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Pre-Budget Submission 2003

1. Context

The economic transformation of Ireland was achieved by subsidising employers from the Exchequer through tax reductions, which supported moderate wage increases and increased profits, and by securing stable industrial relations.  This shifted the proportion of national income taken by profits, which in turn attracted Foreign Direct Investment (FDI). Investment created economic growth and jobs which, in turn, reduced dependency and improved the public finances. 

The stance of government policy was to improve the environment for business by:

· Reducing corporation tax to 12.5%

· Halving Capital Gains Tax

· Having the lowest employers social security tax (PRSI) in the OECD

· Having a very low real interest rate (taking inflation into account).

The business environment was further enhanced by stable industrial relations.   According to the Labour Relations Commission, 2001 had the lowest number of industrial disputes since 1921.

According to the United Nations Industrial Development Report for 2002 Ireland is the third most competitive country in the world behind Singapore and Switzerland. Economic growth boosted GDP per capita to 122% of the EU Average (compared to GDP per capita of only 64% of the EU Average in 1987).

The major social objective of full employment was also achieved.  In 1987 the unemployment rate was 18.5% or 242,000 persons unemployed, which was one of the highest in the European Union.  In the second quarter of 2002 there were 1,749,900 persons in employment in Ireland and the unemployment rate stood at 4.2%.

The latest available figures for all EU countries, which are for the second quarter of 2001 show that between the second quarters of 2000 and 2001 Ireland's employment level grew by 2.8% and its labour force by 2.1%.   This compares with corresponding growth rates of 1.1% and 0.2% respectively for the EU 15. 

Despite all of the economic progress Ireland is way behind Europe in terms of social Development and supporting infrastructure. For instance:

· The wealth of the nation is not fairly distributed either geographically or to socio-economic groupings.  In fact, next to Portugal Ireland is the most unequal society in Europe;

· Health care is widely accepted as inadequate;

· Housing is in crises.  One third of young people have to make a choice between having a family or buying a house. There are 54,000 people on the social housing waiting list;

· The cost of housing, soaring asset price inflation (which is not computed in the CPI) has forced people to live long distances from their place of work, for example in provincial towns like Mullingar and Dundalk even though they may work in Dublin;

· Increasing female labour force participation is exacerbating the shortage of childcare.

Wealth and income redistribution is achieved by:

· Budget tax changes to redistribute income and wealth more fairly;

· By welfare improvements;

· By good public services and;

· By better physical infrastructure like modern clinics, hospitals, childcare facilities, school buildings etc.

Ireland has made progress in this area, but it is not at all sufficient.  This Budget must contribute to this redistribution with progressive tax changes, improving welfare, public services and it must also continue investment in infrastructure.  With the slowdown, volume capital investment should be increased over the NDP to boost economic activity.

2. General Economic Situation

The Irish Economy is not in crisis. On the contrary there are many extremely good economic indicators.

Growth

The CS0 in their publication Annual Results for 2001 report that GNP increased by 4.6% at constant market prices in 2001 and that the corresponding increase in GDP over the same period was 5.7%. However despite the slowdown last year real GDP growth in Ireland continued to grow faster than other countries e.g. U. K. -  2.2%; US - 1.2%; OECD 1.0%.   

The OECD forecast that GDP growth in member countries is expected to reach 1.8% in 2002 and 3% in 2003.  They predict that Ireland's growth rate relative to GDP will rise to 6.5% in 2003.  

The ESRI (Budget Perspectives 2003) records that "as with the international economy Irish economic growth made a tentative recover over the first half of 2002 from the sharp slowdown experienced in the latter half of 2001. The economy is estimated to have grown by 5.9% in real GDP terms and 5.0% in read GNP terms in 2002."  They forecast growth in 2002 at 3.7% in real GDP terms and 2.7% in real GNP terms and prospects for 2003 are projected to be at close to trend at 4.5% for real GDP and 3.9% for real GNP.

