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The Pensions Commission established a Technical Sub-Committee. The Terms of 
Reference for the Sub-Committee, agreed by the Commission, set out that the 
“objective of the sub-committee, drawing on relevant material made available to it, 
is to inform the Commission to enable it to form a view on issues around 
sustainability and adequacy of the pension system over time (next 30/50 years). It 
is important that this view is transparent, evidence based and stated in a 
straightforward manner.”  
 
The Terms of Reference stated that “Ideally, advised by the sub-committee, the 
Commission should reach an agreed view on the data, definitions, analyses, and 
projections (with sensitivity analysis as appropriate)”. The specific areas identified 
by the Commission related to population and labour force projections, expenditure 
projections, the role of the State pension in preventing pensioner poverty, and the 
proposed approach to benchmarking and indexation of State pension rates of 
payment.  
 
The Sub-Committee examined the material made available to the Commission 
through the Secretariat. This included presentations made by a range of external 
organisations, and submissions made through the public consultation process. It 
also sought additional material from the Department of Finance (DFIN), the 
Department of Social Protection (DSP), the Central Statistics Office (CSO) and 
the Irish Fiscal Advisory Council (IFAC). Four Working Papers were produced for 
agreement by the Commission. Any conclusions in these papers relate to the 
Terms of Reference of the Sub-Committee and should not be construed as 
recommendations of either the Sub-Committee or the Pensions Commission.  
 
The four Working Papers are:  

Working Paper 1 – Population and Labour Force Projections  
Working Paper 2 – Expenditure Projections  
Working Paper 3 – Poverty Prevention and State Pensions  
Working Paper 4 – Benchmarking and Indexation  
 

Membership of the Technical Sub-Committee 
 

Roma 
Burke 

Chairperson of Sub-Committee 
Actuary and Partner with Lane Clark and Peacock Ireland 
Ltd 

Seamus 
Coffey 

Economist and Lecturer in University College Cork 

Dr. Aedín 
Doris 

Labour Economist, Lecturer in Maynooth University, and 
Managing Editor of the Economic and Social Review. 
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Purpose  
A Technical Sub-Committee was set up to review relevant data to enable the 

Commission to form a view on issues around sustainability and adequacy of the 

pension system over time (next 30/50 years).  Ideally, advised by the Sub 

Committee, the Commission should reach an agreed view on the data, 

definitions, analyses, and projections.   

  

The Sub-Committee’s Terms of Reference includes the examination of:  

• benchmarking the State pension rate (contributory), the derivation of the 34% 

and the current (2021) equivalent and implied cash rate.   

• indexation options for this benchmark once established.  

  

Extracts of the commitments relating to benchmarking and indexation from the 

Roadmap for Pensions Reform 2018 – 2023 and the Roadmap for Social 

Inclusion 2020 – 2025 are set out in Appendix 1.  Further information on a 

possible approach, prepared by officials of the Department of Social Protection, is 

included in Appendix 2.  Officials from the Department of Public Expenditure and 

Reform have provided their observations on this potential approach – these are 

outlined in Appendix 3.  Additional material was requested from the Department 

of Social Protection (Appendix 4).  It should be noted that a proposal on an 

approach to benchmarking and indexation has not yet been brought to 

Government. 

  

Summary  
1. Over the last three and half decades there has been on-going consideration 

on how best to determine a benchmark target and approach through which to 

anchor a minimum/adequate level of social welfare payments.  

a. The target for State pension rates that has carried through to the 

present day is 34% of gross average earnings.   

b. The former measure of Gross Average Industrial Earnings has been 

superseded by a broader measure of earnings in the economy through 

the Earnings, Hours and Employment Costs Survey (EHECS).   This 
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can be used to obtain average earnings in all NACE sectors B to S 

(this includes professional and services sectors as well as ‘industrial’ 

sectors).  This includes both part-time and full-time employees.    

2. The Sub-Committee noted a number of issues with using an earnings 

benchmark, given the poverty prevention rationale of the State pension:  

a. Measures of income poverty are related to the income distribution 

rather than the earnings distribution;  

b. Average earnings are strongly affected by the composition of the 

workforce;   

c. While earnings are related to the income distribution, a target earnings 

benchmark will not necessarily prevent a person falling below the at-

risk of-poverty threshold.  

3. In comparing the SPC rates and the 34% earnings benchmark to the 60% at-

risk of-poverty thresholds, the Sub-Committee findings include:  

a. The SPC maximum personal weekly rate of payment has been close to 

but above the 34% earnings benchmark for the duration of the time 

period that the earnings data is available (from 2008).   

b. While the SPC rates for a pensioner couple over the age of 66 have 

been above the relevant at-risk-of-poverty threshold for most of the 

time period since 2008, the gap is smaller for single pensioner 

households.    

c. While the 34% earnings benchmark has fallen below the 60% at-risk-of 

poverty threshold in recent years, when secondary benefits and 

allowances are included, this lifts the combined value of the personal 

rate and secondary benefits above the 60% at-risk-of-poverty threshold 

over the majority of the time period that data is available (bar in 2019, 

by 73 cents).    

4. The Sub-Committee considered alternative benchmarks.  

a. Available alternative official earnings data sources are limited and not 

as timely as the EHECS survey which is the proposed source of data 

for the earnings benchmark.  

b. Benchmarking to equivalised household income would enable a more 

explicit link between the benchmark and the State Pension’s poverty 
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reduction rationale.  However, household income data is not also 

available in a timely way.  

c. Increasing the benchmark to 40% of earnings, as proposed in some 

submissions, would require an increase in the weekly rates of State 

pensions of over €38 per week, resulting in additional expenditure of 

over €1.1 billion in a full year (DSP estimates).  

d. The inclusion of cash benefits and allowances increases the value of 

State pension payments to 38% to 40% of average earnings over the 

period 2008 – 2020.  

5. Benchmarking provides the floor from which future rate increases are 

calculated.  

a. The proposed ‘smoothed earnings’ approach to indexation provides for 

increases to the weekly rate of the State Pension in line with price 

inflation in years where there is no earnings growth, subject to a cap.    

b. This can result in the rate of State pension payment increasing above 

the 34% earnings benchmark in years where there is price inflation 

above earnings growth.  

6. Alternative approaches to indexation were considered by the Sub-Committee.   

a. Indexing to price inflation alone.  This was discussed at Meetings 2 and 

3 of the Commission.  The presentation on the Actuarial Review of the 

Social Insurance Fund showed that indexing by price rather than 

earnings would result in the shortfall in the Social Insurance Fund 

being eradicated in the long-term.  It was noted by the Chair of IFAC 

that indexation to prices alone would result in eroding the value of 

State Pension payments and lead to eventual pensioner poverty.  

b. Indexing by means of a ‘triple lock’.  A ‘triple lock’ approach is currently 

used in the UK whereby pension rates increase by the greater of 

earnings growth, price inflation or 2.5% i.e. pensions will increase by a 

minimum of 2.5% each year.  In Ireland, at current rates of payment, 

this would result in a minimum €6.20 increase in the weekly rates in 

year one, €6.40 in year two – the increases are compounded year on 

year.  This could increase the costs of the State pension.  
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Benchmarking and Indexation  

  

1. Introduction 

 

This paper should be read in conjunction Appendices 1 to 4, which set out current 

Government policy commitments as stated in the Roadmap for Pensions Reform 2018 – 

2023 and the Roadmap for Social Inclusion 2020 – 2025 (Appendix 1), and a note 

prepared by officials from the Department of Social Protection (Appendix 2) with 

observations from the Department of Public Expenditure and Reform (Appendix 3) and 

additional material from the Department of Social Protection (Appendix 4).   

 

In summary, key points from the above papers are:   

• Over the last three and half decades there has been on-going consideration 

on how best to determine a benchmark target and approach through which to 

anchor a minimum/adequate level of social welfare payments.  

The target for State pension rates that has carried through to the present day 

is 34% of gross average industrial earnings (GAIE), arising from ESRI’s 1996 

analyses of different approaches as first set out by and recommended by the 

Commission on Social Welfare in 1986. The target was first formally set in 

policy by the National Pensions Policy Initiative in 1998   

• The Roadmap for Pension Reform (2018) and the Roadmap for Social 
Inclusion 2020-2025, as well as the Programme for Government Our Shared 
Future, set out current policy commitments around benchmarking and 
maintaining adequacy. In this regard, the Department of Social Protection was 
asked to examine and develop proposals for Government to set a formal 
benchmark target of 34% of average earnings for the contributory State 
Pension payments, and, in conjunction with the Department of Public 
Expenditure and Reform, to institute a process whereby future changes in 
pension rates would be explicitly linked to changes in the consumer price 
index and average wages.  

