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I. INTRODUCTION

1. This document provides a response to the Commission on Taxation’s invitation to the Department of Finance to make a submission as part of its consideration of the issues raised by its Terms of Reference.

2. The purpose of the submission is to elaborate on the policy and economic context within which the Commission’s work will be undertaken and the key considerations that should be brought to bear in its deliberations.  In this regard, the submission emphasises the integral and critical relationship between taxation policy and its interface with economic development, fiscal sustainability and the provision of public services.  
3. The submission encourages the Commission to have regard to the totality of challenges that Ireland will face in the first half of the 21st century. By providing a broad contextual orientation the Department believes it will assist the Commission in taking a fully rounded perspective on the issues raised in the Terms of Reference thereby avoiding undue emphasis on any one narrow sectoral concern at the expense of the totality of our policy challenges.
4. The Department is available to discuss the submission with the Commission and is committed to continuing to support its work through the provision of data and information that it may require.

II. THE DEPARTMENTS STRATEGY ON TAX POLICY

5. The Department’s Strategic Priority in the area of taxation for the years 2008 – 2010 is “To develop efficient and effective taxation policies which support and promote the Government’s economic, social and environmental objectives.” 

6. The strategy statement indicates that the Department’s principal taxation objectives, having regard to the Programme for Government, are to 

(i) Raise the revenue needed to meet the Government’s budgetary needs;

(ii) Keep lower paid people out of the tax net and reduce the effect of higher tax rates on people on average incomes. 

(iii) Support labour market flexibility by facilitating labour market entry and minimising employment disincentives; 

(iv) Broaden the tax base, counter tax evasion and reduce the scope for tax avoidance; 

(v) Pursue priority policy objectives using taxation measures where appropriate; 

(vi) Ensure that taxation incentives are properly focused, cost effective and reviewed regularly, as appropriate; and 

(vii) Ensure, as far as possible, that decisions at EU level take due account of Ireland’s needs and aspirations.

III. THE ROLE OF TAXATION IN GOVERNMENT POLICY

7. The central objective of Government policy is to secure a strong economic growth performance in order to create the conditions where we can enhance living standards, maximise employment, improve social provision and protect the environment on a basis that is fiscally sustainable. This objective has within it many competing demands.  These include, in the short term, developing public services and investing heavily in infrastructure and, in the medium to longer term, addressing the challenges that the financing of health, pension and other costs associated with an ageing population will pose over the coming decades.  All of these have to be met within a stable fiscal framework and against a backdrop of increasing international competition from emerging economies such as those in Eastern Europe and Asia.

8. Having regard to this, the primary function of the tax system is to provide the resources to finance public expenditures, to achieve income and wealth redistribution and address social and environmental concerns. The tax system must minimise taxpayers’ compliance costs and government’s administrative cost, while also discouraging tax avoidance and evasion.
9. It is notable that in Ireland, the tax burden is fairly low by European standards.  In 2007, total tax revenue amounted to 32 per cent of GDP in Ireland compared with an average of 40 per cent in the EU
.  However, the headline figures should be interpreted with some caution.  In particular, Ireland does not at present have the spending commitments that other countries have.  Our population is younger than European norms requiring less demographically-related public spending, defence spending in Ireland is lower and a low level of public indebtedness to date has reduced debt-servicing costs.  These and other factors mean we have, at this time, lower levels of non-discretionary public expenditure commitments and this has helped us keep the tax burden low.  However, ever more ambitious public policy targets, an ageing population, easing productivity and more normal (and lower) rates of economic growth than heretofore will all place upward pressure on public expenditure with consequent implications for the tax burden.

10. Given the scale of the social, economic, fiscal and environmental challenges the tax system of the future must be capable of raising the resources necessary to meet public policy demands in a manner that does not impede economic development and maximises our economic growth potential. An economy that performs well also generates the resources necessary to meet ambitions. Decisions on taxation need to take account of the economic effects of any changes if we are to put ourselves in a position to address the many challenges we confront. 

