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1. Introduction  

This paper is a development of the initial paper presented to the Commission. For convenience, it has 

been drafted in a report style, using the Commission’s voice. This paper is NOT however being 

presented for the Commission’s approval, but to facilitate further discussion. 

 

2. High-level Design Imperatives 

The Commission’s Terms of Reference require it to:  

“independently consider how best the taxation and welfare systems can support economic 

activity and promote increased employment and prosperity, while ensuring that there are 

sufficient resources available to meet the costs of public services and supports in the medium 

and longer term.” 

With this mandate in mind, the Commission has identified eight ‘High Level Design Imperatives’ which 

should inform the development of policy in the area of tax and welfare for the years ahead. Four of 

these are essentially high–level policy objectives i.e. fiscal sustainability, supporting enterprise and 

employment, equity and Climate Action, which are required to be built into the design of tax and 

welfare systems. In this, the Commission is drawing on the experience of what has worked, and what 

has not worked, in the recent past. The other four are principles of good policy design and 

administration in the realm of taxation and welfare policy, some of which have been written about for 

centuries, and which have been augmented by more recent scholarship. These are system-level 

efficiency, reciprocity, equal treatment and modern administration. 

These High Level Design Imperatives have influenced the Commission in its deliberations and in 

arriving at its recommendations. As they are high level, they can also assist policymakers in the years 

ahead in formulating policy in the area of tax and welfare design. It is, of course, the case that, in 

formulating its recommendations, the Commission has often encountered tensions or trade-offs 

between the imperatives. This is normal and to be expected, and an element of judgment is involved 

in any such evaluation. In adopting a small number of Imperatives, however, and in applying them 

with rigour and consistency, the Commission believes that an improved and more serviceable tax and 

welfare system can result. The Commission has also sought to incorporate its understanding of how 

the State must seek to respond to existing and emerging challenges insofar as they affect the design 

of taxation and welfare systems.  
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2.1 Fiscal sustainability and stability 

The primary function of the tax system is to fund public services, at a level determined by the 

democratic system. While much of this report will be devoted to consideration of ways in which 

different policy goals can be achieved via the manner in which tax and welfare are structured, these 

goals are secondary to the primary objective of raising revenue and should always be seen as such.  

Accordingly, in order to provide the level of public services which Irish society desires, as determined 

by the democratic system, adequate revenues are required, and the amount of these revenue 

requirements will inevitably rise in the years ahead. This does not absolve the State of its obligation 

to ensure value-for-money in public services, nor does it preclude future Governments from altering 

the level of public services provided, if they deem that appropriate. Nonetheless, looked at from this 

point in time, it seems inevitable that the amount of revenue raised will need to rise to fund public 

services.  

This reality cannot be avoided through long-run deficit financing. Ireland has experienced a number 

of economic crises in recent memory, the most recent of which has been the COVID-19 pandemic. 

Having a strong fiscal position on the eve of the pandemic allowed the State to provide unprecedented 

levels and forms of support to firms and households during the pandemic, significantly lessening the 

impact on the economy. This was appropriate. Emergency support in a crisis, however, is not the same 

as addressing long-term revenue needs. Ultimately, public services must be provided from 

government revenues.  

Debt levels in Ireland are high compared to other developed economies, limiting room for future policy 

action. In order to respond to any future crisis, the State needs to rebuild its fiscal position. Running 

deficits to fund current services is neither sustainable, nor is it consistent with Ireland’s obligations as 

a member of the Eurozone. In the long-run, the provision of public services is dependent on there 

being sufficient revenue available to fund them. Given the volatility and vulnerability of the Irish 

economy, the present high level of debt and the threats to the fiscal position in the decades ahead, 

adequate revenues are required in order to rebuild fiscal buffers and provide the level of public 

services decided on by Government. 

This is not just a question of the quantum of revenues raised. The sustainability and stability of revenue 

flows is also important. In the years preceding the financial crisis, the exchequer became overly 

dependent on once-off taxes related to the property boom, which subsequently evaporated, 

worsening the fiscal crisis. Over-reliance on any particular source of revenue, such as happened during 
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the property-bubble, must be avoided. This means that a diverse array of sustainable revenue streams 

are needed1.  

In arriving at its recommendations, therefore, the Commission has sought to identify the best way in 

which additional revenues can be raised in the years ahead. 

 

2.2 Promoting enterprise and employment 

Since the 1980s, Ireland has experienced an extraordinary economic transformation. The level of 

income per capita is twice what it was thirty years ago, and the number of people at work has also 

doubled. This is true, despite the painful experience of the financial crisis, and the unprecedented 

impact of the COVID pandemic.  