• The former measure of Gross Average Industrial Earnings has been 

superseded by a broader measure of earnings in the economy through the 

Earnings, Hours and Employment Costs Survey (EHECS).   This can be used 

to obtain average earnings in all NACE sectors B to S   (this includes 
professional and services sectors as well as ‘industrial’ sectors).  This 

includes both part-time and full-time employees.    

  

This proposed measure of earnings is the one considered as the benchmark in 

this paper.  Alternative benchmarks are briefly considered.  
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Benchmarking and Indexation  

It is useful to differentiate:  

• a benchmark as a target which sets the minimum floor for a given payment 

level,  

• benchmarking as a process for assessing performance of payment levels 

according to that benchmark, and   

• the relationship between benchmarking and assessing payments’ impacts for 

achieving policy objectives.   

• Separately but very much connected to these three elements, there is the 

approach to indexing as a means of adjusting payment levels going forward in 

time.  

• What choices are made and how they are implemented have implications for 

adequacy and costs of those payments.   

  

Section 2 sets out the historic rates of SPC payment rates.  These rates (for 

single and couple households) are compared to the 34% earnings benchmark. 

Section 3 then examines how these SPC rates and the 34% benchmark perform 

relative to a range of at-risk-of-poverty thresholds.  Section 4 then considers 

alternative benchmarks in general, and from submissions.  Section 5 considers 

the illustrative approach to indexation, and issues that have not been settled and 

impact on adequacy and sustainability. Alternative options are also examined, as 

put forward to the Commission in presentations and in submissions to the 

consultation process.  

  

2. SPC maximum weekly rates of payment and the 34% benchmark   

  

SPC payment levels  

Figure 1 shows that the nominal value of the SPC maximum weekly rate when 

introduced in 1961 was the equivalent of €2.54. Throughout the 1970s and early 

1980s, rates were increased significantly, both annually and, in some cases, 

6monthly. From the mid-1980s through to 1999, annual rate increases ranged 

from roughly 3% to 7%. The early 2000s annual rate increases are roughly 

between 6% and 8% with the exception of 2001 (10.42%) and 2009 (3.13%). 
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From 2010, with the exception of 1% to 2% annual rate increases (2016-2019), 

the maximum payment rate has otherwise not been increased. The nominal 

increase in the payment between 2010 and 2021 is €18.    

  

    
Figure 1 SPC Maximum Personal Weekly Rates, 1961 - 2021   

 

  

Figure 2 below sets out the maximum weekly rates of payment for a single 

person household (the personal rate plus the Living Alone Allowance) and for a 

couple household (the personal rate plus an increase for qualified adult aged 66 

or over) over the period 2008 to 2020.   

  

  

Figure 2:  Maximum weekly rates of payment, 2008 to 2020   
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State Pensions and the 34% average earnings benchmark  

As set out in Appendix 4 (ii), the proposed measure of earnings to be used is 

the EHECS measure of average earnings (excluding irregular earnings and 

overtime) which the CSO advises is the equivalent to the now-defunct gross 

average industrial earnings.  This data is only available going back to 2008.  

Figure 3 below sets out the SPC maximum personal weekly rate of payment and 

the 34% earnings benchmark.  It should be noted that these figures relate to the 

34% benchmark alone1.    

  

Figure 3:  SPC maximum personal weekly rate of payment and 34% earnings benchmark  

 

Source: DSP Administrative data and earnings calculations by DSP Budget Policy unit.   

  

 

 

 

 

 

 

 

 

 

 

                                            
1
 It should be noted that the earnings figure shown for a particular year refers to the average of 

Q1 from that year, and the 3 previous quarters, as this is the proposed method set out in PC0842.  
So, for 2009, it is the average of Q1 2009, Q4 2008, Q3 2008 and Q2 2008.    
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Figure 4 below compares the 34% earnings benchmark with the household SPC 

rate for single pensioners (including the Living Alone Allowance) and for a 

pensioner couple aged 66 and over (including the increase for a qualified adult).  

  

Figure 4: SPC rates by household type and 34% benchmark
2
, equivalised  

 
 

  The SPC maximum personal rate of SPC payment and the 34% 

earnings benchmark have been similar over the time period available.    

   The SPC rates of payment to pensioner households have been above 

the 34% earnings benchmark for the duration of time period that the 

earnings data is available.    

  

3. Linking to poverty reduction efforts 

  

The ESRI note in their recent May 2021 report, Poverty, Income Inequality and 

Living Standards that developments in relation to the at risk of poverty rate for 

older people “are closely related to changes in the maximum rate of the State 

pension over time. Between 1995 and 1999, when the at risk of poverty rate was 

rising sharply for those age 65+, [the rate of SPC] increased by just 14 per cent in 

real terms compared to real growth of 35 per cent in median disposable income. 

By contrast, the maximum rate of the State pension grew by 50 per cent in real 

terms over the 2000s, much faster than median disposable income growth of 28 

per cent and coinciding with a period of rapidly declining at risk of poverty rates 

for those age 65+. Since 2009, growth in the maximum rate of the State pension 
                                            
2
 The 34% AWE 2HH is calculated on the basis of multiplying the 34% AWE by 1.9 to 

provide the equivalent SPC plus IQA (aged 66 and over) rate.  

  

  € -       

  € 100     

  €   200   

  € 300     

  € 400     

  €   500   

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

 34% AWE 34 % AWE 2HH SP2HH SP1HH 



11 

 

has again lagged behind that of average incomes – increasing by 5 per cent to 

2019 compared to 9 per cent for real median disposable income – with the at risk 

of poverty rate for those 65+ again rising...”3    

  

Figure 5 below shows SPC payments by household type (couple over 66, and 

single pensioner living alone) compared to the relevant at-risk-of-poverty 

thresholds.  It can be seen that the SPC rate for a couple over the age of 66 is 

higher than the relevant at-risk-of-poverty threshold, although there has been a 

very rapid narrowing of the difference in recent years.  For single pensioner 

households, the gap between the SPC rate of payment and the 60% at-risk-of-

poverty threshold has been smaller, and the SPC rate – including the Living 

Alone Allowance – has fallen below the threshold in recent years.   

  

This can perhaps be understood in the context that the rate of payment for a 

couple (both aged 66 and over) is 1.9 times the personal rate of payment, while 

the cost of living or ‘equivalence rate’ for a couple is calculated by the CSO at 

1.66 times that of an individual. It should be noted that the figures below do not 

take account of increases in Budgets 2020 and 2021 of €5 in the weekly rate of 

Living Alone Allowance - €10 in total, as the most recent SILC data that is 

available is 2019.    

  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5: SPC payments by household type, and at-risk-of-poverty thresholds
4
  

                                            
3
 The Sub-Committee notes that this comparison does not appear to be a like-for-like basis as it 

compares nominal pension rate increases to real earnings growth.  
4
 The AROP threshold for a 2 person household was calculated on the basis of taking the annual 

atrisk-of-poverty threshold and dividing by 52.14 to obtain a weekly threshold.  This was then 
multiplied by 1.66 to calculate a 2 person equivalent.  
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Source: CSO SIA13 and DSP administrative data  

  

   The SPC rates for a pensioner couple (aged 66 and over) have been 

above the relevant at-risk-of-poverty threshold for the time period since 

2008. This is not the case for single pensioner households.    

  

Figure 6 below compares the 34% average earnings benchmark with the 60% at 

risk-of-poverty threshold only.    

  

Figure 6:  34% benchmark and 60% at-risk-of-poverty threshold
5
  

 

Source:  CSO SIA22  

  

   The proposed 34% earnings benchmark as applied to the SPC personal 

rate has been close to the at-risk-of-poverty threshold over the time 

period available – above the threshold for a number of years, but under 

the threshold and increasingly diverging from the threshold in more 

recent years.    

                                            
5
 This threshold was calculated by taking the annual 60% at-risk-of-poverty threshold for the 

given year and dividing it by 52.14 to obtain a weekly equivalent.  
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   Applying the 34% earnings benchmark to a pensioner couple results in 

an equivalised rate of payment above the at-risk-of-poverty-threshold, 

although this has narrowed in recent years.  

  

The Sub-Committee notes that this benchmark relates to the maximum weekly 

personal rate of SPC and does not include any secondary benefits or allowances, 

such as the Living Alone Allowance (€19 per week), Fuel Allowance (€28 per 

week for 28 weeks), the Household Benefits Package (€35 per month) and the 

Telephone Support Allowance (€2.50 per week).6  A table of the value of these 

benefits from 2008 to 2021 is in Appendix 6.  Figure 7 below includes the cash 

equivalents of benefits available for a single person with limited means (who 

would qualify for the means tested benefits).  

