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Abstract


Ireland has had a Green Paper published by Governmnt on the issue of Basic 
Income.  A number of other publications have identified costings and possible 
pathways for implementing a Basic Income in Ireland.  This paper proposes 
that making tax credits refundable would be a significant step in moving 
Ireland closer to having a full basic income system.  The paper examines the 
why, the how and the financial viability of making tax credits refundable.

1. The Context

1.1   Basic Income in Ireland

Over the past number of years there have been several significant developments in promoting the case for introducing a basic income in Ireland. These include the publication of a Government Green Paper on Basic Income in September 2002 and the publication of a book by Charles M.A. Clark entitled The Basic Income Guarantee (2002). 

The case for a basic income

CORI Justice has argued for a long time that the present tax and social welfare systems should be integrated and reformed to make them more appropriate to the changing world of the twenty-first century. To this end CORI has argued for the introduction of a basic income system.

A basic income is an income that is unconditionally granted to every person on an individual basis, without any means test or work requirement. In a basic-income system every person receives a weekly tax-free payment from the Exchequer, and all other personal income is taxed, usually at a single rate. For a person who is unemployed, the basic-income payment would replace income from social welfare. For a person who is employed the basic-income payment would replace tax credits in the income-tax system.

Basic income is a form of minimum income guarantee that avoids many of the negative side effects inherent in social welfare payments. A basic income differs from other forms of income support in that

· it is paid to individuals rather than households

· it is paid irrespective of any income from other sources

· it is paid without conditions. It does not require the performance of any work or the willingness to accept a job if offered one

· it is always tax free.

There is real danger that the plight of large numbers of people excluded from the benefits of the modern economy will be ignored. Images of rising tides lifting all boats are often offered as government’s policy makers and commentators assure society that prosperity for all is just around the corner. Likewise, the claim is often made that a job is the best poverty fighter and consequently all priority must be given to getting everyone a paid job. These images and claims are no substitute for concrete policies to ensure that all are included. Twenty-first-century society needs a radical approach to ensure the inclusion of all people in the benefits of present economic growth and development. Basic income is such an approach.

As CORI Justice has designed it, a basic income system would replace Ireland's social welfare payments and income tax credits. It would guarantee an income above the poverty line for everyone. It would not be means tested. There would be no “signing on” and no restrictions or conditions. In practice a basic income recognises the right of every person to a share of the resources of society.

The Basic Income system ensures that looking for a paid job and earning an income, or increasing one's income while in employment, is always worth pursuing, because for every euro earned the person will retain a large part. It thus removes the many poverty traps and unemployment traps that may be in the present system. Furthermore, women and men get equal payments in a basic income system. Consequently the basic income system promotes gender equality because it treats every person equally.

It is a system that is altogether more guaranteed, rewarding, simple and transparent than the present tax and welfare systems. It is far more employment friendly than the present system. As well as this a Basic Income system is more appropriate in a world where there is an increasing trend towards contract work and casual work. 

Basic Income also respects other forms of work besides paid employment. This is crucial in a world where other forms of work need to be recognised and respected. It is also very important in a world where paid employment cannot be permanently guaranteed for everyone seeking it. There is growing pressure and need in Irish society to ensure recognition and monetary reward for such work. Basic income is a transparent, efficient and affordable mechanism for ensuring such recognition and reward.

Basic income also lifts people out of poverty and the dreadful dependency mode of survival. In doing this it also restores their self-esteem and broadens their horizons. Poor people however are not the only ones who should welcome a basic income system. Employers for example should welcome it because its introduction would mean they would not be in competition with the social welfare system. Since employees would not lose their basic income when taking a job, there would always be an incentive to take up employment.

A basic income system would create a platform for meaningful work. It would benefit paid employment as well as other forms of work. It would also have a substantial impact on reducing income poverty. The present tax and welfare systems were designed for a different era. They have done well in addressing major problems of the second half of the twentieth century. The world however is changing radically. A new system is required for the twenty-first century. Basic income is such a system.

