Commission on Taxation 
Submission from the Department of Social and Family Affairs                            

The Department of Social and Family Affairs (DSFA) welcomes the establishment of the Commission on Taxation. It also welcomes the opportunity to submit this contribution to the Commission’s consideration of the future development of the tax system, in line with its terms of reference. The main focus of the submission is on issues that the Department believes need to be considered by the Commission from the perspective of the Department’s responsibilities for social and family affairs and social inclusion. 

Impact of taxation on social welfare system

The tax and social welfare systems together comprise the main redistribution mechanism available to Government and it is essential that they operate in an efficient and co-ordinated manner.  

Expenditure on the social welfare system at about €17 billion in 2008 is higher than for any other social programme.  It represents 29% of overall Government expenditure and 10% of GNP.  An additional €2.9 billion represents the net cost in terms of revenue foregone for the tax treatment of supplementary pensions. An efficient and effective tax system, therefore, has a major role in ensuring that there is an adequate stream of revenue to finance this expenditure.

The taxation system also has a direct role in social provision by the State.

Social provision is not only made by direct payments, mainly under the social welfare system, and the provision of services such as education, health, care, housing, etc., but also by tax reliefs or concessions.  Examples of tax concessions include tax exemptions for child benefit and the tax treatment of supplementary pensions and the earnings of workers on low incomes. A major issue for consideration, therefore, concerns the contribution the taxation system can best make to individual well-being and social inclusion in coordination with income support under the social welfare system and with the other services.

Impact on Employment and Living Standards

It is generally accepted that employment is the main route out of poverty. The incidence of taxation and the various ways in which it is levied can on the one hand create barriers to employment, but on other hand create incentives for people to take up employment and proceed to better paid jobs.  This applies particularly to low skilled workers, to those with child dependants, especially lone parents and larger families, to those who need to pursue further education and training and to older workers. It can also impact on access to services such as child and elder care, healthcare, housing etc.

Indirect taxes generally raise the cost of living.  The impact of these costs on the living standards of people on low incomes needs to be fully taken into consideration in setting tax policy.
Economic, social and demographic change

Ireland is currently going through a period of profound change. This requires the ongoing modernisation of our systems for social provision.  The need for modernisation to adapt to these changes is likely to apply also to the taxation system.  The main such developments include:

· changing employment patterns, including more part-time and temporary employment, more frequent job changes interspersed for many with periods of unemployment;

· changing family patterns, particularly more lone parent households and the impact of the substantial increases in female participation in the work force;

· the high level of immigration and the likely increased movement of workers and their families between Ireland and other countries;

· demographic ageing of the population, including the need for substantially increased expenditure on pensions and on services for health and long term  care. 

Administrative Links with Revenue

DSFA is intrinsically linked with the Offices of the Revenue Commissioners (Revenue) in the administration of the Pay Related Social Insurance (PRSI) scheme.  Employees’ income tax and PRSI are deducted by employers and returned to Revenue who act as a collection agent for the PRSI element for DSFA.  The collection of PRSI - monies and contribution details - by Revenue and the subsequent transfer of data electronically to DSFA is of critical importance to the efficient running of the Department’s contributory-based schemes.  The Department works closely with Revenue to ensure the quality and timeliness of PRSI data transfers.  Compliance with the collection process by employers is monitored by the co-operation of Revenue and DSFA staff in combating fraud.  

The co-operation between the two organisations is underpinned by a Memorandum of Understanding which defines the policy, administrative and operational arrangements between the organisations.  
Principles of Pay Related Social Insurance (PRSI)
Social insurance in Ireland, as in many other countries, plays a key role in the provision of social protection. Our social insurance system has two key features which are strongly advocated by the Department of Social and Family Affairs; namely a social solidarity component and a contributory principle.
The social solidarity component means that the costs of social benefits and programmes are shared collectively as a society.  Accordingly, there is no direct financial link between the amount of contributions paid by an individual contributor and the likely future cost of benefits payable in the event of contingencies during their working lives (such as illness and unemployment) or the likely cost of future pension payments.