  

This shows that when secondary benefits and allowances are included, the 

combined value of the personal rate and secondary benefits lies above the 60% 

atrisk-of-poverty threshold over the period 2008 to 2018.  The exception is in 

2019, when the value is 73 cents below the 60% of at-risk-of-poverty threshold.    

  

Figure 7:  34% earnings benchmark, cash benefits and at-risk-of-poverty thresholds  

 

  

   While the proposed 34% earnings benchmark has fallen below the 60% 

at-risk of-poverty threshold in recent years, when secondary benefits 

and allowances are included, this lifts the combined value of the 

personal rate and secondary benefits above the 60% at-risk-of-poverty 

threshold over the majority of the time period considered.  

                                            
6
 The value of non-cash benefits, such as Free Travel, the Free TV licence and medical cards, is not 

taken into here.   
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The Sub-Committee examined where in the income distribution the 60% at-risk-

of poverty threshold lies.  The data in Figure 8 demonstrates that the 60% at-

risk-of poverty threshold is approximately the 12th percentile in the income 

distribution.  The Sub-Committee notes that a benchmark based on average 

weekly earnings will not automatically guarantee meeting either the 12th 

percentile or the 60% AROP threshold.  
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Figure 8: Income percentile and 60% at-risk-of-poverty thresholds  

 

  

At-risk-of-poverty and deprivation – relative income versus material deprivation  

The Sub-Committee notes, as set out in the Paper 3 on Poverty Prevention and 

State Pensions, that the at-risk-of-poverty threshold is a relative measure and a 

measure of the risk of poverty. It does not indicate that the person or household 

is experiencing material deprivation.    

  

The national poverty target is in relation to consistent poverty, which takes into 

account material deprivation.  In this regard, as noted in Paper 3, consistent 

poverty has remained low (at approximately 2%) for those aged 65 and older, 

though it increased for single pensioner households in 2019.   

  

4. Choice of benchmark  

As set out in Appendix 4, the proposal from DSP is to benchmark the SPC 

maximum personal weekly rate of payment against the EHECS measure of 

average earnings (excluding irregular earnings and overtime).  The Sub-

Committee notes that the particular earnings measure that is proposed is not a 

published time series. The Sub-Committee considered whether alternative 

measures of earnings could be used in setting the benchmark.    

  

As set out by DSP and the CSO (Appendix 5), there are two official sources of 

earnings data – the Earnings, Hours and Employment Costs Survey (EHECS) 

and the Earnings Analysis based on Administrative Data sources (EAADS).  
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Income data, which includes earnings, is also available in the Survey of Income 

and Living Conditions.  The Labour Force Survey will have gross income data 

available from next year.  Of the currently available data sources, the Sub-

Committee notes that the EHECS data is the most timely – the EAADS and SILC 

data are not available until the following year at the earliest.  In this regard, the 

Sub-Committee also notes DSP’s response (Appendix 4) that the CSO advised 

that the EHECS data best reflects the gross average industrial earnings 

benchmark that has been the agreed policy position for benchmarking over a 

prolonged period.  

  

The Sub-Committee considered whether an alternative approach could be more 

appropriate. In particular, the Sub-Committee considered whether benchmarking 

to equivalised household income would be possible.  Benchmarking to 

equivalised household income would enable a more explicit link between the 

benchmark and the State Pension’s poverty reduction rationale. The Sub-

Committee concluded that since timely data are needed for setting the pension 

rate, EHECS will probably need to be used for the foreseeable future.   

  

40% benchmark  

In submissions to the consultation process from the National Women’s Council of 

Ireland and Social Justice Ireland, a benchmark of 40% of earnings was 

proposed in order to provide adequate State pensions (proposed in relation to 

introducing a universal pension).   

  

Benchmarking the maximum personal weekly rate of payment to 40% would 

require an increase of €38.20 in the maximum weekly rates of payment (based 

on the 34% average earnings benchmark in 2020), which the Department of 

Social Protection estimates would cost €1.134 billion in 2022 and a full year.    

  

The Sub-Committee notes that the inclusion of cash benefits and allowances – 

specifically the Living Alone Allowance, Fuel Allowance, the Household Benefits 

package’s Electricity/Gas Allowance and the Telephone Support Allowance, as 
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set out in Appendix 6 - situates the value of payments to a single pensioner at 

between 38% and 40% over the period 2008 to 2020.  

  

   Available alternative official earnings data sources are limited and not 

as timely as the EHECS survey which is the proposed benchmark.  

   Benchmarking to equivalised household income would enable a more 

explicit link between the benchmark and the State Pension’s poverty 

reduction rationale.  However, household income data is not available in 

a timely way.  

   Increasing the benchmark to 40% of earnings, as proposed in some 

submissions, would require an increase in the weekly rates of State 

pensions of over €38 per week, resulting in additional expenditure of 

over €1.1 billion in a full year.  

   The inclusion of cash benefits and allowances increases the value of 

State pension payments to 38% to 40% of average earnings over the 

period 2008 – 2020.  

  

5. Indexation  

 

The proposed approach to indexation has been set out in Appendix 1 - 

Benchmarking and Indexation – Roadmap Commitments) and Smoothed 

Earnings – A Potential Approach. The latter note sets out how the proposed 

approach to indexation would work on a step by step basis each year.  As a 

result of considering both the earnings benchmark and price inflation in what is 

called the ‘smoothed earnings’ approach, the value of the State pension is 

maintained.    

  

In this regard, Figure 10 below, taken from Appendix 2, shows that under the 

‘smoothed earnings’ approach to indexation, the value of State pension payments 

would have increased to 36% of average earnings at one stage over the time 

period, as over that period, earnings fell but prices increased.     
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Figure 10: Earnings benchmark, Price Indexed and Smoothed Earnings  

  

  

   The proposed ‘smoothed earnings’ approach to indexation can result in 

the rate of State pension payment increasing above the 34% earnings 

benchmark, in years where there is price inflation above earnings 

growth.  

  

  

Alternative Approaches  

The Sub-Committee considered approaches to indexation7 used across the EU, 

as set out in European Commission MISSOC Comparative Tables.  These 

indexation approaches rely, in general, on a combination of linking to earnings 

and price inflation.  A small number of countries also link to economic growth. 

The relevant MISSOC table is in presented in Appendix 7.  

  

The Sub-Committee considered a number of alternative options that have been 

raised in presentations to the Commission and in submissions, from the 

perspective of adequacy of State pensions and the sustainability of the State 

pensions system.  

   

Indexing to price inflation rather than earnings  

                                            
7
 It should be noted that the issue of benchmarking does not arise in these international 

comparisons in the same way, as the level of first pillar State pension payments is generally linked 

to the person’s earnings, rather than the flat-rate payment in place in Ireland.  
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It was raised in the Meeting 3 presentation on the Actuarial Review that indexing 

future increases in the State pension to CPI instead of earnings would result in 

significant savings over time.  This is also considered in IFAC’s Long-Term 

Sustainability Report.  

  

Figure 11 below displays the graph from the KPMG presentation from Meeting 3.  

It shows the difference in the shortfall of the SIF, depending on whether the base 

case is maintained (set at 33% of earnings), a higher benchmark of 40% of 

earnings, and linking future increases to projected inflation.  By linking to inflation, 

over time, the presentation states that as a result of compounding, the projected 

shortfall could be eradicated.    

    

Figure 11: Projected shortfalls in the SIF using different indexation approaches  

  
Source: PC034 – Meeting 3 presentation by KPMG on the Actuarial Review  

  

IFAC’s Long-Term Sustainability Report also sets out that indexing to inflation 

rather than earnings would reduce projected future debt (p. 78, Figure 4.6) and 

make the State pension system more fiscally sustainable in the long-term.    

  

The Sub-Committee noted that the Chair of IFAC, when speaking to the 

Commission at Meeting 2, clarified that IFAC was not recommending such an 

approach as, over time, the adequacy of the State pension would be eroded 

resulting in pensioner poverty.  
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The ‘triple lock’  

It was suggested in the submission from Age Action that a ‘triple lock’ approach 

should apply to State pensions indexation.  With this approach to indexation, 

currently in operation in the UK, the pension rate of payment increases each year 

by the greater of earnings growth, price inflation or 2.5%.  These three 

components constitute the ‘triple lock’. This ensures that the value of the State 

pension will increase every year by a minimum of 2.5% each year.  This 

approach is currently used in the UK – it is a Government commitment over and 

above statutory requirements. Whether this approach to pension rate setting will 

be retained in the future will ‘form part of the annual budgetary process’.8  At 

current pension rate of payment in Ireland, 2.5% equates to a €6.20 per week 

increase. This is estimated to cost €184 million in 2022 and a full year.  The effect 

is compounded over time – the following year, building on the previous year’s 

rate increase, the minimum increase would be €6.40 per week. It should be noted 

that earnings growth has exceeded 2.5% in some recent years.   

