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INTRODUCTION 

My Budget's principal aims are: 

to sustain a vibrant economy 

to maintain social inclusiveness 

to effect major personal tax reform 

to plan for the longer term. 

BUDGET STRATEGY 

There is of course no denying that our present economic position is indeed satisfactory. However, success brings its own problems. I am lucky enough to be the first Minister for Finance in over fifty years to bring in an overall Budget surplus. I suppose it is not surprising that the very mention of budget surplus has disturbed the discipline and restraint which underpin the conditions that led to the budget surplus in the first place. 

Fairness demands that we would use this opportunity to benefit those who have not done as well as most of us in recent years; in particular, the old and the lower paid. However, in delivering fairness, we must not abandon prudence. We must remember that the world economy is in a volatile state. The open nature of our economy and the high level of foreign investment here are reminders that economic booms do not last forever.

Neither should we allow our success to blind us to the fact that we still have a large national debt. It would be foolish in the extreme not to use this opportunity to reverse our previous habit of simply adding to it, year after year. 

We must maintain low inflation and competitiveness in the new policy environment that EMU will bring when the Euro starts next month. As a society we have to accept that this will be a new world. 

We must maintain social partnership - the co-operation between all sections of the community for the common good. 

We have to expand our capital investment to meet the considerable infrastructural needs of a rapidly growing economy. 

We must take advantage of our current favourable economic and budgetary conditions to reduce the net debt burden further and to prepare for challenges that lie ahead in the next century. 

The proportion of our population in the older age groups will rise steeply in the decades ahead. We have to consider how we should be making provision now for all the obligations arising from this which will face us in the next century. We have time to prepare for this now. In this regard I look forward to considering the forthcoming reports of the Commission on Public Service Pensions and the Working Group on the Pre-Funding of Social Welfare Pension Costs. 

We have an obligation to plan ahead in the long-term national interest and I have been very conscious of this in preparing my Budget. 

Developments in 1998 

This has been the fifth successive year of very strong economic growth. The General Government budget surplus will be close to 2 per cent of GDP compared with the Budget target of 0.3 per cent. This reflects additional tax receipts of £900 million on foot of the improved economic activity. It also reflects, as regards the Central Fund, an outturn for 1998 at £3,436 million or £33 million more than the budget estimate. This forecast outturn includes provision for an additional £107 million contribution to the EU budget and an increase of £149 million in the assets of the Capital Services Redemption Account going into 1999. 

There are clearly some pressures in the economy that we have to watch closely and make sure that they are tackled. 

Firstly, I am concerned at the acceleration in pay increases this year; 

Secondly, I am unhappy at the scale of domestic price increases. Maintaining low inflation has been a key factor in the strategy underlying this Budget; 

Thirdly, labour shortages are emerging in certain sectors; and 

Fourthly, the very rapid increase in house prices continues to be a cause for concern. 

1999 Budget Targets 

On the basis of the taxation and expenditure measures I am proposing, the 1999 Budget targets are as follows: 

A current budget surplus in excess of £2.3 billion 

A capital budget deficit of over £1.4 billion 

An Exchequer surplus of £925 million 

A General Government surplus of 1.7 per cent of GDP. 

Public Service Pay 

The Exchequer Pay and Pension Bill increased by over 10 per cent in 1997 and is expected to increase by a further 9 per cent in 1998. By the end of this year it will be nearly double what it was in 1989. Increases in pay rates have added 60 per cent to the Paybill, whereas aggregate inflation over the same period was 30 per cent. This rate of increase cannot continue. 

The Taoiseach raised this problem in his address to the social partners last July and he has recently invited ICTU and its Public Services Committee to commence discussions on the issues involved. I expect these talks to get underway in the near future and I believe that the outcome will be extremely important in terms of negotiating a possible successor to Partnership 2000. 

Control of Public Spending 

The Government's Programme includes a commitment to limit the growth in net current spending to 4 per cent a year over the life-time of the Government. 

The over-riding aim of the Government's consideration of current expenditure in 1999 has been to ensure that this 4 per cent limit is respected. 

Taking account of the additional spending I am announcing today, the average annual increase in total net current spending is 4 per cent. 

SOCIAL INCLUSION 

In Partnership 2000, the Government agreed to allocate, over three years, an additional £525 million for current spending on social inclusion. Taking the announcements I am making today into account, the total amount delivered over the three years 1997 - 1999 will be close to £1 billion in full year terms.

The economic success that we are currently enjoying does not benefit everybody in our society equally. As I have made clear, the Government is committed to creating conditions to ensure that this success continues. At the same time, real progress has to be made on social inclusion. 

My philosophy regarding social exclusion and poverty is quite simple. 

To be in a position to make progress means the Exchequer having adequate moneys, distributing these resources to the most deserving and ensuring that the resources applied are effectively used for those who need them. The overriding goal must be - the services are for those who need them. 

The social welfare improvements which I am about to announce will cost £155 million in 1999 and over £287 million in a full year. This is the biggest social welfare package ever granted by a Government of this country and includes special provision for low income farmers. In addition to this package, I am happy to announce arrangements to pay pensions for certain previously ineligible self-employed persons and to pay arrears for certain late contributory pension claims costing about £23 million in 1999. 

I am also announcing other social inclusion measures which will cost £58 million in 1999 and £91 million in a full year. 

SOCIAL WELFARE 

Older People 

In last year's budget, I announced substantial increases in the personal social welfare rates for all older people. Today, I am delivering a substantial additional instalment on this Government's pensions commitment. I am happy to announce an increase of £9 per week for a pensioner couple. This is made up of an increase of £6 per week in the full personal rate of old age and related pensions and of £3 per week for qualified adults. As a result, the weekly payment to a couple both aged over 66 years getting a contributory old age pension will increase to £148.90 next year, an increase of £15.50 per week in my two Budgets. 

