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“Ireland’s over reliance on tax expenditure and tax avoidance to attract investment
undermines tax revenue, distorts markets and fails to support job creation.”
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Foreword

¢! {/ aSSl1a G2 NBRdzOS (KS KAIK fS@OSt 2F Ay
SO2y2Yed ¢KSasS 3J2rta NBIdANB dza G2 32 o O}
as a whole.

Successive years of Finance Acts have buililap and regulations that foster the type

of economy we have in Ireland, which in turn has led to high levels of economic

AySlidzZ tAdled ¢KS CAYylFyOS ! OG uwnmn AY Ylye ¢
economy before the crash. Unless we change ourenvygbroach to the annual

CAYlLYyOS 104G 6S NRal] NBLSFIAY3I YIye 2F (K¢
down.

This report is a commentary on the 2010 Act. It also sets this commentary in the

context of the wider role of successive Finance Acts inrgh#me direction that
LNBflyRQa SO2y2Ye (2 2elanck yn faeOdigtiinvest®iénNE > & )
and tax breaks.

Approaching analysis of the Finance Act in this way is necessary if there is to be an
AYF2NYSR RSOIFGS 62dzi LNBflFIYyRQa SO02y2YAO 1

TASC argues that public debate about the Finance Act has been hindered by the
intricacy of the legislation, and the cotepity of the tax system as a whole. As a result,
most coverage has focused on this or that provision, who it will affect, how much tax
we will now pay, and so on. While this type of analysis has its merits, there has been a
lack of holistic analysis.

Moreover, public debate and public understanding of the Finance Act is not helped by
the parliamentary process. Oireachtas powers to scrutinise the national budget are
very weak compared to parliaments in other countries, with very little time given to
publicrepresentatives for its scrutiny. For example, scrutiny of the legislation by the
Select Committee on Finance and the Public Service, where the Finance Bill and
amendments was examined litg-line, lasted for just 11% hours in total over three
consecutie days. While sufficient to read the text once, this limited time is hardly
realistic for the detailed scrutiny or debate of such complex and technical legislation,
andof its implications for the economy.

TASC
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While this report does not claim to be an exhaustive analysis of the Finance Act 2010,

its goal is to question the values informing the Act as well as its economic logic. The
CAYlLyOS 106G R2Sa tAGGES (2 NBLI Aeditei KS ONR1SY
G6KS FI 00 GKIFG GFE NBOSydzS TSttt o6& | GKANR Oc¢
too narrow to provide for the quality public services that people want. We clearly need

real reform of our tax system, to ensure stable, sustainable andisutfirevenue for

the StateIn addition, here is a continuing oveeliance on tax breaks and incentives

for international investment in the legislation and insufficient supports for domestic

employers.

It is not possible to eliminate inequality by signphallenging this or that section of one

8SIFNRa CAylyOS 110G LG Aa FANRG ySOSaal NB G2
goal for Ireland to pursue. Only by building public confidence and support for this

vision, is it possible to engage in rewtd-branch reform of our Budget, our finance

laws and the way we do business. For example, the Finance Act should ensure that

everyone in Ireland pays a progressive share of tax, with those who have benefitted

more from the economy paying more. The Finaikcieshould also provide incentives

for a sustainable economyoth in terms of environmentatyesponsible activity and

long-term job creation.

2S K2LS 0GKFG GKAA NBLRNIL gAff SyO2dz2N} 3S Y2NEB
guestions of values andsubn in relation to the economy, as well as the detail of how
gl tdzSa 06S02YS RSOAaAz2ya YIRS Ay SIFOK &SI NDa

If we change the overall direction of the economy, we can plan for recovery with
equality.

Paula Clancy

Director
TASC
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Chapter1: TAS# 6 O ! 1 Al UOEO 1T & OEA &ET AT AA 1

Introduction

1.1 TASC has written this report to dravider publicattention to the importance of the
annual Finance A¢b the economy and to highlight conceswith the Finance Act
2010in terms of both economic equality and economic efficiency

1.2 This bapter presentsan overview oft | { / Q& LI NAdlasaWdis oideS
Finance Act 2010. Subsequent chapters develop the evidence and arguments in more
detail. Chapter 2 explains thérfance Act in straightforward terms and highlights
weaknesses in the Oireachtas scrutiny of the legislatioK.| LJ0 SNJ o RS @St 2 L)
LISNRLISOGADS 2y SO2y2YAO SldzZtAdGed / KI LI SN
detail and the problems with the crent structure of the tax system. Chapter 5
examinessome of the problems witkax expenditure, which is suchnaajor partof
how the Finance Act shapes the ecampo Chapter éconsiderghe ways in which the
Finance Adencourage investment (especiallyréign direct investment) and
examines the measures thabuld be used to support job creation.

1.3  The annual Finance Act has a major effect on the economy. Every year the Finance Act
is like a set of signposts, directing activity in the econgrbgnefitting some areas and
disadvantagingthers.For example, different levels and types of tax provide
incentives and disincentives for economic activitymajor part othe policydecisiors
made on taxatiorrelate toW i | E S E 1iifatyisRtax brézdS c@edits, allowances
and so onwhichare often used talivert economic activity and investment into
specifiedsectorsof the economyWhile less direct thastraight Government
expenditure, thedecisions made in thEinance Act hae a powerful influence on the
behaviour of individuals and businesses in termtheir investment decisionandthe
types ofeconomic activitythat are encouraged

A new approach to the Finance Act is required

1.4  We need to reinvent our approach to the annual Finance Act if we are to achieve
recovery withequality¢ ! { / Q& FylFfeéaia 2F GKS CAylyOS !
continuesto follow the same design and type fifcal measures that exacerbated the
LI GG SNY-ad® dWa®R2¥Xy (KS LNRARAK SO2y2Yeod

15 Ireland is an economically unequal country. TASC argues that we have the means of
achieving a more egalitarian society thghuchanging the structure of our economy,
including through measures in the Finance Act (among atieang. At the same time
as generating more equalitit,is important to stress tha¢quality andeconomic
efficiency are not necessarily in conflict. Tlvayy be made complemeaty, if the right
mix of policies is adopted. For exampbelicies to foster job creation, education,

TASC%
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innovation, better public transport, better healthcare, and so on, all benefit the
economy, while alsaontributingto economic egality.

1.6 The Finance A&010 alsdails to address the instability and unsustainable nature of
LNBfFyRQa NXodr&eladeson tod fgwdniludstRes siha too few sources of
tax.

1.7 The Finance Act could be used to establish a much broader baSeaterrevenue
through a greater mix of taxes, including taxes on weal&8QT argues that ¢hBudget
and Finance Act should be guided by an annual study of economic equality (for
example, the distribution of income and wealth) and specific provisions gHuwzul
subject to a strict equality and economic efficiency audit in order to ensure that
changes in tax policy develop the economy in a sustainable way and also move it
towards equalityrather thanincreased inequality.

The Finance Act 2010

1.8 The Finance BR010 was introduced ithe Dail on 6 February and became the
Finance Act 2010 on 3 April when the President signed it.

1.9 The annual Finance Act puts into law various changes to tax policy brought in at the
previous Budget. But much lobbying also takexelbetween the Budget and the final
legislation, and governments often include things in the annual Finance Act that were
not mentioned on Budget DayAn example in the Finance Act 201&éextion 27
whichwas an amendment brought in after the Committee Finance and the Public
Service had finished scrutinising an earlier version of the Bill. Sectiext@Yded the
end date of a propertypased tax break (the Mi&hannon corridor tourism
infrastructure investment scheme) from May 2013 to May 2015.

1.10 Further lobbying occurs after the Finance Act is passed into law, as much of the detail
2F AlGa LINPOGA&AA2YA NB &aLISOATASR Ay WaSO2yRI NJ
(statutory instruments) written by different Ministers, in particular the Minisher
Finance. The detail of these final regulations can be decisive in how effective the
provisions of the Finance Act are in practi€er example, Section 149 of the Finance
Act 2010mposesa broad legal requirement on tax advisors to report tax avoidanc
schemes to Revenue. However, the likely effectiveoéskis Sectionwill only become
evident once theletailed requirements of th@rovisionare spelled outby Ministerial
regulation.

1.11 Chapter 2 explains the Finance Act in straightforward terms andigiigs weaknesses
in the Oireachtas scrutiny of the legislation.

TASC
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Key weaknesses in the Finance Act 2010

1.12

1.13

1.14

1.15

I OSYiN}Xt NRtS 2F GKS CAylryOS ! 04 Aa (2
sustainable and sufficient to provide quality public servieeent events indicate the
urgent need to restructure our tax system to achieve these ajiystBudget 2010

was almost entirely focused on expenditure gutsd hence the Finance A2010does

not make any major structural changes to tax. The extensidAdr to some public

services was probably the biggest change, which is likely to be regressive in effect.
TASC argues that the effect of the tax system as a whiode just income taxg should

be progressive; that is, those who benefit more from the ecogshould pay
proportionately more.

¢! {/Qa Ftylfeara 2F (GKS CAYylyOS ! OG wHnwmn
of the use of tax expenditure in recent decadesdersuccessive governments. The
analysis shows the inequality and economic inafficy that result from their use in
manysectors including private pensions, hotels and health care.

In particular, here continues to bever-use of taxexpenditureto attract foreign
direct investment FD) and multi-national corporationsNINC$ operaing in non
productive sectors such as financial serviegsichis an unsustainable direction for
the Irish economy that will not generate sufficigabs.

The Finance Act 2010 is part of an increasingly specialist and technical world of tax law
and tax &penditure, which in turn has fostered the growth of a domestic tax

avoidance industry, servicing both muti@tional corporations domiciled in Ireland for

tax avoidance purposes and domestic firms and fmglome individuals seeking to
YAYAYAASSHIKSAMNSGPECF E | g2ARIYyOS A& y2i
strong economy for the future. The Finance Act 2010 reinforces a culture where tax is

Y R

Ol

O2yaARSNBR (2 0SS I WodzZNRSYyQ (G2 0SS WadzZFFSNB

resources to benefitrom collective activity and provévaluable public services as an
exercise in democracy. NB f | y-iRl@rice od #Sedpenditure and tax avoidance to
attract investment underminetaxrevenue, distorts markets and fails to suppjmib
creation. Ireland needs to move towards an economy based on sustainable
development.

41 3#860 DPAOOPAAOEOA

1.16

TASC

¢! {/ Qa 2to@ikgQAloktgddhonficequality in Ireland; that is, there should be
I Y2NB Sljdzrf RAAGNAROdzIAZ2Y 2Zégulaied ddid (& Qa
market economy. Economic equality can be measured as the combined effect of

NE a

wealth, income, costs and public sendaen alLJS NEtataf Q&G Wo Sy STFAGQ TFTNR
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1.17

1.18

1.19

1.20

10

Economic equality can be measured in different ways, but it has four major
componentswealth, income, costs and services. Wealth in Ireland is highly
concentrated yetlreland has few measures to tax redistribute wealth. Ireland also
has one of the morenequal income distributions the developed worldranked 22
out of 30 OECD membem)dthe highest rate ofelativepoverty (15 per cent) of all
European members of the OEQhese measures ofdome inequalititake account of
the ameliorating effect oState payments (such as pensiandenefits) but also
illustrate thelimitationsof the social welfare systemompared to other OECD states
The issue of cossoneeds to be part of the analigsof economic inequality one
individualssystematicallyncur higher or lower costs than otheffor example,
through tax breakgs which changes their net benefit from the econor®ymilarly,
subsidised publiservicesfor example medical cards or saa housing) supplement

LIS2LX SQa 60SYySTFAOG FNRY GKS SO2y2Yé [yR OFy O2

The Finance Act is one tool that can be used to increase economic equality, through

making the tax system more progressig¢e! { / Qa | yI f & & AndeasrdsI Kt A IK G &

that continue to disproportionately benefit high earnesich as tax breaks for private
pensions At the same time,ite Finance Act 201foes havea number oimeasures

that wereflagged to limit tax avoidance. This is welcome as it reinforoes th
progressive nature of the income tax system. For exang§#etion 3 increases the
minimumrate of taxd6 WS T ¥ S Grdnk 20 Ber derit t6 8D(per cent that certain high
earners must pay if they qualify for and use certain tax relief measures.