  

This approach has the potential to provide for significant State pension increases 

in years where there is no price inflation or earnings growth.  This means that the 

relative value compared to earnings and to purchasing power will increase over 

time, leading to a ‘ratchet effect’.  Where indexing future rate increases to CPI 

rather than earnings growth can result in an eradication of projected SIF 

shortfalls, the compounding effect of rate increases over time can be very 

significant.  

  

Alternative approaches to indexation were considered by the Sub-Committee.  

• Indexing to price inflation alone.  Indexation to prices alone would result in 

eroding the value of State Pension payments and may lead to eventual 

pensioner poverty.  

• Indexing by means of a ‘triple lock’.  This could lead to the value of the pension 

rising above the level needed for poverty prevention and incur additional cost.  

   

                                            
8
 The use of the triple lock, and pros and cons of this approach are available here: 

https://commonslibrary.parliament.uk/research-briefings/cbp-7812/   

https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
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Appendix 1: Current policy commitments in relation to SPC rates 

 

This Appendix sets out the existing policy commitments in relation to State Pension payment 

rates and in relation to benchmarking and indexation.    

 

The Programme for Government commits to “Protect core weekly social welfare rates”.  

This was confirmed by the Minister in her statement to the Commission at its inaugural 

meeting.  

 

Roadmap for Pensions Reform 2018 – 20239 

The Roadmap states that: “In setting the rate of State pension, Ireland is currently atypical 

compared to other EU countries in its approach to applying discretionary increases through 

political decisions in the annual budgetary process. Internationally, a more formal system of 

automatic or semiautomatic increases has greater prevalence. Typically increases are indexed 

to an economic indicator, such as inflation or earnings growth. The Government believes a 

regime of automatic indexation would introduce greater long  term certainty for our retirees. 

Maintaining a constant real value to the State pension would also benefit individuals by 

allowing for greater transparency in financial planning and improved confidence about the 

level of any private retirement savings required to supplement the State pension.” (pg.8). 

 

In this regard, the Roadmap commits to examine and proposals by Q3 2018 to  

“Set a formal benchmark of 34% of average earnings for State pension contributory payments 

by the end of 2018 (DEASP) and 

 

Institute a process whereby future changes in pension rates of payment are explicitly linked to 

changes in the consumer price index and average wages by the end of 2018. 

(DEASP/DPER).” 

   

Roadmap for Social Inclusion 2020 - 202510 

The Roadmap for Social Inclusion was launched in January 2020.  The Roadmap notes that:   

                                            
9
 Roadmap for Pensions Reform 2018 – 2023 available at: 

https://www.gov.ie/en/publication/abdb6f-a-roadmap-for-pensions-reform-2018-2023/ 
10 Roadmap for Social Inclusion 2020 – 2025  available at: gov.ie - Minister Doherty publishes 

Roadmap for Social Inclusion 2020-2025 (www.gov.ie) 
 

https://www.gov.ie/en/publication/abdb6f-a-roadmap-for-pensions-reform-2018-2023/
https://www.gov.ie/en/press-release/0b2e3d-minister-doherty-publishes-roadmap-for-social-inclusion-2020-2025/%C2%A0
https://www.gov.ie/en/press-release/0b2e3d-minister-doherty-publishes-roadmap-for-social-inclusion-2020-2025/%C2%A0
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 “People of working age cannot plan their own personal pension arrangements with 

confidence as to the future value of the State pension. 

 The rate can be set as part of a political bargaining process leading to poorly justified 

changes and inequitable outcomes. 

 As changes to welfare rates are both easy to implement and can yield immediate 

savings, welfare recipients can feel vulnerable to rate cuts during periods of recession.  

 

Not surprisingly given these difficulties, most countries have now instituted a formal process of 

rate indexation and/or benchmarking as a means of assuring the value of welfare payments. 

Ireland is one of just two OECD countries that do not use a formal system of benchmarking. 

Given that welfare payment rates are now at or close to recommended benchmark levels it is 

appropriate that a process of linking welfare payment rates to market earnings and price 

movements be formally considered” (pg.40).” 

The Roadmap outlined a  potential approach (Smoothed Earnings) that could be used – the 

relevant extract is set out below.  The Roadmap also includes the commitments to “Finalise an 

approach for benchmarking pension payments for Government decision” and “Subject to 

Government decision, develop and prepare any necessary changes to legislation to give effect 

to a benchmarking approach.” (p.42) 

 

In this regard, members may wish to note that the Programme for Government commits to a 

“rigorous implementation of the new social inclusion strategy, A Roadmap for Social Inclusion 

2020-2025.”  

 

Extract: Smoothed Earnings – A Potential Approach11  (p.41-42) 

“The smoothed earnings system addresses the two key challenges faced in  

benchmarking/indexation system. The first is that a benchmark linked to  

just one measure (e.g. prices) can result in a widening of the gap between the  

incomes of people dependent on State pensions and other people in society 

.  

On the other hand, systems which use multiple benchmarks, for example the  

                                            
11 Roadmap for Social Inclusion 2020 – 2025 (pg.41) available at: gov.ie - Minister Doherty 

publishes Roadmap for Social Inclusion 2020-2025 (www.gov.ie) 
 

https://www.gov.ie/en/press-release/0b2e3d-minister-doherty-publishes-roadmap-for-social-inclusion-2020-2025/%C2%A0
https://www.gov.ie/en/press-release/0b2e3d-minister-doherty-publishes-roadmap-for-social-inclusion-2020-2025/%C2%A0
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so-called twin-lock systems, generate a ‘ratchet effect’ whereby increases  

in pensions outstrip both prices and wages ultimately converging on, and  

potentially overtaking, wage levels. 

 

A smoothed earnings system overcomes these difficulties as follows: 

 Pension payments would, as a default, be benchmarked against the  

average earnings measure using the 34% target benchmark commitment of the 

Roadmap for Pensions Reform.  

 

 This earnings based indexation would continue until the first period(s) in  

which price inflation exceeded earnings growth. During these periods  

pension payments would, in order to retain their real value, be changed in  

line with changes in the price measure (HICP/CPI).  

 

 In subsequent periods, where earnings growth again exceeded inflation,  

pension rates would remain pegged to price inflation until such time as the  

earnings benchmark is restored.  

 

 Indexation would then revert to the earnings benchmark until such time as  

earnings growth might again lag behind inflation when the cycle of changes just 

described would be repeated.  

 

Such an approach would ensure that over the long-term the relative value of  

welfare payments compared to market earnings would be maintained and that  

over any short-medium term period the real value, or purchasing power, of these  

payments would be protected.  

 

In order to assure transparency and independence in the application of this ‘twin-lock’ 

smoothed earnings approach, and in order to enable some consideration be taken of the wider 

economic and fiscal circumstances prevailing in any year, the application of this benchmarking 

process could be considered on an annual basis by an expert group to be appointed by the 

Minister. The outcome would then be subject to ratification by the Government in the same 

manner as increases in minimum wages recommended by the Low Pay Commission. 
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The Department of Employment Affairs and Social Protection is continuing, with the 

Department of Public Expenditure and Reform, to explore this smoothed earnings option and 

has been tasked with bringing forward a proposal for consideration by Government with a view 

to an approach being finalised in Q1 2020.” 

 

Progress on implementing this reform was delayed in light of the election in Q1, 2020 and 

subsequent pandemic. 
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Appendix 2:  Note on Benchmarking from Department of Social Protection  

 

This note was prepared by officials of the Department of Social Protection.  The Department 
of Public Expenditure and Reform has provided their observations on this potential approach 
– these are set out in Appendix 3.  A proposal on an approach to benchmarking and 
indexation has not yet been brought to Government. 

 
 
1 Background 
At present core welfare rates (including pensions) are determined on an annual basis as part 

of the budgetary process. This process creates a number of difficulties including, in the case of 

pensions: 

1. Recipients of ‘long-term’ payments such as pensions cannot plan or budget with 

confidence over a medium to long-term time horizon.  

2. Workers planning retirement arrangements face some uncertainty with regard to the 

real value of the State pension at, and following, retirement. This impacts their ability to 

make appropriate private pension arrangements.  

Most other countries have instituted a process of benchmarking pension and other welfare 

rates typically using a system whereby core social welfare rates are fixed each year by 

reference to market earnings and/or price levels.  

