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Breakout Session 1 

“Tax reform for balanced economic growth” 

Chair:   Minister Michael Noonan T.D. 

Rapporteur:  Donal de Buitléir  
 

Potential Issues/Questions for Discussion 

1. In light of the European Commission’s country-specific Recommendation that Ireland 

should reduce vulnerability to economic fluctuations and shocks by broadening the 

tax base, what options could be considered to maintain the breadth of the personal 

tax base as the USC is phased out?  

 

2. What should be the priority in terms of tax reform measures given the limited 

amount of fiscal space available, as identified in the recent Summer Economic 

Statement? 

 

3. Is the highly progressive nature of the Irish Income Tax system a barrier to 

sustainable growth in a competitive international market for skilled mobile workers? 

 

4. How can Ireland tackle international tax avoidance without compromising our 

competitiveness? 

 

5. A range of sectorally focused tax incentives have been introduced in recent years 

targeted at assisting entrepreneurs, the hospitality sector, the IFSC, the film industry, 

the farming sector and the construction sector, to name just some. Which of these 

incentives have now outlived their usefulness and where should any subsequently 

available fiscal space be redirected? 
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Background Purpose and economic effects of taxation 

The primary function of the tax system is to finance public expenditure while, in combination, taxation 
and public spending contribute to public policy objectives such as economic growth, equity and 
sustainable development.  Taxes influence economic activity through their effects on decisions by 
households and firms on investment, savings, labour market participation and employment. These 
decisions are affected not only by the level of taxes but also by how taxes are designed and combined 
to generate revenues.   
 
The OECD has produced a hierarchy that ranks taxes on the basis of impacts on economic growth. This 
suggests that corporate income taxes are the most growth-harmful type of tax, followed by personal 
income taxes and then consumption taxes, with recurrent taxes on immovable property the least 
harmful. 
 

Ireland’s tax burden and its distribution 

Measured as a proportion of Gross Domestic Product (GDP), Ireland has a relatively low tax burden by 
European standards according to the latest data. In 2014 total taxes were 30.5% of GDP compared to 
the EU-28 average of 37.1%. However, given the exceptional gap between GDP and Gross National 
Product (GNP) in Ireland, the Irish Fiscal Advisory Council (IFAC) have argued that a more appropriate 
measure of fiscal capacity is a hybrid measure taking GNP plus 40 per cent of the gap between GDP 
and GNP.  On this basis, the tax take share rises to 33.2%.  
 
If social security contributions (SSC) are excluded from the comparison (given the stronger insurance 
character of these systems in other EU countries compared with Ireland), the tax take at 24.7% of GDP 
is marginally below the EU-28 average of 25.6%. As a percentage of the IFAC measure this rises above 
the EU average to 26.9%. 
 

Figure 1: Exchequer Tax Receipts 2015 

 
 
Of total tax receipts in 2015 of €46 billion, income tax (including €4bn Universal Social Charge) 
comprised 40%, VAT and Excise 38%, Corporation Tax 15%, Stamps 3% with the remaining tax heads 
making up approximately 1% each.  
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Budgetary reform process 

The Government recognises that a stronger and more participatory involvement of the Oireachtas in 
the Budget process is essential to making the functioning of Government more effective and 
transparent. This was highlighted in the Programme for a Partnership Government. 
 
The Oireachtas set up a Select Committee on arrangements for Budget scrutiny. Its objective is to 
make recommendations on enhancing the engagement of the Oireachtas and its committees in the 
scrutiny of revenue and expenditure proposals and review of the general fiscal position in a manner 
which will increase the capacity of the Houses to exercise influence and achieve accountability 
throughout the budgetary cycle. The Government made a submission to the Committee and the 
Ministers for Finance and Public Expenditure and Reform appeared before it on 15 June. The 
committee is expected to issue its report in the immediate future. 
 
In summary the steps which the Government indicated that it was taking in relation to Budget 2017 
which it considered would form a solid base for permanent arrangements likely to emerge from the 
Committee’s recommendations are 
 

 Publication of the Summer Economic Statement, which occurred on 21 June 

 Holding the National Economic Dialogue 

 Publication of a Mid-Year Expenditure Report in July 

 Circulation to relevant Oireachtas Committees in July of the Tax Strategy Group papers. The 
TSG considers papers prepared by Departments on relevant tax and social protection issues 
for discussion with costed options for changes taking account of any relevant Programme for 
Government commitments. In previous years the TSG has met in September; this year it will 
meet in July. 

 
Government also indicated that it would commit to producing its draft Stability Programme no later 
than mid-April each year to give the Dáil time to consider it before it is submitted to the European 
Commission at the end of April. 
 