IV. TAX AND ECONOMIC PERFORMANCE
11. Ireland has been very successful in building and maintaining strong economic growth for more than a decade. While a range of factors have contributed to this success, the ability of the tax system to adapt and respond to the changing needs and pressures of a globalised economy has undoubtedly played a significant role.  However, it would be wrong to place excessive emphasis on tax policy in the convergence of the Irish economy.  Our success has also been built around the fact that we have a well educated English speaking labour force, a flexible labour market, a business friendly regulatory regime, a convenient location for access to EU markets, support through EU structural Funds, the social partnership process, the stable currency and interest regime under the Euro arrangements and a long standing record of sound public finances.  Tax helps, but the fundamentals must also be right.
12. Tax is nonetheless important in the policy mix.  But tax systems need to continuously evolve and change in order to align the systems with ever more rapidly changing political, economic and fiscal conditions. For example, globalisation and ageing are challenges that require us to think about the way we tax. Ageing increases pensions and health-related expenditures while globalisation means tax bases are more mobile – an unhealthy combination of increasing costs and revenue risk.  The responses of many countries, including Ireland, have included rate reduction/base broadening the objectives/effects of which have been to shift taxes away from labour and profits so as to boost competitiveness, employment and enterprise.
13. Most reforms of corporate tax have sought to promote increased investment, competition and avoid tax-induced distortions. Likewise, most reforms. of personal income tax have tried to create a fiscal environment that rewards work by providing increased work incentives, encourages saving, investment and entrepreneurship. One of the characteristics of tax reform in Ireland has been the shift in the relative burden from direct personal income taxation to indirect taxation.
14. However, tax shifting of this nature cannot be regarded as a solution to all problems, it has its limits. Ensuring an economy's competitiveness requires that all key factors are addressed; the functioning of product markets and labour markets, the innovative capacity of the economy, the speed of technology adoption, the qualification of the workforce, the capacity of firms to reorganise themselves in a rapidly changing competitive environment, the quality of our infrastructure and the “prices” set by the labour force and business generally. 
V. RECENT ECONOMIC PERFORMANCE AND CONVERGENCE
15. Over the last decade and a half the story of Irish economic performance has been one of convergence.  Very strong rates of economic expansion since the early-1990s facilitated a convergence of Irish living standards towards and subsequently beyond EU average levels.  Most of the increase in per capita incomes was accounted for by higher employment, which has almost doubled since the mid-1990s.  Favourable demographics helped facilitate a decline in the dependency ratio (i.e. the number of people outside employment dependent upon each worker), providing a further boost to per capita income.  Importantly, however, outside a small number of manufacturing sectors, productivity growth was broadly in line with its long-run average.
16. Large inflows of employment-creating foreign direct investment – initially in the manufacturing sector – followed by a very rapid growth in the services sector was the main cause of the increase in demand for labour.  The creation of the single market in Europe was the trigger for increased inward FDI to Europe during the 1990s, and it is generally accepted that Ireland benefited more than most from such inflows.  
17. Flexible product and factor markets and a relatively low direct tax burden were among the key factors which attracted multinational corporations to use Ireland as a cost efficient platform from which to supply the wider European market.  More importantly, the previous ramping up of investment in human capital, partly with EU assistance, together with a readily available supply of labour meant that firms had access to a deep pool of relatively low-cost skilled labour.  Putting the public finances on a more stable footing helped to create the right conditions for investment – both foreign and indigenous – and also facilitated the reduction in the tax burden.