Ten reasons to introduce basic income

i. It is work and employment friendly.

ii. It eliminates poverty traps and unemployment traps.

iii. It promotes equity and ensures that everyone receives at least the poverty level of income.

iv. It spreads the burden of taxation more equitably.

v. It treats men and women equally.

vi. It is simple and transparent.

vii. It is efficient in labour-market terms.

viii. It rewards types of work in the social economy that the market economy often ignores, e.g. home duties, caring, etc.

ix. It facilitates further education and training in the labour force.

x. It faces up to the changes in the global economy.

Green Paper on basic income

CORI Justice welcomed the publication of the government's Green Paper on Basic Income (2002). In particular it welcomed the fact that the Green Paper vindicates our previous claims that a basic income system would have a far more positive impact on reducing poverty than the present tax and welfare systems.

The Green Paper shows that a basic income system would have a substantial impact on the distribution of income in Ireland. As a result of its introduction it would improve the incomes of 70 per cent of households in the bottom four deciles (i.e. the four tenths of the population with lowest incomes) and raise half of the individuals that would be below the 40 per cent poverty line under “conventional” options above this poverty line. According to the Green Paper these impacts would be achieved without any resources additional to those available to “conventional” options.

The critical test of any tax and welfare system is its impact on people with lower incomes. In that context the Green Paper shows that a basic income system is far more effective at tackling poverty than the present tax/welfare system. Therefore it should form part of a comprehensive strategy to totally eliminate income poverty in the years immediately ahead.

The choice between a basic income system and the “conventional” tax/welfare options is a trade-off between greater equity and a possible risk of slightly lower economic growth versus less equity and less risk to higher economic growth. At a time when so much concern is expressed about the country’s failure to use its recent economic growth to build a fairer society, the argument in favour of introducing a basic income system is further strengthened.

The resources of recent years were more than adequate to introduce a full basic income system in Ireland. It would be far more effective than the present tax/welfare system at addressing the income inequality, increased insecurity and social exclusion that accompany the “new economy”.

The Irish Gvernment's Green Paper on Basic Income was published in the Autumn of 2002. The text of the Green Paper and comments on it by CORI Justice can be found on our website at www.cori.ie/justice (check under Basic Income).

1.2   Ireland's social welfare system

In Ireland there are a range of income supports for people in specific situations such as unemployment or in specific groups such as children.  This system is usually called the 'social welfare' system.   

The system as it exists today has been evolving for almost a century.   Schemes have been introduced at various times in response to particular perceived needs and/or demands.   Nobody would claim that the system has had a coherent evolution and, although it has been much improved in recent years, it is still a far from fully integrated system.   
Today there are three main kinds of income support payments in the Irish social welfare system.   These are 
· social insurance, 
· social assistance and 
· universal.  

Social insurance schemes have been developed on the basis of social insurance contributions being paid.   They are financed by compulsory contributions from both employers and employees (including the self-employed).   Once the insurance payments have been made, the entitlement has been established and the social insurance scheme payments are made irrespective of any other income the person may receive.   
The use of the term insurance is a misnomer in this context.  The social insurance system is not insurance in the commercial or actuarial sense in which that term is usually applied.   There is no proportional link between the contributions paid by individual insured persons and what these individuals receive in payments under any of the social insurance schemes.   In practice, the schemes are based on the principle of solidarity and are organised on a pay-as-you-go basis. 

The State provides the additional funding required if there is a shortfall between what has been provided by employer and employee payments and the total cost of the schemes in any particular year.   In reality, the social insurance fund represents a tri-partite arrangement between employers, employees (including the self-employed) and the State.    In recent years the performance of the Irish economy has meant that the State has not been required to provide any funding to pay for social insurance payments in those years.   Over the period since 1994 there have seen reductions in the main rates of social insurance contributions paid by employers and employees as well as the introduction of a threshold below which an employee pays no social insurance contribution.  

For social assistance, eligibility is determined on the basis of an assessment of needs.   These are means tested schemes.  The claimant becomes eligible for payments from these schemes only if his/her means are less than the threshold set for accessing the scheme.   People receiving payments from these schemes have either no social insurance record, or have used up their entitlement or their social insurance payments are inadequate, e.g. their contributions had not been paid for an adequate period of time.

Universal schemes require neither insurance contributions nor a means test.  Payments are made without reference to the income of either the recipient or the beneficiary (where these are not the same such as in the case of child benefit).  