Welfare Payments 

In general, other personal social welfare rates will be increased by £3 per week and qualified adult allowances will be increased by £2 per week. Additional increases are being provided on the personal rates for those in receipt of Short-term Unemployment Assistance and Supplementary Welfare Allowance thus bringing social welfare rates for all categories up to at least the minimum recommended by the Commission on Social Welfare. These improvements also reflect undertakings given in the context of Partnership 2000. 

Child Benefit 

Another priority of this budget is to assist families with dependent children. From September next, Child Benefit rates for first and second children will be increased by £3 per month, and by £4 per month for third and subsequent children. These increases will result in monthly payments of £161 for four children families. 

Carers 

It is part of Government policy to increase the support for those who care for family members in the home. Accordingly, the Carer's Allowance Scheme is being improved as follows:- 

an additional payment of £200 will be paid each year to recipients as a contribution towards respite care; 

the Free Telephone Rental Allowance will be extended to all recipients; 

the scheme will be extended to cover carers of children in receipt of the Domiciliary Care Allowance; 

the scope of the scheme will be extended to include care recipients between the ages of 16 and 65 years who are not in receipt of a qualifying social welfare payment; 

the absolute requirement that carers have to live in the same house as those being cared for will be modified as will the full-time care and attention conditions. 

Family Income Supplement 

Family Income Supplement has been recognised as a valuable support for families in low-paid work. In my budget last year, I honoured a commitment in Partnership 2000 to calculate entitlement to FIS on a net as opposed to a gross income basis. On this occasion, I am increasing the weekly income limit by £8. 

Farmers 

In recognition of the fact that many farmers' incomes have been badly affected this year by a combination of bad weather and falling prices, I am providing for a revamping of the Smallholders Unemployment Assistance scheme at a full year cost of £15 million. The details of the new arrangements will be included in the 1999 Social Welfare Bill. 

I have also provided substantial additional funds for farming in the 1999 Estimates. An additional £25 million was allocated for On-Farm Investment Programmes. I am allocating £110 million for headage payments next year and I have also allocated £2 million to allow the reopening of Installation Aid. 

Other Improvements 

Various other improvements within the social welfare code relating to voluntary, community and family services, as well as in relation to employment and education supports, are set out in the Summary of 1999 Budget Measures.

Live Register 

A little over two years ago, the Live Register was heading towards 300,000 despite the improving economic climate. The numbers now stand at less than 210,000. There is little doubt that more active management of the Live Register has made a significant contribution. 

Furthermore, the Employment Action Plan initiated by my colleague, An Tanaiste and Minister for Enterprise, Trade and Employment, is proving very effective. Although the Plan is only operating for a relatively short period, the initial results are, to put it mildly, quite dramatic. 

The Government is concerned that only those available for, capable of and genuinely seeking work should appear on the Live Register. 

Total Social Welfare Spending 

As a result of the measures I have just announced, total spending by the Department of Social, Community and Family Affairs next year is estimated at about £5.1 billion, an increase of 6.6 per cent on expected spending in 1998. 

Labour Market Social Inclusion Measures 

There is no reason why we cannot achieve further substantial employment growth. But to do so, we must ensure that the unemployed have adequate skills, training and assistance to gain employment. 

I am proposing, therefore, a number of measures at a cost of £11.75 million which take account of these factors; the details are in the Summary of 1999 Budget Measures. These changes seek to get the long-term unemployed and lone parents onto skills training courses, which have the best results in gaining employment. These measures, along with the Jobs Clubs for which I am also making provision, amount to over 8,000 additional labour market programme places. 

I am also allocating an additional £15 million capital spending for the provision and upgrading of FAS training and community enterprise facilities in areas of significant urban unemployment bringing the total to £21.7 million.

Health and Children 

Taking account of today's measures, total gross expenditure on Health in 1999 will be £3.549 billion compared with £3.215 billion in 1998 - an increase of £334 million. This compares with health spending of £2 billion as recently as 1993. 

The Government has already responded to the pressures on the health services in the provision made in the Abridged Estimates Volume published last month. I allocated an extra £264 million for gross spending including additional provision for various medical services such as the Acute Hospitals, the Cancer and Cardiac Strategies, the opening of new hospital theatres and wards, the improvement of the safety of blood products, Nursing Home and other services for older people, childcare, mental handicap (bringing the total spending in this area to over £275 million), physical disability programmes and dental services. 

In today's Budget, I propose to increase health spending even further. An additional gross current spending allocation of £45.5 million is being provided for further improvement in services including the hospital Waiting List initiative, services for the elderly and Mental Handicap services. Details will be announced by my colleague the Minister for Health and Children. 

Together with the impact in 1999 of the 1998 Supplementary Estimate this will bring the increase in spending over the Abridged Estimates Volume allocation to £70 million. 

I have also allocated a total of £525 million for a capital spending programme in the Health area for the next three years. This compares with spending of £400 million in the three years 1996 - 1998. 

Medical Card 

In addition to the measures of particular benefit to the Elderly which I have already mentioned, I am also pleased to announce, in the context of the forthcoming UN International Year of Older Persons, that the income guidelines used to establish Medical Card eligibility for persons aged 70 years and over will be doubled over the next three years, beginning with an increase of one-third in the coming year. This will cost an estimated £3 million in 1999. 

£29.6 million of today's Health increases are in the Social Inclusion area. 

Education 

The additional money provided today will increase spending on Education in 1999 to £2,623 million, an increase of over 9 per cent on the provision for 1998. 

This Government is committed to improving opportunity at all levels of education because we see it as a key element in developing children and promoting social inclusion. The published Estimates already provide £205 million more than was provided in 1998 and allow for the largest increase in direct funding of primary schools in the history of the State. In addition, they provide for significant teaching and childcare assistant resources to assist children with special educational needs. I am today allocating significant extra funding to education initiatives relating to disadvantage. These additional initiatives, costing £19 million in a full year, will address, for instance, the problems of adult literacy, the need to encourage children to complete second level, and the development of the psychological services. 

