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Minister for Finance Warns of Further Budgetary Austerity Measures / Interview CEO of the Irish Taxation Institute Mark Redmond

After the Central Bank revealed yesterday that the total cost of the bailout for Irish Banks' will be almost €50 billion, the Minister for Finance has warned that further austerity measures will have to be imposed on the nation, and will be published as part of a four year budgetary plan early next month, that's November. Joining us now is Mark Redmond, CEO of the Irish Taxation Institute and he of course was also a member of the Commission on Taxation. Good morning Mark.

Ivan Yates: After the Central Bank revealed yesterday that the total cost of the bailout for Irish Banks' will be almost €50 billion, the Minister for Finance has warned that further austerity measures will have to be imposed on the nation, and will be published as part of a four year budgetary plan early next month, that's November. Joining us now is Mark Redmond, CEO of the Irish Taxation Institute and he of course was also a member of the Commission on Taxation. Good morning Mark. 

Mark Redmond (CEO, Irish Taxation Institute): Good morning Ivan. 

Ivan Yates: Now let's just recap the menu from the Commission on Taxation. What were the biggest ticket items that if Brian Lenihan dusted it off the shelf and said look I need to raise a billion or two, where would he get it?
Mark Redmond (CEO, Irish Taxation Institute): Well the extraordinary thing Ivan is the final bill from the menu for the Commission on Taxation was nil. Because what the Commission advocated was no overall increase in the tax burden for the Irish people. So clearly the report of the Commission is for a different time. We're now in a very crisis moment the exchequers history, so different approaches need to be taken. But we know the Government has already taken two of the tax raising proposals from the Commission, and put them in the renewed programme for Government, and they are water charges for residential use, and a recurring residential property tax. So what might they raise if they're introduced Ivan? Looking at the residential property tax, and some working suggests that a recurring residential property tax, could raise €1 billion in tax yield in a full year. And what that might mean would be for a house worth about €250,000 it would mean an annual bill of about €500. But the key thing about this is that can't be done overnight. You can't just introduce a recurring property tax without any lead in period. And Government has recognised that. So with the water charges, again costings would suggest that a flat water charge of €175 per household, would raise €300 million in a full year. But again if we want to move away from a flat charge to a consumption charge, that's going to take time Ivan, it's estimated it could take five to ten years to put the necessary metering in to move to a consumption based charge. Alternatively, and it's interesting this week the Department of Finance have released a very useful, what they call an income tax ready reckoner in advance of Budget 2011, and they're putting some figures on possible changes to the income tax system. And they're saying that a 1% increase in the standard rate, could yield in a full year €480 million, and a reduction in the personal tax credit of €100, could raise in a full year €175 million. Now put those two together Ivan, you've got €650 million in tax. For somebody on about €35,000 salary per annum, that would represent an additional cost of €450 per annum, or €9 per week. So from the Irish Taxation Institute's perspective, we would be saying we really need to make sure that we do not damage employment prospects for people in this country. And if we do need to raise taxes, we need to be very careful we don't increase the cost of highering (sic!) people the tax wedge, and we certainly don't want to increase our marginal tax rates which are now at very high levels compared to other countries, and making it very difficult for us to compete internationally for inward investment projects. 
Ivan Yates: You're going well Mark, you're up to €1.95 billion there. In terms of the conflict between broadening the tax base, which would be water charges and property tax, as against the argument that 50% of people on PAYE don't actually pay income tax, and you go at that end of things, in terms of the PAYE credit. What's the balance in terms of (a) the politics, the economics?
Mark Redmond (CEO, Irish Taxation Institute): Quite frankly what we would say Ivan in the Tax Institute is the balance is all about jobs. And if you look at it, you want to make sure the most important thing in terms of broadening your tax base, is (a) keeping as many people as possible in employment, but (b) getting more people back into jobs. If that's our priority, it's self-evident then we don't want to tax jobs, such that it becomes uneconomical for people to hire. So the balance must be struck in ensuring we protect employment, and the prospects of people hiring. And we are at the edge now, particularly in terms of the marginal rate, the marginal rate for an employee because of the emergency budgets, has jumped from 43% to 52%. So we are in danger of pricing ourselves out of the market as a place for employers to be attracted to come here. 