VI. SHORT-TERM ECONOMIC & FISCAL PROSPECTS
18. As a small open economy Ireland’s economic and fiscal position is highly sensitive to developments in the global economy.  Conditions in the Irish economy have deteriorated sharply in the last six months with all economic forecasters making substantial downward revisions to their forecasts. The Department of Finance’s current expectations are that growth in both GDP and GNP this year will not exceed 0.5 per cent.  Only a modest pick-up is expected next year, perhaps to about 2¼ per cent, as many of the factors restraining growth this year will continue.  
19. The international situation of weak growth in our trading partners, severe credit restrictions, high interest rates, a strong euro exchange rate, and elevated food and oil prices will dampen growth prospects significantly for some time.  In addition to these external factors, the slowdown in new house building sector has been much greater than anticipated by any commentators and is likely to spill over into 2009.  Every drop of 10,000 houses built equates to about a 1% reduction in growth.
20. Since the start of monetary union in 1999, Ireland has suffered a very major loss in competitiveness.  Our price levels are now around 20% higher than the average pertaining in the euro area. To address this we must reduce cost pressures, promote productivity growth, ensure policy developments do not add directly or indirectly to inflation and avoid high wage settlements. 
21. The general economic slowdown has been matched by an even more rapid deterioration in the public finances from surplus of 0.3% of GDP in 2007 to a projected deficit of -2.7% of GDP for 2008
. With below trend growth in 2009, the deficit level will be under further upward pressure.   Tax receipts for 2008 are anticipated to fall short of target by at least €3 billion and will be below the level of receipts for 2007 – this is the first time this has happened since 1974 and on that occasion  it was due to the fact that the 1974 “budget year” was just 9 months! The very rapid worsening of the fiscal situation in response to the current economic slowdown is a salutary warning about the absolute imperative of pursuing stability oriented fiscal policies.
22. The forces weighing on short-term prospects in Ireland while significant can be viewed as temporary in the longer term framework provided decision makers in the private and public sectors adopt the right policies to address the competitive issues we face.  Prospects beyond the short-term remain favourable, and it is estimated that the economy can sustain growth of around 4 per cent per annum over the medium term – which is widely seen as our trend growth rate.  
23. In this regard, it is important that the Commission notes that even this most positive outlook means the rate of economic growth and thus the associated revenue flows over the coming years and decades will be significantly lower than in the recent past.  At the same time demands for more public investment and services will grow both on demographic grounds and because of the expectations of society generally.  As a result any systemic change in the tax system is unlikely, notwithstanding “expectations”, to be characterised by tax reductions but by the rebalancing of the existing system to meet relevant and contemporary challenges.

24. Of course, attaining this rate of expansion is contingent upon implementing appropriate policies, including taxation policies.  That said, it is not possible to have further significant expansion of Government-provided services while maintaining low levels of taxation and limited user charges.  Consequently, longer term decisions relating to the scale of public expenditure and the necessary funding requirements need to be factored into any consideration of the future shape of the Irish taxation system.
VII. MEDIUM TO LONGER-TERM ISSUES
25. Some of the biggest medium and longer term challenges we face are globalisation and population aging.
26. Globalisation: The ongoing trend towards increased integration of global product and factor markets will have implications for taxation policy into the future.  In a more integrated global economy, where barriers to trade in goods and services and barriers to movements of capital and labour across borders are being progressively dismantled, the structure of trade will inevitably change.  In particular, firms will increasingly locate different parts of the production process in different locations, in order to exploit location-specific comparative advantages.  This process is currently well underway and looks set to intensify into the future.
27. As a small open economy with limited natural resources, Ireland’s comparative advantage lies in the production of knowledge-intensive goods and, increasingly, services.  In this context, taxation policy must be mindful of the need to shift resources into these sectors, especially internationally traded, high value-added service sectors.  The latter represents the next phase of development for the Irish economy and the signs remain positive – exports of services now account for over two-fifths of total exports compared to one-fifth at the beginning of the decade.
28. Ageing: Looking further ahead, demographic change and other long-term trends will pose considerable budgetary and economic challenges, with implications for taxation policy.  These challenges are already having an impact which will progressively increase over the next two decades.  The current consideration of the tax system must have regard to them.
29. The latest CSO population projections indicate that Ireland’s demographic profile is set to change dramatically in the coming years.  In line with the international experience, the share of older people in our population is projected to rise substantially while the share of the working age population is set to fall.  For example, we will move from having six people of working age for every older person today, to two to one by mid-century. 
30. From a public finance perspective, an ageing population will pose significant challenges.  Foremost amongst these is a substantial rise in age-related public expenditure.  The number of people aged 65 and over will increase from around 450,000 in 2006 to 750,000 in 2020 and 1.8 million by 2050.  Recent projections prepared by the Department indicate that public spending on pensions, health and long-term care will for demographic reasons alone increase from around 12 per cent of GDP in 2007 to 14 per cent in 2015, 17 per cent in 2025, 17 per cent in 2030 and to 27 per cent by 2050.  Meeting these costs will clearly require a policy response.  Even leaving aside the current short-term imbalance in the public finances, demographic developments will require a significant shift in tax/spend in order to keep the public finance on a sustainable footing.
31. An older society will also have direct implications for the revenue side of the public finances due to the changing composition and narrowing of individual tax bases (e.g. income tax, VAT and excise duties).  Given this, and taking account of the costs of ageing, there is a need to consider how we might go about finding new or expanded sources of revenue over time.
32. In terms of the economy, the fall in the share of the working age population will lead to slower economic growth (thus reducing our longer term trend growth rate) and to a shift in the sources of growth.  Accordingly, some thought will need to be given to how the tax system can be best structured so as to support productivity growth, and to counterbalance the revenue loss implied by a declining workforce.
33. In addition to the above, non-demographic developments (such as globalisation, the move towards a service orientated and knowledge based economy, climate change and energy concerns) will further affect the long-run budgetary and economic position, with implications for taxation policy.  
34. Taken together, these demographic and non-demographic trends suggest that safeguarding the public finances are kept on a sustainable path in the best interests of the economy over the longer term will require adjustments to the current policy mix of both taxation and spending. The Commission cannot in its deliberations assume that the adjustment will be on the spending side.
VIII. PRINCIPLES OF TAXATION