Onenew tax was created bye Finance Act 2010, Sectiob, &hich isawindfall tax

of 80 percent on profits or gains from land, where its value increased due to planning
or zoning decisionghis is welcome becaugds clearly inequitable for someone to
make huge gainsolely dueto a zoning decision, not through any work carried out.

(

| 26 SOSNE GKAA YSIF&adaNBE KlFa ftAYAGFdGA2ya 6KSy O

recommendationsit will not give the State strategic control over laiitds likely to

represent poor value for money if the State has to buy land at rezoned prices rather

than at pre-zoningusevalues; and the proposed measure exempts sites smaller than

'y FONB 6AGK | @I fHiaRe, BbBordevBldpienis Kkelyto € Hp n Z nnn
continue,to the detriment of the environment, and owners of larger sites will have an

incentive to sukdivide them to avoid the windfall tax, which is a disincentive to larger

scale development, where this might represent better land use.

Under the heading of costthe Finance A@010 lowered VAT from 21.5 to 21 per
cent, which should reduce prices by ¥z cent per euro. However the Aadbsads
VAT to covecertain goods and services provided by the State or public bpdies
including a number of local authorigervices such as waste collection or parking.
Despite the new lower rate of VAT, the combination of the two meassiédsly to
have a regressive effeon economic equalityasthe additional costs will take
proportionately more of the inome of lowerincome households and outweigh the
general benefit of the lower VAT rate.

TASC
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Alternative economic policy

1.21

1.22

1.23

TASC

TASC argues that economic efficiency has to be measured in a way that includes the
public interest ancenvironmentalsustainability rather than being limited to narrow
concepts likeeconomic growth (GDP/GNM&t the moment in Ireland, the public
economic interest incldes the need for th&tateto have stable and sustainable
revenue and the need for solutions to the jobs crigistrong economy is needed for

job creation and to provide the money for the quality public services that people want
and have a right toin health, education and so on.

The Finance Acts are one of theémarytools available tdGovernmentto restructure

the economy and to put in place the supports and incentives for innovation, product
development and job creation in Ireland, while rolling back tax expenditure ties

fail to pass equality audits and economic efficiency audisx lawsincludingtax
expenditure that are introduced through the Finance Agirovide a framework that is
as real as the road network in terms of how it affects the economy and provides
quicker or easier access to some destinations over others.

¢! {/ Qa I yI f & aatdsoraideswiildt Giestohssedaydioghe

D 2 @S Ny duBefitle€piomic policytt is useful to consider some of the bigger

picture issues that surround the question of what direction Ireland should take in

order to secure its economic futur&he elenents of an alternative economic and
social strategy for Ireland include the requirement to ensure that the economy is
shaped and regulated to prioritise the achievement & fyublic interestin this
context,lreland needs:

e A strategy to position Irish éarprises and workforce as competitive in global and
domestic marketsacross the full range of indicators, such as education, physical
infrastructure, prices and costs, productivity and innovation, and product quality
(which hasclear implications for inwv&ing in skills in order to complete through
adding value to goods and services);

e ! AGNXGS3e G2 RSIf GAGK 020K Lzt A0 oyl G.
private indebtedness;

e I AGNXGS3e& G2 NBI LILINI A grelativerxaher BURQ& f SOSt
countries with the level of quality public services that Irish people aspicarto
order to set parameters for taxation, spending and managing national borrowing;

¢ Root and branch reform of banking, including ownership, regulation and
governance;

¢ Root and branch reform of the corporate governance of private, sstatie and
public bodies to ensure that the public interest is served in all cases;

¢ Reform of the political, institutional and legal systems (including the Oireachtas
and local governmenthiorder to ensure economic policy is scrutinised and that
decisionmakers are held to account.

11
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1.24 There is a need for an alternative vision (and a radically different Finance Act) to orient
the economy towards diverse industriiacluding productive foreigimvestment)
innovation and job creation, sufficient State revenue for quality public services, and
recovery with equality¢ ! { / Q& LISNRALISOGAGS 2y SO2y2YAO S| dz
more detail in Chapter 3.

Taxation and State revenue

1.25 Perhaps the primary function of the Finance Act is to ensure that the Statenioagih
tax revenue to fulfil its functiong.ax revenue should stable, sustainable and
sufficient to provide quality public servicd3espite the major crisis in the natidna
FAYIFyOSaz GKS CAylFyOS !' 00 wnmn R2Sa tAGGES G+
revenue.

1.26 The structure of the tax system needs to be broadly based, drawing from all sectors of
the economy, so that it can withstand recessions and global finangiabil.L NB f | Y RQ&
tax revenue fell by nearly a thild m n ® H ) irdthAeftwio-yedr yeriod from 2007 to
2009. This fall demonstratdtie tax systems vulnerabilignd over-reliance on certain
industries for example, aleast aquarter of the fall in reveue can be explainegy the
collapse in tle housing/construction industnand tax receipts from constructien
related activity are unlikely to ever recoviertheir previously high levelgigure 1
illustratesthe rise andall in tax revenue and isnnud compositionfrom 2001 to
2010 (projected)
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Figurel. Revenue (200:2010) in Millions of EuroSource: Exchequer Returns (several years), Estimates
for Public Service2010.Figures for 2009 are provisional. Figures for 2010 are Department of Finance
projections.
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The currentcompositionof taxrevenueis unsustainable anghcreasingly narrow, with

heavy reliance on income tax (37 per cent) and consumption taxes (VAT 33 per cent

and excise duty 14 per cent) projected for2040A 1 K ey ®nn 2dzi 2F S OSSN
tax revenue coming from income and consumption tasedyingthe jobs crisis is

absolutely essentiamore unemployment lowers State revenue through income tax

and consumption taxe@while increasingtate expenditure on social welfare

paymentg. At the same timemore widereachingtax reformremainsa necessitynot

an option.

A more stable tax system will require taxes on wealth, as well as income and
consumption.Taxes on wealth (such as property tax) are more stable during a
recession and need to be part of the mix in providing stable and sustainable revenue
for the StateProperty tax is common in many countries to fund local governraendt
could perform the same function here.

LNBfFYyRQa 2@0SNytt GFEE GF1S taz2z ySSRa G2 N
public services that most people watielarR Q& t S @ S frelatvétonatiorall G A 2 y
incomeis currently fluctuating due to the crisiand the subsequent fall in GDP;

howeverin 2007 itgpre-crisis stabléevel was 31.2 per cent of GPgdmpared to an

EU25 average of 39.9 per cent (Euros?i09).To provide Western European

standards of public services it would have to increase signific&alyexample,

Professor John Fitz Gerald of the ESRI has expressed a preferefeckei@ of

expenditure and revenue in the medium term equivalen#®per cent of GDRFitz

Gerald, 200915).

2S OFy |faz2 dzasS G0KS CAylLyOS 'O G2 YIF1S LN
that those who benefit more from the economy pay proportionately mm@&xamples

in 2010 include the windfall tax, discussed@® > | YR | yS¢g WR2YAOATf S
150) that requires high net worth individuajghosewhose worldwide income

SEOSSRE emYis2 GIKRSHRE WMWRIEAKNI & A& INBIFGIGSN GKI
LNAEK AyO2YS (|l E colpayal@wea 2 Fiklnyi nemmmDn A KA &
measure to ensure that high income individuals pay a substantial amount of tax is

welcome, this measure does not represent a major broadening of the tax system

because the levy only applies to the small number of individualsthistkind of

wealth, not to the broad range of highearners resident in Ireland.

The collapse in State tax revenue, thei NHzO G dzNB 2 F L NBf I yRQa Gl E
between revenueand expenditureare examinedin more detail inChapter 4

13
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The economic crisis

1.32 One majolissue ihow the Government is managing the gap between revenue and
spendingBudget 2010 was almost entirely focused on cutting spending, rather than
I RRNB&daAy3d GKS LINRPofSYa Ay (KS aGNUzOGdzZNB 2 7F |
projections for 2010 are foyearon-year expenditure to increase, while tax revenue
falls.This is clearlgnunsustainable situation.

1.33 The State has considerable power to control the level emehpositionof its income in
a way that is different from ordery households. These options include changing the
configuration of the tax system (that is, adjusting the balance of tax on income,
consumption and wealth as well as modifying the rules governing tax to increase or
reduce the amount that different groupnd sectors pay), chamg the rules
governing tax expenditure (that is, the rules for tax relief, tax creditsbtaak
schemes, etc) and changitite overall level of State revenue as a proportion of
national income. This highlights how the Financeigdatcentral part of national policy
on the economy.

134 {2YS 2F (KS ljdSairz2yad NIA&ASR o6& (GKS SEIFYAYLl G
the remit of this report, such as: What mix of policies should be adopted to close the
gap between State revenue asg@ending? How should the level of certain non
discretionary spending (such as welfare payments) be determined? Should capital
spending be reduced, held constant or increased (as a stimulus)? Any attempt to
prescribe a level of spending, taxes or borrowiragional debtg as well as a package
of different measures within these broad aggregatesill require careful, well
documented and evidenebased analysis of all the available statistical evidence and
modelling of outcomes under various assumptions aceharios.

1.35 At the same time, with the caveat that complete research and data on these topics

are not available, certain key facts can be highlighted which both illustrate the urgency

of developing responses tihe recession, jobs crisis and collapse &th{ G I G4 S Q&

finances, whilalsopointing to policy choices that fall inside the scope of future

Finance Acts:

e LNBfIyRQa (I E NBGSY dzS-yeardériod frone20@7ton dH 0 A f f A 2y
2009, a fall of nearly a third. There is a need to ensure thames is much more
stable in future and providing stable, sustainable and sufficient revenue should
remain the primary function of the Finance Act;

e Major industries whicthelped to caus¢he collapse in revenue benefitted from
largescale tax breaks andlmgr tax expenditure. Tax expenditure must not be
allowed to promote unsustainable economic activity in futuaad the use of such
measures in the Finance Act to boost economy activity must not be allowed to
dzy RSNX¥AYS G(GKS {1 d8Qa GFIE NBGBSydsST

e Thereisboth a need and scope to permanently lower the level of tax expenditure
inlrelandinordertoO2 Yy i NA o6 dzi S (2 aidloAftAaAiayda GKS {4
revenue is sufficient for public services;

TASC%
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e ¢KS aiGNHZOGdINBE 2F LNBflI yYRRERGWEE idEY 2adz8 (!
SOSNE emn Ay {dFrGS GFE NB@SydzS Aa LINR2SO
consumption taxes in 2010. The heavy reliance on these taxes needs to be
balanced by taxes on wealth (such as property tax), which are more stable during a
recession, and other taxes (including corporation tax). Even if the rate of
corporation tax is not raised, theiigscope to examine the effective rate of tax
paid by companies and to reduce tax expenditures that lessen tax take from this
area,;

e L NX f dvafdl @atake also needs to rise significantly if it is to be sufficient to
provide the quality public services that most people want (at Western European
levels).