Child benefit is the most important universal social welfare scheme in Ireland.   It is paid in respect of all children under the age of 16.  It is also paid in respect of 16, 17 and 18 year-olds if they are in full-time education or have a physical or mental disability.   The payments are made on a monthly basis.   

1.3   Ireland's Tax System

The figures in Table 1 show the composition of tax revenue in Ireland and theEU15 in 1997 and 2003. 

Table 1: Composition (%) of Tax Revenue, 1997 and 2003
	
	Ireland 1997
	EU15 1997
	Ireland 2003
	EU15 2003

	Taxes on Personal Income
	30.7
	26.4
	26.5
	25.0

	Corporation Tax
	8.5
	6.9
	12.9
	8.1

	Employee Social Security Contribution
	4.8
	10.4
	4.7
	8.7

	Employer Social Security Contribution
	8.9
	16.3
	9.2
	15.3

	Taxes on Property
	4.5
	4.2
	6.5
	5.2

	Taxes on goods and services of which:
( value added taxes

( taxes on specific goods and services
	40.7

21.2

17.5
	31.0

17.7

11.8
	38.4

24.5

12.1
	30.4

18.9

10.1


Source: OECD Revenue Statistics 1965-2004, OECD Publications, Paris, 2005.

In at least two important respects, the composition of taxation in Ireland is relatively unique. First, notwithstanding its very low rate of corporation tax (12.5 per cent, with respect to all trading activities, compared to, say 30 per cent in the UK), revenue from corporation tax is proportionally much more important to Ireland than to the rest of the EU15. The combination of low tax rate, wide tax base and high corporation tax revenue, however, leaves the Irish economy particularly vulnerable to an economic shock as a significant proportion of the corporation tax base is in the foreign-owned multinational sector. In addition, EU member states may refrain from attempts to change the Irish corporation tax system and instead simply copy the system. Already some of the newer member states (e.g. Hungary and Poland) have adopted a low corporation tax policy. 

Second, and notwithstanding some signs of convergence between Ireland and the EU15 with respect to the contribution of revenue from social insurance contributions, it is clear that Ireland still places much less reliance on both employee and employer social insurance contributions. It is clear that both demographics and lower real-value state pension payments in Ireland contribute to this continued significant difference between Ireland and the EU.
Ireland’s total tax-take

The most recent data on the size of the Irish tax burden has been produced by the OECD (2005) and Eurostat (2004) and is detailed alongside that of the 24 other EU states in table 2. The definition of taxation employed by both organisations incorporates all compulsory payments to central government (direct and indirect) alongside social security contributions (employee and employer) and the tax receipts of local authorities.
 The tax burden of each country is established by calculating the ratio of total taxation revenue to national income as measured by gross domestic product (GDP). Table 2 also compares the tax burdens of all EU member states against the average tax burden of 37.9 per cent.

Of the 25 member states, the highest tax ratios can be found in Sweden, Denmark, Belgium and Finland while the lowest appear in Lithuania, Ireland, Slovakia, Latvia and Malta. Overall, Ireland possesses the second lowest tax burden at 30.2 per cent, some 7.7 per cent below the EU average.

	Table 2:
	Total tax revenue as a % of GDP, for EU-25 Countries in 2004

	Country
	% of GDP
	+/- from average
	Country
	% of GDP
	+/- from average

	Sweden
	50.7
	+12.8
	United Kingdom
	36.1
	-1.8

	Denmark
	49.6
	+11.7
	Ireland GNP
	36.1
	-1.8

	Belgium
	45.6
	+7.7
	Greece
	35.7
	-2.2

	Finland
	44.3
	+6.4
	Estonia
	35.2
	-2.7

	France
	43.7
	+5.8
	Spain
	35.1
	-2.8

	Austria
	42.9
	+5.0
	Germany
	34.6
	-3.3

	Italy
	42.2
	+4.3
	Poland
	34.2
	-3.7

	Luxembourg
	40.6
	+2.7
	Cyprus
	32.5
	-5.4

	Slovenia
	39.8
	+1.9
	Malta
	31.3
	-6.6

	Netherlands
	39.3
	+1.4
	Latvia
	31.3
	-6.6

	Hungary
	37.7
	-0.2
	Slovakia
	30.8
	-7.1

	Czech Rep
	37.6
	-0.3
	Ireland GDP
	30.2
	-7.7

	Portugal
	37.1
	-0.8
	Lithuania
	28.8
	-9.1

	Source:
	OECD (2005:2), Eurostat (2004:239) and CSO National Income and Expenditure Accounts (2005:1)

