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Chart 3.2.3: How much better off would people be if tax credits were
made refundable?
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As regards administering this reform the central idea recognises that most people
with regular incomes and jobs would not receive a cash refund of their tax credit
because their incomes are too high; they would simply benefit from the tax credit
as a reduction in their tax bill. Therefore, as chart 3.2.3 shows no change is proposed
for these people and they would continue to pay tax via their employers, based on
their net tax liability after their employers have deducted tax credits on behalf of
the Revenue Commissioners. For other people on low or irregular incomes, the
refundable tax credit could be paid in either of two ways:

* The person entitled to the credit could apply for it to the Revenue
Commissioners at the end of the year
or

* They could be given the option of requesting that their tax credit be paid
directly e.g. into their bank account, by the Department of Social and
Family Affairs (DSFA); in these cases employers would not subtract the tax
credit from the gross tax liability of these people. Instead, the DSFA would
supply them with a book of payments (as is done with Child Benefit
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payments at present). [In this situation it is important to point out that
nobody on social welfare would see their income increase through receipt
of a refundable tax credit. In a situation where they were receiving such a
credit their social welfare payment would be reduced by the value of the
tax credit].

In order to qualify for a refundable tax credit a person would have to satisfy the
following criteria:

* They should be 21-64 years of age. (The refundable tax credit could also
be made available for people over 65+ depending on what funding
Government made available)
and

*  They should be currently working for at least 12 months, for the equivalent
of at least 8 hours per week, as evidenced by tax/PRSI returns.

Employees and self-employed, including farmers, are encompassed within the
proposal. Spouses could opt to receive the ‘married’ part of the personal tax credit
and the Home Working Spouse tax credit directly.

Following the introduction of refundable tax credits, all subsequent increases in the
level of the tax credit would be of equal value to all employees.

To illustrate the benefits of this approach, charts 3.2.4 and 3.2.5 compare the
benefits of a €100 increase in tax credits before and after the introduction of
refundable tax credits. Chart 3.2.4 shows the effect as the system is currently
structured — an increase of €100 in credits, but these are not refundable. It shows
that the gains are allocated equally to all categories of earners above €50,000.
However, there is no benefit for these workers whose earnings are not in the tax
net.

Chart 3.2.5 shows how the benefits of a €100 a year increase in tax credits would
be distributed under a system of refundable tax credits. This simulation displays the
equity attached to using the tax-credit instrument to distribute budgetary taxation
changes. The benefit to all categories of income earners (single/couple, one-
earner/couple, two-earners) is the same. Consequently, in relative terms, those
earners at the bottom of the distribution do best.
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Chart 3.2.4: How much better off would people be if tax credits were
increased by €100 per person?
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Chart 3.2.5: How much better off would people be if tax credits were
increased by €100 per person and this was refundable?
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Opverall the merits of adopting this approach are: that every beneficiary of tax credits
could receive the full value of the tax credit; that the system would improve the net
income of the workers whose incomes are lowest, at modest cost; and that there
would be no additional administrative burden placed on employers. Outside Ireland,
the refundable tax credits approach has gathered more and more attention over
recent years including a detailed Brooking Policy Briefing on the issue published
in the United States in late 2006 (see Batchelder et al, 2006). In reviewing this issue
in the Irish context Rapple stated that “the change is long overdue” (2004:140).
Social Justice Ireland believes that if the tax system is to be fair then tax credits should
be made refundable.

Reforming individualisation

Social Justice Ireland supports the individualisation of the tax system. However, the
process of individualisation followed by government to date has been deeply flawed
and unfair. The cost to the exchequer of this transition has been in excess of €0.75
billion, and almost all of this money has gone to the richest 30 per cent of the
population. A significantly fairer process would have been to introduce a basic
income system that would have treated all people fairly and ensured that a windfall
of this nature did not accrue to the best off in this society (see section 3.1).

All the predictions currently indicate that there will be a future increase in the level
of unemployment. Given the current form of individualisation, couples who see
one partner lose his/her job will end up even worse oft than they would have been
had the current form of individualisation not been introduced.

