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Key Points 

 Value-Added Tax (VAT) is a tax, which is payable on sales of goods or services within the 

territory of the Member States of the EU. 

 

 Ireland has a number of VAT rates:  

 23% is the standard rate of VAT (applying to 50.8% of activity) 

 13.5% is a reduced rate of VAT (applying to 27.9% of activity) 

 9% is a special reduced rate (applying to 10% of activity) 

 4.8% is a reduced rate of VAT specifically for agriculture and the  

 0% (Zero) VAT rating  (applying to 11.3% of activity) 

 

 Ireland’s revenue yield from consumption taxes (mainly VAT and Excises) is marginally 

above the EU27 average (see previous related papers). 

 

 While Ireland’s standard rate of VAT is relatively high compared to other EU countries, 

Ireland ranks 20th out of 27 EU countries by reference to VAT Revenue Ratio (% of VAT 

collected) due to the relatively high number of items qualifying for zero or reduced rates 

of VAT.  

 

 A high-level analysis of potential VAT rate changes is contained in Section 8. 
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1. Introduction  

The purpose of this paper is to provide an overview of Value-Added Tax (VAT) in Ireland along with 

some analysis of matters to consider when considering changes in this area. VAT is a transaction based 

tax, levied on supplies of goods and services. Globally, approximately 136 countries operate some 

form of VAT or good and services tax (GST) and there are considerable differences on how this taxation 

is applied from country to country.  

 

2. VAT in Ireland 

VAT is a broadly based consumption tax assessed on the value added to goods and services. These are 

taxes levied on a good or a service rather than on personal/corporate income or on property. Indirect 

taxes include VAT, customs duties and excises on goods such as tobacco, mineral oils, alcohol and the 

registration of vehicles. It is targeted at the end user of the specified goods and services – the 

consumer. It is levied on the price paid by the consumer, and collected a remitted to the Office of the 

Revenue Commissioners, rendering it respectively an output and a fiduciary tax.  Subject to their being 

VAT-registered, the vendor is entitled to reclaim any VAT they have paid to acquire or make the goods 

or provide the services (input VAT).  

 

VAT applies, more or less, to all goods and services that are bought and sold for use or consumption 

in the European Union. Accession to the European Community by Ireland in 1973 was dependent upon 

the introduction (in 1972) of a VAT system. This was required in order to support the functioning of 

an efficient single market in Europe and ensure that there was no deliberate or accidental subsidising 

of exports by overestimating the taxes refundable on exportation. At the time of accession Ireland 

secured a number of derogations from the VAT Directive1, along with a number of ‘special’ rates, many 

of which are retained to this day and continue to influence policy in this area.  

 

In 2020, VAT accounted for approximately €12,486 million or approximately 22.2% of the overall tax 

yield to the Exchequer. This is a slight drop in comparison to the figures for 2019 however this is 

projected to increase again in 2021 as the economy recovers. Since 2009 VAT has accounted for 

between c25%-30% of total Exchequer revenue. Cumulative VAT receipts of €12,608 million to end-

                                                           
1 Council Directive 2006/112/EC of 28 November 2006 on the common system of Value-Added Tax recasts and repeals 
the sixth Value-Added Tax (VAT) directive, to clarify the EU’s current VAT legislation . It aims to harmonize VATs within the EU 
VAT area. Each EU country has a standard rate which applies to the supply of most goods and services. This cannot be less 
than 15%. 
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October 2021 are €785 million, or 6.6 per cent, ahead of target, and €2,465 million, or 24.3 per cent, 

up on the same period in 2020, reflecting the strong recovery in consumption. In this context the 

Budget 2022 estimate for the VAT yield in 2022 is projected at €15.4 billion for the year (24.0 per cent 

higher than last year). With the exception of 2020, while the percentage of total tax receipts is falling, 

in actual nominal terms the value of VAT receipts is increasing. 

 

Figure 1 VAT Receipts as Percentage of Exchequer Revenue since 2009   

 

Source:  revenue.ie 
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Figure 2 VAT Receipts by Economic Sector 2019   

 

 

Source:  revenue.ie 

 

Both VAT and excise taxes are a good barometer of what is happening in the economy as a whole, as 

they reflect consumer spending.  