35. Having regard to the foregoing challenges, the question arises as to the appropriate principles that should be applied to taxation.  Notwithstanding that they were elaborated some 26 years
 ago, the Department considers that the criteria set out by the last Commission on Taxation remain as valid today as they did in 1982.  The criteria of equity, efficiency and simplicity should be the basis on which both the existing system and any proposed reform should be usefully measured.
36. Ireland has changed considerably since the 1980s but successive Governments have had either implicit or explicit regard to these principles in the formulation of taxation policy.  The pursuit of equity in the tax system can be seen in the general principle that tax on the low paid and those on average incomes should continue to remain low while those on higher incomes should pay more.  The system should be progressive.  Increasing emphasis is placed on the economic efficiency of the system of tax incentives, while the role that time-limited tax relief schemes can play in supporting public policy objectives is kept under continual review.  As regards the simplicity of the tax system, considerable importance has been attached to continuing to make progress on relief at source while the Revenue Commissioners have introduced a wide range of customer services measures designed to make it easier for taxpayers to claim the credits and allowances to which they are entitled. 
37. These principles are also present in this Commission’s terms of reference which mandate you 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”; “ensure that our regulatory framework remains flexible, proportionate and up to date” and maintain “an equitable incidence of taxation”.
IX. TERMS OF REFERENCE
38. The Commission was established arising from a commitment in the Programme for Government.  The Programme also contains a range of specific objectives on taxation (subject to the parameters noted in the next paragraph) and the terms of reference require that the Commission have “regard to the commitments on economic competitiveness and on taxation contained in the Programme for Government, in particular, the commitments:
· 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 ensure that our regulatory framework remains flexible, proportionate and up to date,
· to introduce measures to further lower carbon emissions and to phase in on a revenue neutral basis appropriate fiscal measures including a carbon levy over the lifetime of the Government, and