Department of Finance forecast that GDP is expected to grow by 3½% (GNP 3%).  This is predicated, inter alia, on exports expanding by 4.7%.  However in the first quarter exports were up by 8%. 

Some private Sector Economists are forecasting a growth rate of as high as 5%.

Therefore, compared to the extraordinary growth of 1999 and 2001, growth levels of 3 or 4 per cent may appear low, but by international standards, they are very satisfactory, particularly with the present uncertain global context.

Debt/GDP ratio 

The General Government debt ratio is the lowest in the EU next to Luxembourg.  It is far below the 'Maastricht' threshold.   Ireland’s General Government Debt to GDP ratio, which was 116% of GDP in 1985, is expected to be only 34% at the end of this year (Budget Statement 2002).

Balance of Payments

On an annual basis, the volume of exports of goods and services grew by 8.3% in the first quarter of 2002.   The volume of merchandise exports grew by only 1% in the period, so the larger overall increase resulted from the level of exports of services.    According to the Department of Finance the level of exports is expected to accelerate as the year progresses assuming the continued recovery of the world economy and favourable base effects due to weakness in the latter part of 2001.   For the first five months of 2002 the value of merchandise exports is 8½% higher and volume growth for the first four months was 2% higher than the comparable period last year.   The volume of exports of goods and services is estimated to expand by just under 5%.

Inflation 

Department of Finance forecast inflation, as measured by the CPI, average 4.7% in the first half of 2002 i.e. around twice the euro area average on the EU Harmonised Index of Consumer Prices measure.   Services Sector inflation averaged around 9%.
ESRI (Budget Perspectives 2003) forecast inflation in consumer prices to average 4.7% in 2002 and 3.7% in 2003.

Consumer Price Index published by CSO shows that Consumer Prices in August, as measured by the CPI, increased by 0.6% in the month and as a result annual inflation rose to 4.5% compared with 4.2% in July.   The range of Price increases in the services sector were greater than the CPI figure ranging from 5.5% to 10%.

IMF

The IMF Report, published in August 2002, stated that Ireland’s "economy had weathered the recent global slowdown better than might have been expected given its openness and concentration of ICT investment”.

The IMF identified the need to broaden the tax base as a preferable option to tax rate increases.   They stated that "international comparisons suggest that Ireland has low tax and spending ratios.  The taxation of capital is relatively low while that of consumption is relatively high.  Labour taxation, while low compared with continental Europe, is at the level of countries such as the US, the UK, and Canada that also have relatively low social security tax rates, broadly corresponding to low benefit levels."

OECD Economic Outlook for Ireland

In their publication OECD Economic Outlook 71 published in June 2002 the following are amongst the key findings of the OECD for Ireland.

· GDP is expected to accelerate strongly during 2002, with growth reaching some 6.5% in 2003.  

· Inflation is likely to slow while remaining well above the Euro area average.
Public Finances

The Exchequer surplus totalled €650 million in 2001 or 0.7% of GNP.  That compared to the Budget target of a €3,222 million surplus.  

On a General Government basis, there was a surplus of 1.7% of GDP compared to the original forecast of 4.3% of GDP in Budget 2001.

Budget 2002 projected an Exchequer surplus of €170 million, 0.2% of GNP and a current Budget surplus equivalent to 5.4% of GNP.  At budget time the projected General Government surplus was 0.7% of GDP.

Exchequer Returns - End September 2002

Exchequer Returns to the end of September show an Exchequer surplus of €594million.   This compares to a surplus of €2,934million. for the same period in 2001 and an Exchequer surplus of €170 million budgeted for 2002 as a whole.

Total current receipts in the nine months to September 2002 amounted to €22,671 million compared to receipts of €21,168 million for the same period in 2001.

Tax inflows at €29,989 million were 69.2% of the Budget day target.  The full year Budget target for tax revenue is an increase of 8.6% over 2001.

A shortfall in tax revenue of the order of €1.3 billion is anticipated by year end.   However when a number of other factors such as Lower EU budget contributions, extra non-tax revenue from Central Bank profits, ACC receipts and miscellaneous other receipts, including UMTS licence fees an Exchequer Borrowing Requirement of the order of €750m. is now anticipated.