There is considerable room for debate about how this experience is to be interpreted. O’Grada and 

O’Rourke (2021), for example, point to the 1990s as a period of very rapid ‘convergence’ to European 

norms in income per capita and, what they argue is much less impressive growth after 2000. There is 

no doubt that the export-led growth of the 1990s was supplanted by a property bubble in the decade 

that followed. Once the bubble burst, it was 2015 before the level of income returned to the 2007 

level, and 2018 in respect of total employment. Whether the rapid ‘re-bound’ of 2013-2019, 

constitutes a return to ‘normal’, reflecting underlying strengths in the Irish economy, or something 

more temporary, is difficult to discern. Certainly, the performance of sectors such as pharmaceutical 

and technology, continues to lend strength to Ireland’s macroeconomic performance and helped to 

underpin the economy during COVID. 

What is clear, however, is that there are risks to the Irish growth model, and little room for 

complacency about the performance of the economy in the future. While it is not possible to predict 

the future, certain fundamental tenants regarding taxation and welfare policy in a small open 

economy in a monetary union remain true, and should inform policy formation in the future. These 

include:  

 a tax regime that is attractive to foreign-direct investment,  

 a supportive environment for investment in internationally traded sectors,  

 an overall concern for the competiveness of the economy generally, and  

 a taxation and welfare code that promotes, rather than inhibits employment creation.  

                                                           
1 In an economic downturn, it is normal to expect that some tax revenues will fall, in line with the ‘automatic 
stabilisation’ function of taxation. In devising the composition of revenue streams, policymakers should factor 
in this policy objective.  
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How these principles are applied will change over time. Over the past 30 years, there have been 

significant changes in social behaviour, business models and value drivers globally. Globalisation and 

digitalisation have significantly changed the manner in which businesses and individuals organise their 

affairs. The manner in which profits are generated has changed, which in turn has changed how 

individuals participate in the workforce, with more and more taking on new forms of self-employed 

income streams in addition to their standard salaried employment or fully transitioning into such self-

employment roles. Tax and welfare systems need to be designed to be adaptable to these and future 

changes. 

 

2.3 Equity 

The idea of equity has long been central to thinking about tax design, and with the emergence of the 

modern welfare state, welfare systems have been systematically developed to protect living standards 

among those who, for one reason or another, require support. Clearly, there are a wide range of 

opinions as to what should be the appropriate extent and nature of this role. As the Nobel laureate 

Amaryta Sen wrote, ‘a common characteristic of virtually all the approaches to the ethics of social 

arrangements that have stood the test of time is to want equality of something’. The question is 

‘equality of what?2’. 

Over the past ten years, increasing attention has been paid across the globe to the distribution of 

income and the level of inequality in advanced economies. There has been a discernible, but not 

uniform, shift towards higher levels of income inequality, and a far greater level of attention has been 

paid to this issue by policymakers internationally. There is a greater consensus that high levels of 

income inequality have negative effects on economic growth, as well as on a number of other concerns 

such as health and well-being, or indeed political and societal stability. Taxation also finances the 

provision of public services and infrastructure which, as well as tending to equalise the distribution of 

well-being and life chances, also contribute to economic growth and increasing employment. This 

does not mean, however, that trade-offs will not arise in particular aspects of the design of tax and 

welfare, or that tax and welfare design can be treated as a ‘pure distribution problem’, where a fixed 

cake is divided up without consideration of the consequences for economic activity.  

Ireland’s experience in this area is unusual. Thirty years ago, Ireland was, compared to its peers, 

identifiably among the countries with higher levels of income inequality. Since then, income inequality 

has, in fact, fallen somewhat. Perhaps the most striking feature of the Irish experience in this area, 

                                                           
2 Sen, A, (1992), Inequality Reexamined, Oxford: Clarendon Press 
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however, is while that the distribution of market incomes has been and remains highly unequal 

compared to other advanced economies, the distribution of disposable incomes is closer to European 

norms. The tax and welfare systems have, therefore, played a critical role in distributing and re-

distributing the fruits of economic growth over the past thirty years, during a period when that growth 

has been rapid. Levels of poverty have also fallen. 

It is important to understand the role that the taxation and welfare systems have played in this regard. 

While the tax and welfare systems currently ensure that the level of income inequality in Ireland is 

approximately mid-table internationally, there are significant risks to this aspect of the ‘Irish model’. 