The contributory principle means that an individual builds up entitlement to benefits and pensions for both themselves and their families if and when a particular contingency arises.  The cost of this entitlement is a function of the individual contributor's income.   The Department considers that the contributory principle is a key feature of social insurance in that there is a direct link between payment of contributions and the obtaining of specific tangible benefits which are paid (without a means test) if and when the contingency arises. This clearly differentiates payment of PRSI from payment of taxes generally on foot of which entitlement of a specific benefit or service does not apply.

 In addition, social insurance which is financed on a narrow income base relative to general taxation, finances a significant proportion of pensions and other allowances that otherwise would fall to be financed by the Exchequer from general taxation.
The PRSI system draws together a relationship between the employment or self-employment status and the rate of contribution payable and benefits or pensions receivable as a result of these contributions. In common with many social insurance systems throughout the world, the system is not actuarially based (although an Actuarial Review is required under the Social Welfare (Consolidation) Act, 2005, every 5 years) but funded on a pay-as-you-go basis. Today’s contributors support both past and current contributors while also ensuring their own future security by building up entitlement to later benefits and pensions. 
Appendix 1 sets out current PRSI details and levies.  
Social Insurance and the Tax system

Income from PRSI contributions (not including Health Contributions or the National Training Fund Levy) was €7.83 billion in 2007. This is equivalent to nearly 58% of the €13.58 billion collected in income tax in that year.

Detailed consideration has been given to the interaction of social insurance and the tax system.  The first Commission on Taxation in its report in 1982 took the view that as the social insurance system is not actuarially based the contributions should be treated as a tax. It recommended that this system of contributions be replaced by a social security levy on all income. The Commission on Social Welfare, however, reporting in 1986 recommended the retention of the existing system based on the contributory principle.  A similar conclusion was reached by an Expert Group on the Integration of Tax and Social Welfare Systems which reported in 1996, and in a report on  Social Insurance in Ireland published the same year.

A summary of the main points of the analysis in these reports is contained in Appendix 2.  The issues were also addressed from a more technical, pensions perspective in Chapters 12 and 14 of the Final Report of the National Pensions Board (1993).

Significant progress has been made over the years in addressing many of the issues identified by these reports. In particular, the social insurance base is now much wider and the range of earnings subject to social insurance is more comprehensive. These developments would suggest that the focus should now be on continuing to develop and strengthen the social insurance system, particularly in the areas of equity, compatibility with the taxation system and administrative burden. 

Taxation of Social Security Benefits
In general, long-term social security payments, such as old age, retirement, widows pensions have been taxable from the introduction of those schemes, while short-term benefits, i.e. Illness Benefit, Maternity Benefit, Jobseekers Benefit  were not taxable.  However, since the early 1990’s certain short-term benefits have been liable for tax.  

Appendix 3 sets out the social security benefits which are liable to tax and those which are not.  For those payments which are liable for tax, the year of introduction of the particular social security payment and the year the payment became liable for tax, if later, is indicated.

Clearly, any payment categorised as a pension is taxable.  As for other payments it depends on whether they constitute an annuity or stipend payable from the Exchequer.   Most of the other social security payments would fall into one or other category.  However, some payments have not been taxed through long-standing practice.

Tax and welfare systems – treatment of non-married, cohabiting couples

The treatment of non-married, cohabiting couples differs between the tax and  the social welfare codes. The social welfare system treats married and cohabiting couples in the same way for all schemes except survivors benefits.  The position regarding  same sex couples may arise in the future.

The reason for this difference in treatment lies in the fact that the social welfare and tax systems have evolved separately over time and in response to a variety of factors, including constitutional imperatives as interpreted by the Courts, changing social trends and EU Directives. It was the EEC Equality Directive 79/9 and the subsequent Hyland Supreme Court case
 which led to the change in treatment of non-married cohabiting couples in the social welfare code. 

