Submission to the Commission on Taxation

Terms of reference area to which this submission relates

This submission relates to the terms of reference area ‘in the context of maintaining an equitable incidence of taxation………….. to examine the balance achieved between taxes collected on income, capital and spending’  with particular reference to  the commitment in the Programme for Government ‘to keep the overall tax burden low and implement further changes to enhance the rewards of work while increasing the fairness of the tax system’ to which the Commission has been asked to have regard.

Introduction

In the light of its terms of reference in this area, it would be a reasonable approach for the Commission to take to examine ‘fairness and equity’ and ‘the rewards of work’ in respect of income, capital and spending taxes. The result of this examination would be a reasonable basis for recommending any changes to the balance between taxes collected in these three areas with a view to enhancing the rewards of work and  increasing the fairness of the tax system. I submit that the terms of reference are such as to allow the Commission to make recommendations that  increase fairness and enhance the  rewards of work under any of these three taxation areas and to relate its recommendations to the balance achieved. 
In order for the Commission to discharge its terms of reference in this area, I submit that it needs, among other things, to consider how equity and fairness in the taxation system should be judged or assessed. This submission is intended to assist the Commission in its deliberations in this area.
In particular this submission is concerned with assessing the fairness of the income tax system.

Assessment of the fairness of the income taxation system 

I submit that the Commission should come to a view on how the fairness of the taxation system should be assessed. The Commission’s view on this should be made clear in its report. In relation to the income taxation system, I submit that two specific criteria should be included in the assessment of the system’s fairness. These are;

(i) the relationship between the standard of living afforded by people’s income and the tax that they are required to pay. Broadly, people enjoying the same standard of living from their income should be contributing broadly the same proportion of their income in tax. Also, the higher the standard of living afforded by their income, the higher the proportion of that income that could be paid in tax.
(ii) the relativity in the treatment of taxpayers in different circumstances. Broadly, the difference between the tax paid by one tax payer and another should be seen as clearly and rationally linked to the differences in their circumstances. 
I submit that the Commission should have an analysis carried out of the fairness of the income tax system particularly relating to the treatment of dependent children and the treatment of couples. Such an analysis, informed by the two criteria mentioned above, is likely to identify areas in which the Commission will be able to make recommendations with a view to increasing the fairness of the income taxation system.
I submit that there is scope for increasing the fairness of the system in the area of dependent children. Consider an example. Compare, say, a taxpayer with six dependent children with a taxpayer with an equal income and with one dependent child. Clearly, the former enjoys a lower standard of living than the latter, yet is expected to pay the same tax. I submit that the relative treatment of these taxpayers by the taxation system leaves scope for an increase in fairness.  

I submit that there is also scope for increasing the fairness of the system in relation to the taxation of couples. Consider some examples. Compare, say, two retired couples with equal total income. Couple A’s income is from one pension. Couple B’s income is from two pensions, each of equal amount. Their pensions would allow the couples to enjoy equal standards of living, except for the fact that Couple A may be required to pay considerably more tax, up to €5,500 per annum, than Couple B. Consider another example. Couple A’s income is earned by one partner, Ms A who works ‘full time’. Couple B’s income is earned by the two partners who do the same job as Ms A on a job sharing basis. Both couples have the same income and participate to the same extent in the ‘paid workforce’, but are not treated equally under the taxation system. 
The examples given are intended merely to illustrate that there is scope for increasing fairness. Clearly there are many other situations in relation to both dependent children and couples where fairness could be increased.
Conclusion
The Commission is in a position to make a contribution to the achievement of a greater degree of fairness in our taxation system. It can do this by making clear how it considers that fairness should be assessed and by recommending changes that could be made to increase fairness. This submission is an attempt to encourage and assist the Commission in doing so.
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