 1 child +9.45 +2.11 -1.67 -4.60 -6.70 -8.52 -11.52 -12.56 -16.50 -21.75 -21.39 -8.26 § 
2 Adults, 2 children +11.91 +6.87 +0.38 "2.78 -2.98 -6.46 -9.87 -9.21 -13.03 -16.64 -21.63 -7.51 70 
2 Adults, 3 children +17.07 - - +0.26 +0.07 -1.35 -4.74 -5.87 -8.52 -17.11 -19.35 -3.79 o 
2 Adults, 4 or more ^ 
children (6.95) +25.23 +19.44 +8.14 +6.76 +5.86 +3.85 +4.21 +0.82 -2.29 -6.52 -8.69 +4.31 2 

W 
C 
H 

2 Adults with 5 
children (4.93) +17.42 +9.81 +1.43 +0.56 -0.44 -2.38 -4.33 -6.25 -9.43 -14.71 -16.30 -3.47 Z 
3 Adults with § 
children (5.84) +25.85 +17.41 +9.66 +7.64 +4.85 +4.36 +2.80 -0.54 -2.69 -6.51 -12.13 +2.95 § 
4 Adults with O 
children (6.58) " +21.81 +22.16 +13.67 +10.83 +7.44 +3.29 +4.80 +3.37 -3.20 -5.93 -10.96 +2.98 | 
Other households 

with children (8.13) +21.10 +15.42 +27.42 +21.72 +15.80 +14.29 +10.70 +6.04 +3.90 -1.55 -13.85 +3.14 

All households +9.63 +5.52 +2.83 +1.60 -0.02 -1.72 -3.30 -4.35 -7.74 -11.19 -19.07 -1.49 



Redistribution and Equivalent Income 
The analysis of horizontal redistribution, and of the combination of 

horizontal with vertical redistribution, has been concerned with the differen
tial application of taxes and benefits to households, but has not attended 
to redistributive effects among all households. In order to provide a common 
basis for the analysis of redistribution between households of varying com
position and income levels, we have adjusted the CSO data by means of 
equivalent scales. These are scales which measure the relative consumption 
weights of households of differing composition, and represent the propor
tionate change in income necessary to maintain a constant standard of 
living while household composition changes. Equivalent income may be 
defined as a household's actual income divided by its appropriate equiva
lence scale. 

In Britain, two approaches have been taken to the problem of deriving 
equivalence scales. The first of these approaches estimates scales from 
actual expenditure patterns of different households as reported in the Family 
Expenditure Surveys. The second approach bases the estimation of equiva
lence scales on scales implicit in official schemes of family assistance and 
allowances, usually Supplementary Benefit scales. No research specifically 
concerned with the generation of equivalence scales for Irish statistics has, 
to date, been published, although Nolan (1981, Appendix) discusses the 
application of equivalence scales based on four different sets of assump
tions to the Irish data. The scales adopted for the present study are based 
on the second of the above approaches, and derived from those implicit 
in the rates of Unemployment Benefit obtaining in July 1971.9 The CSO 
redistribution data were weighted according to this scale, which adjusts 
household incomes as follows: — 

Table 9 shows the distribution of direct and final equivalent household 
income resulting from this adjustment. As is to be expected, the distribution 

9. Both Nolan (1981, Appendix) working on the Irish data, and the Royal Commission on the Dis
tribution of Income and Wealth (1978, Appendix E) working on UK data have tested the sensitivity 
of income statistics to the choice of equivalence scale. Nolan concluded that the choice of equivalent 
scale does not make a significant difference to the conclusion, while the Royal Commission argued 
that the variation produced by different equivalence scales is less than the difference between any 
one of them and the unadjusted distribution. 

Married couple: 
Single adult: 
Each additional adult in excess of 2: 
One child or each of 2 children: 
Each child in excess of 2: 

1.00 
.61 
.39 
.17 
.14 



of each income was substantially less unequal than the corresponding unad
justed distributions presented inTable 4 above. Of perhaps greater significance, 
the reduction in inequality after all taxes and benefits were allocated was 
accentuated when equivalent incomes were considered. Thus the net effect 
of taxes and benefits on the unadjusted distribution was to reduce the Gini 
coefficient by 6.7 points — from 44.8 to 38.1. The corresponding reduction 
in respect of the income distributions weighted by equivalence scales was 12.8 
points — from 37.9 to 25.1. This confirms the earlier conclusion that, in 
general, redistribution takes place both vertically and horizontally. 

