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Total Revenue and General Government as a percentage of Gross Domestic Product

Total Revenue General Government (TRGG), as defined by the European Commission, can be used as a reasonable proxy for the level of taxation in a country, as taxes form the bulk of the total revenue of governments.

Table1 shows TRGG as a percentage of GDP in the fifteen member states of the Euro Area, ranked from highest to lowest. Ireland has the lowest ranking of the fifteen states. 
Even if we express Ireland’s TRGG as a percentage of Ireland’s GNP, on the basis that GNP is a more relevant measure of economic activity in Ireland, Ireland’s figure would be 43.6%, which would still only rank ninth in the table. But all the countries ranked below Ireland are relatively poor, with the exception of Luxembourg.
	Table 1
	Total Revenue General Government

	
	in 2006 as % of GDP



	
	
	% of GDP
	Rank

	
	
	
	

	Finland
	
	52.5
	1

	France
	
	50.8
	2

	Belgium
	
	48.8
	3

	Austria
	
	47.8
	4

	Netherlands
	
	46.7
	5

	Italy
	
	45.6
	6

	Slovenia
	
	44.1
	7

	Germany
	
	43.8
	8

	Cyprus
	
	42.6
	9

	Portugal
	
	42.5
	10

	Malta
	
	41.6
	11

	Spain
	
	40.4
	12

	Luxembourg
	
	39.7
	13

	Greece
	
	39.5
	14

	Ireland
	
	37.1
	15

	Euro Area
	
	45.6
	


Source: European Economy 7/2007
The obvious conclusion from the data is that, relative to our fellow members of the Euro Area, Ireland is not a highly taxed country.

Table 2 shows Total Expenditure General Government (TEGG), as defined by the European Commission, in 2006 as a percentage of Gross Domestic Product in each state in the Euro Area and in the Euro Area as a whole.
Ireland, at 34.2%, is ranked lowest of the fifteen member states. 

Even if we express TEGG as a percentage of Ireland’s GNP, the revised figure (40.1%) still places Ireland in 13th position in the table, with only Spain and Luxembourg having a lower ranking.  The Irish figure is a full seven percentage points below the Euro Area average of 47.1%.
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	Table 2
	Total Expenditure General Government

	
	in 2006 as % of GDP
	

	
	
	% of GDP
	
	

	France
	
	53.3
	1
	

	Italy
	
	50.1
	2
	

	Austria
	
	49.2
	3
	

	Finland
	
	48.7
	4
	

	Belgium
	
	48.4
	5
	

	Portugal
	
	46.4
	6
	

	Netherlands
	
	46.1
	7
	

	Germany
	
	45.4
	8
	

	Slovenia
	
	45.3
	9
	

	Malta
	
	44.1
	10
	

	Cyprus
	
	43.8
	11
	

	Greece
	
	42
	12
	

	Luxembourg
	
	39
	13
	

	Spain
	
	38.6
	14
	

	Ireland
	
	34.2
	15
	

	Euro Area
	
	47.1
	
	


Source: European Economy 7/2007
These tables demonstrate, that in comparison with our fellow members of the Euro Area both taxation and public expenditure in Ireland are relatively low
Income tax reform between 1987 and 2006
There were many significant changes in the Irish income tax system between 1987 and 2006. Allowances were increased and later changed to tax credits, tax rates were lowered (in one case eliminated) and tax bands were widened. These tax changes affected all income tax payers, including the PAYE sector, directors of companies, landlords and shareholders who received dividends.
In this part of the submission, the effects on the PAYE sector are analysed. All payments of income tax, PRSI contributions and health contributions are treated as tax deductions in calculating take home pay. This was the method used by the First Commission on Taxation.
Table 3 below shows gross pay and take home pay in 1987 and 2006 for a single person at each of four income levels -  75%, 100%, 200% and 500% of the average industrial wage (AIW). 
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	Table 3
	
	Gross and 
	Take Home
	Pay
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Pay as
	
	
	Gross pay
	
	
	Take home pay

	% of AIW
	1987
	2006
	% change
	
	1987
	2006
	% change

	
	
	€
	€
	87/06
	
	€
	€
	87/06

	
	
	
	
	
	
	
	
	

	75%
	
	184.4
	431.41
	134
	
	131.10
	387.87
	196

	
	
	
	
	
	
	
	
	