The issue of individual payments to adults of working age regardless of their co-habitation status is being examined by the Department of Social & Family Affairs in the context of new proposals being considered for supporting lone parents and qualified adults.  These arise out of the Government Discussion Paper ‘Proposals for Supporting Lone Parents’ which envisages similar supports for all parents on low income whether they were alone (lone parents) or cohabiting (qualified adults).
Poverty Impact Assessment
It will be important that the Commission takes account of the guidelines for poverty impact assessment, developed to assist policy-makers in preparing significant policy proposals. Such proposals should indicate clearly their impact on groups in poverty or at risk of falling into poverty, so that this can be given proper consideration in designing a policy or programme. The guidelines can be found on the website of the Office for Social Inclusion, which is located in the Department of Social and Family Affairs, at www.socialinclusion.ie
Specific comments 
Some specific comments under the Commission’s terms of reference follow.
Terms of Reference (b)
Consider how best the tax system can encourage long term savings to meet the needs of retirement;
The Tax System and Pensions – Proposals for Change                                          The tax system is an integral and fundamental part of the overall arrangements made for pensions provision in Ireland. Therefore, any consideration of these aspects should be carefully assessed and analysed in the context of the Government’s current consideration of the pension system, as set out in the Green Paper on Pensions. It should also be noted that the Government is committed to developing a framework for the future development of pensions in Ireland by the end of 2008. Therefore, it would be essential that the Commission be aware of, and sensitive to, the policy developments in this area.
Government policy, as set out in the National Pensions Policy Initiative (1998) and various government programmes and social partnership agreements, has been to encourage participation in the occupational and private pensions’ system. Unlike most EU/OECD countries, Ireland has no earnings related element to the State pension scheme and it looks to occupational and private personal pensions to provide this. Tax incentives have played an important role in encouraging people to participate in such schemes and costs in the order of €2.9 billion each year in taxes are forgone.

However, the operation of the tax incentives has often been criticised because it is considered that the nature and the extent of the benefits available are not easily understood by many, and that most of the benefits accrue to those in the higher income deciles.

The Government published the Green Paper on Pensions in October 2007 to stimulate debate on all aspects of the pensions system. It is committed to deciding on a framework for future policy in this area by the end of 2008. Chapter 7 of the Green Paper discusses issues around the provision of tax relief/incentives for supplementary pension saving and sets out a detailed estimate of the cost of tax and PRSI reliefs in 2006. It also sets out a number of options for change, which are further expanded in other chapters of the Green Paper. A wide range of issues on taxation are covered in Chapter 7, including:

· The Private Pension System

· Principal Features of Pensions Tax Arrangements 

· Current rules of Funding Pension Benefits 

· Cost of Tax Reliefs 

· Value for Money 

· Considerations of Equity 

· Flexible Options - Approved Retirement Funds (ARF)
· Options for Change

A number of key questions in this area are currently being considered such as:

1. Can tax incentives be better targeted to encourage improved coverage in a cost-effective way?

2. Should the over-riding principle be coverage or equity and should incentives be offered at the marginal, standard or a hybrid rate?

3. Should pension arrangements (e.g. the ARF option) differentiate between individuals or be open to all on the same basis? Where is the proper balance to be struck between the competing calls for equitable treatment of all pensioners, appropriate protection for vulnerable pensioners and the costs involved?

In this regard the Green Paper on Pensions puts forward a number of models for consideration which may also be relevant to the deliberations of the Commission on Taxation;

· Providing improved incentives for the existing voluntary system of supplementary pensions through the use of matching State contributions (€1 for €1) for Personal Retirement Savings Accounts (PRSA) and standardising tax incentives at the higher rate for other types of provision. The increased cost to be financed in part by capping the income allowed for pension contribution and benefit purposes. 

· The introduction of soft mandatory or mandatory pension systems. The former would allow people to opt out after a given period while the latter would involve mandatory contributions on a range of income - €15,000 to €60,000 is suggested in the Green Paper. Both systems involve contributions from employers, employees and the Exchequer. The Exchequer contribution would range from 2% to 5% and would be in lieu of any other tax or PRSI allowances.