Before individualisation was introduced, the standard-rate income-tax band was
€35,553 for all couples. After that they would start paying the higher rate of tax.
Now, the standard-rate income-tax band for single-income couples is €44,400,
while the band for dual-income couples is €70,800. If one spouse (of a couple
previously earning two salaries) leaves a job voluntarily or through redundancy, the
couple loses the value of the second tax band.

Making the taxation system simpler

Our tax system is not simple. In a book reviewing Ireland’s taxation system Bristow
(2004) argues that “some features of it, notably VAT, are among the most complex
in the world”. The reasons given to support this complexity vary but they are
focused principally around the need to reward particular kinds of behaviour which
is seen as desirable by legislators. This, in eftect, is discrimination in favour of one
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kind of activity or against another. There are many arguments against the present
complexity and in favour of a simpler system.

Discriminatory tax concessions in favour of particular positions are often very
inequitable. They often contribute far less to equity than might appear to be the
case. On many occasions they fail to produce the economic or social outcomes
which were being sought. Sometimes they generate very undesirable effects. At
other times they may be a complete waste of money since the outcomes they seek
would have occurred without the introduction of a tax incentive. Having a complex
system also has other down-sides. It can, for example, have high compliance costs
both for tax-payers and for the Revenue Commissioners who are responsible for
collecting tax.

For the most part society at large gains little or nothing from the discrimination
contained in the tax system. In some cases this discrimination causes very negative
effects. Mortgage interest relief, for example, and the absence of any residential or
land-rent tax have contributed to the rise in house prices. Complexity makes taxes
easier to evade, invites consultants to devise avoidance schemes and greatly increases
the cost of collection. It is also inequitable because those who can afford professional
advice are in a far better position to take advantage of that complexity than those
who cannot afford to do this. A simpler taxation system would serve Irish society
and all individuals within it, irrespective of their means, better.

In conclusion, we outline our key policy proposals with regard to taxation.
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Policy Proposals on Taxation

Social Justice Ireland believes that Government should:

- increase the overall tax take

- adopt policies to broaden the tax base

- develop a fairer taxation system

- we outline our policy proposals under each of these headings
below.

Increase the overall tax take

Move towards increasing the total tax take to 34.9% of GDP — a level
which will keep Ireland as a low tax economy.

Broaden the tax base

Move immediately to implement the recommendations of the
Commission on Taxation on tax breaks (with the exception of taxing
child benefit).

Put in place procedures within the Department of Finance and the
Revenue Commissioners to monitor on an ongoing basis the cost
and benefits of all current and new tax expenditures.

Continue to increase the minimum effective tax rates on very high
earners (those with incomes in excess of €125,000) so that these rates

are consistent with the levels faced by PAYE workers.

Move to negotiate an EU wide agreement on minimum corporate
taxation rates (a rate of 17.5% would seem fair in this situation).

Introduce a land-rent or site-value tax.

Introduce charges so that those who construct or purchase second
homes pay the full infrastructural costs of these dwellings.

Introduce the proposed 90 per cent windfall tax on the profits
generated from all land rezonings.

Collaborate with other EU member states to introduce a tax on
financial speculation and currency transactions such as the Tobin Tax.
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Move decisively to shift the burden of taxation from income tax to
eco-taxes on the consumption of fuel and fertilisers, waste taxes and
a land rent tax. In doing this, government should ensure that the
impact of this on people with low incomes should not be negative.

Successfully introduce the proposed carbon tax and investigate the
Cap and Share approach as advocated by Comhar and Feasta among
others.

Develop a faiver taxation system

Standard rate all discretionary tax expenditures.

Adjust tax credits and the income tax levy so that the minimum wage
returns to being out of the tax net.

Make tax credits refundable.

Ensure that individualisation in the income tax system is done in a
fair and equitable manner.

Integrate the taxation and social welfare systems.

Begin to monitor and report tax levels (personal and corporate) in
terms of effective tax rates.

Develop policies which allow taxation on wealth to be increased.

Ensure that the distribution of all changes in indirect taxes
discriminate positively in favour of those with lower incomes.

Adopt policies to simplify the taxation system.
Poverty-proof all budget tax packages to ensure that tax changes do

not further widen the gap between those with low income and the
better off.
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