Another important improvement being provided for is the retention of teachers in second level schools who might otherwise be redeployed, to provide increased remedial services. This will give a substantial increase in the remedial service and will be focused on pupils with particular needs. 

I am also providing an additional £1.5 million for the development of the Youth Service on top of the published provision of £13.3 million. 

The details of all these initiatives will be announced by my colleague the Minister for Education and Science. 

I believe that the total allocation to education in 1999 demonstrates clearly that the Government is determined to ensure that education remains a key priority. 

Housing 

This Government is concerned about the difficulties many people, especially those on low incomes, are experiencing in relation to housing at the present time. In order to help address this, Exchequer support for the local authority and social housing programmes was set at £269 million in 1999, up £45 million or 20 per cent on this year. The increased funding will, among other things, allow 600 extra local authority "starts", to bring the number of units to 4,500, the highest level of Local Authority housing since 1986. 

Almost £28 million of the £269 million has been made available for the redevelopment and refurbishment of local authority housing in Dublin including the continued redevelopment of Ballymun and a new five year project for the redevelopment of the deprived areas in inner city Dublin. 

The allocation to local authorities for hostels for the homeless has doubled from £2 million to £4 million on the previous year's estimate. I am also providing today an extra £1 million for a Foyer type project for the homeless in Dublin. 

Disabled Persons' Grant 

To meet the increasing needs of people with disabilities, I am increasing the provision for the Disabled Persons' Grant Scheme. This extra Budget provision of £3 million in 1999 will bring spending on the scheme to £8.5 million next year. 

Capital Expenditure 

I am today allocating £2,308 billion for capital expenditure in 1999 - an increase of about 30 per cent over the 1998 outturn. 

We must address the large infrastructural gap which still exists between this country and other EU countries with comparable levels of income. Closing this gap will require very substantial investment over a number of years - against the background of reduced EU structural and cohesion funding. 

This investment is essential if the growth potential of our economy is to be maintained. 

Preparations for the National Development Plan 2000-2006 have commenced. The amount of EU resources available for funding the country's development needs will decline in the post-1999 period. Notwithstanding this, the Government is determined that the next Plan will be structured and resourced to assist more balanced regional economic development, whilst also addressing national priorities such as infrastructural bottlenecks and social exclusion. 

In the published 1999 Summary Public Capital Programme, I budgeted for an increase of 27 per cent on Voted Capital expenditure and I am making a further allocation of £92 million available in the Budget for investment. The measures involved are set out in Summary of 1999 Budget Measures. However, I would specifically like to mention three important items. 

Rural Water Programme and Rural Depopulation 

Rural depopulation is a serious problem. One way in which it can be alleviated and more people encouraged to settle outside the larger urban areas is by improving the infrastructure of small rural towns and villages. As part of the Government's effort to address this problem, I am allocating £50 million over the next three years to improve water and sewerage infrastructure in rural areas. 

Two programmes are involved. The first is designed to upgrade water facilities in small rural towns and villages. The second programme will be directed towards improving water quality in private group schemes. 

Public Private Partnerships 

Earlier this year, I announced that the Government would be proceeding, on a pilot basis, with a number of public private partnership projects. My Department is working in consultation with other Departments to identify suitable projects. A number of projects are being considered. 

One of these is a major new venture in international telecommunications. 

There is an urgent need to develop Internet links between Ireland and major business centres in the US and Europe. I am therefore providing £12 million in 1999 to support the establishment of a public-private partnership which will build a new high capacity Internet link into Ireland. The Government will work in partnership with Irish and international telecommunications companies. As the private sector becomes more involved, public sector involvement will be reduced. 

Year 2000 

The Government has been actively addressing the year 2000 problem, which can arise with computers and other equipment. An interdepartmental committee has been addressing the matter, and Departments have been reporting to Government on the steps they are taking to deal with it and on the progress being made in achieving compliance. However, the full scale of the problem in relation to embedded systems, which are common in the health area in particular, and the costs of dealing with it are not yet fully known. But they could be large. 

The matter can be dealt with to a degree by the normal process of replacing equipment funded by allocations already made in the 1999 Abridged Estimates. But it is prudent to provide more in case that course proves insufficient. I am therefore creating a contingency fund of £40 million for this purpose which will only be drawn upon if I am satisfied that it is essential. Provision for the fund will be included in the Revised Estimate Volume. 

Overall Capital Increase 

The cost of these and other capital measures will add a further £92 million to the capital allocations announced in the Estimates, bringing the total to £2,308 million in 1999 and giving an increase in Voted Capital in 1999 of 30 per cent over the latest 1998 outturn. I am confident that the extra capital measures announced today will further enhance the economy's capacity to sustain continued economic and social development over the longer term. 

In fact the total Exchequer capital investment for 1999 represents an underlying increase of £900 million or 65 per cent over the 1997 level. 

Northern Ireland 

The Government is continuing energetically to pursue the implementation of all aspects of the Good Friday Agreement. We confidently expect that agreement will very shortly be reached with the Northern parties on the six or more areas in which North-South Implementation Bodies are to be established - we expect and believe that, taken together, these will be significant and valuable public bodies. Detailed work on their functions and structures will then be urgently required to enable them to be established early next year, alongside the other institutions envisaged in the Agreement, including the North-South Ministerial Council. As soon as all the relevant details have been clarified, I will ensure that the resources necessary for their successful operation are made available. 

TAXATION 

Taxation is fundamentally a matter of political choice. The individual election manifestos of Fianna Fáil and the Progressive Democrats set out clearly and unequivocally our preferences. Despite opposition from many quarters - not just the parties opposite - the People of Ireland democratically decided the issue. 

Therefore, as I pointed out in my first Budget last year, I intend to deliver over the five Budgets of this Government the tax proposals as agreed by Fianna Fail and the Progressive Democrats. 

Furthermore, I have repeatedly - and ad nauseam to some - said that high rates in many areas of taxation - corporation, personal, capital, inheritance - lead to disincentive, evasion and finally less yield to the Exchequer, which ultimately constrains a Government from implementing progressive social policies to which all of us subscribe. 