· the guarantee that the 12.5% rate of corporation tax will remain. 
By providing a broad contextual orientation, placing a significant emphasis on economic and fiscal context, the Department’s submission has addressed this element of the terms of reference.
39. The Department would further emphasise that, having regard to the current and medium term economic and fiscal challenges described in this submission, there is an overall constraint within the Programme that specifically states that all commitments are “subject to the controlling fiscal and economic framework” and a “responsible fiscal policy characterised by broad budget balance and a declining debt burden”.  These considerations should also be brought to bear by the Commission in making its recommendations.
40. As regards the six specific areas identified within the terms of reference, many of theses have been dealt with either directly or indirectly in the submission.  However, the following paragraphs will offer additional comments as appropriate.
“Consider how best the tax system can support economic activity and promote increased employment and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term”
41. A primary role of taxation in Government policy is to raise the revenue needed to meet the Government’s budgetary needs and provide services such as health and education.  As illustrated elsewhere in the submission it is clear that demographic and non-demographic trends suggest that safeguarding the public finances and the economy over the longer term will require adjustments to the current policy mix on both tax and expenditure. This could imply higher relative levels of taxation (or lower expenditure) with a changing incidence of that taxation.  In any adjustments to the prevailing policy mix Government must seek to minimise its burden on the economy through avoiding the creation of market distortions or excessive regulatory and cost burdens.  
42. A further primary role of tax is to use it as an instrument to encourage certain desirable behaviours in support of the broad thrust of public policy.   Rewarding work by keeping lower paid people out of the tax net and taxing those on average incomes at a reasonable rate will continue to be important.   This approach will support long term labour market flexibility by facilitating labour market entry and minimising employment disincentives.  In terms of business and the future evolution of the Irish economy, a competitive taxation framework will be important so that Ireland can attract FDI and support the development of Irish business.  To future proof the tax system any changes should encourage high-value modern business and technological activities in Ireland, enhance efficiency and ease of compliance with the tax system.  But care must be taken to ensure that in developing our tax “advantage” we avoid being perceived as overly tax aggressive thereby inadvertently undermining Ireland’s international reputation as a place to invest and do business.
43. As between these two primary roles, tax policy must in the end have as its core objective to generate the resources necessary to meet the cost of public services.  The alternative to failing in this objective is simply not an option – even if borrowing is undertaken, that is merely deferred taxation.
“Consider how best the tax system can encourage long term savings to meet the needs of retirement”
44. Section VII highlighted the very significant challenges that an ageing population poses for fiscal and economic policy. The questions about the sustainability of the existing system of pension provision are such that any enhancements must be done in a manner that encourages increased self reliance and self provision for the purposes of retirement.  A tax system that encourages long term saving can make a contribution to long term sustainability. 
45. The pensions system in Ireland comprises two main elements.  The first is the tax-payer financed (through social security contributions in the main) social welfare system and the second comprises voluntary supplementary pensions provided through a variety of arrangements and regulated by the State.  The overall objective of our pensions system is to provide through our social security system an adequate basic standard of living through direct state supports and to encourage people to make supplementary pension provision so that they may have an adequate income in retirement.  The State encourages individuals to supplement the social welfare pension with private   pension arrangements by offering tax reliefs on private pension provision. It is estimated that over half of those in employment are covered by supplementary pension arrangements.
46. Tax relief takes the form of relief on amounts contributed to the pension schemes and on the amount of profits and gains generated by the investments held by the schemes. Benefits payable on or after retirement are taxable subject to an entitlement to take a tax-free lump-sum cash benefit. Contributions to pension investments are tax relieved on the way in (subject to limits) and are allowed to grow tax free in the pension fund in the expectation that the pension benefit stream will be taxed on the way out.  
47. The Green Paper on Pensions (Chapter 7) examines the full policy issues arising for the current tax treatment of long term saving/pensions.  These are highly complex and inevitably involve policy trade-offs. Increasing coverage carries with it potentially significant costs that make the system even more unsustainable, redistributing the benefits more “equitably” may have the effect of reducing the incentive to save for many etc.  The Department is firmly of the view that any changes envisaged by the Commission should first and foremost be financially sustainable. Moreover any changes should be equitable having regard to the full range of types of pension schemes.  Chapter 3 of the Green Paper sets out the scale of the challenge that this represents.
“Examine the balance achieved between taxes collected on income, capital and spending”
48. As stated elsewhere, one of the characteristics of tax reform in Ireland has been the shift in the relative burden from direct personal income taxation to indirect taxation.  However, tax shifting of this nature has its limits. There are questions about the distributional and social impact of further shifting the relative tax burden from income to consumption. These relate to the compensation of social welfare recipients and the direct effects on the distribution of income. Moreover, a shift towards consumption taxes will, relatively, improve the situation of those in work compared with those on fixed income in retirement, which may raise questions of inter-generational equity – an increasing issue with the demographic challenges we face over the coming decades.  
49. This is not in any way to suggest that the burden should be shifted back to income with all the economic problems that can create – rewarding of work and enterprise are proven elements in Ireland’s successful economic convergence.  Taxes on property and capital are relatively low as are the VAT rates applied on some products. These treatments reflect a series of policy decisions taken in the past on foot of conclusions reached on the economic and social consequences of such treatment.  A fresh look at these issues is appropriate.  We also need to consider the tax base in the context of demography - the shift to an older society will impact on tax take due to the changing composition and narrowing of individual tax bases.  We also have to bear in mind the differing incentive effects of different tax types and how they might impact on overall economic welfare.
“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”
50. Tax incentives and reliefs can play a role in encouraging certain types of behaviour that are consistent with the overall objective of public policy.  However, these must always be subject to review and analysis to ensure that they are doing what they are supposed to, are financially viable and still consistent with public policy.