Should market income inequality increase further, it is by no means clear that the redistributive 

capacities of the tax and welfare systems as currently constructed will necessarily be able to 

compensate. Competiveness pressures, technological disruption or the need to raise revenues may in 

the future put pressures on the extent to which incomes are redistributed. While equality is a key 

consideration therefore, there is a need for reflection on the way in which it can be achieved in the 

future. 

Standard measures of income inequality such as the Gini coefficient, while important, only capture 

information on the distribution of incomes at a point in time. A person’s income in that time period 

may not, for example, be fully reflective of their opportunities and command over resources over their 

life-cycle. This raises a number of issues, including that of intergenerational equity. As the Irish 

population ages, and the cost of supporting public services falls on a relatively smaller working 

population, the issue of intergenerational equity will become more salient in the years ahead. 

 

2.4 Climate 

Climate change has taken centre stage as a key national and international concern. There can be little 

doubt that lowering emissions needs to be a core concern of policy across all economic sectors in the 

decade ahead. There is, therefore, a critical role for the taxation and welfare systems to play in 

addressing the externalities created by green-house gas emissions, particularly in the pricing of 

carbon.  

Key to any measures introduced is the deterrence of harmful behaviours and the reduction of societal 

cost. Such measures must not only address the pressing challenges created by climate change, but 

also support a just transition where possible. 

This creates a number of unique challenges for Ireland given the sectoral composition of greenhouse 

gas emissions, but also opportunities. 
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It is important that careful consideration is given to adopting the correct policy levers to tackle climate 

change, which includes, but is not confined to fiscal instruments. Moreover, an over-reliance on tax 

expenditures to incentivise behaviours could create a gap in Exchequer receipts that would need to 

be offset by introducing new revenue raising measures in other areas – consideration would also need 

to be given to the disenfranchisement that could be generated by withdrawing such expenditures in 

the future, when the incentivised behaviours become the new norm. Conversely, the imposition of 

further taxation measures to discourage harmful behaviours could be regressive and 

disproportionately affect those with the least ability to pay. As such, a balance is required in this space, 

with the incidence and impact of any proposed measures requiring careful scrutiny. 

As the economy is restructured to produce fewer carbon emissions over the medium-long term, it will 

also be necessary to consider how to maintain the tax base in areas such as vehicle taxes, where major 

changes in behaviour are needed and anticipated. More than just maintaining the tax base, 

consideration of how to best support sectors that have a significant environmental impact in 

successfully transitioning and adapting in an inclusive manner is important.  

Opportunities also exist for Ireland to be a leader and innovator in terms of climate and the 

environment. 

 

2.5 Efficient system design 

While the tax and welfare codes must and will respond to emerging challenges in the decades ahead, 

it is also important to re-state some of the core principles which underpin well-functioning tax and 

welfare systems, and which apply irrespective of time and place.  

In 1776, Adam Smith 3enunciated his canons of taxation as follows: 

I. The subjects of every state ought to contribute towards the support of the government, as 

nearly as possible, in proportion to their respective abilities; that is, in proportion to the 

revenue which they respectively enjoy under the protection of the state.… 

II. The tax which each individual is bound to pay ought to be certain, and not arbitrary. The 

time of payment, the manner of payment, the quantity to be paid, ought all to be clear and 

plain to the contributor, and to every other person.… 

III. Every tax ought to be levied at the time, or in the manner, in which it is most likely to be 

convenient for the contributor to pay it.… 

                                                           
3 Smith, A. (1776) The Wealth of Nations, Book V, Chapter 2 
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IV. Every tax ought to be so contrived as both to take out and keep out of the pockets of the 

people as little as possible over and above what it brings into the public treasury of the state.… 

A century later in 1903, Charles Francis Bastable, Professor of Political Economy in Trinity College, 

Dublin endorsed Smith’s principles, on the basis that ‘Though fully in harmony with the spirit of the 

I8th century, they have not been found inapplicable to modern conditions, and in spite of much hostile 

criticism bid fair to hold their ground in the future.’4 

A century further on, the Mirrlees5 review took a broadly similar view of Smith, while arguing that 

‘these recommendations may command near-universal support but they are not comprehensive, and 

they do not help with the really difficult questions which arise when one objective is traded off against 

another’. 