The cry from the opponents of this view is best summarised as follows: they would prefer less economic activity which would mean no money to implement such policies. I do not subscribe to that view. 

PERSONAL TAXATION 

Income Tax 

Under Partnership 2000 the Government agreed to provide £900 million for personal tax reductions over the three years 1997 - 1999. Taking account of the reductions I am announcing today, the total amount actually provided is nearly £1,500 million. 

The Government is committed to reducing the burden of personal taxation in order to reward effort and to improve the incentives to work. 

Last year, I described my Budget as the first in a series of five. I delivered substantial tax relief to all taxpayers through a broadly based package, concentrating particularly on cuts in both the standard and the top tax rates. 

This year I am concentrating on a major reform of the tax system so as to remove as many people as possible from the tax net and to maximise the incentive to work. The full year value of the main personal reliefs which I am about to announce is £581 million. 

Tax Credits 

Last year I indicated that I had an open mind on the conversion of the basic income tax allowances into tax credits at the standard rate. The special working group on tax credits under Partnership 2000 has continued its work on addressing the practical and policy aspects of such a move. The attractions of such a move are clear. It would enable more resources to be devoted to those on lower incomes for a given Exchequer cost. It does this by equalising the value of the personal tax allowances to all taxpayers at the standard rate of tax. Thus in such a system every £1,000 of an allowance is worth £240 to each taxpayer. 

The Government has decided that we should make a determined attempt to improve the position of the lower paid in this Budget and to remove as many taxpayers on low income from the tax net as is prudently possible. I am happy to announce that the Government has therefore decided to move towards a tax credit system by standard-rating the basic single and married personal allowances and the PAYE allowance. 

Changes in Allowances 

The changes which I am making can best be looked at in two parts: 

firstly, standard-rating the existing basic single and married personal allowances and the PAYE allowance and widening the standard band to offset the effect of this; and 

secondly, providing for a substantial increase in the standard rated personal allowances and an increase in the standard rated PAYE allowance. 

The present single personal allowance is £3,150 per annum, with £6,300 for a married couple, and the PAYE allowance is £800. I am proposing to standard rate and increase these allowances as follows: 

Increase the Single Personal Allowance by £1,050 per annum (i.e. from £3,150 to £4,200) 

Increase the Married Personal Allowance by £2,100 per annum (i.e. from £6,300 to £8,400) 

Increase the PAYE Allowance by £200 per annum (i.e. from £800 to £1,000). 

The present tax bands are £10,000 for a Single Person and £20,000 for a married couple. I am proposing to increase the bands as follows: 

for a single person from £10,000 to £14,000; and 

for a married couple from £20,000 to £28,000. 

In the history of Irish Budget tax changes, these are pretty major innovations. 

The changes in allowances will result in standard-rated personal allowances for single persons on PAYE of £5,200 per annum. 

The effect of this, among other things, will be to ensure that a single person on PAYE will not pay tax on any income below £100 per week. It also means that over 80,000 taxpayers will be removed from the tax net and that the numbers of taxpayers on the marginal relief system, who face a marginal income tax rate of 40 per cent, will fall from the current level of 82,000 to just over 24,000. 

For a married couple with one earner and two children on PAYE on the average industrial wage, income tax will reduce by £10 per week. 

Under the present system a single person begins to pay tax at £79 per week. 

Under the changes I am announcing today, such an individual will pay no tax on any income below £100 per week. 

As a result of these changes the basic single and married personal allowances will exceed the basic income tax exemption limits for those under 65. Consequently it is not proposed to increase the under 65 exemption limits. 

Widows and single parents have a special personal allowance structure and the difficulty of fitting them into a tax credit system has been recognised by the P2000 Working Group. Their basic personal allowances will be standard rated and increased in line with everybody else. A more complicated arrangement is needed for their special additional allowances in order to ensure that nobody loses out, particularly in the case of widows with children and lone parents. The changes proposed are set out in the Summary of 1999 Budget Measures.

As will be recognised, I am making a major fundamental change in personal taxation in this year's Budget. It is the major - and yes costly - step towards a full Tax Credits System. 

It is my intention that my future Budgets will complete the changeover to Tax Credits. But, I believe that this year's Budget change will mark a fundamental departure in personal taxation. It is also my view that it will herald a major sea change in attitudes to welfare and work for many and will unquestionably improve the incentive to work. 

Due to the cost of this major move I have announced today to focus resources on the lower paid, it is not possible this year to reduce the rates of income tax, but this will be addressed in future Budgets. 

Health and Employment and Training Levies 

I also propose to make adjustments to the Health and the Employment and Training levies. The levies apply at a combined rate of 2.25 per cent on income over £10,750 per annum. 

The Employment and Training levy of 1 per cent will be abolished from 6 April 1999. 

The Health levy will be increased from 1.25 per cent to 2 per cent from the same date. 

The result is an overall reduction of 0.25 per cent in the amount which taxpayers will pay by way of income levies. The threshold for the payment of the 2 per cent levy will be increased by £500 from £10,750 to £11,250 per annum, or from £207 per week to £217 per week. 

As referred to earlier, health-care spending has been growing faster than any other area of public expenditure. I believe it is important for taxpayers to realise the increasing magnitude of Exchequer health spending, projected to cost £3.6 billion for 1999, and that it is their taxes and levies that are paying for this. 

Tax Relief for the Elderly 

I made a promise in last year's Budget to unify the exemption limits for all those aged 65 and over and to increase the limits. I have decided accordingly to increase substantially the income tax exemption limits below which those aged 65 and over will not have to pay income tax. The present limits are £5,000 single and £10,000 married in the case of those aged 65 to 74, and £5,500 single and £11,000 married in the case of those aged 75 and over. 

In the case of all those aged 65 and over, the new income tax exemption limits will be £6,500 per annum for single and widowed persons and £13,000 per annum for married couples. The new exemption limits represent an increase of up to 30 per cent in the current exemption limits. The change will remove 15,000 elderly persons from the income tax net. 