Tax expenditure

1.36

1.37

TASC

hyS 2F ¢! {/ Qa YI22N) O2yOSNya onditex NEOSy i C
breaks, special tax reliefs and other items of tax expenditure. Not only has this made

the tax code more compleandless progressivebut it seems that much tax
expenditurewasprovided as concessions to narrow sections of the econifey.
shouldNBRdzOS LNBflyRQa NBfaKYyOK Va idzfRSENIBY &
finances, distorted markets and failed to sustain productive investment and

employment in areas includirthe hotels industry, energy efficient equipment, private

pensions and fivate health care Examples of problems caused by tax expenditures

are examined briefly below and in more detail in Chapter 5.

It is the equivalent of the State spendingpney every time it puts in place aofficial

rule or scheme that allows an indivdl or organisation to reduce the amount that

they would normally pay in personal income tax, corporation tax,tétevever, the

safeguards and accountability for the use of tax expenditure are less than those for

direct expenditureThe process for intragcing them in the Finance Acts does not fully
WLINR2FQ GKSY F3lFAyald 02YY2y yS3alaAagdS STFFSO
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1)

2)

3)

4)
5)

6)

7)

8)

9)

10)

Box1. Ten Problems with Tax Expenditure

Tax breaks are regressive (that is, they increase economic inequality). They
disproportionately benefit those with higher incomes or more resources. Tax
expenditure measures on income tax erode the progressive structure of that tax,
especially when costs can be-g#t against tax at the higher rate;

Tax breaks and other tax exgek G dzZNB  NB 4SSy | a 024&i
Government, whereas giving tax breaks is the same thing as the State spending
money. Tax foregone through tax expenditure is money lost that the State could |
spent elsewhere;

Tax breaks and other taxpenditure are effectively subsidies and can have-anti
competitive effects;

Excessive tax expenditure erode State revenue to an unsustainably low level,
The cost of tax breaks is difficult to calculate and is often underestimated;

The effectoftax 8 1 & I NB 2FGSy WRAFTAdZASRQZI ¢
people or more firms than originally intended, or are extended for longer periods
time or to new areasThis can dilute the incentivaffect while also shrinking State
revenue;

Tax brelis are sometimes given to activities that would have occurred regardless
Ad OFffSR WRSIRgSAIKGQT

Tax expenditure measures can attract unintended users or have unexpected
consequences, such as the construction of many more buildings than the ecaaon
use in the near future;

Tax expenditure rules can distor\'g markgts by shifting incentives from business go
YAYAYAAAY3I WilIE SELRadzNBQT

Decisions to extend or expand tax breaks, tax credits or other tax expenditure
including the detail of how theoperate,can sometimes be made by Ministers
without the constitutional safeguard of a Dail vote.

1.38

1.39

16

The OECEconomic Survey: Ireland 20@port showed that (for 2005) the level of tax
breaks on personal income tax in Ireland was proportionately three times the average
level of 22 other EU countries, and the level of tax breaks on corporation tax was
proportionately seven times the averaggvel of other European countrieSASC
estimated that the cost of tax expenditure on income tax and corporation tax alone
gl a eTdn ONASCRBY AY HAND

In commenting on the Budget in 2009, TASC proposed that all current and proposed
tax expenditwe should be subject to an equality audit and economic efficiency audit.
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LNBflyRQa CAYyFyOS 10Ga IyR

In addition, they should all be subject to an annual check and vote by the Oireachtas,
as they constitute a major area of public spending.

1.40 Section 1 of the Finance Act 2010 introdsi@enew requirement that the Minister for
Finance must, within three months, prepare and lay a report before the Dail giving
Gl O2ald oSySFTAG lylrtéearaa 2F GFLE SELSYRA
costs of tax foregone, and the benefiggi G SNy a 2F 2206 ONBIF A2y 2N
provision was a Labour Party amendment that the Government opposed but which
was nevertheless passed by the Dail. The requirement of abewsdtfit analysis is a
significant advance in setting controls on thetoolsnew tax expenditure created by
the Finance Act 2010 and ensuring accountability for this to the Dail. The report is due
in early July and the detail of its content will show how far it goes towards the equality
and economic efficiency audit that TASE3 proposed for all tax expenditure (existing
as well as new).

1.41 Anotherrecent initiativeisthe requestby the Minister for Financr all Ministers to
report on the effectiveness of tax reliefs granted under their respective Departments.
This initiatie builds on the recommendations of the Commission on Taxation report
2009but is notrestricted to those areas of tax expenditure where the Commission
recommended changes or alitidn. This is a useflihitiative, which the Minister
signalled would be conmgted by June and which will inform the preparation of Budget
2011(Seanad Debatevol. 201. No. 11)

Pension inequality

1.42 One of the sectors of the economy where successive Finance Acts have had the effect
of increasing inequality is the provision ofpensions. Finance legislation has added to
inequalityin the pensions systeliiny diverting State resources througaxtrelief for
private pensions. These tax breaks ddst S { G 0 S 2 @S Ndomparedtd f A 2 Y
end®o O0AfftAZ2Y &LJS ynd arPBBRI8tEd$ shdws 1BEipSr carlSf a A 2 Y
the benefit has gone to the top 20 per cent of earndtal{an et al, 2009

1.43 While the new national Pensions Framework proposes reducing tax relief for private
pensions to 33 per cent, this does not address fiilndamental equality issues fully.
TheFinance Act 2010 does little to deal with the problems with the pension system.
Section 13%®xcludes pensions fromane per cent life assurance levy introduced by
the Finance Act 2009. This was an added cost ttzgt have deterred loweincome
individuals from investing in private pensions. However, other than this chaagd
some technical reporting requiremenggthe Finance Act 2010 does not change the
current tax treatment of private pensioner the inequaliy and economic inefficiency
that result from them. This reaffirms thaurrent Government pension policy is reltan
on looselyregulated private pension provision as theeans for a replacement income
in retirement. It is quite clear that current tax treaent allowsthe top 20 per cent of
high income earners to benefit disproportionately, while the majority of people do not

TASC%
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have provision for adequatesecureretirement incomes. And, beyond the minor
change to life assurance, there are no provisione Finance Act 201that would
encourage more people to set up secure retirement funds.

1.44 TASC has been advocating pension reform for a number of years in order to eliminate
pensioner poverty in Ireland and provide a secure future for everyone, not just the
privileged few. The problems in the pension system amount to a crisis for future

generafons, if radical pension reform is not undertakén! { / Q& LISy airz2ya L32f A O

(updatedin 2010) advocates a Staked system of pension provision, including a
universal social welfare pension set at 40 per cent of gross average industrial earnings,
a new socibkinsurance (retirement) fund involving a mandatory defined benefit

scheme, limiting income tax breaks for private pensions to the standard rate of tax (20

LISNJ OSy o FyR NBRdZOAY3 (GKS SHNYyiAy3da OSAtAy3

-
Z

Reducing the tareliefi 2 G KS adGFyRIFINR NIGS 2F GFE ¢2dz R N

KSf L) Fdzy R ¢! { / Qaaad ghhBnhiRay © RimiNGirg pexdivaer
poverty.¢ | { / Qa LJ f Makidg PRrBiahdA¥dkyfall Peoglets outthese
proposals in moreletail (www.tascnet.ie).

Foreign direct investment and employment

145 1 f 1 NHS LINRPLRNIA2Y 2F LNBflIyRQa SOBy2Yeé Aa
multi-national corporationsNINQ. For examplenearlyone in tenprivate sectoljobs
(9.5 per centjn 2009was ina MNC FDlinto Ireland wagust undere mo ®T INOAft f A 2 Y
2008(CSONovember 2009)MNCs also employ large numbers of graduates and-post
graduates. Consequently, successive governments have used the Finance Acts to
ONBIGS AyOSyiA@Sa amaBydiblisGhamandy meadubeS igeGeNE ¢! { / Q&
Finance Acthave been designed to attract FRithout discriminating between
productive investment that is likely to lead to employment and spoaductive
investment, such as the activity of global financial sswi For example, an
international tax planning comparhas published a report showing how some of
these incentives merelfacilitate tax avoidancey MNCs through a hybrid corporate

ol

A0NHZOGdNB 1y26y & | W52dzf WhehtNdosc#Da 62 2 NI R¢ NJ
f20 2F OUKS WAYQ@SaadyYSyidiQ YzySeé SyGSNAy3d LNBE )

significantly benefiting the economy or society.

1.46 The State can and does distinguish between investment in manufactamihg
investment in financial services; howewhrs distinction does not necessarily
maximise the incentives for job creatidn. some cases, MNCs employ significant
numbers of graduates and pegtaduates, such as in the pharmaceutical industry. But
in other cases, the tax credits appear to simpigvidea conduit through which muki
national corporations can pass their R&D expenditure or patents earfrimgsother

countie€ AY 2NRSNJ 2 6SySTAG TNRY LNBfFyRQa lF

increase in tax revenue from the presence ofgédirms, but no significant level of
employment is generated her@nd newproducts are not bing developed in Ireland.

TASC%
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This is a longerm weakness in this strateggs the opportunity cost of incentives to
non-productive FDI is insufficient employmentgmgtunities in the economyThere is
a need to continue incentives féDIthat will create jobs, but to reduce or eliminate
incentives to FDI that do not result in significant employm&ot all FDIs ofthe
same benefit to the Irish economy and FDI should be judged Byllisocialand
economicbenefits, especially employment.

1.47 Interms of tax incentives for financial services, there is a neddYoLINE @S L NBf I y R
international reputation by strengtheng regulation and actively closing tax avoidance
schemeslreland is under international scrutiny four current, weakegulation and
the extent to whichour finance legislation encourages MNCs to move operatiorgs to
and throughg Ireland in order to avil tax.For examplein a December 2008 report to
the USCongress, Ireland is listed as one of 38 countries identified as a tax haven or
financial privacy jurisdictiolJS GAO, December 2008).

1.48 As a step towards addressing these concernsFihanceAct 2010, Section 42,
introduces rulego regulate%tansfer pricin@thab is, rules about accurately pricing the
saleor transferof goods and services between subsidiaries of the same corporation
so that tax cannot be avoided through bel@most or abovecod selling. This was in
response to international pressure for Ireland to conform to the norms of many other
EU and OECD states, whadteadyregulate this arealThe American Chamber of
Commerce in Ireland has welcomed these r{&ClI, 2010howeverit remains to be
seen how strongl enforcedand effectivethey will be.

1.49 Successive Finance Acts (and other Government pgoftyiments such as grants and
support agencies) have put in place incentives for MNCs to locate in Ireland. These
incentivesdisproportionately rely on tax expenditure, including facilitating tax
avoidance. However, Ireland is attractive for other reasons, including the English
language, membership of the EU and eurozone, quality of life and the education of its
workforce. Thesd y OSYy 1A @dSa aK2dzZ R 6S RS@Sf2LISR | YR
bid for productive foreign investment

The jobs crisis

1.50 The jobs crisis (and its effects on State tax revenue and expenditure) underpins the
importance of aligning the Finance Act, irdihg incentives for investment, with the
primary goal of boosting economic activity that will lead to increased employment.
The scale of the jobs challenge is immense, wiih400 people unemployed in the
fourth quarter of 2009 which igust under 100,00 more than one year previously
(CSOQuarterly National Household Suryayiany of the jobs losses adkle to the
collapse of the construction industry. It seems likely that the majorityesiple who
left construction will need taetrain in order to wok in different industriesas nany
of them left education early in order to work during the boom periblhless the jobs

TASC%

19



FailedDesign?