The Mirrlees review summarised its approach in the following four objectives, as follows: 

‘For a given distributional outcome, what matters are: 

The negative effects of the tax system on welfare and economic efficiency – they should be 

minimised; 

Administration and compliance costs – all things equal, a system that costs less to operate is 

preferable; 

Fairness other than in the distributional sense – for example, fairness of procedure, avoidance 

of discrimination, and fairness with respect to legitimate expectations; 

Transparency – a tax system that people understand is preferable to one that taxes by ‘stealth’ 

This approach is particulalry influenced by the theory of optimal taxation, in the creation of which 

Mirrlees was a pioneer. Hence the Mirrlees review emphasises the concept of neutrality: 

‘A neutral tax system is one that treats similar activities in similar ways….So, a neutral tax 

system minimizes distortions over people’s choices and behaviour. In general, it therefore 

minimises welfare loss. In a non-neutral system, people have an incentive to devote socially 

wasteful effort to reducing their tax payments by changing the form or substance of their 

activities’ 

Importantly, the Mirrlees review makes it clear that this definition of neutrality is not inconsistent 

with, say, imposing higher taxes on ‘environmental bads’. The understanding of efficiency has always 

accommodated the idea that, where an activity of one individual imposes ‘externalities’ on others, 

                                                           
4 Bastable, C.F. (1903), Public Finance, London: Macmillan 
5 Mirrlees et al (2011), Tax By Design, Oxford: OUP 
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imposing taxes on that activity promotes efficiencies. On the other hand, Mirlees argues that the tax 

systems in most modern economies are ‘full of non-neutralities’ and distortions which ‘create 

complexity, encourage avoidance, and add costs for both taxpayers and governments’. 

Thus, while it may be appropriate to pursue certain policy objectives through the tax code, such 

measures invariably come with a cost. This includes the cost of what is achieved by the measure, the 

deadweight cost of lost revenues foregone for activity that would have happened anyway, and the 

impact on the system as a whole in terms of higher complexity. Crucially, the Mirrlees review points 

to the importance of thinking about the tax system as a system. The way that the system as a whole 

operates is what matters, and how individual elements fit together, not whether each component is, 

for example, progressive. This point also applies when thinking about the taxation and welfare 

systems, taken together, as do the points about administrative costs, process fairness and 

transparency. Just as tax liabilities should be clear and predictable, welfare entitlements should 

equally be understandable and accessible, and the behavioural impacts of the welfare system clearly 

understood.  

 

2.6 Reciprocity 

In common with other advanced economies, the taxation and welfare systems in Ireland have 

expanded in scale and scope over more than a century, such that they play a fundamental role in Irish 

life. They are a major part, but not the totality of, the social contract – the set of rights and mutual 

obligations that come with living in Ireland. Or, put another way, they are part of ‘what we owe each 

other’6. 

The OECD definition of taxation refers to taxes as an ‘unrequited payment’, because, unlike a payment 

made in a private market transaction, there is no one-for-one correspondence between the payment 

made and what is received in return. Taxes are paid into a common pool, which provide a variety of 

goods and services. Some of these are classic ‘public goods’, such as policing and security, where one 

person’s benefit from the good is not reduced by the fact that others also access them. Others, like 

education, are provided as universal services, while others, like many welfare benefits, depend on a 

person’s particular circumstances. Among the advanced economies, there are differences in the 

extent to which access to welfare payments is based on social insurance i.e. where those in paid work 

make social insurance contributions in return for which they are eligible for payments when they are 

sick, out of work or retired. Social insurance, however, is not the same as risk-rated private insurance, 

                                                           
6 See e.g. Shafik (2021) for a recent discussion. 
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as there is a high degree of redistribution built into the system. Thus, what we pay in taxes and social 

insurance contributions and what we receive in services and benefits is not strictly related at a given 

point in time. This is justified by the common bond or sense of social solidarity that comes with living 

in Ireland – the sense that there is a ‘we’ and that we need to look after each other. But it also, because 

the modern state, creates a greater good. Even if we cannot always measure the direct benefits that 

come to us from the common pool, we know that we benefit from living in a more secure, equal, more 

educated, healthier society with a cleaner environment. As taxpayers we are not just paying for what 

we may ourselves receive, but we are also contributing to a greater good of which we are part.7 

The tax and welfare systems are not the totality of the social contract, but they have historically been 

seen as a fundamental component of what links us together as a democratic society. At the same time, 

this idea of a contract or mutual bond, is not exclusively financial. There are other non-financial mutual 

obligations that apply. The welfare system, for example, has long been prefaced on the idea that those 

who can work, other than the retired, should do so. In other words, the tax and welfare systems are 

structured around a concept of ‘reciprocity’ – we all benefit and we should all contribute 

appropriately, in both a financial and non-financial sense. 

This has important implications for the way in which the tax and welfare systems are structured. How 

we define and prioritise reciprocity affects a number of important questions, including:  

 Should everyone pay some tax, or should some people be exempt from paying? 

 Should the welfare system just pay benefits, or should it also prioritise ‘activation’?  

