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THE TRUE COST OF AUSTERITY
AND INEQUALITY

Ireland Case Study

After 14 years of spectacular economic growth, the Irish economy
entered one of the deepest recessions in the Eurozone, with its economy
shrinking by 10 per cent in 2009. House prices plummeted and banks
stopped lending, as the international financial crisis brought an end to
cheap, plentiful credit. The government was forced to turn to the
European Central Bank, the European Commission and the International
Monetary Fund for €67.5bn to finance the budget and recapitalise its
banks.

Known as the ‘Troika’, these three institutions provided bail-out funds
contingent on a range of measures designed to reduce the budget deficit
from a then EU-high budget deficit of 14.3 per cent (as a percentage of
GDP) in 2009 to 3 per cent by 2015. So far the programme is ahead of
target, with the 2012 budget deficit of 7.16 per cent better than the
forecast figure of 8.6 per cent.' However, the measures have had a
devastating impact on people already struggling with rising
unemployment and levels of indebtedness.

Since Ireland has by far the highest level of income inequality in Europe
before taxes and benefits are taken into account, the cuts to its public
sector and to levels of social welfare are likely to seriously impact on its
net income inequality over the long-term.

The poorest hit hardest

f you take balancing of the budget in isolation, as a project it is going in
the right direction. But it has suppressed domestic demand, hammered
consumer confidence and hurt those with the least hardest.’

John Mark McCafferty, Head of Social Justice at the St. Vincent de Paul,
the largest, voluntary, charitable organisation in Ireland

By the beginning of 2013, Ireland had become the fifth most expensive
country in the EU, with prices 17 per cent above the European average.
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The average monthly rent, for example, was €1,131 a month in Dublin
city centre and €815 a month nationwide, a rise of 5.9 per cent and 2.7
per cent respectively on 2012, according to the Daft.ie Rental Report.?
Soaring housing costs and the rising cost of living have meant that the
government has had to play a significant role in supporting incomes.

However, since 2008 the government has introduced a shocking array
of welfare cuts and tax increases that have driven more and more
people into debt and poverty.

In particular, many low-paid workers have been brought into the tax net,
further reducing their ability to cope with rising costs. Low and middle-
income earners are paying tax on a lower base of income, with the
standard rate tax band reduced from €36,400 to €32,800. Meanwhile,
their personal tax credits have fallen from €1,830 to €1,650 and from
January 2012 the standard rate of VAT increased from 21 per cent to
23 per cent.

As a result, a survey in 2012 found that four in 10 people® were left with
€100 or less each month after their bills were paid. A further 602,000
adults had no disposable income at the end of the month after all their
bills were paid. As of the last quarter of 2012, 18.16 per cent of all
mortgages were in arrears.*

Unemployment

This is at a time when the unemployment rate has risen from 4.2 per
cent in 2007 to 13.7 per cent in April 2013 — a level not seen for almost
two decades (the last time unemployment was higher was in 1993 when
it reached 15.6 per cent). Unemployment among men is considerably
higher than among women, with the male rate 17.7 per cent compared
to a female rate of 11 per cent.

Like many other European countries, Ireland is stricken with the twin
problems of youth unemployment and chronic long-term unemployment.
As of February 2013, 30.8 per cent of the country’s under-25s were
unemployed- and those in chronic long-term unemployment accounted
for close to 62 per cent of the total number of those out of work. At the
same time, state support has been halved for those aged 20 to 21, with
unemployment benefit (known as Jobseeker’s Allowance) cut from
€204.30 to €100 per week and to €144 per week for those between 22
and 24 years of age.

As a result, many of Ireland’s young adults are planning to emigrate. In
the last four years, more than 300,000 people have emigrated from
Ireland, four in 10 of whom were aged between 15 and 24.°



Families and minorities

‘Many families don’t have enough money to buy food, which impacts on
children going to school. We have seen some families move the food
around their cupboards so their children think they have been to the
shops to buy food.’

June Tinsley, Policy Officer with Barnardos, Ireland’s leading children’s
charity

The personal rate of social welfare has been cut from €204.30 to €188 a
week.® Social support payment to those with children (known as Child
Benefit) has seen a €10 a month reduction for one child, €20 a month for
two children, €38 a month for three children and €58 a month for four
children. There is no subsidised child-care for parents returning to work.
These cuts, alongside significant tax increases on the poorest, are
pushing families further into poverty.

The majority of clients seeking assistance from the government’s
budgetary advice service MABS (Money Advice and Budgeting Service)
are women aged between 26 and 40, of whom 60 per cent have children,
according to the St. Vincent de Paul.

Rising inequality

Income inequality in Ireland is four times the OECD average.’ Ireland has
therefore undertaken an enormous effort to redistribute incomes through
taxes and social transfers, but the financial crisis and subsequent
austerity measures threaten to dismantle Ireland’s system of social
protection and to widen inequality.

Almost everyone has been affected by the austerity measures imposed
by the Troika. However, statistics would suggest that the top tier of
society has been hurt least. In 2010, those in the lowest income band
saw their disposable income fall by more than 26 per cent, while those in
the highest income band saw their disposable income rise by more than
eight per cent.?

The 2013 budget led to a 1.3 per cent increase in taxes for a worker on
an annual salary of €20,000. Meanwhile a worker on €100,000
experienced a 0.2 per cent increase in taxes. Those on €200,000 or
more paid 0.1 per cent more. As a result, even when tax increases are
chosen over cuts to social support as a means to reduce the budget
deficit, those on lower incomes are the ones hit the hardest.

On this basis, despite success in cutting its budget deficit, Ireland is likely
to see rising inequality over the coming years, as it struggles to maintain
the redistributive mechanisms in place prior to the financial crisis.

The whole range of cutbacks is cumulative. In Ireland we have a history of
internalising anger, which leads to suicide, drug addiction and alcoholism.
We are probably coming to a period of industrial unrest that will lead to
social unrest. Yet there are still three more austerity budgets to come.’

Father Peter McVerry, of the Peter McVerry Trust®



Northern Ireland

Northern Ireland has not suffered an economic contraction comparable to
the Republic of Ireland.

There has been a gradual decline across Northern Ireland’s economy
since 2007. Between 2007 and 2012, unemployment rose from 4.1 per
cent to 7.2 per cent.*

Northern Ireland is the UK region with the third lowest living standards,
about 80 per cent of the average, with a poverty rate of 22 per cent. The
overall flat economic picture is expected to continue into 2014, with a
growth rate of 0.8 per cent and a continued rise in unemployment.

Poverty is on the increase. The number of adults of working-age living in
poverty increased from 18 per cent to 20 per cent between 2002 and
2010, according to the Nevin Economic Research Institute. Relative child
poverty is expected to rise by 5 per cent between 2010 and 2013
compared to 3 per cent for the rest of the UK, according to the Institute
for Fiscal Studies.™
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