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My interest in the topic: I am a taxpayer.  

My submission is concerned with Terms of Reference (c) and (d).

“The Commission is invited, in the context of maintaining an equitable incidence of taxation and a strong economy  (c) to examine the balance achieved between taxes collected on income, capital and spending”
Income Tax versus VAT

While the relationship between the structure of taxation and the strength of the economy can be analyzed objectively in terms of its effects on efficiency and growth, the question of its equitable incidence is primarily a political one.  I was personally surprised that the consensus of the major political parties in the May 2007 general election was to reduce income taxes, including the upper rate of income tax, rather than VAT, in spite of the facts that:

1.  The Irish Republic has one of the most unequal distributions of income, by many measures the most unequal, in the EU (Brian Nolan and Timothy Smeeding (2005) “ Ireland's Income Distribution In Comparative Perspective” Review of Income and Wealth 51 (4) , 537–560)  Nolan and Smeeding arrived at this conclusion using data from 2000; nothing has subsequently happened that is likely to change this result.  Between 2000 and 2006, the nominal GNI/cap rose 49%, whereas the nominal manufacturing wage rose only 38% (using ILO wage data.)  
2.  Rates of VAT in Ireland—both standard and reduced—are among the highest in the EU.  Even though food and a few other items are zero rated, this is likely to be regressive.
3.  Probably reflecting high rates of VAT, the share of indirect taxes (including social security taxes) in total taxation is one of the highest in Europe.  (See OECD, “Consumption Taxes: The Way of the Future?”  OECD Policy Brief, October 2007, Figure 1.)  Unfortunately I do not have ready access to OECD Revenue Statistics, to be able to check the degree to which this reflects relatively low direct taxation attributable to low corporation taxes.  But other things being equal, concerns for an equitable incidence of taxation would argue for reducing VAT relative to income tax, and especially the upper rate of income tax, (or for selecting income taxes rather than VAT if rates need to increase.)  The cited Policy Brief notes that reducing consumption taxes relative to income taxes might reduce domestic saving, and one can make a theoretical case for replacing income taxes with a progressive expenditure tax, as advocated by Nicholas Kaldor in the 1950’s.  The economic impact and effects on revenues associated with the introduction of such a radical measure would be so uncertain that the Commission is likely to regard such a radical proposal as impracticable.  This was the view of the earlier Commission on Taxation (first report para 8.22).  
Capital taxation also has important distributional effects.  Through the Capital Acquisitions Tax the structure of Irish gift /inheritance taxes is very different from that in the USA and in the UK (which have become deeply controversial).   In my view the Irish tax is superior to both these, because the amount of tax is determined by relationship of the beneficiary and the total of each type of donation received rather than the size and/or date of the gift or the size of the estate.  Its level of 20% is also to be preferred as less distorting and providing less incentive to evade than the 40% prevailing in the UK.  This tax should be retained in its present form.  
An important dimension of capital taxation is that on residential housing.  Here too the Irish Republic differs sharply from the tax structure of comparable countries, but to my mind, to Irish disadvantage.   This of course has particular relevance to the question of the financing of local government, which the Commission is invited to consider.
Absence of Property Taxes

Perhaps uniquely among developed countries, the Republic has no property taxes to finance the infrastructure and services which any house requires.  Costs that in other countries and previously in Ireland are covered by domestic rates are met from a combination of user charges and general taxation.  Although the former may seem to be in some ways more efficient, if applied to some services they can have adverse side effects—bin and recycling charges probably do not reduce actual waste, but they lead to some extremely unsightly waste disposal.  

It is widely acknowledged that the abolition of domestic rates has had disastrous effects on the financing of local government.  It is appropriate to have some central transfers to local governments in order to prevent excessive inequality in the supply of public services in different counties.  But greater local control over levels of taxation and public services should increase the democratic accountability of Councils.  The fact that this has been said many times before, and that no major political party is likely to adopt a property tax platform, does not mean that it should not be said again, with emphasis by the Commission.  

The adverse effects that the absence of property taxes has on the supply of property to the housing market have been less noted.  Although property taxes raise the cost of renting as well as buying, their abolition must also have reduced the incentives to downsize homes as family sizes shrink, making it more difficult for growing families to find larger accommodation.   Elderly widows live alone in large houses, often large enough to be turned into several flats, heating only a part and allowing the rest to deteriorate.   In some cases, inherited houses are left unoccupied, because the owners are too busy, or too indecisive to either sell them or rent them out.  
Excessive Levels of Stamp Duty