A modern interpretation of reciprocity should also incorporate a sense of duty to the environment. 

‘Polluter pays’ is a sound principle, but is not the same as saying that people can be allowed to buy 

their way out of their environmental responsibilities.  

 

2.7 Equal Treatment 

One of the long-standing principles of taxation is the concept of horizontal equity i.e. the idea that 

people in similar circumstances should be taxed similarly. This is particularly relevant where two 

people earn the same amount of money in the same period, but may be required to pay different 

amounts of tax because of the source of that income.  

                                                           
7 This is not inconsistent with there being a wide divergence of views as to the size and appropriate role of the 
state, how much tax should be raised, how much should be spent and on what, and the value-for-money from 
public spending. 
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The Commission on Taxation 1982-1986 explicitly addressed this issue by embracing the Haig-Simons 

definition of income (used by public finance economists), which draws on the idea that income broadly 

connotes the exercise of control over society’s scarce resources and ultimately defines income as 

equal to total consumption during a year plus any increases in capital (after taking account of 

inflation). A comprehensive definition of income on these lines would include capital gains, gifts and 

inheritances, lottery winnings and all other receipts.  

The implications of this approach are that income from different sources, such as rents, interest or 

earnings should, as far as possible, be taxed the same way contributing to a more neutral tax system 

where decisions regarding how to generate monies are made on their economic merit and not the tax 

implications of that choice. Similarly, individuals who are both tax resident in the same jurisdiction 

should be subject to the same tax rules irrespective of their domicile. Consideration should be given 

as to whether these existing tax differences are reasonable.  

In recent decades, the structure of family life in Ireland has changed significantly due to many factors 

such as the introduction of divorce provisions as well as evolving personal choices around cohabitation 

or choosing to remain single for longer. The role of women in society has changed particularly in 

respect of participation in the workforce. 

It is important to ensure that the tax and welfare systems do not discriminate against personal choices 

regarding family, but also acknowledge that different family and personal circumstances may give rise 

to different needs and/or responsibilities – such as responsibilities with regard to childcare or elder 

care, which represent a valuable contribution to society. As such, different supports may be required 

to address such needs while also supporting one’s ability to engage in productive activity or facilitating 

a return to such activity in the future.  

 

2.8 Modern administration 

The underlying legal and administrative framework for many taxes and welfare measures often 

reflects the prevailing economic conditions as well as what was administratively feasible at the time 

the measures were initially introduced. However, changes in social behaviour, business models and 

value drivers globally as well as unprecedented strides in technological development have meant that 

economic conditions unrecognisable from those of 30 years ago and administrative capabilities are far 

beyond what could have been imagined. Furthermore, people increasingly expect seamless 

integration of technology with their day-to-day activities, as more and more goods and services are a 

few short clicks away. Despite these changes, the administration of many tax and welfare measures 



  High-Level Design Imperatives 

 

12 

has often not been re-imagined beyond the introduction of digital versions of longstanding paper 

processes. 

An opportunity exists to rethink how tax and welfare processes are administered as a whole in light 

of these significant economic and technological change. Tax and welfare systems and their associated 

authorities can only be truly acceptable and accountable to the general public where they are fully 

understood. Modernisation of the administration represents an opportunity to better communicate 

obligations and entitlements to taxpayers. Furthermore, modernisation can enable the taxation of 

increasingly complex economic activities operate in a more simple and understandable way. 

This opportunity to modernise is happening at a time when the wider civil service is adopting a digital 

approach to administration, with one of the key goals of the civil service renewal plan is to ensure that 

90% of public services are available online through the use of ’integrated and customer-driven 

solutions’ by 2030.  

PAYE Modernisation has recently demonstrated that the integration of tax processes into taxpayers’ 

natural systems and how the use of automation and other technologies can reduce errors, speed up 

services and drive down costs, giving rise to long-term stable increases in Exchequer receipts, similar 

to those generated from base broadening measures. The potential benefits are not limited to the 

State, as leveraging technological solutions can reduce the time and effort required by individuals and 

businesses to comply with and understand their tax obligations and entitlements. Scope for further 

modernisation exists and should be leveraged.  

In addition, the Covid-19 wage subsidy schemes (Employment Wage Subsidy Scheme (EWSS) in 

particular) and the Pandemic Unemployment Payment (PUP) have demonstrated it is possible to use 

technological solutions to exploit the natural synergies that exist between the tax and welfare systems 

to provide in order to provide enhanced, streamlined administrative services. Interactions between 

the tax and welfare systems should be further examined to determine where they could be 

streamlined or integrated in order to provide better and more efficient customer service. 

 

  