151
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crisis is tackled effectiveyKtSNBE A& | NBFf NRAR&A|l 2F LINRf2y 3SR
unemployment for many years to come.

Although many of the ways in which the Government can boost jobs involves direct
expenditure, Finance Acts can also be used to help job creation through tax policy, by
giving tax incentives to firms that maintain jobs or who invest inifiénsive

economic actiity; however the actualmeasures in thé&inance Act 2010 anenlikely

to foster the growth ofmanyjobs.While this is not its primary role as legislation, the
current economic crisis would suggest that all tools available to the Government to
boost jobcreation should be used.

One example of a potentially useful way of creating jobs through the Finance Act is the

support givenfor research and development (R&Dhe current form of these

supports is tax credits, which are in practaréented towards lage corporations,

especially MNC4&Vhile in some cases, such as the pharmaceutical and software

industries, there is significant employment of graduates and-gostiuates, irother

cases the tax credits appear to simplpvidea conduit through which mtitnhational

corporations can pass their R&D expenditure or patents earriiogs other countries

AY 2NRSNJ (2 o0SySTAG FNRBY LNBflFyRQa (GFE NBIAY!

The Finance Act 2010, Section 54 provides further tax relief for R&D, and Section 55
provides tax relief forertain royalties.The way in which the R&D tax creditork

seems unlikely tgreatly benefit small and medium indigenous firms because the
credit assumeshat firms are profitable, and hence can @#t investment against tax
liabilities. Thus,smallerfirms that arebreaking even will not be able to benefitence,
alternative supportdor R&D by smaller firms are also required.

The Finance Act 2010 refleet$sovernment economic policy that places MNCs and
FDI at the heart of the economy. It does mutlude many measures that would help
diversify the economy or support innovative indigenous enterprise. An economy
reliant on MNCs and FDI can only emerge from recession by growing exports and/or
attracting further inward investment. In the context of bolgal recession, there is

plenty of evidence that global demand and foreign investment are likely to remain
low. Hence, it is necessary for Ireland to develop its domestic economy as part of its
recovery including a more diverse, internationally traded dstit sector, as well as
investing in infrastructure and education in order to be well positioned to participate
in any global upturn.

More detailonforeign direct investment anjbb creation (in the context of the
Finance Acts provided irChapter 6
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Chapter 2: What is the Finance Act?

Finance legislation

2.1 The Government cannot impose tax without passing a law through the Oireachtas. The
Finance Bill is published by the Government soon after Budggand becomes the
Finance Act once the Oireachtasshdebated it, made any amendments and enacted
it.

2.2 Every year the nation&ludget is followed by two key pieces of legislation: the Finance
Act and the Appropriations Act, as well as other key legislation that might not be
required every year, such as $dVelfare Acts or tax consolidation legislation. The
Finance Act must be enacted witharspecified period of months afténe Budget, and
brings into effect all of the changes to tax policy proposed by the Government in the
Budget! The Appropriations ét is the law that allocates public money from the
central fund (Exchequer) to the different Government Departments. As the spending
requirements of Departments may fluctuate during the year, the Appropriations Act is
one of the last pieces of legislatipassed every year, in order to confirm the
allocation of public money among the Departmefts.

2.3 Ireland hahadFinance Acts since tHeundationof the State and most of the
provisions of every new Finance Act araendmentdo previous Acts. This makeseth
legislation hard to read for nespecialists, as one needs to refer back to earlier
legislation, and to all the other changes made to them. For example, the last time
taxation laws were formally consolidatedhat is, all the provisions written down in
one placeg was in the Taxes Consolidation Act 1997. Similarly, there is a VAT Act
covering valueadded tax.

2.4  The main purpose of the Finance Act is to introduce or remove taxes, and to change
the rules governing how taxes work. For example, the Financeafantroduce or
NEY2@S GFE ONBRAGAZ GlE Ftt2gly0OSazr Sido =+
also be introduced through the Finance Act. The EU has placed linfitateraid to
business. However, tax reliehn bepermitted where the equivalent monetary value
in directStateaid would not be.

2.5  The Finance Bill 2010 was agreed by the Cabinet and introduced in the Dail on 6
CSONHzZr NBE® LG ¢la GKSYy WNBIRQ Ay GKS 5t Af X
a large nimber of amendments to Finance Bills are typically made during committee
stage and some of these later changes can be significant. The Bill was also read in the

! Except in those cases where the Minister for Finance may have the power to introduce certain

measures, such as levies, by using a power granted by previous legislation. Regulations passed by a

Minister are called Statutory Instruments or secondary letjeaia and do not have to be approved by

the Oireachtag; although the use of these powers must be publicised.

ZLONROGE e &aLISH1AY3IsS Lzt AO Y2yAaAsSa INB Fif20GSR (2
or more of these Votes, to be used fdret purposes specified by that allocation.
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2.6

{81yl Rs odi Al R28a y2( KI@®S GKS LRSSNI G2
(which includedoth the Finance Bill and the Appropriations Bill) and can merely offer
commentary A large amount of lobbying also takes place between the Budget and the

final vote on the Finance Act.

The2010Bill became law when it wasgned bythe President on 3 Aqil. If a Finance
Billisnot passedy the DA&il the provisional arrangements in place since pinevious
Budget speech would be reversed.

The structure of the Finance Act

2.7

2.8

2.9

22

The initial Finance Bill 201@ss the draft legislation (230 pages) amdsaccompanied

by an explanatory memorandum (35 pages), which is not part of the law but is a guide
to the various sections of the Bill. The final Finance Act 2010 irsteudeimber of
changes, often substantial, compared to the initial Biénce, it is important to

compare the initial Bill witlhe final Act tosee what changed. The Finance Act has a
revised and updated explanatory memorandufine structure oftie FinanceAct2010

is shown in Box 2.

All of the above are available on the Oireachtas websitethe Department of

CAYylLyOSQa ¢6So0aAisS 06066PTAYlIYyOSPaA2PDASL | YR
In addition, the record of Déil, Seanad and Committee proceedings is available online

and can provide valuable commentary and additional information

(www.oireachtas.ie).

The initial Finance Bill had a total of 155 Sections underneath the structure shown
Box 2. The final Finance Act has S&ftionplusfour Schedules, which resulted from
amendments made as the legislation passed through the GitaacSections relate to
specific provisions. Most Sections have detailedsettions, suksubsections, and so
on, in order to provide exact legal language for the provisions or amendments that
they introduce. The explanatory memorandum is very usefuhiderstanding what

the Sections are for, although many of them are amendments and require prior
knowledge of earlier Finance Acts and other earlier legislation, such as the Taxes
Consolidation Act 1997 or the VAT Actsrt&in tax credits or tax breadclemes are
informally named after the Section in legislation that enacted them. To illustrate the
cumulative complexity in tax law, the Taxes Consolidation Act 1997 has 1,104 Sections,
comes to more than 700,000 words, and is further amended by the 12 géars
Finance Acts subsequent to it.

TASC
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Box2. The Structure of the Finance Act 2010

Part 1:CostBenefit Analysis of Tax Expenditures

Part 2:Income Levy, Income Tax, Corporation Tax and Capital Gains Tax
Chapter 1: Interpretation

Chapter 2: Income Levy

Chapter 3: Income Tax

Chapter 4: Income Tax, Corporation Tax and Capital Gains Tax
Chapter 5: Corporation Tax

Chapter 6: Capital Gains Tax

Part3: Customs and Excise

Chapter 1: Mineral Oil Tax Carbon Charge

Chapter 2: Natural Gas Carbon Tax

Chapter 3Solid Fuel Carbon Tax

Chapter 4: Miscellaneous

Part4: ValueAdded Tax

Part5: Stamp Duties

Part6: Capital Acquisitionfax

Part7: Miscellaneous

Schedule 1: Rates of Solid Fuel Carbon Tax

Schedule 2: Consequential Amendment of Valaieled Tax Act 1972
Sdedule 3: Preconsolidation amendments and repealaft 4

Schedule 4: Miscellaneous Technical Amendments in Relation to Tax

Oireachtas scrutiny of the Finance Bill

2.10 The Dadil is the main forum where the Finance Bill is egattiscussedand where
changes (amendments to the legislation) can be proposed. As noted above, the
{SFYFTR KFa | Y2NB NBAGNAOGSR NRfS Ay aONMzi
Constitution defines money bills as laws that raise or dispense public nfoney.

% Article 20.1 18A Money Bill means a Bill which contains only provisions dealing with all or any of the
following matters, namely, the imposition, repeal, remission, alteration or regulation of taxation; the
imposition for the payment of debt or other financial purposes of charges on public moneys or the
variation or repeal of any such charges; supply; the appropriation, receipt, custody, issue or audit of
accounts of public money; the raising or guarantee oflaay or the repayment thereof; matters
subordnate and incidental to these ntt@rs or any of theng
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2.11

2.12

2.13

2.14

¢KS hANBIOKGFEQa LRoSNE (2 aONMziAyAasS GKS

Ireland is nearly last (joir28th out of 30) among membestates of the OECD for the
short amount of time that parliament gets to debate the national budget. Canada
providesa similarlyshorttime and only the UK Parliament has less time to disitsiss
budget(Sustainable Government Indicatofs).

The Dail votes on the amount of time that is to be given to discuss different sections of
the Finance Bill, but because thidbissimple majority, the Government has effective
control. Discussion of the Bill, especially at committee stage, can be abruptly ended by
Governmentthroughas®l f f SR WIdzZAf f 20 Ay SQT sKSNBo&
time and moves to a vote on the iss Members may not have a lot of time to

consider the implications of amendments, which can sometimes involve major
changes. For examplehen the Select Committee on Finance and the Public Service
examinedthe 23Gpage Finance Bill liAay-line, the avdiable timeallowedby
Governmentwas limited to 11% hours total, over three consecutive days, #8th

pages oproposed amendments published a few days in advance of the meeting

While sufficient to read over the text once, this limited time is hardljiséa for the
detailed scrutiny or debate of suchmoplex and technical legislation, anlits

implications for the economy.

Substantive changes can also be introduced by Governmiean the legislation is at

an advanced stagevhich reduces théevel ofscrutinyreceived bythese measures.

For exampleSection 27which extended the end date of a propeiiyased tax break

(the Mid-Shannon corridor tourism infrastructure investment scheme) from May 2013
to May 2015, was introduced after the Sel€@ammittee on Finance and the Public
Service had examined the legislation. In previous years, other major amendments such
as tax breaks for private hospitals were introduced at a late stage in proceedings.

An unfortunate constraint on the DAil is that mearb of the Opposition (and

Government backbench TDs) cannot make proposals that would spend public money
or raise taxes. This is set down in the rules of the Didikse rules stem frombut,

crucially, als@xpandc the Constitutional requirement thatdrbids the DAil to vote on

a resolution or enact a law that would raise or cost public money, unless the Taoiseach
signs off in advanc&The problem this creates for the citizen is that there is artificiality
about amendments thaDpposition oBackbenchTDs may make to the Finance Bill, as
TDs are forbidden from proposing amendments to suggest alternative ways of

4 http://mwww.sgi-network.org/index.php?page=indicator_quant&indicator=M14 14
®Standing Orders 200mp Mm®m &! . Aff GKAOK Aymed éterdpublick S |+ LILINE LINR +
moneys, other than incidental expenses, shall not be initiated by any member, save a member of the
D2OBSNYYSyG(oé

Standing Orders 200Mp Mm®o0 G!y | YSYRYSy G G2 | . Aff 6KAOK O2dzZ R K|
increasing a charge upon thevenue may not be moved by any member, save a member of the
D2OSNYYSyd 2NJ aAyArAadSNI 2F {GF dSo¢

iKS

S NIAOES MTOH a5t Af ; ANBLYyYy akKlff y2d LI} aa lye @208

appropriation of revenue or other public moneys unlelse purpose of the appropriation shall have

0SSy NBO2YYSYRSR (G2 5tAf ; ANBlIyyYy o6& | YSaal3isS TNRY
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increasing revenue. From the point of view of evidebesed policynaking and open
government, there is a need for reform in this area to allomore complete
exchange of views by TDs in relation to money bills.

