






































Tax and PRSI Reform from a Low Income Perspective

introduction of a non-refundable tax credit (which could easily be
designed to mimic the present tax system™) would allow the
government to target tax reductions towards the low income and
middle income earners by increasing the non-refundable tax credit
or towards the high income earners by broadening the standard
rate tax band or decreasing the higher tax rate.

8. Summary
This paper examined the personal tax and employee PRSI system

from a low income perspective. The primary aim of budgetary
policy in this area should be to reduce the tax “burden” imposed
on the low-paid and reduce the significance of unemployment and
poverty traps. The rate of tax relief associated with discretionary
tax expenditures should also be reduced so as to facilitate a fairer,
more efficient and simpler system. Specific policy options were
considered in a number of areas.

In the context of employees’ PRSI the following proposals should
be considered:

(1) increase the weekly allowance (currently £80);

(i) increase the ceiling (currently £23,200) significantly; and

(iii) reduce the rate (currently 4.5 per cent).

Care should, bowever, be taken to ensure that some linkages
between benefits and contributions remain.

In the context of the income tax base and the availability of

discretionary tax expenditures the following proposals are

recommended:

(i) the process of standard-rating discretionary tax expenditures
should be expanded; and

(i) consideration should be given to further reductions in the
rate of relief.

18 For the 1997/98 tax year the initial £13,600 would be taxed at 26 per cent (with the
balance being taxed at 48 per cent) with each taxpayer receiving a non-refundable tax
credit of £962 (26 per cent of £3,700 - the sum of the personal and PAYE allowances).
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In the context of income tax bands and rates the following
proposals should not be given priority:

(i) extensions in the width of the standard rate tax band; and
(i) reductions in the top rate of income tax.

In the context of the income tax base and the availability of non-

discretionary tax expenditures the following package is

recommended:

() standard-rate personal tax allowances (or, equivalently
introduce non-refundable tax credits);

(ii) increase personal tax allowances significantly; and

(iii) increase the range of the standard rate tax band so as to
compensate potential losers.

Finally in the context of the broader decision-making process itself,
it seems reasonable to suggest that in future budgetary proposals
from political parties, as well as other relevant groups, should be
made subject to independent analysis with regard to distributional
effects. For example, alternative tax and social welfare proposals
could be submitted to the Economic and Research Institute (ESRI)
for “winners-and-losers” proofing using the ESRI tax-benefit
model.”

19 The interested reader’s attention is drawn to Callan et al (1996) and the type of analysis
outlined in Honohan (1996).
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Personal taxation is an important issue
from an anti-poverty perspective; its
interaction with the social welfare system
can create poverty and unemployment
traps, and its reform can contribute to
greater equity across income groups. It
is also the subject of much debate, most
evident in the public domain at election
time, and in the annual pre-budget
comment about what kind of change is
most effective, most equitable or most
deserved.

In this policy discussion paper Francis
O’Toole presents the arguments for
reform of our taxation system from the
point of view of those on low incomes,
both in work and out of work in the
context of a critical review of recent
budgetary changes and an informative
outline of the structure and sources of
taxation currently in place.

Francis O'Toole works in the Department
of Economics at Trinity College Dublin.

Poverty & Policy

Discussion Paper Series

Poverty & Policy is a series of occasional
discussion papers on key issues of
poverty and social policy. These papers,
by leading experts in their fields, are
published to inform and stimulate public
debate on critical choices facing Irish
society.