Employment/ Unemployment 

In the second quarter of 2002 there were 1,749,900 persons in employment, an increase of 33,500 in the year.

Unemployment  increased by 11,800 in the year to 77,200 persons and decreased by 2,800 in the quarter.  Almost all of the annual increase was a  ccounted for by persons in short-term unemployment where the numbers increased by 10,900 to 55,400.

The outlook for 2002 is for further moderate employment growth and the number at work for the year as a whole is expected to grow by 22,000 of 1.3%.   The Department of Finance are of the view that such employment growth seems unlikely to absorb the total assumed increase in the labour force and unemployment for the year as a whole is forecast to average 4¾%.

ESRI (Budget Perspectives 2003) predict that the rate of unemployment is expected to average 4.5% in 2002 and 4.6% in 2003.

With the economic slowdown and indications of job losses in manufacturing, it is clear that a stimulatory investment programme would be opportune, that redundancy payments should also be enhanced and that unemployment benefits and training programmes be improved in the Budget.

3. Workers’ Contribution to the Economy

Productivity and Wages

While the importance of Foreign Direct Investment in new modern factories in high tech industries has resulted in the exceptionally high levels of productivity which have underwritten the extraordinary growth levels of the economy, the role played by Irish workers in change, in adaptability and in continuing training education must be recognised.  Unit labour costs have fallen in Ireland in 2001 and are at 82% of the 1991 level, compared to 92% for EU 14 (excluding Luxembourg). (Source: EU Commission 2001.)

The Irish Central Bank has forecast that in 2003, unit wage costs in manufacturing in Ireland will only be 57% of what they were in 1990.  In stark contrast, wage costs in manufacturing in our major trading partners will be up by 18% on 1990 levels.  The differential is very high and to the benefit of the Irish employer.

The Share of Wages and Profits of the National Cake

The adjusted wage share in the Irish economy averaged 72.4% of the economy in the 1980s, the same as the EU average, but in the 1990s it fell to 63.3% compared to 70% for the EU and in 2001 it was 56.4%, well behind Europe (Source: EU Commission Spring 2002).  Part of the reason for this fall is the transfer pricing of multinationals, but it does not account for all of it, by any means.  There has been a major shift in the share of the national cake to profits and companies in the economy.  

Irish workers have achieved high productivity while moving towards wage and salary levels in Europe.  However there is an inequitable distribution of the national cake and a low social wage in the form of relatively low public spending.

It is time for the share to be re-balanced.

Time for Economic Equity

The Irish economy has come through a golden age of high economic growth, which has lasted for eight years.  GDP has averaged 8.9 per cent a year between 1994 and 2001, an extraordinary performance by both Irish and virtually all international standards.  Employment growth has been excellent reversing high unemployment and decades of emigration.  The high rates of growth in the Celtic Tiger years were never sustainable and led to many bottlenecks and a major deterioration in the quality of life many areas.  

The slowdown, which was fully expected, can lead to more balanced development of our economy and society.  The Budget can play an important role in this change.  A guiding principle of this Budget should be a more equitable distribution of smaller resources.

4. The Case for Borrowing to Fund Investment

Government is required to balance the budget over time under the EU stability and growth pact.   The budget does not have to be balanced this year.   France will not be able to balance its budget until 2007 at the earliest and Italian debt is at 4% of GDP.   Germany is facing a huge bill from flood damage, which will increase their public expenditure.   However the Irish Government seems intent on balancing the budget this year.

EU Stability and Growth Pact - The terms of the EU Stability and Growth Pact has been relaxed and the requirement to balance budgets has been extended to 2006.  If EU Governments want to promote growth in the context of a strengthening Euro they cannot afford to put the issue of a balanced budget ahead of all other considerations.  In the circumstances Government should at the very least, develop a phased programme to meet the requirements of the EU overtime and not within one budget.  As stated above the time scale for the achievement of balanced budgets under Stability Pact has been extended, and may be further relaxed.

