Foreword

by Joan Burton TD, Labour Finance Spokesperson

When Former Minister for Finance Charlie McCreevy TD introduced tax individualisation in
Budget 2000, he set in train a system where a single income married couple earning €68,000
or above in 2007 will now pay €6,240 more in taxation than a married couple where both go out to
work. (As compared with €5,780 in 2006).

This paper by John Paul Byrne, BCL LLM NUI Barrister at Law is a timely analysis of this very
technical area of taxation. It sets out in detail how the current individualisation process every year
increases the tax penalty on single income married couples.

As the paper shows, the policy of individualisation has led to dramatic transfers from families with
children to two income households, many without dependants, the so-called “dinkys” (double income
no kids). The consequence of individualisation is to introduce a significant and growing bias in the
tax system against families with children where one spouse chooses to stay at home and care for
children.

For many families, particularly those doing long commutes to work, having one parent stay at home
to look after the children may not just be a lifestyle choice, it may be the only viable option,
particularly when children are very young.

If you work in Dublin and move to say Wexford or Westmeath and have two or more children, créche
fees could be as much as €300 a week or more. Such a family might well have a four hour return
commute per day.

Small wonder that during the early years, many such families opt for one spouse, usually the mum,
to stay at home as a full time carer.

Should such a decision be penalised as heavily as it now is by the State? Parents should be

encouraged to spend more time with their children and with each other. It is a legitimate social policy
for any State to encourage long term stable and loving relationships in which children are cared for.

Across the tax and social welfare code, there is now a significant anti-family bias that is worrying.
The tax individualisation penalty of up to €6,240 plus per annum is a very high price to pay for one
parent caring for the children full time in the home.

For a couple on social welfare, committing to marriage particularly if they are also in receipt of arent
allowance can be even more expensive.

As Labour Party Spokesperson on Finance, I have proposed a standing commission on Taxation to
examine on a continuous basis who are the winners and losers in our complex taxation and social
welfare system. Many of the changes of recent years such as individualisation have received little or
no detailed discussion of their long term social impact. I believe it is appropriate to re-visit the issue.

"




Personally, I think individualisation has gone far enough. Reversing the policy is estimated to cost up
to €700 million a year on an ongoing basis. However we could stop widening the penalties against
single income families in each annual Budget. Another step would be to bring the Home Carers Credit
which is currently €770 per annum up to the level of the PAYE credit of €1760.

To do this in one year would cost up to £100 million. I believe it would be money well spent. It would
also allow couples more space in which to decide what is best for them and their children. It would
allow greater options in lifestyle, particularly for families struggling to care for 2 or 3 young children
in their early years.

Ironically, if our married couple were to separate and were both working and agreed some joint
custody arrangements for the children, they would immediately each qualify for a special lone parents
tax credit of €1,760, and in addition to a further PAYE tax credit for the separated husband and wife.
Small wonder that many single income families really feel that the State has it in for them.

Based on the figures as set out by John Paul Byrne, they would seem to be right.
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TAX INDIVIDUALISATION:
Time for a Critical Rethink?

1. Introduction

Tax individualisation, introduced to great controversy in 1999, can now mean that a one-income
married couple with children can pay up to €6,240 more in tax each year than a two-income married
couple on the same earnings.

This amounts to €120 per week. A discrepancy of this magnitude can only be justified if it is
overwhelmingly in the public interest, that is, if there are overwhelming economic and social reasons
for such different treatment.

It is the contention of this paper that this is far from being the case and therefore the tax treatment of
one-income married couples amounts to an injustice that should be rectified. One-income married
couples and two-income married couples should be treated on the same basis for tax purposes. This
should be done in the most equitable way possible and in that sense should not impact negatively on
two-income married couples. If equalisation of the effect of tax bands cannot be achieved in one
budget, then it should be accomplished over a number of budgets.

In its purest form, individualisation is a policy which seeks to create a family taxation regime where
taxation is individual: interdependence of family members is ignored and for tax purposes family
members are treated as wholly separate individuals.

In Ireland, the concept is credited to former Fianna Fail Minister for Finance, Charlie McCreevy TD
when in his Budget 2000 speech he created two separate tax bands for married couples, one-income
and two-income, and declared his intention to phase in full individualisation by welding together the
married one-income band with the sole earner band over the course of the following two budgets.

Due to a public outcry over the proposal his plan for full individualisation never came to fruition. The
distinction he created between married one-income and married two-income couple’s remains and in
that sense a partial or incomplete individualisation of the tax bands has been implemented.

Strictly speaking, notwithstanding the fact that the Minister took the first step towards
individualisation, the system now in place is not taxation on an individual basis but rather is a type
of hybrid between the older aggregation system and the envisaged policy of full individualisation.

< Aside from the effects of this as yet, unsuccessful attempt at full individualisation of the bands,
married couples are also affected by the Employee Tax Credit. The method of application of this
credit, and the rate at which it has increased ahead of the rate of inflation, has led to an accusation
that the Government has proceeded by stealth, through the system of tax credits, with their plan for
full individualisation,’ a point which is further elaborated in the text below.

The result is that Ireland’s family income taxation system is a mixture of a hybrid policy of
individualisation on the tax bands, on the one hand, and a policy of increasing individualisation of

1 See the significant article by Economist Jim O’Leary in The Irish Times, Business this Week, 1 December 2006.
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