In its “Review of Budget Oversight by Parliament: Ireland” in November 2015, the OECD advised that 
the Houses of the Oireachtas should be involved as a key partner in the NED. The Government is 
committed to ensuring that this is the case. Members of the Select Committee on Arrangements for 
Budget Scrutiny have been invited to this year’s NED and the Government looks forward to any 
recommendations that it includes in its Report to facilitate greater participation of the Oireachtas in 
the conduct of the event. The OECD also recommended in its Report that the Finance and Social 
Welfare Bills be published on Budget Day. In its submission to the Committee, the Government 
confirmed that for 2017, the Finance Bill will be published as soon as practicable after the Budget and 
certainly not more than two weeks later. The Social Welfare Bill will also be published at the earliest 
opportunity after the Budget. 
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Income Tax  

Ireland’s income tax system is highly progressive with those on higher incomes paying proportionately 
higher rates of tax.  A consequence of this progressivity is high marginal tax rates, which influence 
individual decisions on labour force participation. 
 
At low to middle incomes, OECD1 comparison of Ireland’s labour tax wedge shows that it is below the 
OECD average for one-earner and two-earner families, with and without children, at all income levels 
up to and including 167% of the average wage.  (Based on 2015 data and average wage of €34,874.)  
At 9.5%, Ireland has the third lowest tax wedge in the OECD for a married single-earner couple on the 
average wage with two children.  This compares to the OECD average of 26.7%. 
 
Tax reductions introduced in Budgets 2015 and 2016 have reduced the marginal tax rate on PAYE 
income up to €70,044 from 52% to 49.5%, the first time since supplementary Budget 2009 that this 
rate has fallen below 50%.  The 49.5% rate applies to income from €33,800 for a single individual, i.e. 
this marginal rate is reached at below the average wage (c.€36,800 in Q2 2016). 
 

International Tax  

There is now an international consensus that, in an increasingly interconnected world, national tax 
laws have not always kept pace with global corporations, fluid movement of capital, and the rise of 
the digital economy.  This has created gaps and mismatches that can be exploited to generate 
opportunities for tax avoidance.  Research undertaken by the OECD since 2013 indicates that this 
problem results in annual losses of anywhere from 4 - 10% of global corporate income tax (CIT) 
revenues, i.e. USD 100 to 240 billion annually. 
 
The OECD Base Erosion and Profit Shifting project (BEPS) gives countries the tools they need to ensure 
that profits are taxed where economic activities generating the profits are performed and where value 
is created. 
 
Ireland has been at the forefront in implementing the BEPS recommendations on country-by-country 
reporting as well as introducing the first OECD-compliant patent box, called the knowledge 
development box.  Ireland has also been to the fore in progressing this work at EU level through the 
Anti-Tax Avoidance Directive, which was agreed by EU Finance Ministers in Luxembourg last week. 
 
However, it is important that these initiatives do not create an environment of uncertainty for 
business investment in Ireland.  Recent research by the ESRI, points out that a competitive corporate 
tax rate is a significant factor in attracting FDI to Ireland especially from countries outside the EU. This 
research concludes that in addition to maintaining a competitive corporate tax rate, Ireland’s 
attractiveness to FDI would benefit from policies aimed at maintaining cost competitiveness and 
enabling further R&D investment. 
 
The key challenge for Ireland is to continue to lead on tackling tax avoidance, while maintaining tax 
policies that attract substantive FDI and foster growth.  
 

                                                           
1 OECD Taxing Wages 2014-2015 
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VAT Action Plan  

The Commission Communication on an Action Plan on VAT “Towards a single EU VAT Area - Time to 
decide” was adopted in April 2016 and sets out the Commission’s pathway for modernising the VAT 
system, including: 
 

 A definitive system of VAT 

 Modernised VAT rates policy 

 Anti-fraud measures – long and short term 

 removing VAT obstacles to cross-border e-commerce/SME package 
 

A timeframe for the publication of several proposals throughout 2016 and 2017 is also set out in this 

regard. 

The current VAT system is fragmented and complex for the growing number of businesses operating 

cross border and leaves the door open for fraud. The VAT Action Plan’s longer-term proposal to tackle 

VAT fraud is to put in place a definitive VAT regime, so that cross-border transactions are treated the 

same as domestic transactions for VAT purposes. The Plan proposes that the definitive regime be 

based on the destination principle, that is, where all cross-border supplies are taxed in the country of 

destination and not in the country of the supplier. Many cross-border supplies are already taxed in 

this way. To facilitate this change, the Plan proposes to extend the One-Stop Shop arrangement to all 

cross-border supplies (whereby businesses account for all their EU VAT obligations to a tax authority 

in just one Member State). 

In terms of a modernised VAT rate policy, the Action Plan proposes two options, to retain the existing 

system but convert all historic derogations into a list that all Member States could avail of or, to have 

no restrictions on Member States setting lower VAT rates but with safeguards to avoid unfair 

competition.  The Plan proposes various short-term anti-fraud measures including temporary 

derogations for Member States to tackle national and structural fraud, improving cooperation and the 

capacity of national tax administrations.  As regards modernising and simplifying VAT for cross-border 

e-commerce, in particular for SMEs, the Action Plan proposes to extend the One-Stop Shop 

mechanism to EU and non-EU countries for sales of goods, while eliminating the Low Value 

Consignment Relief which currently exempts from VAT any goods imported into the EU valued under 

€22.  

 

 

 