2.15 In the current situationcertainmajor items are also effectively removed from

Iy R

hANBFOKGlI & aONXziAyeés &dzOK & az2vy$S GFE SELIS

billion in 2009). Although the Dail must vote to allow tax breaks in finance legislation,
Ministers are often given the power in legislation to extend tax breaks, tax credits and
other forms of tax expenditure without reference to the Oireachtas. As tax
expenditure is the funabnal equivalent of the Government spending money, the
extension of tax breaks, reliefs, etc. by ministerial regulation effectivelyasges the
constitutional safeguard that the D&il must approve taxes and the use of public
money.

"TASC analysis based on data from OE@Domics Surveyiseland 200%nd correspondence with the
OECD (See TA®Xecember 2009).
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Chapter 3: Economic Equality

3.1

3.2

3.3

¢! {/Qa LINAYINE O2yOSNYy ia S$02y2YAO SlddtAadeo

be more equally distributed including income, wealth and services. This is not to say
that markets do not have an important role to play, where tiseyve the public

interest. Likewise, work and entrepreneurship should be rewarded. But both markets
and excessive individual remuneration should be regulated as part of a social market
economy.

There is an element of give and takeeireryFinanceAct S me peopleor sectors may
pay more tax or lose eligibility for certain tedief due to one provision, but the same
peopleor sectors might pay less tax or gain eligibiiitytax relieffrom another
provision. Hence, it is necessary to look at the sum effect of measagagell ashe
cumulative effect oFinance Actsver several yeardn somecases imay not be
possible to easily quantify the full effeaf the provisionsneverthekss certain
observations can be made from the perspective of economic equalitgC argues
that the sum effect of the entire tax systeshould overall beprogressive; that is,
those who have benefitted more should pay proportionately more.

The key quesons in determining economic equality are:

e What is the distribution of wealth?

e What is the distribution of income?

e To what extent do any sectors incur significantly higher or lower costs than
others?

e To what extent do public services supplement income?

The central questiorhereis how are the above four factors affected by tax poding
other changes introduced through the annual Finance Act

Distribution of resources

3.4

3.5

26

Weakly regulated economic activityill result in the accumulation aficreasing

amount ofwealth in the hands of a relatively small number of individuals and firms.
This fact is not seriously disputed, although there is disagreement about the level of
benefit that will accrue to the rest of the population from improvements in technology
or overall economic growth. One of the purposes of taxation in a democracy is to
counteract theinequality caused byntrammelled economic activity and ensure the
endresut maximises the public interest, which includes redistributing a proportion of
profits.

Part of the public interest is to encourage innovation, investment and a degree of risk
taking by entrepreneurs in the economy. Financial rewamh&swaythis activity is
encouraged. However, beyond that level of reward which serves the public ihteres

TASC%
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democratic stateshouldprogressively redistribute resources. It is important to note
that the redistribution of resources does not solely require equal distribution of
incomes. Much of what the State doegasprovide equivalent resources, such as
health, education and housing, which substitute for cash incoamesensure that
most people hava broadly equal quality of lifeTASC argues thah & progressive
economy the overalldistribution of resources shouldlsobe broadlyequal, while still
rewarding work and enterprise.

Progressive taxation

3.6 There are four criteria for a progressive tax system. There is broad agreement about
the first two criteria, which is that sources of tax revenue should be stable and
sustainable. In addition, TASC argues that taxation must be sufficient to allow the
Stateto providequality2 ¥ LJdzof A O aSNIBAOS&a® ¢KAA 3I2Ff A&
strategydesignedo attract investment. Finalljthe tax system as a whole should be
progressive, in the sense thtitose who have benefited more from the economic
system¢ for example, through gaining more wealth and/or higher incommebkould
pay proportionately more than those who have benefitted less.

3.7 To elaborate on théastpoint, it is only by looking at the combined effect of all taxes
and public expenditureys LJS2 L SQa f S@St 27T thhoReaS FAGQ TN
judge whether or not the whole system is progressitate spending on education,
health, housing and other areas (as well as by providing incomes through pensions and
other social welfare paynmas) can supplement the economic benefit that individuals
gain from the economy as a whole, and hence represent both the value and the
redistributive effects of public spending.

3.8  Analyss of public expenditure need to be made at the level of differentadagbups,
as somepeoplebenefit less than others from public services and other State
expenditure.The question of whether State expenditure is itself progressive in terms
of the result for beneficiaries goes beyond what can be examined here in retation
the Finance Act, but it is important tmentionthe role of public services in completing
the picture of what is meant by a progressive economy.

3.9 In terms of taxationthe current Irishincometax system can be described as
progressive because people on the lowest incomes have sufficient credits that they do
not pay income tax, whereas those with higher incomes pay tax at the standard rate of
20 per cent and (if they earn enough) the higher ratd biper centThis is
progressiveas those earning more pay proportionately more. Howeagprogressive
income taxsystem should not beonfusedwith the whole tax system.

3.10 Manyother parts of the tax systerare not progressive. Consumption &xsuch a
VAT, take proportionately more of the incomes of lower income groups, precisely

TASC%
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3.11

because they spend all or most of their incomes, whereas higher income groups can
save money (and defer or avoid consumption tdXjis is a regressive aspect of the
currentstructure of the tax system.

Alsothe income tax systeritselfis made less progressive because many higher

earners can benefit from tax breaks of various kinds that allow them to pay less tax.

Hence, while those with higher incomes may continue to payenito absolute terms,

they maypay less as a proportion of their income relativahie extent to which they

have benefited from the economy. For example, until the Finance Act 2010, the

minimum rate of effective tax payable by high earning individualsgusertain tax

relief schemes was 20 per ceRevenue statistics for 2008 show that earners on
emMnnInnn gSNB LI &8Ay3a I NRtinf Rosepeopleld NI OSy i Ay
AyO2YSa 02@S enwpnznnns (2 6K2Y (GKS wn LISN
paying lessWhile the Finance Act 201itroduced measures taaise the level of

Wffective taxIor higher earners using certain tax break schemoe30 per cent

(Section 23)the tax advisory industry has been quick to advertise ways of avoiding the

full effect of these measures through schemes not listed under the rules for this

minimum level of effective taxtlence, some high earneseem likely tgpay less

income tax as a proportion of their income than some peopleatativelylower

incomes.

Wealth

3.12

3.13

3.14

28

The State does not provide official statistics on the distribution of wealttich is a
major deficiencythat limits the analysis of lonagerm distributional trends within the
economy.In comparison, the analysis of such data is a standard part of thesbudg
process in other countries, such as NorwB&SGrguesthat an analysis of the
distribution of wealth should be carried out routinely by the Staerrently as a
resultof the lack of official dataresearch has to rely on irregular surveys from
different sources.

The best estimate is that the distribution of wealth in Ireland is concentrated in a
similar way to wealth in the UlGiven the similarity of the Irish and UK econoniiea
number of respectsthis assumption appears to be reasonalgigen that data on
income distribution shows similar patterns in Ireland and the UK, comparetbte
egalitarian EU countries; but with less of a gap compared to the USA.

The Bank of IrelantlVealth of the Nation 200 port relies on the assumption that

wealth ownership in Ireland closely mirrors the Bésed on this assumptiagn(i K S (2 LJ

1% of the population holds 20% of the wealth, the top 2% holds 30% and the top 5%

K2f Raovyiazik ¢ Ay Of dzZRAYy 3 LIS2 L)X S FiguredeBhdwg | NBE NB & A RSY
graphicdly the structure of wealth described by the Bank of Ireland report.
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3.15 Thevalueofassetalrelandg & SaGA Yl SR ini28056 & Nd Tedpicp no AGEALE Af
excluding residential propertylthough the value of these assets rose in 22007, a
recent Gedbody report (October 200®stimates that housing assets in 2010 will be
nearly a quarter less than 200&vels however financial assets will lmeer a sixth 16
per cen) higher in value in 2010 compared to 20@&hough the value of assetsas
changed the basicstructure of the distribution of wealth is unlikely to be significantly
changed.
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Top 1% Next 1% Next 3% Top5%  Remainder
(combined)

Figure2. TheEstimatedDistribution of Wealth in Ireland

3.16 While the distribution of wealth is highly concentrated in many countilietand is
unusual in the EU or OECD in having very little taxatioh ynR A @WeRlitizsuthia®
property or financial assets. The Finaa2010does not introduce any systerna
taxaion of wealth

Windfall tax

3.17 TheFinance Ac201Q Section 3, extends a windfall tax of 80 per cent to profits or
gains from disposing of langhere its value has increased due to a planning or zoning
decision. This can be seen as an attempt to implement something like the
recommendation of thed973Kenny Report, which was to allow local authorities to
acquire land (for rezoning) at existingevalueplus 25 per centThewindfall tax
provisionis welcomeas it is obviously not in the public interest for land owners to
make hugegairs simply due to the rezoning of land.
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3.18 Onecriticism of the Section2provision is the exemption for sites lefssthanone
FONB YR gAGK | @lItdzS 2F tSaa GKIYy ewpnInnnd
run counter to coherent planning argkems likely t@llow ribborrdevelopment to
continue, which in turn leads to oweeliance on private transport, increes costs for
0KS LINP@GAAARZY 2F o0F&aA0O aSNBAOSa ot A1S & GSNJI ;
natural landscape. It will also permit owners of larger sites tediutole them in order
to avoid the windfall tax, which is a disincentive to largeale development, where
this might represent better land use.

3.19 A second criticism is that this provision fails to providestoategic land use by the
State in planningublicfacilities. hieY Sy y & wSLE2 NI Qa NBO2YYSYyRIGA2Y
transferred lando local authority ownershifpefore it was rezonedandthusgiven
the State an opportunity to acquire strategic land for services such as bus lanes, local
clinics, post officegsommunity centrespublic green areas, playgrounds, gbefore
selling the restt zoned pricesUnderSection 25if the State were to buy land (at
market prices, based on thieflated price created by zoning) it would recoup 80 per
cent of those earnings through the windfall tax. However, there is no guarantee that
the land ownerill agree to sell to the State, which will have to compete against other
bidders.