Table 9: Distribution of direct and final equivalent household income 
by decile shares 1973 (unlinked data) 

Decile Direct Final 

per cent per cent 

1 
2 \ 1.99 \ 8.82 

3 5.38 7.07 
4 7.61 8.16 
5 8.77 9.01 
6 9.92 9.68 
7 11.41 10.65 
8 13.75 11.95 
9 16.00 13.55 

10 25.17 21.11 
Gini 37.9 25.1 

Source: Derived from data specially provided to the E S R I 
by the Central Statistics Office. 

V CONCLUSION 

This study started from the premise that the state, through its social 
policies, acts as an agent which generates substantial modifications to the 
distribution of direct incomes. Moreover, it was argued that it is necessary to 
examine, not only the effects of direct taxes and cash benefits, but also the 
effects of indirect taxes and non-cash benefits, since both of the latter account 
for substantial proportions of state revenue and expenditure respectively. 

The analysis has shown that the major premise is true — i.e., redistribution 
did take place in 1973, but that this general effect conceals important dif
ferences in the effects of a wide range of taxes and benefits upon the incomes 
of households of varying income and composition. Secondly, both non-cash 
benefits and indirect taxes had substantial and differing effects upon house-



hold incomes. Thus, non-cash benefits amounted to almost 16 per cent of 
average direct income in 1973, and cash benefits amounted to almost 11 per 
cent, while indirect taxes amounted to almost 21 per cent of average direct 
income and direct tax to only about 11 per cent of this income. 

The taxation-benefit system was progressive both vertically and horizon
tally. Low income households benefited more from the system than high 
income households, and these gains tended to increase with household size. 
As the number of dependants in a household increased, the income level 
above which benefits less taxes represented a net loss increased, with the 
result that larger low-income households gained most. 

In general, households without children benefited substantially from cash 
benefits, while nuclear family type households tended to benefit more from 
non-cash benefits. Households composed of more than two adults with 
children appeared to combine the advantages of both of the former types of 
household, receiving more both in cash and non-cash benefits, and paying 
less taxes, than the other household types. 

Social welfare pensions were the most progressive components of the 
redistributive process, and had a major impact on very low income house
holds. Direct taxation made a very modest contribution to redistribution, 
and was levied widely among the population, becoming operative at relatively 
low income levels. When a value was attributed to medical services, these 
displayed a substantial progressive effect. Housing benefits were only very 
slightly progressive, and their value appears to have been underestimated and 
biased. Educational benefits were regressive, conferring greater advantage on 
children from households in the higher income groups. All indirect taxes 
were regressive, with the result that all taxation with the exception of in
come tax was regressive. 

The foregoing conclusions would suggest that attempts to increase the 
already high proportion of state revenue from indirect taxation, or that 
from social insurance contributions, would be regressive and could have 
serious implications for disadvantaged households, unless the structure of 
such taxes was considerably altered. The findings must also call into question 
state expenditure on education, which in 1973 appeared to confer greater 
advantages on those already privileged. 

Statistics specially provided by the Central Statistics Office allowed the 
author to derive the distribution of final household income in Ireland in 
1973 for the first time. Thus, this study was able to examine the overall 
extent of income inequality after all taxes had been paid and benefits 
received. This results in a more comprehensive understanding of the effects 
of state taxation and expenditure upon the distribution of income. Further 
research could profitably examine the effects of changes in social policies 
since 1973, when statistics relating to more recent years become available. 



The study found that income inequality was more marked in Ireland than 
in the UK in 1973, both before and after taxes and benefits had been allocated. 
The overall effect of the redistribution process was limited, and while the 
Gini coefficient was reduced from 44.8 in the case of direct household in
come, to 38.1 in the case of final income, the distribution of final income 
was still highly concentrated. After all taxes had been paid and benefits 
received, the bottom 20 per cent of households received 4.6 per cent of 
total final income, and the bottom 40 per cent received less than 16 per cent 
of total income. On the other hand, the share of the top 10 per cent of 
households was over 26.8 per cent of total final income in 1973. 
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