The consultation period on the Pensions Green Paper was completed, and the time for making submissions closed, on the 31 May 2008.  Work on the framework for future policy is ongoing, to be completed by end 2008. It is worth noting that almost 20% of all submissions received to date have discussed tax and PRSI relief or Revenue rules.  These submissions are available on the website at www.pensionsgreenpaper.ie and will be included in a full report of the consultation process which will be published later in the year. 
While no decisions have yet been made on the future direction of policy, as already indicated, it is likely that tax issues will be an important element of any reform package to be decided on by Government.  
Terms of Reference (d)

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
 Child Benefit (CB)
Description                                                                                                              Child benefit (CB) is a universal payment, paid in respect of children up to the age of 16 years and continues to be paid in respect of children up to age 19 who are in full-time education, or who have a physical or mental disability.  It is tax-free, non means-tested and is employment neutral.  These features of the scheme assist in enabling parents to make choices in relation to care of children, contributing towards the family budget if the parent decides to work full-time in the home or assisting with the cost of childcare if the parent decides to pursue employment outside the home.  CB is paid to some 580,000 families in respect of 1.1 million children.  The cost of CB in 2008 is estimated to be €2.5 billion.     
Recent CB policy

The policy direction followed by successive Governments in recent years included the dedication of substantial resources to CB. This represents part of an ongoing objective of reforming income support for children in order to reduce work disincentives by making overall child income support more neutral vis-à-vis the employment status of the parent. Apart from CB, social welfare recipients receive additional child income supports.  An increase for a qualified child (IQC) is included for each qualifying child in their weekly social welfare payment. The recent policy focus on CB was driven in part by the recognition that the potential loss of their payment including the IQC by welfare recipients with qualified children could act as a disincentive to taking up employment opportunities. 
In terms of tackling work disincentives, the shift towards CB has been significant.  For instance, in 1994 CB represented 29% of the total CB/IQC payment for a four-child family and is now 64%.  In other words, a family will now lose only 36% of their child income support when a welfare recipient loses entitlement to a primary social welfare payment.
 
Any proposal to introduce taxation of CB should be considered in the context of maintaining the recent gains in relation to tackling work disincentives, and the potential effect of CB taxation on overall poverty indices.  

Family Income Supplement & means-tested child benefit supplement

The Agreed Programme for Government contains a commitment to abolish two social welfare child income support payments and replace them with an employment-neutral income based child benefit supplement [“The Government will… amalgamate Qualified Child Allowances and Family Income Supplements in order to develop a second tier of income support targeted at the poorest families”] 
  

The principal in-work income support administered by the Department of Social and Family Affairs is Family Income Supplement (FIS), which provides cash support for employees on low earnings with children.  This preserves the incentive to take up or remain in employment in circumstances where the employee might only be marginally better off than if s/he were claiming other social welfare payments.  FIS applies equally to one and two-parent families. 
In common with other short-term social assistance payments, FIS is non-taxable.  In the event of a review of the tax status of social welfare payments in general, it is the view of the Department that this should continue to be the position.
In the context of social partnership the National Economic and Social Council (NESC) was asked to examine the feasibility of merging the FIS with the increase for qualified children (IQC).   

While NESC failed to reach a consensus on this issue, a research paper by Dr. John Sweeney 
was made available late in 2007 as a contribution to the debate.  This included a proposal to abolish both FIS and IQCs in favour of a new means-tested payment, estimated by Dr. Sweeney at a net (additional) annual programme cost of €775 million in 2006 terms.   Such a payment would be distributed where appropriate by means of a refundable tax credit, and otherwise by cash transfer.  Consideration of this scheme would raise a number of policy issues as well as posing significant administrative challenges.  

In view of the above, an examination of existing selective child income support measures is underway in the Department, adopting a two strand approach which includes an analysis of families already receiving FIS and an examination of qualifying families who may qualify for FIS but have not applied for payment and the underlying reasons for their failure to avail of FIS.  The results of this study are expected to be available later in 2008.
This review, together with consideration of the issues raised in Dr. Sweeney’s discussion paper, will inform future policy in this area.  In developing future policy in this area it is important to keep in mind the multiple objectives behind the provision of child income support and to maintain the correct balance between broad based supports such as child benefit and more targeted supports such as FIS and IQCs.  