 

A move to benchmarking has been suggested on a number of occasions in Ireland – most 

notably in the report of the Social Welfare Benchmarking and Indexation Group (2001) which 

recommended that core welfare rates should be set at a level of 27% -30% of gross average 

industrial earnings and the National Pensions  Framework  (2010)  which proposed a formal 

benchmark for pensions of 34% of gross average industrial earnings in the previous year. This 

benchmark was accepted by the Government in the Roadmap for Pensions Reform (2018) 

which committed the Government to  

I. examine and develop proposals to set a formal benchmark of 34% of average earnings 

for the State pension and  

II. institute a process whereby future changes in pension rates of payment are explicitly 

linked to changes in consumer prices and average wages  

In effect the Roadmap for Pensions Reform envisaged the implementation of what is known as 

a ‘a twin-lock’ approach to setting pension rates of payment. 

The implementation of such an approach gives rise to two main issues: 

 First, what is the appropriate measure of average earnings against which to benchmark 

pension rates? 

 Second, how should the process of indexing/benchmarking be applied? 
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2 Average Earnings Benchmark 

A measure of Gross Average Industrial Earnings in no longer reported in Ireland. The CSO 

has advised that in the period since the 34% benchmark was first proposed the method it uses 

to calculate and report on average earnings has changed considerably.  The concept of an 

‘average industrial wage’ has now been replaced by a more detailed set of measures 

encompassing a broader range of occupations and includes, for example, measures for basic 

earnings, earnings including overtime, and earnings including ancillary – or irregular – 

payments.   

In the absence of a single measure for Gross Average Industrial Earnings the CSO advises 

that the measure now reported as average earnings (excluding irregular earnings and 

overtime)  in all NACE sectors B to S (this includes professional and services sectors as well 

as ‘industrial’ sectors) is most closely aligned with the former concept of average industrial 

wages. This is evident from an examination of trends in the two measures in the overlap 

period during which both measures were reported  (2008  –  2010).  It is therefore proposed to 

use this measure as the basis for setting the benchmark rate.   

The use of a base earnings benchmark excluding  irregular earnings and overtime is also 

believed to be appropriate for the calculation of a base pension payment. – If irregular 

earnings and overtime were to be included in benchmark for calculation purposes then, to 

compare like with like, ancillary payments and benefits provided to pensioners (e.g., 

Household Benefits, Fuel Allowance, Christmas Bonus, Free Travel, etc.) would, properly, 

have to be  included in the pension payment calculation. 

3 Application of a dual factor/ ‘Twin-lock’ index. 

While benchmarking/indexation has inherent advantages it can also, if it is poorly designed, 

contain inherent weaknesses. Most notably the use of a single benchmark can lead to an 

erosion in the real and/or relative value of welfare rates,  while the so called ‘ratchet’ effect in 

multi-benchmark systems can create a situation whereby welfare rates would converge 

towards market wages (an unanticipated  feature of the system used in in the UK).  If applied 

in an automatic non-discretionary manner indexation can also limit Government flexibility to 

respond to economic and fiscal events. 

In order to address these concerns the use a smoothed earnings approach has been adopted 

in Australia and recommended for the UK by the Institute for Fiscal Studies and endorsed by 

the commons select committee on work and pensions. 

Under this system pension payments would, as a default, be initially benchmarked against the 

earnings measure using the target benchmark (in our case 34%). This earnings-based 

indexation would continue until the first period(s) in which price inflation exceeded earnings 

growth. During these periods welfare payments would, in order to retain their real value, be 

changed in line with changes in the price measure (HCPI). An upper earnings threshold (e.g. 

37%) would be set to ensure some earnings relativity and avoid undue cost increases.  
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In subsequent periods, where earnings growth again exceeded inflation, changes to pension 

rates would remain pegged to the lower price inflation until such time as the earnings 

benchmark is restored. Indexation would then revert to the earnings benchmark until such time 

as earnings growth might again lag behind inflation when the cycle of changes just described 

would be repeated.  

This approach ensures that over the long-term the relative value of pension payments 

compared to market earnings is maintained and that over any short-medium term period the 

real value, or purchasing power, of these payments would be maintained.   

The approach is best illustrated in the two graphs overleaf in respect of the period 2010 - 

2019.   

As can be seen in Fig 1(a) changes in average earnings can deviate quite significantly from 

changes in prices. Linking pension rates to prices would have yielded rate increases above 

average wage increases during the first five years of the period but ultimately resulted in a 

deterioration in pensioner income relative to wage earners over the second five years. In 

contrast linking pension rates to changes in employment earnings although yielding a higher 

overall increase over the ten year period would have resulted in a reduction in the purchasing 

power of pension rates in real terms during the first five years of the period. Neither of the 

above two outcomes is satisfactory 

Fig 1(b) shows how the smoothed earnings approach would have addressed these issues.  

 In 2009 the pension payment rate was 34% of average earnings. 

 During the five year period 2010 – 2014 price inflation exceeded wage inflation. In order 

to maintain purchasing power pension rates would, under the smoothed earnings 

approach, have changed with price inflation with the result that pension rates would, for 

a period, have exceeded the 34% earnings benchmark reaching a level of 36%. 

 During the four year period 2015 – 2018, wage inflation exceeded price inflation. 

However, rather than moving immediately to change in line with earnings,  pension 

would have remained pegged to the lower price inflation  - this is because pension rates 

still exceeded the earnings benchmark of 34%.  

 In 2019 wage inflation again exceeded price inflation.  However, as retaining the link 

with prices would have seen the pension rate fall below the 34% benchmark, pension 

payments at that point would have been, once again, benchmarked to earnings. 
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Fig 1(a) Price and Earnings Changes 2010 – 2019 

 

 

Fig 1(b) Illustrative Application of Smoothed Earnings Approach -2010 – 2019. 

 

In practical terms the smoothed earnings approach would be implemented as follows: 
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i) Calculate 34% of average earnings (excluding irregular earnings and overtime). This 

gives the new benchmark level. 

ii) Apply price indexation (HICP) to the rate of State Pension Contributory and calculate 

the price-adjusted rate. 

iii) If the new price-adjusted rate when (ii) is applied exceeds the benchmark rate of (i), (ii) 

is applied, (an upper limit to a price adjusted rate, for example 37% of earnings, may be 

appropriate to avoid undue cost escalation). 

iv) If the new earnings benchmark rate when (i) is applied exceeds the rate of (ii), (i) is 

applied. 

v) If the application of (i) or (ii) would both result in a reduction in the rate of State Pension 

Contributory, the rate remains flat. 

This approach ensures that pensions would maintain their value and purchasing power 

relevant to average earnings and to consumer pricing, would never decrease and would not 

be ratcheted in excess of average earnings (as has been the case with multi-lock indexing 

systems).   

The section overleaf sets out the results of the calculation if it was used for setting the State 

Pension Contributory rate for 2021 (the SPC rate was not increased in Budget 2021). 

Implementation 

In order to address concerns regarding both the transparency of the calculation process and 

the potential impact on State and Social Insurance Fund finances of an automatically applied 

increase in pension rates, it is likely that the process would be overseen by a statutory State 

Pension Rates Commission.  

This Commission would calculate the rate in line with the approach above, calculate its total 

cost, calculate the social insurance changes required to implement the change on a cost-

neutral basis, give consideration to the wider social, economic and budgetary context 

prevailing, and make a recommendation with rationale to Government in Q3 each year.  

Government would then take this recommendation into account in framing the annual budget 

estimates (in similar fashion to the recommendations of the Low Pay Commission).  Changes 

would be implemented from the first payment of the following January. 
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 How the calculation would have applied to the rate of SPC if used to set pension rates 

for 2021 

 

 

i) Calculate 34% of average earnings (excluding irregular earnings and overtime). Average 

earnings are calculated at the average of Quarter 1 in current year and previous three 

quarters.  This gives the new benchmark level. 

 

Average earnings (excluding irregular earnings and overtime) during the period (Q2, Q3, 

and Q4 2019 and Q1 2020) were €716.14 per week.  34% of this figure is €243.50.  This 

is €4.80 per week less than current rate of State Pension Contributory (€248.30). 

 

ii) Apply price indexation (HICP) to the rate of State Pension Contributory and calculate the 

new rate. The average year-on-year monthly prices increases to the end of Quarter 1 in 

current year will determine the change in prices. 

 

Price indexation during the period was 0.88%.  This results in a rate of €250.50 – an 

increase of €2.20 per week. 

 

 

iii) If the new price-adjusted rate when (ii) is applied exceeds the rate of (i), (ii) is applied. 

 

As the price-indexed rate calculated at (ii) is higher, this is applied.  This results in a State 

Pension Contributory rate of €250.50 per week.  This equates to 35.0% of the average 

earnings figure. 

 

 

iv) If the new benchmark rate when (i) is applied exceeds the rate of (ii), (i) is applied. 

 

Does not apply. 

 

 

v) If the application of (i) or (ii) would both result in a reduction in the rate of State Pension 

Contributory, the rate remains flat. 