 

Value-Added Tax is: 

 

 a general tax that applies, in principle, to all commercial activities involving the production 

and distribution of goods and the provision of services. VAT registration is obligatory when 

turnover exceeds, or is likely to exceed, the VAT thresholds   (i.e. €75,000 for goods and 

€35,000 for services), the person does not have to charge VAT on their sales).  Even where a 

business’ turnover is below the relevant threshold, businesses may elect to register for VAT in 

order to secure VAT recovery on their input costs. 

 a consumption tax because it is borne ultimately by the final consumer. A consumption tax is 

a tax levied on consumption spending on goods and services. The tax base of such a tax is the 

money spent on consumption. 

 charged as a percentage of price, which means that the actual tax burden is visible at each 
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 collected fractionally, via a system of partial payments whereby taxable persons (i.e., VAT 

registered businesses) deduct from the VAT they have collected the amount of tax they have 

paid to other taxable persons on purchases for their business activities. This mechanism 

ensures that the tax is neutral regardless of how many transactions are involved. 

 paid to the Revenue authorities by the seller of the goods, who is the “taxable person”, but 

it is actually paid by the buyer to the seller as part of the price. It is thus an indirect tax. 

 

Figure 3  Historic VAT rates in Ireland 

 

VAT is charged at different rates for various goods and services. The current rates are as set out below: 

 

Rate (%) Description Activity 

(2020) (%) 

Examples 

23%  Standard Rate 50.8% All goods and services that do not fall into the reduced 

rate categories are charged at this rate. They include 

alcohol, audio-visual equipment, car parts and 

accessories, CDs, computers, consultancy services, 

cosmetics, detergents, diesel, fridges, furniture and 

furnishings, hardware, jewellery, lawnmowers, 

machinery, medicines (non-oral), office equipment, pet 

food, petrol, paper, tobacco, toys, tools, washing 

machines, bottled water. 

13.5% Reduced Rate 27.9% Fuel (coal, heating oil, gas), electricity, vet fees, building 

and building services, agricultural contracting services, 

short-term car hire, cleaning and maintenance services. 

9% Special 

Reduced Rate 

10% Newspapers and sporting facilities including e-books 

and electronically supplied newspapers. The VAT rate 
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for the hospitality and tourism sector decreased from 

13.5% to 9% from 1 November 2020 to 31 December 

2021. It was announced in Budget 2022 that this would 

be extended to the end of August 2022. This applies to 

various entertainment services such as admission to 

cinemas, theatres, museums, fairgrounds and 

4.8% Super Reduced 

Rate 

0% Unusually, in Ireland there is a super reduced rate of 

specifically for agriculture. It applies to livestock 

(excluding chickens), greyhounds and the hire of horses. 

0% Zero Rate 11.3% All exports, tea, coffee, milk, bread, books, children’s 

clothes and shoes, oral medicine for humans and 

animals, vegetable seeds and fruit trees, fertilisers, large 

animal feed, disability aids such as wheelchairs, crutches 

and hearing aids. 

The flat rate refund for farmers who are not registered for VAT purposes is 5.6%. The flat rate refund 

compensates unregistered farmers for VAT incurred on inputs. 

Exempt from VAT VAT is not payable on financial, medical or educational services, live theatrical 

and musical performances (except those where food or drink is served during all or part of the 

performance). 

 

 

2.1 Difference between exemption and zero-rating 

If a business person supplies taxable goods or services, including zero rated ones, they can claim VAT 

back from the government on their taxable business purchases. Where an activity is exempt from VAT, 

no liability to VAT arises on the supply of the exempted service. The supplier of an exempt service 

generally may not claim input credit for any VAT on related costs incurred. Therefore, VAT on 

purchases becomes a cost to the supplier of exempt services. Essentially, there is no difference for the 

consumer – the effect matters for the supplier, determining whether or not they are reimbursed for 

their VAT inputs or not. 

  



202112039_WP_VAT_FINAL  

 

8 

 

 

2.2 Zero rated VAT 

As indicated above a zero rate of VAT applies in Ireland to most food, children’s’ clothes and shoes, 

and oral medicines. While it is possible to retain a zero rating for goods and services that were in place 

on 1 January 1991, the zero rate cannot be applied to any additional goods or services other than 

those to which it already applies. It is possible under EU rules to change the rate of VAT applying to 

zero rated items to either the reduced rate, provided they are listed in Annex III of the VAT Directive2, 

or to the standard rate. However, once the rate has been changed from the zero rate is not possible 

to revert back to that rate.  