51. The Department has undertaken a significant body of work in this area and copies of reviews of tax expenditures conducted to date are available to the Commission.  A major review of various existing tax incentive schemes was undertaken by the Department in 2005 and since then the Department has continued to evaluate the bona fides of tax expenditure and has proposed changes or discontinuance of incentives where they were warranted. 
52. The core principle has been to examine the underlying rationale for any relief or incentive to determine whether they have either achieved the objectives set for them or are no longer considered to be cost effective.  The operating policy principle for the Department in considering any new reliefs is that they should be time limited (not open ended) and should, where relevant, be subject of an assessment of costs and benefits before their introduction.  These general principles should underpin the Commission’s analysis.
 “Consider options for the future financing of local government”
53. The “Review of Local Authority Financing” carried out by Indecon Economic Consultants is a relevant input for the Commission in this area.  One of the issues touched on in the Review was that there was a major disconnect between the costs of providing local services, the demand for such services and the sources of revenue raised having regard to local accountability.  
54. The report did not support the provision of taxation powers for local authorities in areas such as local sales taxes, local income taxes or local corporation taxes.  These are a matter for central Government.  The review did recommend some changes related to service charging, rates on domestic dwellings, the charging of the full economic cost for services. However, in examining this area, the Commission should have regard to the interplay between local and national taxes.  Local tax increases, if not offset by national level tax reductions, would increase the overall burden of taxation and impact on competitiveness.  There is the added consideration noted elsewhere about the sustainability of the existing system overall.
“Investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax.”
55. The Programme for Government has set an objective of introducing, on a revenue neutral basis, appropriate fiscal measures including a carbon levy over the lifetime of the Government.   Looking at the debates on Carbon Taxation in other jurisdictions two major issues feature in discussions, the distributional and competitiveness impacts.  These issues are no less important in the context of Ireland.
56. Such taxes are seen as potentially regressive as it is likely that a higher proportion of a low income household’s income will be spent on energy. The Commission will need to reflect on this issue.  Two possible ways can be suggested to address this problem. Firstly, exempt certain segments of the population or operate a dual-rate structure. Secondly, consideration could be given to putting in place appropriate compensation mechanisms. Compensation mechanisms are generally favoured over exemption/mitigation as they involve a lower risk of defeating the environmental purpose of the tax. However, these options would not be easy and also give rise to public expenditure and operational issues.  The Department would not favour the hypothecation of carbon taxes – it is entirely a matter for Government to decide its priorities for the recycling of any revenues.
57. The other major consideration concerns the impact on economic competitiveness. Any possible environmental tax initiative should only apply to those sectors outside the Emissions Trading Scheme (ETS), should not exceed the market rate for carbon (currently of the order of €25 per tonne), should be accompanied by a review of the extent to which existing tax/subsidies are already reflective of carbon costs and should be careful not to advance measures that promote carbon reduction but adversely affect international competitiveness.  This would be particularly the case in relation to countries which compete with us and which may have very low taxes or non-existent taxes on energy. While logic dictates that it may be unwise to be a ‘first mover’ in this area because of cost-competitiveness repercussions, it should be noted that Ireland is more dependent on imported oil that any other Member State in the EU which makes it potentially more vulnerable than most in the medium to long term.   
58. The environmental effectiveness of a tax can be measured as the extent to which it delivers a reduction in emissions and, specifically, in Irelands’ non-ETS emissions.  In this context, it must be remembered that the impact of carbon tax will be offset to a certain extent by the fact that carbon is already being taxed through mechanisms such as excise duties on fuel, VRT and motor tax.   The overall net impact of any proposal to extend carbon taxation will be closely connected to the price elasticities of the tax bases to which the tax applies. The experience differs vastly between different Member States and different types of taxes. Historically it appears that there has been a generally accepted view that environmental taxes can yield a relatively poor response, reflecting inelasticity of demand for energy products, particularly in the short term.  This is reflected in the ESRI’s submission on Carbon Tax which suggests that very modest reductions in non-ETS emissions will follow from given carbon taxes.  An improvement in the effectiveness of taxes could follow from greater public awareness of climate change issues. Of course, this raises the question whether it is education/awareness that is delivering change rather than the fiscal measures themselves.
X.  CONCLUSION - CONSIDERATIONS FOR REFORM