While the substance and delivery mechanism of any such ‘2nd tier’ payment have not been determined, it is the view of the Department that any such payment should not be taxable.  As noted above the existing universal child benefit payments are non-taxable. 

Transport for people with disabilities
There are a range of supports available to meet the transport needs of people with disabilities. These include Free Travel (administered by DSFA), the Motorised Transport Grant (administered by the HSE), the Mobility Allowance (currently administered by the HSE) and the Disabled Drivers and Passengers Tax Relief (administered by the Department of Finance).     
The Department of Transport is working to ensure that all modes of transport are accessible to people with disabilities.   The question of where the various allowances and supports fit into this environment and fit with each other needs some consideration.  There could be possible rationalisation and potential for achieving greater effectiveness.
Terms of Reference (f)

Investigate fiscal measures to protect and enhance the environment including the introduction of a carbon tax. 
Current Position

The Department of Social and Family Affairs household benefits package comprises the electricity/gas allowance, the telephone allowance and the free television licence.

The household benefits package is generally available to people living in the State, aged 66 years or over, who are in receipt of a social welfare type payment or who satisfy a means test. 

The electricity allowance is structured in such a way as to protect the consumer where there are prices increases.  Specifically, the allowance covers standing charges (plus VAT) and up to 2,400 units of electricity in each billing period.  The gas allowance covers a cash equivalent amount.  In the vast majority of cases these allowances are credited to the customer’s bill however, the scheme has been expanded in recent years (to cater for deregulation) and the number of people who receive a cash payment has increased.  Most recently, the scheme was extended (in Budget 2008) to include people who receive their gas supply from a source other than the national grid.  

Likely impact of a carbon tax (or other fiscal measure) on low income households
The introduction of a carbon tax (or other fiscal measure) would undoubtedly lead to increases in home heating costs whether oil, solid fuel, electricity or gas.  Such increases could have a significant impact on low income households. 

Without knowing the details of how a carbon tax might operate it is not possible to assess the impact such a measure would be likely to have on low income households.  However, it is vital that any proposal to introduce a carbon tax (or other fiscal measure) is poverty proofed so that a full assessment can be made and the impact on low income households identified including the measures required to mitigate that impact.   This would avoid any reoccurrence of the difficulties which arose for low income households upon the introduction of waste charges.
Fiscal measures that would increase heating costs would have implications for this Department in two respects;

1) There would be an increase in the cost of schemes such as free electricity allowance where claimants receive the allowance by way of units allocation and the Department directly pays utilities for the lost units used.

2) There would be pressure to introduce a scheme to compensate low income families for the cost of increased heating costs.

The point must also be made that social inclusion objectives would suggest that a range of possible measures rather than compensation for costs incurred should be considered to enable people on low incomes to fully participate in the broad environmental improvement agenda.
Programme for Government commitment: (c) 

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
Health Levy

PRSI contributions comprise a social insurance portion and a Health Contribution. The latter goes towards the funding of public health services and does not become part of the Social Insurance Fund – which finances social insurance payments. Entitlement to health services in Ireland is not related to these contributions but is primarily based on residency and means. The Department of Social and Family Affairs are not responsible for policy in relation to the health levy or the disbursement of funds collected.

For PAYE taxpayers, the Health Contribution is payable through the PRSI system. Self-employed persons pay health contributions through the self-assessment system to the Office of the Revenue Commissioners. All employees pay an additional 2% as a Health Contribution on all earnings or, if self-employed, any income above the PRSI-Free Allowance of €127 per week. Self-employed workers pay the additional 2% when annual income is in excess of €26,000.  

An additional 0.5% health levy was introduced in Budget 2007. Owing to the fact that PRSI operates primarily on a weekly basis, it was necessary to implement this measure by way of a charge on income in excess of €1,925 per week rather than on an annual basis.
Abolition of the Health Contribution Exemption

Primary responsibility for the Health Contribution rests with the Minister for Finance and the Minister for Health and Children. However, as collection of the Health Contribution is integrated with the PRSI system the Department of Social and Family Affairs has a central involvement in collection and administration. 