In addition to these income tax changes I have increased the Old Age Pension by £6 a week to £89 for contributory old age pensions and £78.50 for non-contributory old age pensions and improved the qualifying conditions for medical cards for the elderly. 

Blind Allowance 

Last year, I significantly increased the additional tax allowances to Blind Persons. This is the centenary year of the National League for the Blind. I propose accordingly to increase again the personal tax allowance for a blind person from £1,000 to £1,500 per annum and from £2,000 to £3,000 per annum for married couples where both spouses are blind. This allowance applies in addition to the standard-rated ordinary personal allowances referred to earlier but will continue to be available at the blind person's full marginal tax rate. 

Total Cost of Personal Tax Changes 

The total cost of these changes to the personal income tax rate structure is £581 million and a breakdown of the cost of the individual components is set out in the Summary of 1999 Budget Measures. 

Childcare 

The Government is conscious of the growing wish for a recognition of childcare needs in the tax system. The question of childcare tax relief raises important and complex issues. There is the question of equity between parents who stay at home to care for children and those who have to meet additional childcare expenses when they go out to work. There is also the need for a balanced treatment of those who are in the tax system and those who rely on social welfare benefits and for finding the right balance between measures to help towards the cost of childcare and measures to improve the supply and quality of childcare facilities to meet the growing demand. 

The Government has discussed this area in some detail and proposes to examine the matter further. In doing so we will take into consideration the recommendations of the P2000 working group on childcare which has not yet finalised its report. 

As a means of facilitating and encouraging the supply of childcare facilities, the Government has decided that the provision of certain crèche facilities by employers will not be subject to a charge to income tax in the hands of employees as a benefit-in-kind. Furthermore, the Finance Bill will provide for capital allowances to allow for the write off of capital expenditure incurred in connection with buildings or premises constructed or used by employers to provide childcare facilities for their staff. This capital allowances regime will also extend to providers of childcare services generally in the community. 

Those with children will also be helped by the increases in child benefit which I announced earlier. 

Carers 

The Government has also decided that the position of those families providing care in the home for a member of the family should be addressed by extending the terms of the current tax allowance which applies where a person is employed to care for a taxpayer or his/her spouse in the home. This tax relief, which applies at the taxpayer's marginal tax rate for expenses up to £8,500 per annum, will now be claimable from 6 April next by other family members who employ a carer to look after a totally incapacitated family member. This extension will widen significantly the scope of the relief which is currently claimed by around 500 taxpayers each year. 

Job Assist for the Disabled 

The new tax initiative that I introduced earlier this year to help the long-term unemployed back into employment is generally referred to as the Revenue Job Assist scheme. To date nearly one thousand claimants have used the scheme to return to work. I feel that this scheme has met a clear need. The scheme allows for other categories to be assisted over time. Following consultation with the Minister for Social, Community and Family Affairs, I have now decided that persons with disabilities will be able to avail of the Revenue Job Assist scheme. The details are in the Summary of 1999 Budget Measures. 

Income Tax Year 

Earlier this year I set up a special inter-Departmental Group to propose a plan for the alignment of the income tax year and the calendar year. The Group consulted the Social Partners and other interested bodies on the proposed change of tax year. It would be more rational to have the income tax year, like other tax years such as VAT, commence on 1 January. 

I will be bringing my proposals on this to Government shortly. If it were decided that as from 2001 the income tax year would commence on 1 January instead of 6 April, the year 2000 income tax year in that case would be a transitional year running from 6 April to 31 December 2000. Consideration would have to be given to the necessary arrangements to ensure a smooth transition. 

Film Relief 

The existing tax incentives for investment in film making in the State will run out on 5 April next. The Minister for Arts, Culture, Heritage and the Islands has recently received a detailed study carried out by an independent consultant. This looks at the operation of the tax incentives from the point of view of the appropriate Government strategy for the development of the film sector and the economic benefits deriving from this. That report is now being examined and in this context a decision will be taken on the future structure of film relief for the Finance Bill, 1999. 

Profit Sharing 

A number of organisations have called for expanded profit sharing schemes to assist in the promotion of profit sharing and, in this way, more flexible pay structures. This is going to be a growing issue in the post-EMU situation. 

I am not opposed to reasonable proposals in this area. Indeed, if profit-related pay makes economic sense to employers and employees from a profit and pay point of view, it should need no tax relief from the State to encourage it to be put into practice. It should also be recognised by all that there are tax planning opportunities in schemes of tax-relieved profit-related pay. 

I have received a proposal to allow the introduction here of a tax-relieved Save-As-You-Earn scheme for employees to acquire shares in their companies. The new scheme involves employees saving for a fixed period to buy shares in their firm on favourable share option terms. Any gain from the exercise of the share option is free of income tax. I intend to provide for a scheme along these lines in the Finance Bill. 

Special Investment Accounts 

Last year, I increased the rate of DIRT on Special Savings Accounts from 15 per cent to 20 per cent but I left the tax rate unchanged on Special Investment Accounts at 10 per cent. I now propose increasing the 10 per cent rate on these savings products to 20 per cent from 6 April 1999. In addition, I also propose increasing the £50,000 maximum investment limit for Special Savings Accounts to £75,000, which is the limit that already applies to Special Investment Accounts. These changes will bring in £3 million net in a full year. The full details of these changes and of an anti-avoidance measure in relation to certain accounts are given in the Summary of 1999 Budget Measures. 

BUSINESS TAXATION 

Corporation Tax 

This Government will ensure that our corporation taxation policy acts as a stimulant and not as an impediment to economic growth. It is for that reason that we have announced a single corporation tax rate of 12½ per cent and cleared this with the EU Commission under State Aids rules of the Treaty. 

There is nothing discriminatory about this policy. Ireland will remain attractive to foreign investors, not because we will discriminate in their favour, but rather because we will remain attractive to all investors. 