 

Does not apply. 
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Appendix 3:  DPER observations on DSP Note  

 

This note was prepared by officials in the Department of Public Expenditure and 

Reform in response to the note included in Appendix 2. 

 

DPER has two key issues of concern in respect of the content of the note prepared for the 

Pensions Commission on Benchmarking and Indexation (“the note”): (i) the application of 

discretion in the process and (ii) the references to an upper earnings threshold over and above 

the 34% benchmark. 

(i) Discretion  

While DPER is not opposed to building provision for discretion into the process per se, we are 

of the view that the system should be designed in such a way as to prevent an increase in 

rates in an ad hoc manner while also applying the agreed indexation increases.  The aim of 

indexation is to maintain the real value of the pension rates under an agreed and implemented 

pensions policy and allowing for ad hoc increases would undermine the purpose of indexation 

and increase expenditure. 

However, it is recognised that, in some instances, it may not be possible to increase pension 

rates in a given year given the prevailing economic circumstances and so a mechanism for not 

applying the indexation increase needs to be built in to the system.   

(ii) Upper Earnings Threshold 

It is our view that the Upper Earnings Threshold should not exceed the 34% benchmark or at 

most should not increase beyond 35%.  The note references, as an example, an upper limit of 

37% which we would not support. 

If both earnings and prices fall in any given year 

A question arises as to the approach to take if both earnings and prices fall in any given year.  

Should pension rates be reduced or remain unchanged?  The note sets out a position on this 

issue which have not yet been agreed as between DPER and DSP. 

Pensions Rate Commission 

The question of whether a Pensions Rate Commission should be established remains 

outstanding.   The position set out in the note has not yet been agreed.   
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Appendix 4:  Responses by DSP to Sub-Committee (30 April 2021)  

This note was prepared by officials in the Department of Social Protection in response to 

questions from the Sub-Committee.  

 

(i) Rationale for Benchmark  

In 1986, the Commission on Social Welfare explored a range of methods in its 

attempts to arrive at an acceptable minimum adequate income level for social 

welfare claimants, including benchmarking rates against average industrial 

earnings. This report produced a range of possible rates of payment, depending 

on the method used for assessing adequacy.   

In 1996, the ESRI was commissioned by the Department of Social Welfare to 

review the recommendations of the Commission in relation to minimum payments 

rates. The ESRI reviewed five of the methods applied by the Commission and 

also looked at the issue from a number of other perspectives. The estimates of 

minimum adequate income levels produced by the ESRI in 1996 for a single adult 

ranged from approximately 24% to 34% of gross average industrial earnings 

(GAIE).  

In 1998, the National Pensions Policy Initiative again sought to ascertain an 

acceptable benchmark for pension rates. Having considered the issues 

surrounding both adequacy and coverage, the Board considered that the best 

strategy in order to minimise the risk of poverty and provide coverage to lower 

income people in the most efficient way, was to set the target pension rate at the 

upper end of the range estimated by the ESRI. For reasons of practicality, the 

Board considered that this target should be expressed as a percentage of 

average industrial earnings and recommended the figure of 34% which was at the 

upper-end of the ESRI’s recommendations, and more ambitious than the 

Government’s stated policy intent at the time.  

In 2001, a Benchmarking and Indexation Group was established under the 

Programme for Prosperity and Fairness to examine the range of complex issues 

associated with benchmarking and indexation of Social Welfare payments. The 

majority of the group considered that a target of 27% of GAIE for the lowest 

Social Welfare payments was not an unreasonable policy objective; a minority 

favoured 30% while others considered it inappropriate to set a target given that it 
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was ultimately up to the Government to determine the level of Social Welfare 

increases from year to year.   

The group noted that traditionally, the Old Age Contributory Pension would have 

been well ahead of minimum welfare rates, and was mindful of the National 

Pensions Policy Initiative Old Age Contributory Pension target of 34% of GAIE.  

In 2006, the National Pensions Review produced a report to Minister of Social 

and Family Affairs. The Report included a review of previously agreed pension 

targets, an assessment of current coverage at the time, and discussion of the 

strategic options for meeting the agreed targets.   

The Board accepted, with a reservation from the representative of the Minister for 

Finance, that the targets remained valid. Accordingly, the Board continued to 

recommend a Social Welfare pension of 34% of GAIE.  

In 2010, the National Pensions Framework stated that the Government would 

“seek to maintain the value of the State Pension at 35% of average earnings”. At 

the time, rate of pensions relative to average earnings had been skewed by sharp 

drops in average earnings of over 4% in the previous 15 months, and increases 

of over 10% in the rate of the State pension during the same period.   

The Roadmap for Pensions Reform 2018 - 2023 committed that the 

Government would examine and develop proposals to (i) set a formal benchmark 

target of 34% of average earnings for State Pension Contributory payments; and 

(ii)  institute a process whereby future changes in pension rates of payment are 

explicitly linked to changes in consumer prices and average wages by the end of 

2018.  

In 2020, the Roadmap for Social Inclusion 2020 – 2025 noted that “Ireland is 

one of just two OECD countries that do not use a formal system of benchmarking. 

Given that welfare payment rates are now at or close to recommended 

benchmark levels it is appropriate that a process of linking welfare payment rates 

to market earnings and price movements be formally considered”.   

The Roadmap outlined a potential approach (Smoothed Earnings) that could be 

used, and committed to finalising an approach for benchmarking pension 

payments for Government decision. This approach proposes that as a default, the 
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State Pension (Contributory) be benchmarked against the average earnings 

measure using the 34% target benchmark commitment of the Roadmap for 

Pensions Reform.  

 

(ii) Why was this particular earnings measure chosen?  

A measure of Gross Average Industrial Earnings is no longer reported in Ireland. 

The CSO has advised that in the period since the 34% benchmark was first 

proposed the method it uses to calculate and report on average earnings has 

changed considerably. The concept of an ‘average industrial wage’ has now been 

replaced by a more detailed set of measures encompassing a broader range of 

occupations and includes, for example, measures for basic earnings, earnings 

including overtime, and earnings including ancillary – or irregular – payments.  

In the absence of a single measure for Gross Average Industrial Earnings the 

CSO advises that the measure now reported as average earnings (excluding 

irregular earnings and overtime) in all NACE sectors B to S (this includes 

professional and services sectors as well as ‘industrial’ sectors) is most closely 

aligned with the former concept of average industrial wages. This is evident from 

an examination of trends in the two measures in the overlap period during which 

both measures were reported (2008 – 2010). It is therefore proposed to use this 

measure as the basis for setting the benchmark rate.  

Earnings Analysis using Administrative Data Sources (EAADS) are the other 

official earnings statistics produced by the CSO. Data is currently available for 

reference years 2011-2018. This is not published quarterly (therefore it would not 

be possible to use the proposed approach of using the Q1 figure in the current 

year and the last three quarters of the previous year to calculate the average) and 

reports gross earnings only.  

The use of a base earnings benchmark excluding irregular earnings and overtime 

is also believed to be appropriate for the calculation of a base pension payment. 

– If irregular earnings and overtime were to be included in benchmark for 

calculation purposes then, to compare like with like, ancillary payments and 

benefits provided to pensioners (e.g., Household Benefits, Fuel Allowance, 
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Christmas Bonus, Free Travel, etc.) would, properly, have to be included in the 

pension payment calculation.  

State pension recipients may also receive an increase for an adult dependant, 

and those living alone receive the Living Alone Allowance and the Telephone 

Support Allowance which amount to an additional €21.50 per week.  

 (iii) Time series average weekly earnings excluding irregular earnings and  

excluding overtime earnings  

Q1 2008  €636.97  Q1 2015  €637.58  

Q2 2008  €642.97  Q2 2015  €649.78  

Q3 2008  €644.21  Q3 2015  €648.49  

Q4 2008  €662.77  Q4 2015  €654.96  

Q1 2009  €653.48  Q1 2016  €644.96  

Q2 2009  €654.63  Q2 2016  €653.24  

Q3 2009  €654.40  Q3 2016  €655.66  

Q4 2009  €667.48  Q4 2016  €659.71  

Q1 2010  €635.66  Q1 2017  €655.52  

Q2 2010  €648.02  Q2 2017  €665.72  

Q3 2010  €651.18  Q3 2017  €668.26  

Q4 2010  €648.88  Q4 2017  €672.57  

Q1 2011  €628.69  Q1 2018  €670.74  

Q2 2011  €638.84  Q2 2018  €684.38  

Q3 2011  €640.01  Q3 2018  €689.57  

Q4 2011  €644.16  Q4 2018  €697.87  

Q1 2012  €639.23  Q1 2019  €693.32  

Q2 2012  €643.25  Q2 2019  €708.46  

Q3 2012  €642.04  Q3 2019  €714.16  

Q4 2012  €640.45  Q4 2019  €722.97  

Q1 2013  €634.34  Q1 2020  €719.20  

Q2 2013  €646.72  Q2 2020  €755.21  

Q3 2013  €637.48  Q3 2020  €740.31  

Q4 2013  €641.83  Q4 2020*   €773.04  

Q1 2014  €635.88      

Q2 2014  €642.28      

Q3 2014  €632.10      

Q4 2014  €644.17      

* Preliminary  
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Appendix 5:  CSO response - Earnings data (30/04/21)  

  

In relation to earnings data, the primary measures of earnings statistics are 

published in the Earnings and Labour Costs release and the Earnings Analysis 

based on Administrative Data Sources publication.  