The Commission on Taxation may wish to consider the merits of abolishing all non-income related exemptions to the Health Contribution for the reasons set out below.
PRSI contributions are made up of a number of different components, including:

· social insurance at the appropriate percentage rate for employees and employers – which varies according to the pay of the employee and the benefits for which he or she is insured;

· the 2% (or 2.5%) Health Contribution – paid by the employee, where applicable, and

· the 0.70% National Training Fund Levy which is included in the employer’s PRSI contribution at PRSI Classes A and H.

The Health Contribution Act, 1979 imposed an obligation on every person with an income, over the age of 16 years, and under the age of 70 years to pay the Health Contribution, with the exception of:

1. Individuals in receipt of any of the following social welfare benefits: the Widow’s/Widower’s (Contributory) Pension, Deserted Wife’s Benefit, the Deserted Wife’s Allowance, Death Benefit or the One-Parent Family Payment;

2. Individuals in receipt of benefits corresponding to the above from another European Union Member State, and

3. Medical card holders (full eligibility only – the exemption does not cover those on doctor-only medical cards).

In 1994/95, a general exemption from payment of Health Contributions was introduced for persons on low earnings – the relevant figure was £173 (€219.66) per week. Currently, all persons with earnings (or income from self-employment) of less than €500 per week do not pay a Health Contribution. The specific exemption has been maintained for the categories above regardless of the level of earnings. 

However, the main groups benefiting from the exemption are recipients of Widow/Widower’s (Contributory Pension) and medical card holders as it is not possible to be in receipt of a One-Parent Family Payment where earnings are in excess of €425 per week i.e. below the current general exemption threshold. It is also difficult to envisage how a recipient of Widow/Widowers (Non-Contributory) Pension and Deserted Wife’s Allowance could be in receipt of these payments and have an income of €500 per week. 
In addition, since 2001, entitlement to a full medical card was extended to all persons aged 70 or over and, as a consequence, all persons aged 70 or over are now exempt.

It is questionable as to whether the original reasons for exempting the groups in question continues to be valid. More importantly, the appropriateness of exempting certain limited groups based simply on receipt of a limited range of welfare payments or full eligibility for health services is difficult to justify if the overall objective of a is equity of treatment for all taxpayers at equivalent income levels. Low income workers are already exempt (if earning under €500 per week) from a liability to the charge and, subject to budgetary constraints, the adjustment of this threshold is the more appropriate way of promoting incentives to work and social inclusion generally. Indeed, the exemption, particularly in relation to over age 70 medical card holders, results in a loss of revenue to the State.
It should also be noted that, under the current system, any individual who is eligible for the exemption must personally make that fact known to his or her employer in order to ensure that the employer makes the deductions at the relevant reduced rate as employers are not in a position to establish this independently. This places a burden on employees to reveal personal information to an employer which the employer would otherwise have no right to know or even to enquire about. (There is a facility to reclaim over-deducted amounts at the end of each tax year – this is cumbersome for both the employee and the Department of Social and Family Affairs).

The removal of the exemption would also contribute to a simplification of the PRSI system which would benefit both employers and employees. Seven PRSI subclasses would no longer be required thereby ensuring greater clarity and transparency for contributors and their employers. 
Appendix 1
PRSI and Levies
The current PRSI rates and levies are as follows:

· The Employees’ Annual Earnings Ceiling is €50,700 
· The PRSI threshold for employees in Classes A and H is €352 per week.

                                                     Employer PRSI:

	Item
	Rate

	Employer Rate (High)

Employer Rate (Low)
	10.75%

8.5%


Employee PRSI:

	Item
	Rate

	Employee Rate (High)
	4%

	Employee Rate (Low)
	2%


                                           Self Employed PRSI:

	Item
	Change

	PRSI Class S rate 
	3% above €3,174 p.a.

	Minimum Contribution €253 p.a.
	


Levies:

· The National Training Fund Levy, which is paid alongside PRSI, remains at 0.7%.