The case for investment in Ireland’s infrastructure is very strong.  The infrastructural deficit is recognised by all.  Investment increases future incomes. Postponing investment now will reduce future incomes.  When there is an economic slowdown, investment boosts economic activity and while there is a leakage out of the economy, this would occur in any case.  There is a crying need for a first class public transport system in our cities and between them, for modern hospitals, schools, childcare facilities and community centres, and for improved roads.

Conditions in Ireland are much different now than they were in the 1980s.   Ireland has one of the lowest levels of indebtedness in Europe with a debt to GDP ratio of 34%.   Interest rates are so low that the cost of borrowing has never been cheaper.  In the circumstances therefore if the option is between cutbacks in services to balance the budget or borrowing to facilitate capital development then it is the Congress view that, at a time of slowdown in economic growth, there is a very strong case for Government to borrow to fund investment in much needed public services and infrastructure.

5. Budget Framework

The framework for the Congress Budget 2003 submission is influenced by the following factors:

· The lack of data explaining how the surplus of €1.9  billion in 2001 turn into a deficit of €1bn on the General Government Balance.

· The lack of data explaining the cause of the shortfall of €2 billion in income tax receipts last year.

· The lack of data on the cause of the massive overspend in NDP Roads Programme.

· The budgetary outturn for 2002 including the decline in tax revenues.

· The absence of up-to-date financial data to assist in costing changes in existing tax credits and bands.

· Absence of Actuarial Review of Social Insurance Fund.

· The report of the National Economic and Social Council (NESC) and whatever guidance it gives about the objectives of economic and social policy.

The Congress submission is framed in the context of the commitments outstanding under the Programme for Prosperity and Fairness and on the need for Government to deliver these commitments in full.

However because there are so many unknown variables it is possible only to state general principles and priorities which Congress believe must influence the shape of the budget.

6. Principles and Priorities of Congress Budget Submission

The commitments on taxation and social inclusion contained in the Programme for Prosperity and Fairness provide the basis for the Congress proposals for the 2003 Budget. 

The improvements in living standards envisaged in the Programme require a combination of tax and social welfare measures, which result in net increases in real income and real improvements in access to services and in the quality of services which impact directly on the quality of life. This integrated approach to improving living standards must be the cornerstone of the 2003 Budget. 

The personal tax adjustments in the 2003 Budget must be sufficient to meet the commitments set down in the Programme.

Tax credits and tax bands must be index linked to ensure that the real value of PAYE wage levels are not eroded.

In relation to people whose living standards are determined by the level of social welfare payments, the objective set down in the Programme to ensure that the real value of social welfare payments will be maintained and, where possible, enhanced must also be fulfilled.  In addition the targets set by NAPS must be advanced on an equal basis within each Budget and be achieved in full in Budget 2007 (i.e. Budget 2007 as published in 2006).

The primary aim of Government fiscal policy should be to effect a fairer distribution of wealth.  This should include:

· Implementation of all outstanding PPF commitments 

· Taking the minimum wage out of tax net 

· Implementation of NAPS and NPPI targets and linking social welfare payments to GAIE 

· Improving redundancy payments;

· Further reforming the tax credit system by index linking them and by the development of refundable tax credits;

· Administrative individualisation of Social Welfare Payments & Improvement of Qualified Adult Allowances

· Targeting certain critical supply side issues which are seriously debilitating the quality of life and also effecting economic efficiency e.g.:

· Housing

· Childcare including paid Parental & Paternity Leave

· Public Transport

· Implementing the Health Strategy and improving access to Medical Cards including the implementation of agreed Medical Card Guidelines

· Caring for & Supporting People with Disabilities and Older People

· Overseas Development 

· Government must make explicit the basis upon which their commitment to reach the UN target of 0.7% of GNP by 2007 for Overseas Development Aid will be met and signal the level of GNP that will be allocated each year.
· The following objectives should also be addressed: 
-
canceling third world debt and 
-
taxing speculative currency transactions (Tobin Tax) as a mechanism for raising development funds internationally 