We should make no mistake about the extent to which our economic success is a product of a broad set of policies including taxation designed to stimulate growth and the creation of wealth. It is a policy that has been successfully and consistently followed by successive Governments. 

Notwithstanding our confidence, we must be on our guard against any threat to our ability to sustain this growth. We must ensure that the concept of harmonising taxes does not become simply a means of increasing them. Our policy in this regard is fundamental to our economic success. In the past, high levels of taxation led to higher unemployment, no economic growth and mountainous national debt.

It was only when Ireland moved away from this nonsensical policy that we began to see higher growth, more employment and less unemployment, and reducing national debt. 

The agreement arrived at with the EU Commission last July clears the way for the introduction of a single rate of corporation tax on trading income of 12½ per cent from 1 January 2003 along with a rate of 25 per cent on non-trading income. It is appropriate following this that the Government should set out now a programme of reductions in the standard rate of corporation tax for the next five years to achieve the 12½ per cent rate. Accordingly, the standard rate will be reduced from 32 per cent to 28 per cent to take effect from 1 January 1999. The existing 25 per cent rate will remain unchanged but will now apply to the first £100,000 of profits instead of the first £50,000 of profits as is currently the position. The full year cost of these changes is £132 million. 

It is proposed to reduce the standard rate of corporation tax for trading income by 4 per cent per annum for the years 2000, 2001 and 2002 and by 3½ per cent for 2003, giving a 12½ per cent rate in 2003. The lower rate on the first £100,000 of profits will be merged with the standard rate at the appropriate time and reduced thereafter in tandem with the standard rate. 

In order to provide certainty for the business sector, the Summary of 1999 Budget Measures sets out the categories of passive income that will fall to be taxed in the future as non-trading income at the 25 per cent rate. The 1999 Finance Bill will provide for the necessary legal definitions. This 25 per cent rate will apply to all non-trading income of companies for the year 2000 and onwards. 

Clawbacks 

The reduction in the standard rate of corporation tax is being made at a time when the business sector is experiencing significantly increased profits. The Government is anxious that businesses and owners of capital should continue to make a reasonable contribution to the cost of providing Government services - many of which directly benefit those businesses themselves. For that reason, the Government will continue to look at the scope for clawbacks from the corporate sector and will examine carefully all tax reliefs and allowances which can be regarded as business reliefs, cutting back on those where necessary. 

Employers PRSI 

No other sector is having a tax reduction programme underwritten for it by Government in the way that I have just set out. The Government believes it right in these circumstances that the ceiling on the 12 per cent Employer PRSI rate should be increased to £35,000 from the figure of £30,500 already provided for in the Abridged Estimates Volume. This will bring in £37 million in a full year. The threshold below which the lower 8½ per cent Employer PRSI rate applies will be increased from £14,040 to £14,560 per annum at a full year cost of £13 million. The net effect of both changes is a yield of £24 million to the State - not a very heavy burden to the corporate sector. 

Withholding Tax on Dividends paid to Individuals 

Since owners of capital in the form of shares will benefit from the reduced corporation tax rate on profits, I believe it right that the Government should accordingly take action to ensure that the tax due on dividends is paid to the Exchequer. The existing tax credit on dividends will be abolished on and from 6 April next under measures taken in my first Budget. In effect, this means that after 5 April the onus of the payment of tax on dividends received by individuals will rest on self-assessment and income declaration by shareholders. 

I propose, therefore, to introduce on and from 6 April 1999 a withholding tax at the standard rate of income tax on dividends paid to individuals resident in the State and certain non-residents. This tax will have to be deducted from dividends before they are paid out. Those individual shareholders liable to tax at the higher rate will be required as before to declare their dividend income in their tax returns and to pay the balance of income tax due to the Exchequer. The proposed system is explained fully in the Summary of 1999 Budget Measures. It is estimated that the extra yield from the operation of this withholding system will be £15 million in a full year. 

Surcharge on Undistributed Corporate Income 

The Government will continue to examine such other measures as may be needed to seek a balanced contribution to the national Exchequer from all sectors of the economy. This also includes the extension of the current surcharge on undistributed corporate income of certain closely held companies. While the needs of business for retained profits to fund investment are readily acknowledged, this will have to be balanced by concern that corporate structures can be used to shelter income at low rates of tax while postponing its distribution to shareholders. The need for such surcharges will become more immediate as the standard rate of corporation tax approaches 12½ per cent. There will be consultation with business and other sectors before any extension of the current surcharge system is put into effect. 

Irish Registered Non-Resident Companies 

The problems arising from the use of Irish registered non-resident companies for various unlawful activities has been a cause of concern to the Government for some time. I am pleased to say that a package of measures under company law and tax law to deal effectively with this problem is now close to finalisation. The package will be submitted to the Government shortly so that it can be announced with the publication of the Companies (Amendment) Bill in the next few weeks. 

Retirement Pensions for the Self-Employed 

During the course of last year's Budget Speech and during the Dáil Debate on the Finance Bill 1998, I signalled my clear intention to make changes in the area of pensions for the self-employed. 

It is my intention to bring forward in the next Finance Bill significant changes to the present system to take effect from 6 April next. The changes I plan will be grounded on the following principles: 

the self-employed person will not be restricted to the one option on retirement of investing his or her accumulated pension fund net of the tax-free lump sum into a traditional type annuity; 

the self-employed person will have the option of retaining ownership at all times of the capital sum invested on his or her retirement to provide a retirement income; 

the self-employed person will also have the option of retaining ownership at all times of the market value of the accumulating fund during the contribution period; and 

the limits on tax-relieved contributions to be increased substantially from 15 per cent to 30 per cent on a sliding scale basis relating to age, as detailed in the Summary of 1999 Budget Measures. 

I see these principles as forming an integrated package.

There will be appropriate consultation with the Pensions Board and other expert bodies prior to finalising proposals for the Finance Bill. In the context of the increased contribution limits, it will also be necessary to examine the question of an earnings ceiling. The cost of the increase in self-employed pension contribution limits is estimated at £18 million in a full year. 