· The threshold at which the 2% Health Contribution starts to be paid is €500 per week. Annualised this threshold is €26,000.
· 2.5% Health Contribution is payable on incomes above €1,925 per week.
Appendix 2
Report of the Commission on Taxation 1982
This report, which dealt with direct taxation made a number of observations in relation to the social insurance system, including:
1. The system should be evaluated as a tax as it is not actuarially based, as demonstrated by the following features:

a. Pension benefits are financed on a ‘pay-as-you-go’ basis rather than an actuarial basis;

b. This ‘pay-as-you-go’ system is not entirely self-financing;

c. Benefits rise less proportionately with earnings;

d. Contribution rates for different income classes and employments are not related to patterns of benefit uptake;

e. Contributions are not refunded in the case of permanent emigration. 

2. That it is possible to pay a relatively high amount in contributions but still have a lower entitlement than a person who pays a lower amount, and that this lack of a close relationship between contributions and benefits shifts social insurance towards the distinguishing characteristics of taxation – taxes are compulsory payments to central and local authorities and the benefits do not necessarily accrue to taxpayers in proportion to their payments.
3. Social insurance lacks equity in terms of (i) varying rates of contribution depending on occupation; (ii) a narrower base than that of the income tax system; and (iii) the regressive effects of the income ceiling and the fact that no allowance is made for dependency obligations.
4. Social insurance contributes to inefficiency by (i) taxing only one factor of production, employment, thereby adversely affecting employment rates; (ii) encouraging benefits in kind as an avoidance measure; (iii) their being shifted forward into prices of goods and services; (iv) tending to discourage the employment of low-paid workers.
5. The imposition of two direct charges on income (tax and social insurance) results in a lack of simplicity – both in terms of the compliance burden on employers and the complicated tax/PRSI rate structure.
The Commission on Social Welfare 1986
The Commission on Social Welfare (CSW) took issue with many of the views expressed in the 1982 Tax Commission report. In relation to the central point that social insurance should be replaced by a social security tax, the Report of the Commission on Social Welfare recognised that the tripartite basis of social insurance, whereby a system is funded by employers, employees and the State, cannot have a strict actuarial rationale. However, the CSW supported ‘the tripartite approach as it spreads the cost of contingencies widely in the community, entails an element of redistribution in so far as a contribution from general taxation is included, and recognises that employers and employees, as participants in the economic system, should share in the costs as well as the benefits of the economic system’
. 

The CSW also took issue with the categorisation of social insurance as a tax, stating that ‘We regard the system of social insurance contributions as having a significant insurance dimension which is not outweighed by the absence of and actuarial link between benefits and contributions. In particular, there is some explicit insurance rationale underlying the benefit-contribution link, as follows:

(i) long-term benefits such as pensions require a greater contribution record than short-term benefits,

(ii) amounts of some insurance payments are differentiated on the basis of insurance contributions with higher payments accruing to recipients with better insurance records,

(iii) minimal criteria in terms of insurance contributions are applied across the full range of benefits’
.

Pointing out that social insurance is both horizontally and vertically redistributive
, the CSW took the view that social insurance ‘as a form of collective, social provision and as an expression of social solidarity, is different in principle and in practise to private insurance’. They also stated that ‘There is no contradiction…between the assertion of an insurance dimension and the recognition that social insurance contributions and their incidence and distributive effects may also be viewed as a form of taxation’
.

Expert Group on the Integration of the Tax and Social Welfare Systems, 1996

The Expert Group on the Integration of the Tax and Social Welfare Systems noted that ‘a move to an entirely tax based system would involve abandoning the contributory principle...(and)…reached a consensus, in the context of the integration of tax and social welfare, that the contributory principle should be maintained’
. Maintenance of the principle was also cited as ‘an important factor in underpinning acceptance of the PRSI system’ in the report Social Insurance in Ireland (1996) which also stated that ‘The Social Insurance system gives a degree of assurance and security to workers that could not be matched by an alternative which was integrated with the general taxation system. The entitlements provided by such an alternative system would necessarily be based in part on consideration of other personal circumstances and would also necessarily be influenced by wider Exchequer funding considerations’
.