Social Insurance Fund

Congress is opposed to any further action by Government to transfer funds out of the Social Insurance Fund.  The surplus in this fund is required to meet the existing and future demands on it.  In addition there is a need to improve levels of Social Welfare Benefits in order to ensure that they provide an adequate income for the recipients; that they meet the NAPS targets; maintain real value for the recipients vis-à-vis others in our society and meet the longer term demands arising from the demographic changes in Irish society. In addition there is need to provide for improved Redundancy Payments and the introduction of paid Parental Leave.

Paying for a Fairer Society

Corporation tax was at 50% until 1991.  It was reduced to 41% in that year and has been reduced continuously since then to the existing standard rate of 16%.

When the Minister for Finance confirmed in 1998 that he planned to reduce corporation tax to 12.5% across the board he undertook to introduce 'clawback' measures from the Corporate Sector.   However this never happened on the contrary further relief was introduced in Budget 2002 with the reduction of Employer's PRSI by 1.25% from 12% to 10.75% at a cost of €347m to the Exchequer in a full year.

Congress believes:

· that the tax net as currently structured is too narrow and focuses too much on the PAYE sector

· that public spending is too low to achieve European levels of quality social services 

Revenue could be increased in a number of ways, without increasing the personal taxation of the PAYE sector as follows:

· Hold Corporation Tax at 16% but introducing tax credits for R&D at a level, which would have the same effect as 12.5% corporation tax for companies to encourage them to deepen their roots in Ireland. This would exclude companies in the non-trading sectors such as  banks, retailers, restaurants, hotels etc for whom there is no case for a low corporation tax rate;

· Employers who do not contribute to a funded occupational pension scheme for their employees, should have their PRSI contributions increased to a level equivalent to the combined contributions of other employers to PRSI and occupational pension funds;

· Employees pay a 2% health levy on their income and business should pay a similar 2% health levy to help fund the Health Strategy;

· The elimination or restriction of the myriad of tax breaks that can be availed of by Wealthy People with money to invest.  There is a wide range of such measures that should be re-examined as a means of increasing tax revenue from this sector of Irish society.   Appendix 1 lists examples of such measures.
Measures to tackle tax evasion and fraud

Fiscal Policy should be used more effectively to target windfall gains, excessive profiteering particularly in the sheltered sectors of the economy, the financial sector, certain professional groups and other self-regulated cartels.

The 2001 Annual Report of the Comptroller and Auditor General highlighted a number of cases of wealthy business people who benefited from loopholes in the tax collection system.  Their wealth and tax liabilities were under estimated and/or inappropriately written off e.g.:

· a Property Developer was not considered to have a liability for Residential Property Tax when his residence was sold for €3.9million because his declared income was below the income threshold.   However the Developer and his family were involved in 35 active million pound plus property development companies during the 1990s including several major industrial estates, office blocks, apartment blocks, townhouse schemes and a shopping centre, with recent developments valued at over €125m;

· two publicans were involved in the operation of three pubs.  Each of the newly formed companies registered for tax, obtained Tax Clearance Certificates and renewed the pub licence. Each then "followed a behaviour pattern, which outsmarted and rendered useless the normal Revenue procedures in this area."  New companies were formed and Directorships interchanged;

One of the publicans had €246,000 written off.  The second publican declared only one of his ten directorships.  On licence renewal application, three of the pubs declared annual turnover of between €1million and €2.5 million

· A Leisure Sector Operator, over a 12-year period had interests in 18 companies that ran 11 bars, night-clubs and hotels.  All of the operator's companies were partly or totally non-compliant for taxes.  There has been a total of 6 tax 'write offs' by Revenue in respect of €690,000.

There is clearly a need to strengthen the procedures and resources available to the Revenue Commissioners to prevent these types of abuses.