Ivan Yates: It seems to me all the things you're proposing are going to hit the ordinary coping classes, middle income Ireland. What about the high earners, I mean the likes of Joan Burton trots into our studio and lets me think there's painless reliefs that can be abolished, pension reliefs, property reliefs that are going to be fairly painless. Abolish the restriction, the ceiling on PRSI, what can we do to hit the high earners?
Mark Redmond (CEO, Irish Taxation Institute): Well first of all I think in terms of the coping classes, and certainly the Tax Institute would always say any new taxes must be on the basis of ability to pay. So there's no point in bringing in a tax, that is unfairly hitting people, and you know impacting their ability to pay, and that would be a key point we'd make in relation to a recurring property tax. Government has said it wants to bring in such a recurring property tax. We have told Government you must do it in a way that recognises peoples ability to pay, and indeed the fact that people have already paid significant stamp duty changes on their houses, in many cases. Looking at the argument in terms of do we have a progressive tax system or not, and there's huge debate about that, and I think at this stage people would know that the top 5% of income earners in this country, pay half of all income tax collected. And if you look at I suppose the impact of the emergency budgets, you saw a high earner's marginal rate jump in relation to those budgets, and someone on an income of €100,000 for example, as a result of the emergency budgets, is paying now an additional per annum €4,500 in tax. Also as we know, the Minister has increased the restriction on high earners in terms of use of certain tax reliefs. Most of those tax reliefs have now been abolished or phased out anyway. 
Ivan Yates: So is that a mythical political point that's made by the opposition, that there are, you know €400, €500 million of reliefs that can be abolished?
Mark Redmond (CEO, Irish Taxation Institute): Well again Ivan I suppose if you look at the key tax reliefs that we still have on the statute books. The biggest ones are the ones that are made available to all taxpayers, rightly. So if you look for example at the employee tax credit, that costs about €2.5 billion to the exchequer per year, but that's right, because that's spreading the benefits out across a very wide base. Clearly we have you know removed a lot of the property incentives that had outlived their usefulness, they have been phased out now. And also clearly we do have a very progressive tax system when you look at the burden, and where it falls, the vast majority of the income tax burden is falling on the top 5% of income earners. So we do have a very progressive tax system. But we also must remember, looking at the round of taxpayers, and looking at the budget that's coming up, you've got to take into account when contemplating additional taxes, what people are bearing in terms of the additional pension levy, the reduction in children's benefit, salary reductions. 
Ivan Yates: And negative equity, and lots of other distresses they have in their life. 
Mark Redmond (CEO, Irish Taxation Institute): Exactly, so we can't just in isolation say, you know increase the standard rate and the money will flow in. We've got to recognise the pain people are going through right now. 
Ivan Yates: You didn't mention spending taxes, VAT, excise duties, do I take it that we're at the point of diminishing returns, cross border trade, and so on, with those?
Mark Redmond (CEO, Irish Taxation Institute): Absolutely we're actually at the very high end in terms of consumption taxes in this country, compared to our European neighbours. And we saw what happened when we increased our VAT rate from 21% to 21.5% , there was a lot of cross border shopping, and damage to the exchequer. So I think we need to be very careful now and protect ourselves. We are at the edge in terms of consumption taxes. We certainly don't see any leeway for any increase in those consumption taxes. 
Ivan Yates: Mark Redmond,  CEO of the Irish Taxation Institute, thank you very much for joining us on Newstalk Breakfast. The only thing I'd add to that personally, when you read Shane Ross's and Nick Webb's book `The Wasters' em I'd be very slow to sign up to any tax increases till I saw a firm purpose of amendment that people were going to do away with the waste of hard earned taxes that we do spend. 
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