	Notes:
	Data for all non OECD countries from Eurostat (2004)

EU average (unweighted) is 37.9 per cent


GDP is accepted as the benchmark against which tax levels are measured in international publications. However, in Ireland some suggestions have been made to the effect that gross national product (GNP) should be the used. This argument is based on the fact that Ireland’s large multinational sector is responsible for significant profit outflows which if counted (as they are in GDP but not in GNP) exaggerate the scale of Irish economic activity.
 Commenting on this Collins stated that “while it is clear that multinational profit flows create a considerable gap between GNP and GDP, it remains questionable as to why a large chunk of economic activity occurring within the state should be overlooked when assessing its tax burden” and that “as GDP captures all of the economic activity happening domestically, it only seems logical, if not obvious, that a nation's taxation should be based on that activity” (2004:6).
 He also noted that using GNP will overstate the scale of the tax base in Ireland because it excludes the value of multinational activities in the economy but does include the tax contribution of these companies. As such, the size of the tax burden carried by Irish people and firms is exaggerated. This also suggests to international observers and internal policy makers that the Irish economy is not as tax-competitive as it truly is.

Tax credits, as they currently apply
Ireland's traditional income tax allowance system has been replaced by a tax credit system.   The move from tax allowances to tax credits was completed in Budget 2001. This was a welcome change as it meant that people at all income levels could benefit to the same extent from these credits, which was not the situation with the tax allowance system.  
In Ireland's taxation system a person is entitled to tax credits depending on their personal circumstances e.g. married person's tax credit, employee (PAYE) tax credit etc.   These tax credits are used to reduce tax on a person's gross pay.  Tax is calculated on a person's gross pay.  The tax credit is subtracted to determine tax payable.  [Gross tax less tax credits = tax payable.]  

Refundable Tax Credits

Based on the definition used by the OECD, a refundable tax credit (non-wasteable tax credit) is one where, if an income-earner has insufficient income to use all of his/her tax credits; the unused portion of the credit is paid to the taxpayer by means of a cash transfer.  

2.   Why make tax credits refundable?

The move from tax allowances to tax credits was a very welcome change because it put in place a system that had been advocated for a long time by a range of groups including CORI Justice. One problem persists however, a problem that the old system of tax allowances also had. If a person does not earn enough to use up his or her full tax credit then he or she will not benefit from any tax reductions introduced by government in its annual budget. In effect this means that, under the present system, those with the lowest pay will not benefit in any way at budget time.

A simple solution exists to rectify this problem: make tax credits refundable. This would mean that the part of the tax credit that an employee did not benefit from would be “refunded” to him/her by the state. A Working Group established under the Programme for Prosperity and Fairness examined the feasibility of making this happen but did not complete its report.
The pressure to make tax credits refundable is growing in Ireland as more than one third of those who are in paid employment are outside the tax net and, consequently, do not benefit from tax reductions in the Government's annual Budget.

The major advantage of making tax credits refundable would lie in addressing the disincentives currently associated with low-paid employment. The main beneficiaries of refundable tax credits would be low-paid employees (full-time and part-time). Chart 1 displays the impacts of the introduction of this policy across the various gross income levels. It clearly shows that all of the benefits from introducing this policy would go directly to those on the lowest incomes.