 

At Commission meeting 5 members raised specific queries around the ability to utilise VAT as a 

mechanism to discourage the consumption of what are considered unhealthy foods. This matter will 

be explored further in an upcoming secretariat paper on public health in January.  

 

 

3. Recent developments including COVID-19 response 

A number of changes have been made to the VAT regime in Ireland in recent years, these changes are 

summarised as follows: 

 

Budget Change 

2012 Increase in standard VAT rate from 21% to 23%.  

2013 Increase in cash basis threshold from €1 million to €1.25 million; flat-rate farmer addition 

reduced from 5.2% to 4.8%.  

2014 Increase in cash basis threshold from €1.25 million to €2 million; flat-rate farmer addition 

increased from 4.8% to 5%; retention of 9% VAT rate.  

2015 Flat-rate farmer addition increased to 5.2%; telecoms and electronic services charged to 

VAT in the Member State of the consumer from 1 January 2015. 

2017 Flat-rate farmer addition increased to 5.4%.  

2018 VAT rate on sunbed use increased from 13.5% to 23%; VAT Compensation Scheme for 

Charities announced.  

                                                           
2 See Annex III EU Directive (2006/112/EC) on the common system of Value-Added Tax, examples of goods and 
services included are foodstuffs, pharmaceuticals, medical equipment, event tickets, restaurant and catering, 
renovation and repair services etc. 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02006L0112-20210701#tocId606
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2019 Services and goods applying at the 9% VAT rate increased to 13.5%, with the exception of 

newspapers and periodicals and sporting facilities. This includes restaurants, tourist 

accommodation, cinemas, theatres, museums, historic houses, open farms, amusement 

parks, hairdressing and horses and greyhounds.  

2020 VAT on Food Supplement products set at 13.5%. In addition a range of temporary COVID-

19 related VAT measures were also introduced (see below) 

2021 Tourism, including accommodation and food services, reduced to the second reduced VAT 

Rate of 9%; flat-rate farmer addition increased to 5.6%. 

 

3.1 Temporary COVID-19 VAT measures 

In April 20203, temporary VAT measures were introduced in response to the COVID-19 pandemic, 

including: 

 

 On an exceptional basis, due to the Covid emergency, concessional application of the zero 

rate of VAT to the supply of COVID-19 vaccines and testing kits 

 application of the zero rate of VAT to the supply to the Health Service Executive (HSE), 

hospitals and other health care settings of: 

 personal protection equipment 

 specified medical equipment for use in the treatment of patients with COVID-19 

and 

 the VAT treatment applicable to the supply of emergency accommodation and donations 

of free goods and meals. 

 

A temporary reduction to the Standard Rate of VAT was introduced in the July Stimulus Package 2020 

which reduced the rate by 2% to 21% from 1 September 2020 to end February 2021 mirroring VAT 

rate reductions in other countries, for example, Germany, Austria and the United Kingdom. The 

estimated cost of this measure is €440m which implies consumption of €22bn on such goods and 

services in the period.  

 

In addition, from 1 November 2020 the VAT Rate for the tourism and hospitality sector was reduced 

from 13.5% to 9%. This rate reduction applies to catering and restaurant services, tourist 

                                                           
3 https://ec.europa.eu/taxation_customs/covid-19-taxud-response/covid-19-waiving-vat-and-customs-duties-
vital-medical-equipment_en 
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accommodation, cinemas, theatres, museums, historic houses, open farms, amusement parks, certain 

printed matter, and hairdressing. This change will apply from 1 November 2020 to end August 2022. 

 

3.2 Tax Incidence and VAT 

Tax incidence (or incidence of tax) is an economic term for understanding the division of a tax burden 

between stakeholders, such as buyers and sellers or producers and consumers. Tax incidence can also 

be related to the price elasticity of supply and demand. When supply is more elastic than demand, the 

tax burden falls on the buyers. If demand is more elastic than supply, producers will bear the cost of 

the tax. 