Extension of Deadlines for Various Designated Area Schemes 

In response to representations received from various parts of the country I have decided to extend the existing termination dates for the various designated area tax relief schemes and for the transitional arrangements under the Finance No 2 Act, 1998 dealing with newly-constructed rental property. Full details are set out in the Summary of 1999 Budget Measures. 

Rural Renewal Scheme 

As the House will be aware, I introduced tax incentives for a new pilot rural renewal scheme for the Upper Shannon Area earlier this year. The residential incentives have been in operation since 1 June last and I am awaiting clearance from the EU Commission for the business tax incentives. When this clearance is given, I will look at the possibility of extending this pilot scheme on a targeted basis to other rural areas. 

Relief for the Provision of Student Accommodation 

Since July 1992, the special tax relief for the provision of rented residential accommodation has applied only in urban renewal and other designated areas. I have decided to extend the scope of this scheme beyond these special areas for a limited period to encourage the provision of third level student residences, preferably located on or near the third level campus. The details will be contained in the Finance Bill. 

New Tax Relief for Convalescent Facilities 

I am proposing that the incentive capital allowance regime for nursing homes will be extended to the provision of convalescent health-care facilities. The provision of such facilities is aimed at reducing the hospital waiting lists by providing short-stay facilities for patients to stay in after operations or intensive hospital treatment. Further details are set out in the Summary of Budget Measures. 

Farmer Taxation 

I am extending the present stock relief arrangements for farmers for a further two years to 5 April 2001. These arrangements are a general relief of 25 per cent and a special incentive relief of 100 per cent for certain young trained farmers. 

In the case of VAT, the flat rate of VAT which may be charged by unregistered farmers on their sales to registered traders will be increased from 3.6 per cent to 4.0 per cent from 1 March 1999 at a cost to the Exchequer in 1999 of just over £7 million and nearly £11 million in a full year. The associated VAT rate for livestock will also increase to 4 per cent from the same date. 

Capital Acquisitions Tax 

At present, under capital acquisitions tax rules, all gifts and inheritances taken since 2 June 1982 are aggregated for the purposes of arriving at the rate of tax for a current gift or inheritance. I now propose that for gifts and inheritances taken on or after today, only those previous gifts and inheritances taken since 2 December 1988 will be taken into consideration for tax purposes. Bringing forward the date for aggregation in this way will ease the burden of compliance for both the taxpayer and the Revenue Commissioners. 

I am also increasing from 1 January next the annual small gifts exemption limit from £500 to £1,000. This limit was last increased in 1978. 

The cost of these changes is estimated at just over £6 million in a full year. 

ENVIRONMENTAL TAX ISSUES 

The issue of green taxes has been the subject of much recent comment. I propose to take a number of positive steps in that direction in this Budget. 

VRT on Cars 

I propose to restructure the VRT rates on cars. The new structure will favour smaller cars by raising the VRT rate on larger cars. The current VRT rates on cars are 22.5 per cent for vehicles up to and including 2,500 ccs and 28 per cent on vehicles over 2,500 ccs. I propose that a new three tier structure should be introduced. The current VRT rate of 22.5 per cent will apply on cars up to and including 1,400 ccs, a 25 per cent rate will apply on cars up to 2,000 ccs, and a 30 per cent rate will apply on all cars over 2,000 ccs. These changes will bring in £43 million in extra revenue and will apply from 1 January 1999. 

I believe that it is appropriate to seek to recoup revenue in this way from a sector experiencing record sales, which are being underpinned by the rapid economic growth we are experiencing. The increases in VRT will also yield a contribution from the motoring sector to meet the additional road-use and environmental damage arising from the unprecedented growth in private car usage in the State. 

Traffic Related Measures 

In addition to the changes in VRT, I propose to take a number of initiatives which have been recommended by various parties to address the growing traffic problem in urban areas. The House will appreciate that the tax system cannot solve the traffic problem on its own but it can play its part in altering the relative prices of different modes of transport in favour of those that create less pressure on road-use and the environment. 

Park and Ride Facilities 

The Government has decided, therefore, that a new tax incentive will be provided for the construction of park and ride facilities in urban areas to encourage motorists to leave their cars outside the congested city centre areas and to complete their journey by public transport. The full details of this relief will be in the Finance Bill. 

Monthly Travel Passes 

The Government has also decided that the provision of bus and rail passes by employers to their employees which are valid for one month or more will not be subject to tax as a benefit-in-kind. This will take effect from the new income tax year commencing on 6 April 1999. 

Benefit-in-Kind Tax on Car Parking Spaces 

The issue of benefit-in-kind tax on car parking spaces has attracted some attention recently. There are many practical difficulties in applying BIK to the use by an employed person of a car parking space provided by their employer. 

Nonetheless, and notwithstanding the very obvious delight of civil servants in all Departments, including my own, to really explore this new revenue raising measure for the State, I have asked my Department and Revenue to undertake such a review and to come up with a fair and workable system of applying BIK. 

I believe that the measures and proposals I have just announced, together with the measures to promote greater use of public transport, will be seen as important initiatives in facing up to the wide-ranging issues in this area. 

Green Tax Policy 

Tax increases on energy and fuels can reduce emissions and bring about more efficient use of these products. The revenue raised might also be used to reduce taxation in other areas such as labour. However, increases in the price of energy and fuel adds to inflation and affects those on low incomes. 

We need however to put in place an agreed indirect tax policy which will assist us in meeting our international obligations on CO2 emissions. Such a policy needs the support of all sections of the community as represented by the social partners. 

I am proposing, therefore, that the formulation of such agreed policy measures would be part of the discussions on the successor to Partnership 2000. In my view, this is the best way to proceed in this matter.

Excises on Tobacco and LPG

I propose to raise some extra revenue by increasing the VAT inclusive excise duty on cigarettes from midnight tonight by 5 pence per packet of twenty with pro rata increases in the price of other tobacco products. On the other hand, I propose that the VAT inclusive excise on auto LPG should be reduced by 1.8 pence per litre with effect from tonight. This will encourage the greater use of this cleaner product as a road fuel. These measures will bring in £13 million net in extra revenue in 1999.