Transparency/Clarity in the Tax system

Appendix 1 lists a number of tax breaks available to some people, mainly those with the wealth to invest money and gain from the tax break/s.   While information about all of these schemes may be available to the public it is not easily accessible and the schemes themselves are not as transparent as the PAYE and PRSI structure.   In many instances these breaks are introduced as individual measures in different budgets and the cumulative effect, value or cost to other tax payers is not identified, known or clear to the public at large. 

While fully appreciating the complexity of any taxation system, Congress believes that there is a need for Government to prepare a simple document identifying each of the schemes and where detailed information can be obtained.  The cost of each scheme to the taxpayer and the total cost of all such schemes should also be provided and then updated in each Budget if there are changes to existing schemes or new schemes introduced.

This would help ordinary PAYE tax payers to understand the tax system better as it applies to all tax payers and not only to their own sector. 

Economic Forecasting

It has proven difficult in recent years to forecast budgetary outturns both in relation to undershooting and overshooting targets.  While recognising the complex nature of economic and budgetary forecasting it may be that more resources are needed in Government Departments to develop and support appropriate methodologies. 
Consumer Protection

There is a need to intensify price surveillance and monitoring of trends in price increases. 

The powers of the Director of Consumer Affairs should be strengthened to deal with profiteering and unjustified price increases in all sectors of the economy.

Appendix 1

Examples of Tax breaks available to Wealthy People

As the Irish economy has moved to a more mature phase and the pro-longed endemic high unemployment has been substantially reduced, there is no longer any economic case for many tax incentives that were originally introduced in attempts to boost employment and economic activity.   The case for many of these schemes no longer exists and the schemes should be deemed redundant as to continue them would be to provide tax shelters for the very wealthy.  Therefore a re-examination of the wide range of tax breaks should be undertaken with a view to the termination of many of them so that tax revenue from this sector of Irish society can be increased.

Domicile and Residence Taxation

Tax exiles should no longer be allowed to come in and out of Ireland at will without contributing to the state in which many have made their fortunes.  As well as not paying income tax, some have also avoided the low rate of capital gains tax on extraordinary gains made in Ireland.  

The tax laws on domicile and residence should be strengthened and enforced.

Business Expansion Scheme (BES)

This scheme was introduced in 1984 and was originally planned to run until April 1987 but was extended on various occasions after that date and is now extended to 31 December 2003.

This scheme allows an individual to obtain income tax relief on investments up to a maximum of €31,750 in each tax year up to 2003.  Relief is available at the investor's highest rate of income tax.  An investor who cannot obtain relief on all of his/her investment in a year of assessment can carry forward the unrelieved amount to the following years up to and including 2003, subject to the limit of €31,750 that can be relieved in any one year.  To qualify for this tax relief the company into which the investment is made must be a 'qualifying company'

This scheme should be re-examined.

Loss Relief for Companies

The standard rate of corporation tax applies to most types of trading income while a 25% rate applies to other income.  Companies paying tax at 25% can offset some of their trading losses against profits.  This should be re-examined.

Housing/Property Investment Schemes

There are a number of such schemes that allow investors to gain significant tax relief on their investment.  These schemes should be reassessed:

· Urban and Rural Renewal

· Renewal & Improvement of Certain Resort Areas

· Town Plan Scheme 

· Investment in Rental Property including interest relief on borrowings for Rented Residential Properties

· Investment in Multi-Storey Car Parks

· Capital Allowances for Buildings including Hotels

Capital Gains Tax 

Capital gains Tax on Land acquisitions was reduced from 40% in 1998 to the existing 20%.  The level of this tax should be restored to 40%.

Investment in Private Hospitals

In 2002 Capital Allowances allowed only to Charities previously, were extended to commercial operators.   This should be re-examined.

Artists Exemption

Income earned by artists, writers, composers and sculptors from the sale of their works is exempt from tax in Ireland in certain circumstances.  This exemption has been in existence for some time now and should be re-examined.

Blood Stock Industry 

The tax arrangements available to this industry should be re-examined.
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