 

3.3 VAT as Stimulus 

A temporary VAT cut has the advantage that it is a ‘shovel-ready’ measure, which is easy to implement 

quickly. It has been argued that it can provide a short-term boost to the economy by giving people 

more money to spend and by incentivising consumers to bring purchases forward to take advantage 

of temporarily lower prices. A temporary VAT cut is most effective as a stimulus when firms that would 

be affected by the cut are able to accommodate additional demand and are likely to respond by 

passing a VAT cut onto prices.  

 

Case Study: 9% VAT Rate 

In July 2011, a reduced rate of VAT on tourism-related goods and services was introduced as part of 

the Government’s 2011 Jobs Initiative to support the tourism industry. A new lower rate of 9% was 

introduced with the objective of boosting tourism and stimulating employment in the sector. For 

classification reasons, some non-tourism sectors also benefitted. Accommodation and restaurants, 

however, account for most VAT receipts in the affected sectors. The measure was introduced 

following a deep recession during which the unemployment rate increased by approximately 10 

percentage points over the previous four years.  

 

Prices in the tourism sector like other areas of economic activity are primarily determined by supply 

and demand factors. Prior to the introduction of VAT changes, prices in the restaurant/café sector 

declined in 2010 reflecting the impact of demand and other factors. Prices continued to fall in 2011 

and 2012 and recorded small increases in subsequent years. In the accommodation sector prices had 

declined significantly in 2009 and 2010 and continued to fall in 2011 and 2012. Accommodation prices 

then grew moderately in 2014 and 2015, but increased significantly in 2016. In the “Impact of the VAT 

Reduction on Irish Tourism and Tourism Employment Report”, prepared by Indecon International 
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Economic Consultants and submitted to Fáilte Ireland, it was concluded that “the reduction in VAT is 

estimated to have reduced tourism prices compared to what would have occurred but not by the full 

amount of the VAT change.”4   

 

However, it is to be noted that the objective of the VAT reductions was to preserve and grow 

employment.  In its 2018 paper “Review of the 9% VAT Rate Analysis of Economic and Sectoral 

Developments” published in 2018, the Irish Government Economic and Evaluation Service states “The 

ongoing and cumulative costs of the reduced rate are substantial, estimated at €490m in 2017, and 

€2.6bn in total since its introduction. The scale of these costs against the limited benefits point to 

significant deadweight.” 5  

 

The same paper goes on to note “the 9% rate has been considered by a number of international 

institutions in recent years. The IMF’s Concluding Statement on the 2018 Article IV Mission to Ireland 

noted that “streamlining the value added tax structure by eliminating exemptions and preferential rates 

such as in the hospitality and services sectors, and better targeting of tax expenditures could provide 

significant resources”. The 2018 OECD Economic Survey of Ireland, also published in March 2018, 

recommended that preferential VAT rates be eliminated, while maintaining social inclusiveness, in order 

to improve Ireland’s fiscal position in the face of a negative shock.  

 

The OECD noted that while reduced VAT rates on some household products may be an attempt to make 

VAT more progressive, lower rates for items such as purchases at restaurants, hotels and cinemas (i.e. 

discretionary categories of expenditure which comprise the majority of 9% rate sectors) likely work in 

the opposite direction.”  

 

This evidence, therefore indicates that interventions such as theses should be of short duration if 

deadweight is not to accumulate.   

  

                                                           
4 
https://www.failteireland.ie/FailteIreland/media/WebsiteStructure/Documents/3_Research_Insights/3_Gener
al_SurveysReports/Failte-Ireland-VAT-Rate-Final-Report.pdf?ext=.pdf 
5 https://igees.gov.ie/wp-content/uploads/2019/03/Review-of-the-9-VAT-Rate.pdf 
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4.   VAT rates applied in EU countries 

Although VAT is charged throughout the EU, each EU country is responsible for setting its own rates 

in line with the EU VAT Directive, which directs that Member States must apply a standard VAT rate 

of 15% or more, and can apply up to two reduced VAT rates of 5% or more. Ireland applies the 23%, 

13.5% and 9% VAT rates in this context.  

 

 Each EU country has a standard rate which applies to the supply of most goods and services. 

This cannot be less than 15%. 