  

Earnings and Labour Costs release  

The Earnings and Labour Costs (ELC) release is published based on data 

collected by the Earnings, Hours and Employment Costs Survey (EHECS). The 

EHECS collects data from enterprises with three or more employees in the NACE 

Rev 2 Industrial Sectors B–S inclusive. All enterprises with 50 or more employees 

and a sample of those with 3 to 49 employees are surveyed as part of the 

EHECS each quarter.   

  

The Earnings and Labour Costs release is a quarterly release. The EHECS data 

collection period runs for the duration of a quarter. An initial cut-off of the 

collection period is made at 6 weeks. Preliminary estimates are made based on 

the data collected at this point. Estimates are updated from Preliminary to Final at 

the end of the data collection period, on the basis of additional returns received. 

Final estimates are published approximately 5 months after the reference quarter, 

for example final estimates in relation to Q4 2020 will be published by June 1st 

2021.   

  

The information collected by the EHECS from enterprises includes the number of 

persons employed at the start and end of the quarter and total wages and 

salaries, categorised by regular wages and salaries, overtime and irregular 

bonuses.   

  

Average weekly earnings is calculated as follows: Total earnings for the quarter 

divided by the average number of persons employed during the quarter divided 

by 13 (number of weeks in a quarter).  Annual earnings in the ELC annual 

release is based on aggregated earnings figures for the four quarters of the year.   

  

https://www.cso.ie/en/releasesandpublications/er/elcq/earningsandlabourcostsq32020finalq42020preliminaryestimates/
https://www.cso.ie/en/releasesandpublications/er/elcq/earningsandlabourcostsq32020finalq42020preliminaryestimates/
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Further information about the data sources and methodology for the ELC are 

available in the background notes.   

  

Earnings Analysis based on Administrative Data sources (EAADS) The 

Earnings Analysis Using Administrative Data Sources (EAADS) presents 

statistics on earnings based on administrative data sources. It presents statistics 

(Mean and Median) on weekly and annual earnings broken down by employee 

(Sex, Age, Nationality, Region of Residence) and employer (Economic Sector, 

Firm Size) characteristics. Data is currently available for reference years 2011-

2018. We are currently preparing analysis for 2019 and 2020 and expect to be in 

a position to publish this information in the coming months.  

  

The main data source used is PAYE tax data from the Revenue Commissioners. 

The EAADS is intended to be published on an annual basis.  

  

Further information about the data sources and methodology for the EAADS are 

available in the background notes of the latest publication.  

  

SILC  

While there is earnings data on the SILC datasets, it is used as a component of  

Household Income and the CSO does not publish any earnings statistics from 

SILC.  

  

LFS  

No earnings data is currently published from the LFS. Up to Q4 2020, individual 

income data is not available from the LFS but is instead available according to 

income bands. A new Regulation came into force from January 2021 which 

mandates the collection of individual gross income data on an annual basis. In 

the LFS, a person is interviewed over five successive quarters ('Waves') and the 

income will be collected in Wave 3 interviews in each quarter. This annual data 

will not be available until after the end of 2021 when all these interviews are 

combined into an annual data file.   

    

https://www.cso.ie/en/methods/surveybackgroundnotes/earningsandlabourcostsquarterly/
https://www.cso.ie/en/methods/surveybackgroundnotes/earningsandlabourcostsquarterly/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/backgroundnotes/
https://www.cso.ie/en/releasesandpublications/ep/p-eaads/earningsanalysisusingadministrativedatasources2018/backgroundnotes/


 

 

Appendix 6:  Secondary Benefits and Allowances  

  

   2021  2020  2019  2018  2017  2016  2015  2014  2013  2012  2011  2010  2009  2008  

Fuel 

Allowance - 

rate  €28.00 €24.50 €22.50 €22.50 €22.50 €22.50 €20.00 €20.00 €20.00 €20.00 €20.00 €20.00 €20.00 €20.00 

Fuel allowance 

- weeks  

 

28 

 

28 

 

28 

 

26 

 

26 

 

26 

 

26 

 

26 

 

26 

 

26 

 

32 

 

32 

 

32 

 

32 

Household  

Benefits - 

Gas/Electricity 

per month  €35.00 €35.00 €35.00 €35.00 €35.00 €35.00 €35.00 €35.00 €35.00 €37.60 €43.80 €43.80 €40.70 €45.00 

Living Alone 

Allowance - per 

week  €19.00 €14.00 €9.00 €9.00 €9.00 €9.00 €9.00 €7.70 €7.70 €7.70 €7.70 €7.70 €7.70 €7.70 

Telephone  

Support 

Allowance - per 

week  €2.50 €2.50 €2.50 €2.50 - - - - - - - - - - 

Telephone 
Allowance – 
per month  
(abolished  

2014)  
- - - - - - - - €9.50 €22.60 €26.00 €26.00 €26.00 €26.00 

Total weekly 

value  €44.65 €37.77 €31.69 €30.83 €28.33 €28.33 €27.08 €25.78 €27.97 €31.59 €36.12 €36.12 €35.40 €36.39 

  

  



 

 

Appendix 7: Indexation of State Pensions, MISSOC Comparative Tables, July 2020  

 VI. Old-age  

 Indexation  

Austria  The pension is adjusted annually and the new amount for each year set. For 2020, 
depending on the total monthly pension income (gross), the pension is increased gradually 
as follows:  
* by 3.6% up to €1,111.00  

* on a linear scale from 3.6% to 1.8% from €1,111.01 to €2,500.00  

* by 1.8% from €1,511.01 to €5,370.00  

* by a fixed amount of €94.00 above €5,370.01  

The total pension income includes pensions paid from the statutory pension insurance to 
which the person is entitled on 31 December 2019.  
Equalisation supplement reference rates (Ausgleichszulagenrichtsätze) were increased by 

3.6% in 2020.  

Belgium  An automatic pension adjustment of 2% occurs if the average Consumer Price Index varies 
by 2% in relation to the former pivot index.  
Pensions, which started 5 years ago, are increased by 2% on 1 September of each year since 
2010 by means of a structural measure.  
It should be noted that in addition to automatic indexation, there is also a mechanism in 

place for linking employees’ and self-employed people’s pensions with economic propserity; 

this involves adjusting pensions in the same way as with salaries to prevent the old age 

pension replacement rates worsening.  

Croatia  First pillar:  

Biannual adjustment is according to a variable formula which depends on the trends of 

prices and wages.  

Cyprus  * Basic Insurable Earnings (Βασικές Ασφαλιστέες Αποδοχές) increased every year in 
line with an annual survey of wages and salaries.  
* Basic Pension (Βασική Σύνταξη) is adjusted at the beginning of each year in 

accordance with the percentage increase of the Basic Insurable Earnings. Supplementary 

Pension (Συμπληρωματική Σύνταξη) is adjusted the same day,  in accordance with the 

increase of the cost of living index (in comparison of the second semesters of the last two 

years).The increase in Supplementary Pension cannot exceed the increase of Basic Pension.    

* Pensions (Basic and Supplementary Pensions) are also adjusted every July by the increase 

of the cost of living index (comparison of the first semester of that year with the second 

semester of the previous one), if the latter is at least 1%. This increase is taken into account 

when determining the increase of the pensions at the beginning of the year.  

Czech Republic  Pensions are automatically adjusted every January according to 100% of the change in the 
overall price index or pensioner’s consumer price index (whichever is higher ) and by one 
half of the increase of average real wages. Further adjustments are made when the price 
index exceeds 5%.  
The percentage amount of pensions may be further increased so that the increase in 
average pension is 2.7% if the automatic adjustment for price and wage inflation is lower. 
On 1 January 2020 pensions were further increased by CZK 151 monthly to achieve the 
legislated goal to increase the average old age pension by CZK 900 in 2020.  
Pensions are in addition adjusted automatically when the pensioner reaches the age of 85 
and 100.  
The thresholds for the Personal Assessment Base (Osobní vymerovací základ) are also 

adjusted annually according to the average wage.  