Chart 1: How much better off would people be if tax credits were made refundable?
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Following the introduction of refundable tax credits, all subsequent increases in the level of the tax credit would be of equal value to all employees.
3.   How can tax credits be made refundable?
As regards administering this reform most people with regular incomes and jobs would not receive a cash refund of their tax credit because their incomes are too high; they would simply benefit from the tax credit as a reduction in their tax bill. Therefore, as chart 1 shows no change is proposed for these people and they would continue to pay tax via their employers, based on their net tax liability after their employers have deducted tax credits on behalf of Revenue Commissioners. For other people on low or irregular incomes, the refundable tax credit could be paid in either of two ways: 
· The person entitled to the credit could apply for it to the Revenue Commissioners at the end of the year
or
· They could be given the option of requesting that their tax credit be paid directly e.g. into their bank account, by the Department of Social and Family Affairs (DSFA); in these cases employers would not subtract the tax credit from the gross tax liability of these people.  Instead, the DSFA would supply them with a book of payments (as is done with Child Benefit payments at present). [In this situation it is important to point out that nobody on social welfare would see their income increase through receipt of a refundable tax credit. In a situation where they were receiving such a credit their social welfare payment would be reduced by the value of the tax credit.]
Critics of the proposal to make tax credits refundable claim that it would give rise to some anomolies.  In particular they are concerned that a young person might be dissuaded from continuing in education or that a person might gain access to such a payment without really being part of the labour force. As a response to these concerns we propose that in order to qualify for a refundable tax credit a person would have to satisfy the following criteria:

· They must be 21-64 years of age. (The refundable tax credit could also be made available for people over 65+ depending on what funding Government made available and what other developments were planned for pensions.)
and

· They must be currently working for at least 12 months, for the equivalent of at least 8 hours per week, as evidenced by tax/PRSI returns.
Employees and self-employed, including farmers, are encompassed within the proposal. Spouses could opt to receive the 'married' part of the personal tax credit and the Home Working Spouse tax credit directly from DSFA.
Following the introduction of refundable tax credits, all subsequent increases in the level of the tax credit would be of equal value to all employees. Chart 2 shows how the benefits of a €100 a year increase in tax credits would be distributed under a system of refundable tax credits. This simulation displays the equity attached to using the tax-credit instrument to distribute budgetary taxation changes. The benefit to all categories of income earners (single/couple, one-earner/couple, and two-earners) is the same. Consequently, in relative terms, those earners at the bottom of the distribution do best.

Chart 2: How much better off would people be if tax credits were increased by €100 per person and this was refundable?
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The benefits of adopting a refundable tax credits system is further underscored by a comparison between chart 2 and chart 3. Chart 3 shows the allocation of gains across all categories of earners. It shows that the gains are allocated equally to all categories of earners above €25,000. However, there is no benefit for these workers whose earnings are not in the tax net.
Chart 3: How much better off would people be if tax credits were increased by €100 per person?
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In reviewing this issue Rapple stated that “the change is long overdue” (2004:140). If the tax system is to be fair then tax credits should be made refundable.

Merits 
Overall the merits of adopting this approach are:
•
Every beneficiary of tax credits can receive the full value of the tax credit

•
It would improve the net income of the workers whose incomes are lowest, at modest cash cost.

•
It would improve the net income of the pensioners whose incomes are lowest, at modest cash cost.

•
No additional administrative burden is placed on employers or Revenue

The administrative burden of paying tax credits directly to those who select this option is left with DSCFA, who have long experience of making direct payments and are currently experiencing a fall-off in business with a reduced Live Register.
Another step towards making tax credits refundable: Turning the Early Child Supplement into a refundable tax credit

An early childcare supplement of €1,000 a year was introduced in Budget 2006.  This payment could be raised to close to €5,000 a year without any additional increase in Government expenditure by turning it into a refundable tax credit available for every child in the age-group to which it applies irrespective of the labour force status of the child's parents. 
In practice, if this supplement were converted into a refundable tax credit the vast majority of people would add the payment to their already-existing tax credits thus reducing their tax payment by the amount of the credit.  Only those on social welfare or in very low-paid employment would claim the payment directly.  If the ratio were 4:1 then the payment could rise to €5,000 annually with no increase in Government expenditure.

This payment would be seen as tackling child poverty among those on low incomes and providing support for childcare for all the others.
Merits

· Child poverty would be impacted on in a major way.

· Resourcing for childcare would be significantly increased. 

· This approach addresses these issues in an integrated manner.

· Parents would be free to decide how to use this payment. 
· It respects their right to choose between external childcare and caring for the child themselves.

· This approach ensures that no new traps (poverty, employment or family formation) would be introduced. 