 

 One or two reduced rates may be applied to supply of specific goods and services (based on 

the list in Annex III of the VAT Directive), but - in most cases - not to electronically supplied 

services. The reduced rates mentioned here cannot be less than 5%. 

 

 Some EU countries are allowed to apply special VAT rates on certain supplies. These special 

rates apply to EU countries that were applying them on 1 January 1991. They were originally 

meant to be transitional arrangements for a smoother shift to the EU VAT rules when the 

Single Market came into force on 1 January 1993, and were intended to be gradually phased 

out. There are 3 types of special rates: 

 

 Super-reduced rates 

Super-reduced rates of less than 5% are applied to the sales of a limited list of goods and 

services in certain EU countries. 

 

 Zero rates 

Zero rates are applied to certain sales by some EU countries. When a zero rate is applied the 

consumer does have to pay any VAT, but retains the right to deduct the VAT paid on purchases 

directly related to the sale. 

 

 Parking rates 

The "parking rate" applies certain goods and services on which some Member States were 

applying reduced, super-reduced or zero rates on 1 January 1991 (derogation negotiated 

when Directive 92/77/EEC was adopted or in the Accession Treaty framework). The Member 

States concerned were allowed to continue applying reduced rates on them instead of the 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02006L0112-20190116
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standard rate. This measure was meant as a transitional arrangement for a smoother shift 

from the reduced rate to the standard rate when the internal market came into force on 1 

January 1993: it was intended to be gradually phased out. However, that has not occurred and 

those countries have been allowed to continue applying reduced VAT rates on these supplies, 

instead of the standard rate, provided that those reduced rates are no lower than 12%. 

 

In Austria the parking rate of 13% applies to wines produced on an agricultural holding by the 

producer-farmer. In Portugal the parking rate of 13% applies to wine agricultural tools and utensils, 

mobile silos, tractors, pumps and other machinery designed exclusively or mainly for the purpose of 

agriculture, cattle breeding or forestry as well as diesel for the agriculture. In Luxembourg, the parking 

rate of 14% applies to wines of fresh grapes with 13% vol. or less (fortified wines, sparkling wines and 

so-called liqueur wines excluded, fuels including solid mineral fuels, mineral oils and wood intended 

for use as fuel, with the exception of wood for heating, washing and cleaning products. printed 

advertising material, commercial catalogues and the like, tourist publications, supply of heat other 

than supply of district heating, supply of air conditioning, management and safekeeping of securities, 

management of credit and credit guarantees by a person or organisation other than that who granted 

the credit. 

  

The parking rate currently applied in Ireland is 13.5% and is applied to the following: 

  Parking Rates under Article 113  - includes the supply of immovable goods used or to be used 

for residential purposes 

 Parking Rates under Article 115 – includes the supply and hire of horses, live greyhounds, 

insemination services for horses and greyhounds. 

Parking Rates under Article 118 – includes the supply, cleaning, development of and work on 

non-residential immovable goods, supply of concrete, energy for heating and lighting, short 

term vehicle hire, repair and maintenance of movable goods, jockey and veterinary services, 

tour guide services and driving instruction. 
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5.  European Commission VAT Proposals 

In 2018 the European Commission published6 proposals to grant more flexibility for Member States to 

change VAT rates applicable to certain products and services. The proposal included an amendment 

to allow for a third reduced rate and replace the current Annex III list with a new listing of items on 

which standard rates must apply. Progress on this matter has been slow with the matter most recently 

being discussed in June 2021 where it was noted that views remain divided on most substantial 

issues7.  

 

As part of the European Commission Tax Action Plan published in July 2020, the Commission also 

announced a review of VAT treatment of financial and insurance services which are currently exempt 

from VAT in the EU under existing rules. A public consultation ran in early 2021 and a legislative 

proposal is expected later this year. 

 

6. VAT comparators at EU/OECD level 

As of 1 January 2021, 23 of the 27 EU Member States have a standard VAT rate of 20% or higher and 

the average standard rate in the EU is 21.5%. Ireland has the joint 4th highest standard rate of VAT in 

the EU, at 23%. The standard rate VAT differential between Ireland and the UK has narrowed from a 

high of 6.5 percentage points in 2009 to 3 percentage points since January 2012, with the current Irish 

and UK standard VAT rates standing at 23% and 20% respectively.  