Betting Tax

I have received strong representations that the current level of betting tax in the State at 10 per cent is an incentive to the betting public to use offshore tax-free telephone betting. This could place tax revenue and jobs at risk in the betting industry. While the level of such telephone betting has not impacted so far on excise revenue, the problem is a growing one.

The current excise tax of 10 per cent brings in £45 million per annum so that it is necessary to take measures to secure that source of revenue. In my view the best way to do so is to reduce the rate of tax to internationally competitive levels. However, any reduction in the off-course betting tax of 10 per cent has implications for the current on-course levy of 5 per cent which goes directly to the Irish Horseracing Authority and Bord na gCon. The latter bodies have in recent years, with the help of substantial Exchequer funding, invested in improved facilities. Those investments are best protected by larger attendances at meetings. 

I have discussed this matter in some detail with my colleague, Joe Walsh, TD, Minister for Agriculture and Food who is responsible for the latter bodies.

Arising from these consultations, I propose to cut the 10 per cent off-course Betting Tax to 5 per cent with effect from 1 July 1999, and the Minister for Agriculture and Food will arrange with the Irish Horseracing Authority and Bord na gCon to eliminate the present on-course levy of 5 per cent to zero with effect from the same date.

However, both proposals are absolutely conditional on satisfactory alternative arrangements being found to secure independent sources of funding for the Irish Horseracing Authority and Bord na gCon from the various elements of both industries, namely, bookmakers, racecourse owners, the Turf Club and others.

Although I am of the view that the proposed off-course reduction will increase betting activity, I have made a prudent provision for the cost of this reduction. I have provided for reductions of £12 million in 1999 and £24 million in a full year.

The net effect of the VRT, LPG, betting tax and tobacco changes will be to raise £32 million in additional revenue in a full year and to add 0.17 per cent to the Consumer Price Index.

Revenue Powers

As the House is aware, both Revenue and my Department have been actively reviewing the existing powers which Revenue have in relation to combating tax evasion. This review involves looking at extra powers in relation to access to bank accounts and the examination of the affairs of banking institutions. Revenue powers were last added to significantly in 1992, with further additions in 1993 and in 1995. I have made it clear that all reasonable or necessary measures will be pursued to counter tax evasion.

The Revenue Commissions have recently made proposals to me in this regard and I will be examining these in the context of the Finance Bill, 1999. 

I want to state again the Government’s resolve to take such measures as are needed and appropriate to ensure that tax liabilities can be reasonably and effectively pursued.

MEDIUM-TERM BUDGET PROJECTIONS

Following the practice of the last two years, I am including a contingency against all budgetary uncertainties of £300 million in 2000 and £600 million in 2001 as a reserve against unforeseen factors which could impact adversely on the Budget. 

Taking account of this contingency provision and the measures I have announced today, the General Government surplus is projected at 1.4 per cent of GDP in 2000 and 1.6 per cent of GDP in 2001. 

I intend to continue to achieve a General Government surplus for as long as economic conditions are favourable. In the event of significantly less favourable conditions the necessary action will be taken to comply with the requirements of the EU Stability and Growth Pact.

FUTURE BUDGETARY PROCESS

Multi-annual Budgeting 

Last year I indicated that I would be considering the implementation of the final phase of the move to multi-annual budgeting as envisaged in Delivering Better Government. This involves the Government allocating resources over a three year period covering the main budgetary aggregates of taxation, expenditure and borrowing.

As regards expenditure, I am publishing projections showing expenditure by individual Ministerial Vote Group for 2000 and 2001 on a "no-policy-change" basis. I have also included an amount for allocation above these levels within the overall expenditure envelope specified in the budgetary tables. I will address the final phase of the move to multi-annual expenditure budgeting which will involve the Government making decisions on the allocation of resources across Vote Groups. Decisions on this issue by the end of the first quarter of 1999 will allow Departments ample time to plan their spending in 2000 and 2001.

CONCLUSION

The penchant of Irish politicians and media persons to regularly use the terms "radical", "reforming" and "major" to describe even the most mundane event has led, in my view, to the debasing of such political language.

I suggest that the phrases "radical", "reforming" and "major" might be applied to this Budget - especially on the income tax side.

This is the final Budget before Ireland enters EMU. While EMU will present us with numerous challenges, none of these are insurmountable as long as we continue the prudent policies of recent years.

I believe my Budget today delivers what our country needs in terms of economic and social priorities.

I have committed £11.2 billion to social services in 1999 - about £900 million more than 1998 to look after the underprivileged and improve public services generally.

I have allocated £2.3 billion for capital investment to boost our productive capacity.

I have reduced personal taxation. It is now a fairer system. It increases the incentive to work. It will avoid excessive wage increases.

I have also provided for a significant further improvement in the public finances to prepare for the challenges that lie ahead.

During anyone’s lifetime, there are sometimes going to be good days, days in which you put your hand in your pocket and realise that all the money that you usually have spent by this day of the week isn’t gone.

There is some left over.

Maybe you earned a few extra pounds.

Maybe someone paid you money that they owed you. Whatever.

There you are with extra money in your pocket, a smile on your face and you are walking down the street, past all the shops, full of things calling out to be bought.

What do you do?

It depends.

If you haven’t a care in the world you will shop and shop and shop.

But if you had cares and worries and owed money, things would be different, very different.

Maybe you would be wise to hold on to that extra few pounds and put it towards reducing the size of your debt.

Sure — you don’t see any tangible physical results in terms of the presents you might have bought but you would feel better in the long run.

Days, months and years from now you will reap the rewards.

Days, months and years from now, we will see that on the day when we had the extra few pounds in our pockets, we made the right decisions, the long term decisions, and the decisions which in time will be seen to have been our only real sensible option. The option to look at Ireland in the longer term.

I commend the Budget to the House.