· The system would be easy to implement.
· It would be easy to administer. 
· It is both technically and allocatively efficient.

· It would also ensure a fair distribution of the benefits of child funding.
· The policy maintains choice and fairness and puts the child is at the centre of policy.

· Government tax-take would be reduced from what it would otherwise be - which is being urged by many bodies, economists etc.

· Government expenditure would not increase - again being urged by various bodies, economists etc.

· There would be no new unemployment and/or 'family break-up' traps introduced (unlike the consequences that would flow from a child payment that was withdrawn after a certain level of household income was reached).

· No additional administrative burden is placed on employers.
It is important to note that refundable tax credits are already in place for mortgage interest relief and health insurance payments.

Addressing administrative issues
· Every child has a PPS number.

· The applicant for this refundable tax credit would have to provide the child's PPS number.   

· For those with a taxable income the credit could be: 
· Added to their existing tax credits 

or 
· Paid directly to the parents if they so wished.  

· Each person with a taxable income receives a tax credit notice from the Revenue Commissioners in January each year. The availability of a refundable tax credit for children and the possible options for its payment could be identified in the information or cover letter that accompanies this tax credit notice.  

· A claimant would then be obliged to contact the Revenue Commissioners to claim the credit and identify their preferred method of payment.   
· In the case of a person with a taxable income deciding to have the credit paid directly then the employer would not subtract the tax credit from the gross tax liability of this person.  
· If the parents wish to have the credit paid directly then the Revenue Commissioners would notify the Department of Social and Family Affairs (DSFA) who could administer the payment in the same way as for people with no taxable income (cf. below).

· For those who have no taxable income the credit would be refundable and available upon request. A procedure for claiming the payment could be put in place.

· When applying for the payment people could be given a number of options for payment, for example, 
· They could request that their tax credit be paid directly e.g. into their bank account, by the Department of Social and Family Affairs (DSFA).
or
· The person entitled to the credit could apply for it to the Revenue Commissioners at the end of the year, 
or
· Instead, the DSFA could supply them with a book of payments (as is done with Child Benefit payments at present).
4.   Fiscal Viability of making tax credits refundable
Adopting standard fiscal management policies

The exchequer comprises two accounts, a current account and a capital account. The former accounts for the day-to-day activities of the state and incorporates inflows of taxation revenue and outflows of state expenditure on wages, social welfare and training programmes among others. The latter primarily accounts for government investment in infrastructure, buildings, roads and so on. Normally it is accepted that a nation’s capital account will be in deficit (expenditure greater than revenue), because this generally involves costly investments which generate little immediate revenue. However, in the long run, capital investments are regarded as worthwhile given that their provision facilitates economic activity which in turn produces future flows of taxation revenue.

When managing the current account, the established approach is to plan for a surplus in the account (revenue exceeding expenditure) or to balance the account. In the UK the Chancellor, Gordon Brown, has adopted a “golden rule” for budgetary policy which commits him to balance the current account over a cycle of Budgets while running his capital account in sustained deficit
. Producing a budget deficit is not regarded as a problem by economists or by most Finance Ministers.As long as the current account is in surplus or balance, the existence of capital account deficits, equalling small percentages of overall GDP, is accepted; indeed it is expected.