 

At 13.5%, Ireland has the 4th highest reduced VAT rate in Europe. However, Ireland applies reduced 

rates to an extensive range of activity relative to other Member States. In addition, Ireland, along with 

the UK, applies a zero rate to a sizable proportion of economic activity.  

 

The second reduced VAT rate of 9% is the fourth highest second reduced VAT rate in Europe although 

only 18 Member States use a second reduced VAT rate. While this rate currently applies to only ten 

percent of economic activity it is expected that as pandemic restrictions are eased it will account for 

a greater share in 2022. This rate is expected to apply to hospitality and tourism sectors until 31 August 

2022. The UK currently applies a second reduced rate of 5% to these sectors and has indicated that 

this will continue until 30 September 2022. 

                                                           
6 European Commission Proposal on VAT Rates January 2018 
7 ECOFIN briefing note 4 June 2021 

https://ec.europa.eu/taxation_customs/proposal-vat-rates_en
https://data.consilium.europa.eu/doc/document/ST-9420-2021-INIT/en/pdf
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The United Kingdom (UK) left the European Union on 31 January 2020. The Withdrawal Agreement, 

including the Protocol on Ireland/Northern Ireland, provided for a transition period which ended on 

31 December 2020. During the transition period the UK, for the purposes of Value-Added Tax (VAT), 

was treated as if it was a full European Union (EU) Member State. Since 1 January 2021 movements 

of goods between United Kingdom and the EU are treated as imports and exports from 1 January 

2021. Northern Ireland continues to be subject to the same EU VAT rules on goods as EU Member 

States. EU VAT rules on services do not apply to Northern Ireland. 

 

More detail on rates across the EU is to be found in the table below: 

 

List of VAT rates applied in the Member States (in %) 

Member 

State 

Super-

reduced 

Reduced 

(%) 

Standard  

(%) 

Parking  

(%) 

Temporary 

(%) 

Ireland  4.8 9/13.5 23 13.5 21* 

Belgium  6/12 21 12  

Bulgaria   9 20   

Czech 

Republic 

 10/15 21   

Denmark   25   

Germany  7 19   

Estonia  9 20   

Greece  6/13 24   

Spain 4 10 21   

France 2.1 5.5/10 20   

Croatia  5/13 25   

Italy 4 5/10 22   

Cyprus  5/9 19   

Latvia  5/12 21   

Lithuania  5/9 21   

Luxembourg 3 8 17 14  

Hungary  5/18 27   

Malta  5/7 18   
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Netherlands  9 21   

Austria  10/13 20 13 5** 

Poland  5/8 23   

Portugal  6/13 23 13  

Romania  5/9 19   

Slovenia  5/9.5 10   

Slovakia  10 20   

Finland  10/14 24   

Sweden  6/12    

*The Standard Rate of VAT was temporarily reduced from 23% to 21% from 9 September 2020 

to 28 February 2021. 

**Temporary reduced rate from 1 July 2020 to 31 December 2021. 

 

6.2 International Comparators 

In order to give some international context to the discussion on VAT in Ireland, the information below 

from the OECD shows the proportion of total taxes derived from consumption taxes in each of the EU 

member states in 2019.  

 

Figure 4: Consumption taxes as a share of total taxation in the EU 

 

Source: OECD data for 2019 
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Another useful way of looking at VAT systems, against neighbouring countries is using the Revenue 

Ratio. It looks at the difference between the VAT revenue actually collected and collectable VAT 

revenue, assuming VAT was applied at the standard rate on all final consumption. The difference in 

actual and potential VAT revenues is due to two things-firstly, policy choices to exempt certain goods 

and services from VAT or tax them at a reduced rate, and secondly deficiencies in VAT compliance. For 

example a ratio of 1 indicates that all final consumption is levied at the standard rate and that there 

is no VAT evasion or avoidance. Based upon 2019 data the VAT Revenue Ratio ranks Ireland 20th out 

of 27 OECD members analysed in Europe. This ranking is due to the relatively high number of items 

qualifying for zero or reduced rates of VAT.  

 

According to Mirrlees8, with the departure of the UK from the EU, Ireland is now the only European 

Union country that applies a zero rate of VAT to most food, water, books, or children’s clothes.  