 

 

 

Denmark  Old age Pension (Folkepension):  

The adjustment rate (satsreguleringsprocenten) for Social Pensions, as well as that for the 
other transfer incomes (overførselsindkomster) is set once a year on the basis of wage 
development.  
Supplementary pension (arbejdsmarkedets tillægspension, ATP) and Compulsory pension 
scheme (Obligatorisk Pensionsordning):  
Only adjusted when sufficient funds.  

Estonia  1st pillar:  

Pensions are indexed annually on 1 April. The index depends on the increase of consumer 

prices and the increase of Social Tax (sotsiaalmaks) revenues (20/80 respectively).  

Finland  National pension (Kansaneläke) and guarantee pension (Takuueläke):  

Annually on the basis of the change in the cost-of-living index.  

Statutory earnings-related pension (Työeläke):  

Pensions are adjusted at the beginning of January each year by applying a weight of 80% to 

changes in the cost-of-living index and 20% to changes in earnings.  

France  Annual adjustment on 1 January (evolution of consumer prices, tobacco excluded).  

Annual revaluation of supplementary pensions on 1st of November (change in the average 

wage of insured persons, possibly adjusted to take account of the economic and 

demographic situation).  

Germany  The pensions are adjusted every year on 1 July of the pension on the basis of the valid new 
current pension value(aktueller Rentenwert). The current pension value is generally 
adjusted in line with the development of the gross salary and wages per employee in the 
previous calendar year (in the old federal states), with the development of gross salaries 
according to the national accounts being the relevant criterion (without compensation for 
extra expenses for recipients of unemployment benefit II (Arbeitslosengeld II) in subsidised 
community work). From 2006 the development of insurable income is also taken into 
consideration, when the relevant wage development is determined for the pension 
adjustment. Apart from the wage development taken into account for adjustment 
purposes, changes in old-age pension expenses (in particular the general pension insurance 
contribution rate) as well as the development of the ratio between pensioners and 
contributors (sustainability factor, Nachhaltigkeitsfaktor), are taken into consideration. A 
“protection clause” rules out the possibility of the pension values reducing when the 
pension is adjusted.  

Greece  From 01.01.2023 adjustment every year by joint decision of the Ministers of Economics, 
Labour and Social Affairs, based on a coefficient which will be determined by the sum of the 
change of GDP and of the change in the Consumers' Price Index of the preceding year 
divided by 2. It must not exceed the average annual change in the Consumer Price Index 
(Art. 25 par. 4a of Law 4670/2020).  
In addition, every three years, pensions are adjusted under a special law to ensure longterm 

sustainability of the social security system (Art. 25 par. 5 Law 4670/2020).  

Hungary  Annual adjustment of Old-age Pension (Öregségi nyugdíj), Benefits prior to retirement age  

(korhatár elotti ellátás) and Old age pension for women with 40 years of eligibility period 
(öregségi nyugdíj nok számára 40 év jogosultsági idovel) according to the predicted increase 
in consumer prices (inflation) in January. 2.8% increase in January 2020.  
Corrections are made in November according to the annual changes in the consumer prices 

and the net average monthly earnings.  

Ireland  No formal system of indexation in place. Pensions may be adjusted by Government as part 

of the annual budget process.  



 

 

Italy  Old age benefits are  normally adjusted automatically for inflation  according to legal 
regulation on indexation:  

  
* for monthly pensions up to €1,539.03  (equal to 3 times the minimum pension): fully 
indexed by 0.4% (official indexation rate for the year 2020);  
* for monthly pensions over €1,539.04 decreasing indexation from 0.388% to 0.160% 

inversely proportional to the monthly pension.  

Latvia  Part of pension not exceeding 50% of average social insured wage in previous year is 
adjusted on 1 October,  

  
* in accordance with the price index and 50% of the wage index for an insurance 
period of less than 30 years;  
* or the price index and 80% of the wage index for an insurance period of 45 or more 
years;  
* or the price index and 70% of the wage index for an insurance period of 40-44 years;    
* or the price index and 60% of the wage index for an insurance period of 30-39 years, as 
well as for old-age pensions awarded for work in hazardous and hard working 
conditions/particularly hazardous and hard working conditions.  
In case of politically repressed persons, persons with disabilities in group I and participants 
in the liquidation of the consequences of the Chernobyl nuclear power station accident, the 
indexation applied to all pensions, regardless of their amount.  
The supplement to the pension awarded for the insurance period until 1996 is indexed with 

the price index and 50% of percentage increase in the social insurance contribution wage 

sum.  

 

Lithuania  Starting from 1 January 2018 the values of the basic pension and the value of pension point 
used for the granting and determining social insurance pensions, will be indexed annually 
based on the average 7-year wage fund growth rate.  
The indexing coefficient (IC) is calculated on the basis of the change in the wage fund during 
the past three years, the year for which the IC is being calculated, and three prospective 
years.  
This rate is applied so long as the resulting pension costs in the current year do not exceed 
social insurance revenue and projected costs for the following year do not also exceed the 
revenue projected.  
If before indexation, the pension social insurance revenue exceeds the pension costs, the 
rate of indexation is calculated so as the costs involved do not exceed 75% of the surplus 
without indexation.  
Pensions are not indexed if the calculated rate of increase is below 1% or GDP at constant 

prices or the wage fund has declined or is projected to decline in the current year. From 

the 1st January 2020 the basic pension is €180.95, the value of the pension point is €3.81, 

and the indexation coefficient (IC) for pension point is 1.0811, the indexation coefficient 

for basic pension is 1.0994.  

Luxembourg  Indexing of pensions according to the evolution of consumer prices when the index varies by 

2.5% in relation to the figure triggering the previous adjustment. Adjustment of pensions to 

earnings level by special law.  



 

 

Malta  Persons born before 1st January 1962:  

Annual adjustments based on the highest of the cost of living increase or the increase in 
wages awarded to the present occupant of last position occupied by pensioner.  
Persons born on or after 1st January 1962:  

Annual adjustments - based 70% on the percentage increase in the National Average Wage 

and 30% on the rate of inflation.  

Poland  Annual adjustment on 1st of March of every year based on a fixed indexation rate. The 
indexation rate is understood as an average annual index of consumer goods and services in 
the preceding calendar year, increased by at least 20% of the real growth of the average 
monthly earnings in the preceding calendar year.  
In February 2020 pensions were adjusted by multiplying the benefit amount and the 

pension assessment basis by the adjustment rate which was equal to 103.56%, with a 

minimum adjustment amount of PLN 70.00 (€16) – for old-age pensions (Emerytur) and 

Bridge pensions (Emerytur pomostowych).  

Portugal  Increased once a year (other increases may also occur) taking into account the evolution of 
the Gross Domestic Product and of the Consumer Price Index (excluding housing) with 
specific favourable rules for the lowest pensions.  
Extraordinary updates of lowest pensions since 2017.  

Romania  From 1 September 2019 the Pension Point Value is RON 1,265 (€261).  

A correction coefficient of 1.41 applies to the Annual Average Scores. The correction 
coefficient is limited to a single-time application for each recipient.  
For a definition of Pension Point Value and Annual Average Score, see Table VI, "Benefits, 2.  

Calculation method, pension formula or amounts".  

Slovakia  Annual adjustment (1st January) of the “Current pension value” according to the average 
development of gross earnings (earnings in the third quarter of the previous year compared 
to the third quarter of the year preceding the previous year).  
Annual adjustment (1st January) of “Pension benefits” according to the increase of consumer 

prices of pensioners households; though by a minimum of 2% of the national average 

amount of the Old-age pension.  

Slovenia  Pensions are indexed once a year (in February) on the basis of a government decision, 

depending on the economic situation (i.e. it takes into account both the evolution of wages 

(60%) and inflation (40%)). Indexation was 3.2% in January 2020. An additional indexation is 

possible on an extraordinary basis in December 2020.  

Spain  Adjustment Index, calculated at the beginning of each year according to different factors (the 

index adjustment applied must range between 0.25% and the change in the Consumer Price 

Index + 0.50%).  

Sweden  The earnings-related old-age pension (inkomstpension) follows the average income 
development (income index), deducting the norm of 1.6 percentage points.  
Supplementary pensions (tilläggs-pension) are adjusted to the development of prices for 
those aged 65 or younger. When older than 65 the pension is related to changes in the 
average income development (income index) deducting the norm of 1.6 percentage points. 
For the guaranteed pension (garantipension), the rate of adjustment is fixed every year on 
the basis of the development of prices (Price base amount, prisbasbelopp).  
Maintenance support for the elderly (äldreförsörjningsstöd) is price-indexed.  

The Netherlands  Adjustment on 1 January and 1 July in accordance with the average development of contract 

wages.  

  



 

 

 