When residential property taxes were abolished, stamp duties were raised.  It is amazing that it took ten years to remove the obvious flaw in design in which a small increase in price could move the duty from one band to another, and hence to a proportionately enormous increase in duty.  Much worse has been the extremely high maximum but still widely applicable rate.  Every economist knows that it is transactions that keep an economy functioning efficiently, and that taxing transactions is in principal undesirable (although as noted above, some people can find offsetting arguments for supporting VAT).  Not only do people remain in houses that are too large for them.   After a change of jobs, an energy-using, time-wasting longer commute may be preferred to paying a 9% tax on the acquisition of a house nearer to work.  
As house prices rose, stamp duties became increasingly important as a revenue-raising device, and politically more visible.   In the last general election, the parties all competed in their promises to reduce stamp duties.  Almost all focused on the first time buyer to help to get him or her to “get on the property ladder.”   The fact that the ladder might lead down rather than up did not appear to have occurred to any politician, in spite of the fact that the property bubble was obviously bursting by May 2007, and the recent introduction of 100% mortgages meant that overstretched first time buyers were highly likely to find themselves with negative equity.  If the US credit crisis had not intervened, the ECB might well have raised interest rates still more, and there could have been a much more serious financial crisis in Ireland.  In any case it is not clear that encouraging childless couples to stretch their double incomes to purchase a just-affordable house is necessarily good social policy.   With very large mortgages, equity accumulates slowly and if their real earnings rise no faster than the price of housing, they will find it impossible to move to a larger house, since this time they must pay regular stamp duty.  This may lead them to postpone children, which is not socially desirable at the present time, or to make it impossible for a young mother to stop working and/or afford adequate day care. 
In 2007, only the Green Party proposed that stamp duties should be abolished for the elderly explicitly down-sizing (i.e. purchasing a less valuable house.)   This could increase the supply of houses suitable for bringing up children, and could also increase the comfort of many elderly people with otherwise limited incomes.  Since there was scant likelihood that the Green Party would exert much influence on tax policy this proposal got little attention, but it should be considered by the Commission. 

Capital gains taxes levied on the sale of houses that have not been continuously occupied by their owners as principal residence need to be reconsidered.  I am not a tax accountant, and my understanding may be faulty, but it appears that actual continuous occupation as principal residence is required to get full exemption from capital gains taxes, with employment outside the State, or up to four years employment elsewhere, the only exceptions.  One must first note that there can be many good social reasons other than employment for somebody to leave a house for a period of years to which they intend to return—for example to care for elderly parents in failing health.   Second, although for the period 1974-2002 there was an adjustment for inflation this was based on the CPI and over the period house prices rose very much faster.  After 2002, no inflation adjustment is made.  Somebody selling a house in 2006 that they owned in 1974, would find its price up over thirty times, compared with an inflation adjustment of 7.5 times.  Third most of the capital gain will have occurred recently—from 1975-87 house prices increased no faster than the CPI.  So somebody who moved out of an owner-occupied house for family reasons in 1975, returned to it in 1987 and sold it in 2006 would be liable for CGT on 35-40% of the capital gain since 1974, even though by far the largest element in it took place when the house was owner-occupied.  In the United States, a house that has been owner-occupied in the last three years is considered to have been owner-occupied by its owner for CGT purposes, irrespective of earlier occupational patterns.  This is far simpler, and is, in my view, fairer than the present Irish system.  It also makes tax liability less easy to evade.  Indeed the relative ease of evasion with the present system makes me doubt whether CGT based on lack of owner occupancy in the distant past yields much current revenue.
“The Commission is invited (d) to review all tax expenditures with a view to assessing the economic and social benefits they deliver and to recommend the discontinuation of those that are unjustifiable on cost/benefit grounds.”
It is hard to see how this can be done, without an extensive discussion of policy matters that one would normally regard as beyond the province of a tax commission.  I do not propose to elaborate on my view that the direction that the health services are taking creates conflicts of interest on the part of providers of health care such that growth in private provision of services weakens public provision.  The tax expenditures that subsidise medical insurance support this unfortunate move towards a less equitable society, especially since they are more valuable for taxpayers at a higher marginal rate.  I note that the Conservative Party in the UK has dropped its earlier proposal that tax relief be given to medical insurance, that the role that private medical care plays in the UK is very much smaller than in Ireland, and has not increased in spite of extensive privatization elsewhere in the economy.  The earlier Tax Commission report recommended the abolition of tax expenditures on private medical insurance.
A full deduction for private medical expenses also works in the same direction.  I note that the earlier Tax Commission report suggested that such deductions should be limited to expenses above a threshold amount.  This was £500 in 1982, equivalent in purchasing power to €1630 today, and much larger in relation to average incomes than this figure suggests.  I hope that the present Commission will consider reintroducing a threshold amount of at least this magnitude.
While on this topic, I am surprised that expenses on certain items of preventive care, such as dental check-ups, are excluded from eligible medical expenses.  I note that my own medical insurance, which has continued from an earlier foreign employer, gives full reimbursement for this, and only partial reimbursement subject to a deductible for actual treatment, on the grounds that prevention is better than cure.

Tax Treatment of Charitable Donations
The €250 minimum donation required before a charity can obtain reimbursement of income taxes on a donation received may well have a negative effect not only on the income received by the charity, but more generally on the amount of private donations.  I note that the introduction of Gift Aid in the UK, with no minimum donation, has led to a much more vigorous solicitation of private donations, including by cultural organizations which are supported largely by the taxpayer through the Arts Council.  I recommend an examination of the UK experience with Gift Aid with a view to possibly recommending its adoption by the Republic.
This is not to propose that there be any reduction of direct taxpayer support now given directly to cultural organizations.  Tax expenditures for cultural support are academically controversial  (see Alan L. Feld, Michael O’Hare, and J Mark Davidson Schuster (1983)  Patrons Despite Themselves:  Taxpayers and Arts Policy.  New York University Press.)  It is argued that tax expenditures provide tax payers with no influence over the amount of their implicit expenditure, over which organizations benefit or over how the funds are used, compared with direct and transparent public expenditure whose size and direction is directly or indirectly determined by some sort of political process.  But it does mean that if used to supplement direct support, tax expenditures can also leverage private finance into providing an important part of the extramarket finance that is needed if a thriving and diverse cultural sector is to flourish.    