 

Figure 5: VAT Bases in OECD countries in Europe 

 

Source: Tax Foundation calculation based upon OECD data 

                                                           
8 https://ifs.org.uk/uploads/mirrleesreview/dimensions/ch1.pdf - pg 28 

https://ifs.org.uk/uploads/mirrleesreview/dimensions/ch1.pdf
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7. VAT on Housing 

Currently, VAT is payable at 13.5% on the purchase of a new house from a builder or developer. In this 

instance, only the base price of the house – before the VAT was added – is liable for stamp duty.  

Under the EU VAT Directive it is not permissible to differentiate between the supply of different types 

of residential property, such as apartments and housing, for the purpose of applying VAT rates. While 

most Member states apply the standard rate to construction services, Ireland applies a 13.5% reduced 

rate of VAT to all construction services under a derogation from the EU VAT Directive.  

 

Ireland could increase VAT on construction to the standard rate of 23% however this would remove 

the historical derogation currently applied and it would not be possible to restore a reduced rate to 

apply to all construction services.  

 

It is possible for Ireland to apply the 9% reduced VAT rate to the construction, repair and renovation 

of residential housing and in fact a number of Member States do this in respect of energy efficient 

retrofits and upgrades and for the building of new energy efficient/low emissions building so it has 

been used for that particular environmental purpose. However, it is not possible to apply the 9% rate 

to non-residential construction as such activity is not included under Annex III of the EU VAT Directive.  

 

Applying a 9% VAT rate to the construction of new residential properties would involve having two 

separate VAT rates applying to different construction services which could introduce significant 

complexity and difficulties in the administration of the tax especially for mixed use developments.  For 

example, an apartment block may be classed as purely residential in order to avail of a reduced rate 

of 9% and then subsequently become a mixed-use block with a commercial/retail element on the 

ground floor.  

 

While there have been calls for a reduction in VAT on residential construction in recent years concerns 

have also been raised that reductions may not be passed onto consumers and that, if introduced as a 

temporary measure, that it would be complex to administer, drive uncertainty and be difficult to 

unwind due to inflationary concerns.  

 

Revenue estimated, in June 2021, that reducing the VAT rate on residential construction and repair 

and maintenance from 13.5% to 9% was likely to cost in the region of €600m in 2022. This is based on 

the assumption that 33,000 units are delivered in 2022. The VAT reduction on the construction 
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element is estimated to account for 75% (c€450m) of the total cost while repair and maintenance 

would account for the residual cost.  

 

The cost could be expected to increase each year as supply grows and is dependent on both the final 

price charged to consumers and, for the social element, increases to the price charged on tenders 

relative to output and increases in material input costs.   

 

8. High level analysis of VAT rate changes 

8.1 Increasing/decreasing VAT rates 

It is very difficult to estimate yield impacts in the event that a change is made to a VAT rate, because 

as noted above, VAT is collected fractionally. However the Revenue Ready Reckoner contains some 

estimates for raising the most common VAT rates: 

Table 6  Estimates of VAT rate change in Ireland, 2021 

Rate  1% increase/ decrease 

9% Reduced rate +/- €99m 

13.5% Reduced rate +/- €2292m 

23% Standard rate +/- €481 m 

Source Department of Finance TSG paper 2021 

 

An often cited reason for reduced VAT rates and VAT-exempted goods/services is the promotion of 

equity, as lower-income households tend to spend a larger share of income on goods and services 

such as food and public transport. Other reasons include encouraging the consumption of “merit 

goods” (e.g., books and newspapers), promoting local services (e.g., tourism), and correcting 

externalities (e.g., clean power). It is, however, important to consider the matter of incidence, 

described in Section 3.3 above. 