Despite their criticisms of the social insurance model the issue of wider Exchequer  funding appears to have influenced the 1982 Tax Commission who, while arguing  strongly against the concept of earmarked taxes, did not recommend that this tax should be paid directly into the Exchequer but, rather, suggested a continuance of a social insurance fund model. This approach tacitly acknowledged the central problem with a social security tax – in circumstances of fiscal duress there will be a temptation to divert funds from social security to other Exchequer commitments. The social insurance system has been generally very successful in ring fencing funds paid in for their intended use: the payment of earned benefits to contributors. Any move towards a social security tax would necessarily weaken this key strength of our social protection system.

Replacing social insurance with an earmarked tax on all income would have had major implications for existing entitlements and those in the process of being acquired, and would result in the State losing a visible and publicly acceptable revenue stream. Social insurance contributions and a visible social insurance fund is also a source of security to contributors and confers an important sense of entitlement to beneficiaries.  An alternative approach would be to calculate the proportion of social insurance revenue that finances the benefits to which entitlement is not closely related to contributions paid. This social insurance fund would then be reimbursed by the Exchequer annually for this amount. Exchequer subventions to meet shortfalls were a regular feature of social insurance financing in the past.  
 Appendix 3
Social Security Payments which are Liable for Tax

	Social Security Payment
	Year Payment Introduced
	Year Payment Became Liable for Tax

	Social Insurance Payments
	
	

	Illness Benefit
	1953
	1993

	Jobseeker’s Benefit
	1953
	1994

	Carer’s Benefit
	2000
	2000

	State  Pension (Contributory) 
	1961
	1961

	State Pension (Transition)
	1970
	1970

	Widow’s (Contributory) Pension
	1935
	1935

	Widower’s (Contributory) Pension
	1994
	1994

	Guardian’s (Contributory) Allowance
	1935
	1935

	Invalidity Pension
	1970
	1970

	Employment Injury Benefits
	
	

	Injury Benefit
	1967
	1993

	Disablement Pension
	1967
	1967

	Death Benefit Pension
	1967
	1967

	Unemployability Supplement
	1967
	1967

	Constant Attendance Allowance
	1967
	1967

	Social Assistance Payments
	
	

	State  Pension (Non-Contributory)
	1908
	1908

	One-Parent Family Payment
	1997
	1997

	Widow’s (Non-Contributory) Pension
	1935
	1935

	Widower’s (Non-Contributory) Pension
	1997
	1997

	Guardian’s (Non-Contributory) Pension
	1935
	1935

	Blind Person’s Pension
	1920
	1920

	Carer’s Allowance
	1990
	1990


Social Security Payments which are not Liable for Tax
	Social Security Payment
	Year Payment Introduced



	Social Insurance Payments
	

	Maternity Benefit
	1953

	Adoptive Benefit
	1995

	Health and Safety Benefit
	1995

	Bereavement Grant
	1970

	Social Assistance Payments
	

	Jobseeker’s Allowance
	1933

	Farm Assist
	1999

	Pre-Retirement Allowance
	1988

	Disability Allowance
	1996

	Family Income Supplement
	1984

	Supplementary Welfare Allowance
	1975

	Child Benefit
	1944

	Respite Care Grant
	1999


� [1989] IR 624; [1990] ILRM 213.





� Low-income workers in full-time employment with children may also be entitled to Family Income Supplement (FIS).


� Agreed Programme for Government 2007 – 2012, page 53.





� http://www.nesc.ie/dynamic/docs/Child%20Income%20Report%20with%20cover.pdf


� Report of the Commission on Social Welfare (1986), Chap. 12, page 272.


� Report of the Commission on Social Welfare (1986),; Chap. 12, page 273.


� For the most recent analysis of the redistributive aspects of social insurance see: Actuarial Review of the Social Insurance Fund 2005 (2007),; Chap. 8, page 60.


� Report of the Commission on Social Welfare (1986),; Chap. 12, page 274.


� Integrating Tax and Social Welfare (1996), Report of the Expert Working Group on the Integration of the Tax and Social Welfare Systems,. Sections 7.13 and 7.16, pages 82,83.


� Social Insurance in Ireland (1996),. Chapter 4, page 26.
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