3.20 Iflandprice increasedue to rezoningare over6.25 times the price of agricultural
land, then the new provision will represent less value for public moten the Kenny
Recommendatiomf usevalueplus 25 per cent This seems likelp occur, for
examplea 2009 land survey found thaté average price paid fagriculturalland
g1 & € mn XFhe ldsk Fa®red JourndMarch2010) Data on developnre
land prices is not systematically availaliiewever anecdotal evidence includes a
RSOSt2LIVYSYylG aAGS Ay 2FGSNF2NR FT2peakefmnnznnn L
€ T n n fhe/Property Valug010),F aAdS Ay ¢NI}tSS &a2tR F2NJ 20S
ayR I &aA0S Ay [2dzi K F2NJ e n nTh&Property Vdbedd | ONB > R?2
2009).Even these lower prices are well above @igtesagricultural land pricesA
cursory look at asking prices for sit®und the countralso confirms the expectation
that they areoften more than 6.25 times agricultural lamdlues(see for example,
DAFT.ip

3.21 The windfall tax is a good exammka measure that allows ue consider the basis of
reasonable profit and tax. Under the Kenny recommendation, landowneusdwgain
a 25 per cent profit (above currensevalue from simply owning land that was
rezoned. Under Section 25, the amount of profit may be much higher, which begs the
question of what is a reasonable level of profit for someone who owns an asset, the
value of which is changed dramatically by a political planning decision. In particular,

®Kenny formulation: currentus@ | f dz§ o6&l & emnznnn LISNJ F ONBO LX dzda& wp LIS
2F emMHZpnn LISNI | ONBo® 2AyRFIEE GFEEY {dGF3S LI &a YIFNYSG
recoups 80 per centthroughtheAwy R¥FF t t G E o6epnZnnn LISNI I ONBUOsI 6KAOK f
acre. Hence, market prices below 6.25 times existinguadge represent better value for public money,

whereas those above 6.25 times wgalue represent worse value for public money
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what is a reasonable maximum level of public money for the State to pay to a
landowner (aboveaisevalué) in order to acquire land for public facilities?

Income

3.22 Interms of distribution of income, Ireland remains one of the more unequal societies
in the developed world, ranking 22 out of Bembess of theOECD.Ireland also has
the highestrelative poverty rate (15 percent) out of all European members of the
OECD, rd the highest increase ielative poverty (4.4 percent) out of all OECD
members in the laseOyears™ In other words, whileverageincomes may have risen
across the board, higher incomes rose faster than lower incantiess the gap
widened.

3.23 Rising isomes did lead to a reduction in consistent poverty and other measures of
deprivation during the boom period. However, the abdaets suggest thaturing the
sustained period of economic growth from the 1990s to the-2080s, the economyg
and the rolethat taxation played in it was not sufficiently progressivte prevent this
gap from wideningdespite having some progressive features (such as the higher rate
of income tax for high earners).

3.24 ltis also salient to note thahas the absolute value of incomes increase, the
percentage gap between high and low incomes equatesgreaterincrease in the
purchasing power difference between income brack&w: examplethere is the
alFYS LISNOSydalr3aS 3k L) o Sias 5SS seSHSw> nenonn 3 nynkn
but in the second case, the purchasing power of the higher income individual is more.
Hence calculation of the distribution of income has to include purchasing power as
well as relative income levels.

Costs

3.25 The issue of casis an important and sometimes overlooked componeheconomic
equality. The question is whether any sectors of the economy or sections of society
incur significantly higher or lower costs for goods and services. In particular, the
guestionhereiswhether this is due to State action or inaction. The two major aspects

% Ireland ranks 22 out of 30 based omi@o-efficient. This ranking is generally close to the results of

different statistical measures of income equality. OECD members, in order of income equality, are:
Denmark, Sweden, Luxembourg, Austria, Czech Iitiep&®lovak Republic, Finland, Netherlands,

Belgium, Switzerland, Norway, Iceland, France, Hungary, Germany, Australia, Korea, Canada, Spain,
Japan, Greece, Ireland, New Zealand, United Kingdom, Italy, Poland, United States, Portugal, Turkey and
aSEADRIPAdNB E 2F Ly ORCDFactBydk Rodshwiv.soiiréeecdioyf/factbook>. In

January 2010, Chile become the'3iember of the OECD.

Yyt 2SN e wl (Sa OBCRFatt B&S20aR@w. sburcedidd.ordy/fdctbook> See also,

TASC (2009)he H.E.A.P. CharHierarchy of Earnings, Attributes and Privilege Analysis
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of the Finance Act 2010 that affect costs are tax breaks or allowances, and
consumption taxes.

3.26 Tax breaks which only some sectors of the economy can benefit from, for whatever
reason reinforceeconomic inequalitylf one can claim expenses against future tax
one would otherwise pay, then the cost is much reduced compared to those who
cannot avail of the tax relieFor exampletax breaks to hotel developers since 1994
allowed 100 pecent of the construction cost to be claimed as a capital allowance
against future taxover a period of seven yeatdowever, investors in types of
buildings not covered by a tax break scheme had to bear the full cost.

3.27 Conversely, some sections of sociggpecially marginalised groups, may
systematically incur higher costs. For example, geographical locatiack of
broadbandinternet accessnay limit the options of some groups in terms of accessing
alternative goods and servisdo whatare availablelocally.

Consumption taxes

3.28 Consumption taxes are tagon the purchase of goods and services. The main one is
valueadded tax (VAT). Other examples include exaiskcarbon tax. Consumption
taxesaffect different incomegroupsdifferently. For examplelpwer income
households pay proportionately more of their income on VAT than higher income
households. This is because lower income groups typically spend all or most of their
income on goods and services, whereas higher income groups can defer or avoid
consumption tax by saving or investing surplus incofk®a result, consumption taxes
like VAT have a regressive effect on the tax systéen viewedas a whole.

3.29 Twosigiificantchanges to VAT in the Finanket2010are Section 21, whichgives
effect to the decision announcedd the Budget to reduce VAT from 21.5 per cent to 21
per cent andvarious sectionsvhichextend VAT to certain goods and services
provided by the State or public bodies. In particular, this will add VAT to waste
collection, parking and other local authority charges, which do not currently include
VAT. In this respedhe Finance Act 20lilnplements European Council diteve
2006/112/EC of 28 November 2006 (which Ireland agreed to at an EU level) relating to
i KS cBrhn@rsystem of valuadded tax.

3.30 Other changes to consumption taxes include ifteoduction of carbon tags
(Sections 6487), the lowering of excise on alcoh{fection 88and the decision to
rescind theone per cent life assurance lewgtroduced inthe Finance Act 200@r
certainproducts such as private pensions
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Public Services

3.31

3.32

Public services, in some cases, provide households with resources that counter

balance inequalities in income or wealth. For example, social housing provided by a

localalzi K2 NAG& Aa LINPOARSR Fd fSaa GKIY YIFN]S
INBE fAY1SR RANBOGEeE (2 K2dzaSK2f RaQ AyoO2YSa
households provide access to GP services and prescription drugsftharge or at

reduced cost to recipients.

While directly affected by the Budget, this aspect of economic equality is not generally
affected by the Finance Act. Funding for public services ultimatelysftem the

voted expenditure allocated to each Government Departm@éihiese are published as

the Estimates for Public Services (and later in the year as Revised Estimates for Public
Services and occasionally Supplementary Estimates for Public Services). The voted
expenditure is confirmed through the Appropriation Act, whihypically one of the

last pieces of legislation to be passed annually. It is important to mentiobh¢suse

the Appropriation Act goes hard-hand with the Finance Act and provides both

context and substantive measures that are relevant to any tbsalysis of

economic equality.

Monitoring the distribution of resources

3.33

TASC

Unlike other countries, such as Norway, which include studies of the distribution of
income andwvealth in their annual budgets, the IristuBget and Finance Act do not
appear to pay much attention to how they change the balance between income,
wealth, costsandpublic serviceg which means thathe significandistributional
effectsof some provisions areot being taken into accountt is a basic requirement
for any attempt to increase equality that such data be gathered in a routine and
systematic manner to allow these effects to be monitored over time, and for the
effects of each Budget and Finance Act to be judged on how theygehhn
distribution of resources in society.
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Chapter 4: Tax Revenue and Expenditure

4.1  One of the main purposes of the Finance Acts is to ensure the State has stable
sustainableand sufficienh y 02 YS® LNBf I yRQa Gl E NB@SydzsS 41 &
collapsed. One of the main factors contributing to this collapse was the narrow base
upon which tax was gathered: the Government was highly reliant upon VAT and Stamp
Dutygenerated by the construction industry and housing sales, along with receipts
from both the banking and other financial sectof$ese sectors of the economy were
reliant in turn on unsustainable levels of borrowing from financial institutions.

State Revenue

4.2 Every country relies on a different mix of taxes, taking money from differenteeur
and at different rates. The relationship between tax types, tax rates and the amount of
tax gathered is not alwaydearcut. Neverthelessfrigure3 illustrates theresult and
shows therelative importance of different sources of taxterms of the amunt of
revenuegatheredfrom 2001 to 2010.

€50,000
n
c
2 €45,000 .
=
€40,000 Other
€35,000 Corporation Tax
€30,000 - Capital Acquisitions Ta
‘ m Income Tax
€25,000 -

m Capital Gains Ta
€20,000 - .

m Excise Duty
€15,000 + m Customs
€10,000 - | m Stamps

€5,000 - = Value Added Ta
€0 -
2001200220032004200520062007200820092010

Figure3. Revenue (200:2010) in Millions of Eur¢gSame as Figure dbove|

Source: Exchequer Returns (several years), Estimates for Public Servicésq20#6 for 2009 are
provisional. Figures for 2010 are fi2etment of Finance projections

4.3 The main feature of tax revenue in this period is the huge growth from 2001 to 2007,
followed by its collapse from 2008, and especially in 2009 and 2010, where tax
receiptsare projectR 12 06S emn O0AfftA2Y YR emp O0AffAZY

A 2 4 A 9~

t N2P2SOGSR GUFE NBOSydzS Ay wamn A& 2yf& en O0Aff
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that the structure of the tax system did not provide a stable source of revenue for the
State.

The increassg role of VAT and Stanfiputy payments from 2001 to 2007 was the other

major feature of the structure of the tax system. Combined, these two taxes

accounted for a third (33 per cent) of tax revenue in 2001, but this ros8 peBcent

during the period R05-2007, before falling to 35 percent in 2009. In monetary terms,

VAT andStamp Dutyg SNBE e mT @1 0AffA2Y AY HAnT | YR €mMmI
F OO02dzy i SR FT2NJ emndp 0OAf f A BEmplDytfeccaumted @17 06 A f
F2NJ € 0o DR OeAst dddh 20/A fIf A2y 0 ® ¢KI G NBLINBaSyidha |
GKAOK ! ¢ | 002 dzy BtampDatwIOO@ dzay/ (10 FR2MNA 2 yi Ploy R A

A significant part of the fall in VAT aBtamp Dutycan be explained by the collapse in
the unsustainable construction and housing markets, which were major contributors
to VAT and Stamputytax receipts.Thefall of economic activityn this sectoiis also
strikingly illustratedby thedisintegration ofcapital gainstax (CGT)CGTrepresented
sevenper cent ofStatetax revenue at its height in 2007, but is projected to provide
onlyone per cent of revenue three years later in 201i0seems clear thatte
Government hd become highly reliant on the camnsction sector of the economy for
too large a portion of revenue.

Tax revenue was further eroded by the crisis in the banking and financial sectors, and

in turn exacerbated by the international financial crisis and global recession. This is

reflected inpart in the decline in Corporation Tax, which fell from 14 per cent of all tax
NBOSydzS 6ecdn o0AffA2Yy 0 AY HnAsprojgckdtmH  LISNI O
provide onlyl0 per cenbf revenued € 0 ®H in®2@10.f A 2 y 0

¢CKS [[dzSaiA2NBT AKSHIREINHDHOGaAeaGSY Aa AYLRN
sources of tathat the State relies onThe changing structure of taxation is illustrated

in Figured, which comparsrevenue in 200lnd 200Awvith projected revenue for

2010.
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4.8
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Figure4. The structure of the tax system in 20@hd 2007compared with the projections for 2010

Source: Exchequer Returns (several years), Estimates for Public Services 2010.