 

8.2 Moving zero rated items to higher rates 

As noted above, making changes to the VAT rate system is complex, for example, changes to what the 

zero rate applies to means that, those goods could not be subject to the zero rate again. The VAT 

directive only allows for two reduced rates so in the event that a 5% rate was used it would impact on 

what other rates Ireland would be able to retain. 
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Zero rate increased Yield 

0% to 5% €579m 

0% to 9% €1042m 

0% to 13.5% €1,563m 

0% to 23% €2,664m 

 

8.3 Restructuring the VAT system on a revenue-neutral basis  

Restructuring the VAT system on a revenue-neutral basis would result in the following composite VAT 

rates: 

 

Rates being merged Revenue Neutral Rate  

0%, 9%, 13.5% and 23% 16.095% 

9%, 13.5% and 23% 18.228% 

 

 

8.4: Streamlining VAT Rates 

Streamlining the VAT rates structure along the lines of the scenarios below would yield the following:  

 

New Streamlined Yield Change 

0%, 5%, 15% and 25% €1,191m items at 0% stay at 0% 

items at 9% to 5% 

items at 13.5% to 15% 

items at 23% to 25% 

 

5%, 15% and 25% €2,554m items at 0% to 5% 

items at 9/13.5% to 15% 

items at 23% to 25% 

 

The EU Commission, the OECD and others have, on an ongoing basis, recommended broadening the 

VAT base and narrowing the scope of reduced rates to stabilize VAT revenues. However, the 

Department of Finance notes9 that increasing VAT rates may negatively affect inflation (all rates), 

employment (13.5% rate), the less well-off (0% and 13.5% rates) and impact on cross-border trade 

                                                           
9 Department of Finance, Tax Strategy Paper VAT, 2020 
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(0% and 23%). This general point of view does not preclude the Commission’s consideration of these 

issues and policy changes have previously been made which run counter to a number of the arguments 

referred to above where it made sense to do so (e.g. excise on Tobacco/Alcohol). Comparative 

international statistics indicate that significant improvement of the system is possible. 

 

 

9. Distributional impact of VAT Changes 

In its recent paper, Options for Raising Revenue in Ireland10, the ESRI considered the distributional 

impact of VAT changes. A large share of expenditure is subject to reduced rates of VAT including 

heating fuels, building and many hospitality and tourism related services. In 2020 the Office of the 

Revenue Commissioners estimated that increasing the zero and reduced rates of VAT to the standard 

rate of 23 per cent could raise up to €2.2 billion and €2.4 billion per year respectively.  

 

It is to be noted that increasing these zero and reduced rates of VAT to 23 per cent would result in 

larger losses as a share of disposable income for lower-income than higher-income households. When 

examined relative to expenditure (which provides a better measure of longer-run or lifetime income), 

increasing reduced rates of VAT is close to distributionally neutral, but increasing VAT on items that 

are currently zero rated is regressive with respect to spending. This is because items subject to the 

zero rate of VAT – such as books, children’s clothing and many types of food and drink – make up a 

larger share of spending for low-income households. 

 

In terms of the reduced rate of VAT, where it applies to items such as hospitality and tourism-related 

services, the reverse is true with a larger share of spending for higher-income households. However, 

simply increasing the reduced rate of VAT will not deliver a progressive distributional pattern. This is 

due to the fact the fact that reduced rates of VAT also apply to heating fuels and electricity, which 

make up a larger share of the spending of lower-income households. 

 

  

  

                                                           
10 https://www.esri.ie/system/files/publications/BP202201.pdf 
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Figure 6: Distributional Impact of Equalising All VAT Rates with the Standard Rate 

 

Source: Kakoulidou, Theoni, and Barra Roantree. "Options for raising tax revenue in Ireland. Budget Perspectives 2022 Paper 

1 May 2021." (2021). 
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10. Proposals for the Commission –looking forward 

The following are areas the Commission may wish to focus on: 

 What is the Commission’s view on increasing total revenue from consumption taxes? 

 How does the design of the VAT system align with the principles of taxation, e.g. the lack of 

simplicity with regard to the number of rates in place? 

 To what extent does the Commission believe that current the VAT regime meet desired policy 

objectives and principles? 

 What is the Commission’s view on the overall level of receipts raised through VAT, should they 

increase, decrease or remain the same as a proportion of overall revenue? 

 If VAT yield is to increase should it be achieved through increased rates or base broadening 

measures? 

 If base broadening then what existing exemptions or derogations should be considered for 

reform? What categories of goods and services currently attracting zero or reduced rates (see 

appendix) should be considered?  

 Temporary broad based reductions in VAT rate have been employed twice in recent years to 

stimulate economic activity in specific sectors. What is the Commission view on VAT changes 

as a lever for short term stimulus? Are such responses appropriate and should they be 

employed in the future? 

 What other changes might the Commission recommend?  