	100%
	
	245.87
	575.21
	134
	
	158.73
	485.66
	206

	
	
	
	
	
	
	
	
	

	200%
	
	491.74
	1150.42
	134
	
	251.32
	803.77
	220

	
	
	
	
	
	
	
	
	

	500%
	
	1229.36
	2876.05
	134
	
	553.11
	1770.13
	220


Source:  Department of Finance: Budgets 1987 and 2006, CSO
As can be seen from Table 3, the average industrial wage increased by 134% between 1987 and 2006. The take home pay of a worker on 75% of the AIW increased by 196%, that of a worker on 100% of the AIW increased by 206%, that of a worker on 200% of the AIW increased by 220% and that of a worker on 500% of the AIW also increased by 220%.

 These figures show that, for single workers, tax reform has meant larger percentage increases in take home pay for those on higher incomes. Thus, the income tax reforms between 1987 and 2006 have been inequitable and regressive, in that they have benefitted  higher income earners more than they have benefitted lower income earners.
The effects on married couples (where one partner is working) were slightly more complicated because of the recently introduced Married One  and  Married Two Income Bands.
Table 4 shows similar information to Table 3 for a married couple with one spouse working.
	Table 4
	
	Gross and 
	Take Home
	Pay
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Gross pay
	
	
	Take home pay

	Pay as
	1987
	2006
	% change
	
	1987
	2006
	% change

	% of AIW
	
	€
	€
	87/06
	
	€
	€
	87/06

	
	
	
	
	
	
	
	
	

	75%
	
	184.4
	431.41
	134
	
	148.19
	419.22
	183

	
	
	
	
	
	
	
	
	

	100%
	
	245.87
	575.21
	134
	
	183.39
	517.01
	182

	
	
	
	
	
	
	
	
	

	200%
	
	491.74
	1150.42
	134
	
	312.36
	873.2
	180

	
	
	
	
	
	
	
	
	

	500%
	
	1229.36
	2876.05
	134
	
	614.67
	1839.55
	199


Source:  Department of Finance: Budgets 1987 and 2006, CSO

In this case, the three lowest income levels show broadly similar percentage increases in take home pay. The percentage increase for the highest income level, however, was    16% - 19% higher than the other three.

Again, as in the case of the single person, the tax changes were regressive and inequitable because they benefitted the highest income earners most.

The author was unable to generate a similar table for a married couple with two earners, because of difficulty in obtaining complete data for 1987, but he would surmise that the effects on a married couple with two earners have been similar to the effects on single people.
The foregoing analysis that the income tax changes introduced by governments between 1987 and 2006 were regressive. 

The 2007 Budget further increased the inequity in the income tax system, with the reduction of the higher rate from 42% to 41%. This only benefits high income taxpayers - Single Income earners  with incomes over €35,400, Married One Income earners with incomes over  €44,400 and Two Income Married couples earning €70,800 or higher.
Changes in Tax Expenditures

While the above analysis is based on changes to tax allowances, tax bands, tax rates and PRSI and Health deductions, other changes in the income tax system have occurred over the period 1987 to 2006 that affect the PAYE taxpayer.
(1) Life assurance relief was abolished.
(2) Medical Insurance relief can now only be claimed at the standard rate.

(3) Mortgage interest relief for those other than first time buyers has been reduced and       the real value of this relief has declined over time due to inflation.
In contrast, a number of schemes aimed at reducing the tax paid by high income earners were introduced. These included for example.
 (1) Urban renewal relief.

(2) Holiday Cottages relief

  (3) Car Parks relief

  (4) Investment in Films relief

etc.
In a recent Budget, the then Minister of Finance declared that all such reliefs should be eliminated, but some years later, in the 2007 Budget, reversed his stance and increased the investor limit in the BES scheme from €31,750 to €150,000. 
 This means that high income earners will continue to be able to reduce their income tax liabilities, while PAYE workers in general have no such mechanisms to reduce their tax liability.
This narrowing of the tax base further increases inequity in the tax system and will lead to higher taxes elsewhere in the economy.

Conclusion
To summarise, this submission shows that:

1. Compared with the rest of the Euro Area, Ireland is a low tax, low public expenditure      country

2. Income tax reforms undertaken between 1987 and 2006 were inequitable and regressive.
3. Subsequent changes in the 2007 Budget have further increased the degree of inequity in the tax system.