Recentd 8 Odza aA 2y 2F (I E NB T 2NavEeQ ténded & fotust
on income taxchanges (in rates or bandsjther thanchanging the overall structure of
the tax system by addingther forms of taxsuch as various forms of wealth tax
Possiblevealth taxes include tax on property (such as hoggitaxes on financial
assets and tax on cash savings.can be seen, income tax wgaandis likely to
continue to beg amajor source of State revenue. HoweVeAT is nearly as important
a source of revenue as income taxd both exise andcorporation tax arealsomajor
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sources of revenueéddditionally, within each of theseategoriesf tax, it isessential
to ask which people or sectors pay proportionately more or less.

4.9 One of the trends witim the fall in revenue from 2007 to 2010 is that the
proportionately greater fall in other sources of tax revenue in the tax system has
shifted a greaterelianceby the State orincome tax to provide forevenue The
proportion of tax fromincome tax rose from 29 peent in 2007 to a projected Joer
centof all tax revenue in 2010.

4.10 On the one hand, this simply shows that income tax is a more stable form of tax than
Samp Duty, VAT receipt®r capital gainstax On the other handdependenceon
income taxisa majorconcern becausevith falling incomes ahjob loss, less people
are in a position to pay income tafor example, although it will provide a larger
LINB L2 NGAZ2Y 2F GFEX NB@GSydzS TNRBY AyO2YS Gl E
R2g6y TFTNBY € mo d@cK So AFEl{f Af 2 y2 Fhefuaddamtiis®obrdeA 2y Ay |
between 2007 and 2010 can be explained by the large increase in unemployment,
along with pay cuts reducing revenue from this tax.

4.11 The reduction of revenue from income taXusther evidence of the importance of
maintaininganctread A y3 22064 G2 NI O2@t8sNbniext,Suts{ind I § SQ4&
public spending and wages are not only deflationary in the economy as a whole, but
they inevitably shrink State revenue through taxation as people are earning less and
consuming less.

The structure of taxation in Ireland

4.12 The structure of taxation in Ireland is different from many other countries in three
major respects. Firstlyaxation inlreland is highly centralised, with almost all revenue
being raised centrally and allocations being made subsequently from central
Governmentto localauthorities(exceptions include motor tax and commercial rates
which are levied locallyJn most othercountries local government has more revenue
raising powers as well as responsibility for public spending in major areas, sometimes
includingaspects ohealth, educatiorandsocial welfare.

413 ¢KS a4SO2yYyR RAFTFSNBYOS 0SSl Scptriesiket  yRQa Gt
absence of angignificanttax on housing or property. In many countries, this provides
a major portion of funding for local government. Property tax is also less vulnerable to
economic cycles (that is, it is less likely to fall as mucimga recession or to grow
during a boom period). The instability of State revenue during recent years is clear
evidence that more stable sources of revenue are required in the tax system. The
Commission on Taxation Report 2009 recommended the introducti@m annual
LINE LISNII @ GFEE 2y NBAARSY(GALf K2dzAaAy3ad ! ewun
recently placed on second or subsequent housing units.
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4.14 The third difference is that Ireland has a much higher level of tax expenditure
averagethan most otherEU countries, a point which is examined in much more detail
in Chapter 5

The extent of taxation in Ireland

415 LNBflFyRQa (GIE NB@GSydzS KFa F2NJ I ydzyoSN) 2F &8§
income (as measured by GDP or GNP) compared to other EUiesntrL NSt | Yy RQa  S@S
of taxation relative to national income is currently fluctuating due to the crisis, and the
subsequent fall in GDP; howeyer 2007 its precrisis stable level was 31.2 per cent of
GDP, compared to an 25 average of 39.9 per centuiestat 2009). To provide
Western European standards of public services it would have to increase significantly.

C2NJ SEFYLIX ST tNPFS&a4a2N) W2Ky CAGT DE&NIfTR 2F G
level of expenditure and revenue in the medium term eaqiént to 45 per cent of
GDER (Fitz Gerald, 2009: 15).

Service charges

4.16 A final concern wittstaterevenue is where the State shifts the source of funding for
some activity from taxation to charges. For example, local authorities levy waste
charges and comarcial water charges. Domestic water charges have also been
proposed. There are two sides to the argument about these charges. In isolation, they
are regressive, as people on lower incomes pay more as a proportion of their income.
However, they have poteially positive ecological benefits as they motivate people to
consume lessorrecyclem@e Ay fAYyS GAGK GKS WL f dzi SNI LI &

4.17 In order to reconcile these positiornthe State has two optiongkitherpeoplemust be
guaranteed a minimum level aicgome (based on their specific needs) so tsath
can afford to pay water and waste charges, or else these charges mtrstabed as
part of the tax systenfas paying for water and waste collection is generally not
optional).In the latter case, peoplen lower incomes should have waivers or
exemptions, or else other measures to increase progressivity in the tax system as a
whole should be taketo counteract the effect of these charges

State expenditure and deficit

4.18 State revenue goes harid-hand withState spendindt is obviously not possible to
judge whetherSate revenue isufficientwithout an analysis of how much money the
Sate needs tospend. Conversely, the extent 8ate expenditure is limited by the
resources of theountry (in terms oBate assets and resourceasational income,
wealth reserveshalance of trade, etc).
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For the purposes of analysing the Finance Act 2010, it is useful to look at the revenue

of centralGovernment as this is what is allocated by the Budd#tis involvesatx

revenue, as well asne-2 TcapitaPrevenuQsuch as money from selliltate assets.

However, entral Government revenue does not include all formsStaterevenue,

such aghe income of publichkowned companiesCentralG2 S NY YSy i Qa NB @Sy d
illustrated inFigureb, which compares this revenue wieixpenditure, including capital

(one-off) expenditure.

Millions
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4.20

4.21

Figureb. Central GovernmenRevenueand Expenditure (200:2010), in Millions of Euro, net figures

Sourcefor 2001-2008data: Department of Finance (2008udget and Economic Statistics 2086urce
for 2009-2010estimated dataDepartment of Finance (2008reBudget Outlook November 20dBigures
for 2010 are projections.

WhatFigure5a K2 g4 A ad GKI G O&gnhiieNandiexperaitdrs WeyeY Sy (i Q &
broadly aligned from 2001t0 2007K1S ONAR &Aa Ay GKS {01 dSQa FA
illustrated from 2008 onwardgAt this point, spending grew, whereas revenue

collapsedIn 2009, expenditure continued to increase, but atexreased rate due to

cuts in public spending, including cuts to capital (off spending. Total expenditure

F2NJ Hamn Ada LINRP2SOGSR (2 RSONBF&aSed ¢KS 3 L
EHN®p OAtEtAZ2Y AY HAMAOO®P

The gap has decreased because $tate plans to make less capital expenditure in
2010 as well as making cuts in current spendingluding in socialelfare (although
total current spending is still increasinglso included in the figures are payments to
the National Pension Resert#ind.The State has been making an annual payment to
the fund, but the Government chose toovee o anyb the fundin 2009 including an
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projected increase in revenue is framontax sources such as selliggateassets the
pension levy oproperty registration authority fees

Tax revenue and current spending

4.22

In order to analyse the core, yean-year income and spending of tiState it is

necessary to cut oneff spending at of the picture. The above illustration (Figuse

Ad RAAU2NISR o0& GKS D2@gSNYyYSyidiQa RSOAaAzZ2yYy (2
AY Hnndg (2 2dzal ezyRSING eird oA f & ARyt AQdzin navth € T Dy
expenditure 0f whiche4.8billion represents cuts unrelated toansfersto the NPRF)

The next illustration (Figurd) aK2ga GKS O2NB 2F GKS {dGFrdasSqa 1
onlytax revenue with current expenditure.
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c
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2001200220032004200520062007200820092010
Figure6. Tax Revenue and CurreBxpenditure (20042010), in Millions of Euro, net figures
Sourcefor 2001-2008data: Department of Finance (2008udget and Economic Statistics 2086urce
for 2009-2010estimated dataDepartment of Finance (2008reBudget Outlook November 200Rigues
for 2010 are projections.

4.23 The lineshowing tax revenueaturallyhas exactlythe same shape ahownin Figure
3 at the beginning othe chapter As explained earlier, the fall in tax revenue can be
explained by thdall in revenue across the board,pexially thecollapse irStamp
Duty, VAT andapital gainstax

4.24 One caralsoseein Figure6 that tax revenue was significantly higher than current

40

expenditure for the period 2002007. This permitted th State to fund capital
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expenditure out of current revenue, whichrigativelyunusual compared to other

countries, as capital expenditure is typically financed through borrowliadn Figure

5 GKS ONRaAa Ay GKS {4 (SemweeFravgnugaddsa A a Of
expenditurefrom 2008 The yearly gap between spending and incoisiealled the

WOAZNNBY i RSTFAOAGQ (2 RAaiohaydBjzA a K A G FNRY 0

4.25 The gap between tax revenue and current expenditure, as shown in Figare & € o @
OAfEA2Y AY HAnnyX YR A& LINRB2SOGSR (2 0685 ewm
However, it should be noted thaion-tax sources of current revenwell lessen this
3L 68 Od eynn YAff A2y . Figuredidoesmptidclyd2 O® € H ®o
current nontax revenuesuchas the gnsionlevy,other receipts collected by
Departments property registrationauthority fees,interest onloansgranted by the
State, etc(see for exampleixchequer Statemenianuary 2010As mentioned
o238 GKS O2ftftlLJAS Ay NBOSydzS Aa FdzNI KSNJ
economy deflates. At the same time, despitelfarecuts, the number of people
Of FAYAYy3 &a20Alt ¢St FINB 0SySimthisiaiear a AYyONSI

Economic cycles

426 ' 0 GKAA LRAYOGD AG Aad AYLRNIFYyG G2 YIF1S GKS
like those of an ordinary household. It is correct to observe that, like everybody, the
State cannot indefinitely spend more money than it has. @ difference is tht the
State is affected by economic cycles in a predictable way that ordinary households are
not, andanotherdifferenceis thatthe State has options farganising itgsevenue that
are very different from theptions available t@rdinary households.

4.27 Economic activity inreland(in common with other capitalist economies) is known to
expand and contract over the years. As economic activity expands, so too does tax
revenue, and as economic activity declines, tax revenue followsFalibwing this
logig it is reasonable to expect that as the global economy improves, economic
activity in Ireland will pick up, and hence tax revenue will also increase.

4.28 From this perspective, it makes sense for the Government to do what it can to
encourage economic actiyitduring a recession, and to be prudent and pay off the
national debt during an expansion of the econoyk S 5 S LI NIIYSPré 2F CAY
Budget Outlooklaims thata quarter of the gaps cyclicalin the sense that it a regular
upsurge in economic activity wilhly closea quarter ofthe gap page34); however,
G§KS 5SLI NIYSyd OldziaAzya GKIG aAd Aa OSNE R
the short(i S Npagels).An ESRI paper from M09 is lespessimistiand
estimatesthatk | £ ¥ GKS 3K LI FNPAS GFNRY (Kadd 3 20| f
Go2dzf R KIS KILIWISYSR lyegle y2 YFEGGSN K24
(KS f I aBergh@tal2Bd:4) o
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429 |IfbetweenaqulliSNJ FyR F KIFIfF 2F GKS I LI Ay GKS {01
remainderA & WLJS BRI W4 i d\iitt@ Setwéthét Economic growth alone will
not close the gap and other measures need to be taken.