In recent years Ireland has attempted to be an exception to this form of fiscal management. During the boom years of the Celtic Tiger the Irish exchequer was awash with money. In spite of cuts in taxation rates, revenue kept coming in and allowed the exchequer to record sizeable current account surpluses. So large were these surpluses, they exceeded capital account deficits and allowed government to record overall budget surpluses. However, that phenomenon was short-lived, and as the economy slowed down so too did current account revenue. Consequently projections for the overall exchequer balance for the next few years indicate the reappearance of budget deficits. Budget 2006 projections from the Department of Finance indicate that these deficits are being driven by sustained levels of capital account investment amounting to over €7bn a year. This investment represents an important part of Ireland’s infrastructural catch-up with the rest of Europe and Eurostat notes that the scale of this investment is such that if it were halved to the EU average Ireland would be recording an overall exchequer surplus (2004:167). However, for the years 2006-2008 the Department has calculated that current account surpluses will average €5.55 billion annually (see table 2.2). The reality of this fiscal outcome is that the Irish Economy has returned to a position that other European countries regard as the ‘optimal’. Indeed, if anything the Irish exchequer’s position would be regarded as super-healthy given the large current account balances. It is clear from the Department of Finance projections that there remains significant room for further current account spending over the next few years.  As table 3 shows, additional spending of up to €1.5 billion a year is feasible. Its effect would be to reduce the sizeable current account surpluses and to increase marginally the scale of overall budget deficits. Following such a move, the General Government Balance (GGB) as a percentage of GDP (the key indictor used by the European Central Bank to judge fiscal policy control) would be 1.42 per cent in 2006, 1.65 per cent in 2007 and 1.50 per cent in 2008. These outcomes comfortably comply with the 3 per cent limit set in the Stability and Growth Pact. In spite of this additional spending, the average annual current account surplus in the 2006-2008 period would be €4.05 billion.
	Table 3:
	Ireland’s Current Budget Surplus and General Government Balance, pre and post current spending of €1.5b extra, 2006-2008

	
	2006
	2007
	2008

	Projected current account surplus
	€4,397m
	€5,372m
	€6,879m

	Projected GGB as % of GDP
	-0.60%
	-0.80%
	-0.80%

	Current Surplus if €1.5b extra spent
	€2,897m
	€3,872m
	€5,379m

	Amended GGB as % of GDP
	-1.42%
	-1.65%
	-1.50%

	Source:
	Calculated from Budget 2006 (2005:D5)


Refundable tax credits are viable

Based on these figures, it is clear that the Exchequer can afford to spend significantly more money over the next few years. In the context of the situation outlined in this paper, CORI Justice believes that a part of these funds should be used to make tax credits refundable. Such an initiative would be a major and positive move in the direction the Ireland needs to take if it is to adjust its tax and welfare systems to make them more appropriate for the real world of the 21st century. Such changes are possible and fiscally viable in the next few years if Ireland is willing to take a more realistic and standard approach to managing its fiscal policy.
5.   Conclusion

Basic income has been around for almost 25 years in Ireland.   In the 1970s it was not addressed seriously.  From the mid-1980s to the mid-1990s it was dismissed in official reports as unworkable and/or too costly and/or less important than tackling tax reform or social welfare inadequacy.  The Government's own Green Paper acknowledges that a Basic Income could be implemented and that it could be financed.  This conclusion has been supported by a range of other studies.
There is a range of reasons why a Basic Income system would be more appropriate to Ireland at this time than the present tax and welfare systems.   A Basic Income system would address issues of income distribution, equity, poverty alleviation, efficiency competitiveness, employment incentives and access to meaningful work, among others.  

There have been positive steps towards a Basic Income system in Ireland with the introduction of a tax credits system in recent years.  

We have seen that making tax credits refundable would be a major positive development in the present system.  This seems the logical next step in the development of an income tax system more appropriate for the new economy of the twenty first century.   
The introduction of a refundable tax credit system would produce a situation where every person in the country had the right to some form of payment from the State.  Viewed from an age-based perspective it would mean that 

•
Child Benefit would be paid for every child.

•
Refundable tax credits or a social welfare payment would be available for every adult up to the age of 65.

•
A State Pension would be paid to every adult over 65.

Taking the final step towards the introduction of a Basic Income system would then be simply a question of political choice as the basic structure of State support would have a provision for universal entitlement.  In effect it would have moved from its early days focused on poverty relief in the nineteenth and early twentieth centuries to a system of universal entitlement more appropriate to the twenty first century.

_____________
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� See Eurostat (2004:32-34) for a more comprehensive explanation of this classification.


�  Collins (2004:6) notes that this is a uniquely Irish debate and not one that features in other OECD states such as New Zealand where noticeable differences between GDP and GNP also occur.


�  See also Bristow (2004:2) who makes a similar argument.


� We have also proposed the introduction of a refundable tax credit for children. This policy proposal has been outlined in our Policy Briefing on Taxation (November 2005:5) and is available from our website.


� This assumes that value for money is achieved when Governments make capital investments.


� This golden rule is often summed up as allowing Britain only to “borrow to invest”.
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