59. In the final analysis the role of the Commission is to make recommendations about the possible future structure of the tax system.  The Department believes there are a number of important issues that should be borne in mind when developing proposals across the tax system.  These include the international context, the need for certainty, transitional costs and the impact of reforms on economic performance.
60. For an economy as open as that of Ireland, the development of a tax system will need to consider the tax systems in other countries. Many countries are increasingly using their tax systems to improve their ability to compete in global markets. Globalisation brings with it many positive economic opportunities to develop and enhance the Irish economy but it also increases the opportunities for tax avoidance and evasion especially where mobile capital tax bases are concerned. Therefore, the mobility of the tax base should be given due consideration in the design of any tax reforms as should the role of international tax policy co-operation among countries.  In developing proposals, care should be taken to ensure that what might be perceived as overly tax aggressive measures do not inadvertently undermine Ireland’s international reputation as a place to invest.
61. Experience has shown that in matters of tax, particularly as they relate to the corporate sector, certainty is invaluable. Providing the maximum degree of certainty and predictability in the application of corporate and other business taxes may in itself lead to higher levels of investment and economic growth.  The Commission should factor this into its deliberations.
62. The transition costs of tax reform measures must not be forgotten and should be reflected in any report.  Any changes to the tax system carry cost implications and the greater the extent of change the greater the costs.  These include both costs to public administration and costs to businesses of adopting the policy changes. It might also include the costs of ‘grandfathering’ some of the old tax provisions if taxpayers have made substantial investments based on the expectation that these provisions would be maintained. A report that includes reform or “Greenfield” proposals across the entire tax system will have a significantly reduced value if it fails to cost such proposals, prioritise them and map out the way forward and sequence the reforms as envisaged by the Commission.  
63. Finally, as the report of the Commission on Taxation has the potential to set the framework within which tax policy will be set for the next decade, it is important that the report provide an integrated perspective of tax policy whereby the competing imperatives of economic development, social equity, the environment, fiscal sustainability and the efficiency of the tax system are comprehensively dealt with.  It must be borne in mind that, as in the case of transitional costs, tax reform will only be attractive and deliverable if it can be shown to produce net gains in overall economic performance.  
64. A report that emphasises one element of the tax system at the expense of the broader system runs the risk that all the complexities, interactions and opportunities that a fully integrated perspective can yield may not be fully identified or appreciated. What is needed is a Report that can have a positive impact on economic growth performance in order to create conditions where we can meet all our shared policy objectives on a basis that is fiscally sustainable.
� Source: EU Commission AMECO database (total tax burden excluding imputed social security contributions).


� Based on the Department’s assessment of the end June Exchequer returns.
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