4.30 Unlike current (yeaon-year) spendingnost capital spending does not create a
LISNXY I ySyd 3F LI Ay (K S-offabdnit&etiingorghlanf@Sa & AG
basis. It does add to the national debfjd mustbe pad off over time However, a
small amount otapitalspending should be regardeas an annual necessity to pay for
the repair and upkeep of national infrastructure (such as the roads or
telecommunications infrastructure), otherwise the infrastructure literally starts to fall
apart and incurs much greater costs in repair and to theeweconomyfor example,
the British Treasury estimates the depreciation of public capital stock to be 1.4 per
cent of GDP.

4.31 In addition to the cost to the economy of not maintaining publioperty and
infrastructure(such as roads, bridges and railwaysyestment in capital projects can
increase efficiency in the economy and boost economic actifdtyexample,
investment intelecom infrastructure can facilitate broadband Internet access, which in
turn gives moreconsumers and firmaccess to neyproducts and services

4.32 Advocates of a Statled economic stimuluarguein favour of borrowing to spend on
capital projects during a recession. The advantage of this is that it can sustain and
generate employment and other economic activity, thus boostirgeconomy
generally reducing spendingn social welfargincreasing tax receipts and positioning
the economy to make the most of any future global recovery.

The current deficit

4.33 Onemajor contrast between Figurgand Figures is what each suggests alitchow
the Government is managing the gap between revenue and spending. Bighosvs
a slight rise in revenue and a decrease in projected expenditure for 2010. However,
Figure6 shows the reverse. As outlined above, the reason for this is that Pigure
includesirregular income and spending. Figlrencludes capital (oneff) spending,
and the big cuts in this area in 2010, compared to 2009, makes total spending
decrease. However, dlitustratedin Figureb, yearon-year expenditure is projected to
increase while tax revenue falldespite the cuts in social welfagxpenditure
increasesarein no small part due to increases in the number of people on the live
register claiming social welfare benefits (434,700 people in January 2010crease
of 110600 from the year before). THe 2 @ S NY Welfafaseadingestimates
increase bynineLJISNJ OSy i 2NJ e mdy 0 A f RPréBRdgetOuldols SSyY Hnnd
November 200p
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Euro stability and growth pact

4.34  Amongthe major constraints on the Sta@ed  Policydddthie stability and growth

4.35

pact (SGP) rules of the Euro currency zone in relation to the lettet otirrent deficit

(maximum threeper cent of GDP) and national debt (maximum 60 per cent of GDP).

L NBf I yeR Geficit i© aNiyter than theeper cent at 14.3per cent!! but

LNBfIIYyRQa ylFriA2ylf RSolG 2F et1c O0AffA2Y O6Db¢
proportion of GDP compared to other EU statBss, Ireland hal some cash reserves

Ay GKS FT2N¥Y 2F O® € H nReseive FuhdiuthofwfiichinasS b G A 2
beenused for bank recapitalisation). In the current crisis, many Eurozone countries

KIS o0NBIFOKSR (KS 9dz2N2Qa {Dt fAYAGAX odzi K
Commission about when they will realign their economies witlséheestrictions. The

Government has committed to doing so by 2014.

The length of time required to restore balancette{ G I 4§ SQa FTAYylIyOSa Aa
Most commentators in favour of stimulus and other job retention/job creation

proposals suggesixtending the period Various commentators, including Commission
President Romano Prodi in 2002, argued that the narrow paramefdaise SGRvould

limit Government spending in a recession and limit stimidasgrowth (which is the

current situation). Whilelte SGP rules may align with the dominant economic

orthodoxy, they cannot be seen as a mechanizsed on purelyconomidogic as

they reflect the political compromise reached by EU leaders when setting up the Euro
currency rules.

The Finance Act and revenue

4.36

It is important to notean observation made by the ESRI teamrelation to the
WLISNXIFYSYyiQ 2N WaliNHzOGdzNI £ Q LI M& 2F GKS 3!l
GAGNHzOGdzNF £ RSTFAOAG A& Fftyvy2ad owKwefe RdzS G
GKFO aGKS t£S3r0e STFSOGa 2F LI aid LREAOE YA
GKFy (KS@& ¢g2dzZ R BargirSeNab20ED:SYhis bridds thé f8cBsy/ ¢ 0

clearly back to the annual Finance Act.

" yteland's deficit highest in EU in 2aDBTé&News 22 April 2010)
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Chapter 5: Tax Expenditure and Economic Inefficiency

5.1

5.2

53

Ly AYLERNIOIFIYyGd adNIyR 2F ¢! {/ Qa OdNaeBy s NBASI NI
areas to do with taxation. TASC is particularly concerned at the level of tax breaks and

other ways to avoid tax in the Irish systefihe OECBEconomic Surveys: Ireland 2009

report showed that (for 2005) the level of tax breaks on personal income tax in Ireland

was proportionately three times the average level of 22 other EU countries, and the

level of tax breaks on corporation tax was proportitaig seven times the average

level of other European countrieSASC estimated that tax expenditure on income tax

YR O2NLIE2N}GA2y GIE f2yS 02480 GKS LNAaAaK 9EOI

What this means is that a much greater proportion of tax is legatbyded in Ireland,
compared to other EU countries. This occurs through a range of formal tax break
schemes and other mechanisms in the tax code. This has a number of undesirable
effects includinginstability in the tax basand, more destructivelymarke distortion,
where product development and added value (and in turn increased employment)
become less attractivid investorscompared to tax break schemes.

To understand a number of measures in the Finance Act 2010 it is necessary to see
how years of Fiance Actsncreased tax expenditure for the benefit of both
internationalinvestorsand elements of the domestic economy

Tax expenditure

54

55

44

A very simple depiction of the tax system is as follows:

o A firm or individual gainsicomefrom selling goods/services;

e The firm/individual can deduct a serieslefitimate expensegrom this income
before determining how much money was actually gained,;

e The firm/individual declares the amount of income less expef@esxable
income) as partof their annual accounts and tax declarati@ithough some
incomes ardax exempy);

e The firm/individual deducttax creditsfrom the tax liability (for example, all
individuals have a set of personal tax credits). Additional credits are available for
making specific types of investment;

e If the firm/individual invests in certaitax breakgreliefs these can also reduce the
amount of tax to be paid;

e The firm/individual paysax according to whatever category of occupation and
level of tax applies to theraa of work for examplejndustry, farming, etc).

e In some cases, firms/individuals can applytéor refundsto recover tax paid in
previous years if they make a loss in the current year.

The very basic personal tax credits that individuals receive eaadarded asra
integralpart of the tax system. It is the same thing as charging zero tax on very low
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incomes. Beyond personal tax credits, every tax credit and tax break schrmeax

exempt incomealong with what is allowed as a legitimate expentebe deducted

from income, as well as any other legal way of avoiding tax can be categorised into a

Ozttt SOUA DS I taxieSporidisirkCt ¢ | GES NSYEVLISW RA (1 dzNB A & | y ¢
scheme that allows an individual or organisation to reduce the arhthat they

would normally pay in personaldome tax, corporation tax, etc.

56 ¢FE SELSYRAGIINE Aa WSELISYRAGIAINBEQ 0650l dzas i
pay less tax is the equivalent of Government spending money to support those areas
of actvity. Tax foregone through tax expenditure is money lost that the State could
have spent elsewherdlence for examplea tax break for installing home insulation is
the equivalent of a direct grant payment to homeowners to do the sgragcept,
crucially,the schemes may differ in who can apply or the level of benefit that different
people gain from the system.

The problems with tax expenditure

5.7 Tax expenditure is inherentlgequitableand regressive, because only those who earn
enough to be normally eligle to pay tax are able to benefit from tax reduction, and
those who earn more can benefit moréhe regressive nature of tax expenditures is
particularly acutewith regard topersonal income tax when a tax break applies to the
higher rate of tax, as higbarners gain a disproportionately higher benefihe
SEFYLX S 2F LNBftlIyRQa GFIE oNBFl1a&a FT2N LINADL G
benefit goes to the top 20 per cent of earne@aflan et al2009). In theory,the tax
break to pensionss tax¥ R S ¥ S NINEB R Q id [atkriwlien thelperfsionduBds hie
drawn down as incomehoweversomeof this deferred tax is never realiseidr
example due tmther tax exemptions that allow a tafxee lump sum to be drawn
down from the pension fundlThe OECBDoted in its 200&conomic Survey of Ireland
that many pensions are unlikely to be fully taxed at any point in the lifecycle, which
means that the Exchequer never fully recoups the revenue forgone through tax relief
on pension contributiond/Nhile the newnational Pensions Framework proposes
reducing tax relief for private pensions to 33 per cent, this does not address the
fundamental equality issues fully.

5.8 A number of other problems have been identified with tax expenditures. They are
often perceiveda? 02 a if SaaQ Ay GUKS ylOGA2ylf o0dzRISOHZ
for. Hence, there can be a willingness to allow tax expenditure where direct State
expenditure would come under much greater scrutiny (and may be forbidden under
EUcompetitionrulesagainstState subsidigés Unlike items of budgetary expenditure,
tax expenditure can have an unknown cost, as it is harder to predict how many
firms/individuals will avail of the option.
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5.9 The cost of tax expenditure can be higher than predicted and there isdeney for
WRA F T dza indayisthat thérdcan®épressure to extend the scope of tax
expenditure if it is seen agiccessfubr has disproportionately benefitted one sector
over another.This can lead to tax breaks being exteddh durationor to addtional
groupsor locations Likewise, the rules governing tax expenditures can allow
individuals/firms tolegallyavail of them despite never having been the intended
targets.

5.10 One of the negative features of successive Finance Acts is that provisiqgng are
the legislation to benefit a small number of enterprises or entrepreneurs, or even
AYRADGARdzZ t& Ay &a2YS OrasSao ¢KSasS GFE oNBF1a |
industry jargon, in the sense of the Government conceding something in arder t
attract investment. The beneficiaries of concessions may be major employers or
investors in Ireland, or they may simply be persuasive lobbyists. In many respects the
Finance Acts have beme a patchwork of concessions, which leads to a lack of overall
coherence in fiscal policy that works against stimulating economic progress and
employment.For example, at the height of the boom period when property
development was a major source of economic activity, promoted in turn by tax breaks
on investment in propey, those who benefited from the sale of land for development
were given durther special incentive tax rate (introduced in the Finance Act 2000) of
20 per cent, whereas most of them would have been liable to pay the higher rate of
income tax of 41 perant on most of their incomeRTE 2 December 2009T.he
special tax ratdor development lands only one example of how the tax system in
general has been undermined by tax breaks and other arrangements to lower tax for
certain sectors

5.11 Tax expenditure especially tax break schemesan lead to unintended
consequences, such as the construction of many more housing units or hotels than the
economy can use in the near futurst an extreme, tax expenditure can distort
markets bydivertingthe calculatiorof most profitable activity away from core
business activity (producing and adding value to goods and services) to activity
RS&AAIYSR LMzNBfe (2 YAYAYAAS WilE SELRAIINBQD «
way of illustrating these problems.

5.12 In othercases, tax expenditure may reward investment that was likely to occur
anyway;seOl £ f SR WRSI RgSAIKGIQd ¢KS OFLasS 2F (FE ONE
is examined below to illustratdeadweight This example also highlights that fact that,
once creged through finance legislation, the decision to extend or expand tax breaks,
tax credits or other tax expenditure can sometimes be made by Ministers without the
constitutional safeguard of a DAil vote.

5.13 Crucially, tax expenditure catsounderminethe{ G 6 SQa NB @Sy dzS ol asSz €S
insufficient funds to provide quality public services.
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