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income tax cuts -
to what end?

The Irish government is not blind to
the popularity of cuts in income tax.
They put mohey directly into the poc-
kets of the 83 per cent of the work-
force that have jobs. The Thatcher
government in the UK seems to provide
a lesson for politicians wanting to
stay in power in democracies - look
after the 'haves' and they will look
af ter you. The last budget in the
UK gave huge relief to people with
big incomes. Such tax cuts were pre-
sented as a necessary part of the
creation of an 'enterprise culture'
in whieh effort and initiative are
thoroughly rewarded. In Ireland too,
the main economic argument put for-
ward for income tax reductions is the
claim that they lead to an increase
in initiative and work effort.

Some supporters add that tax cuts al-
so increase consumer spending and [or
the supply of investible savings,
both .6f which help jobs. These mege
ondary claims are riddled with assum-
ptions. For example, it has to be
assumed that the consumers buy Irish
rather than imported goods, that the
savers lend their money to industry
rather than speculate in property.

It has also to be assumed that the
government's use of the tax revenue
foregone was doing little to create
jobs so that the money is better in
private hands. None of these assump-
tions can be lightly made today.

PROMOTING ENTERPISE ?

So let us examine the principal econ-

omic case for income tax r'eductions,
namely that they rejuvenate the econ-
omy by stimulating extra work and in-
itiative. There is a sound case for
some measure of income tax relief in
Ireland but it needs to be totally
disassociated from this seductive ec-
oncmic theory. Research, as distinmct
Erom pelitiecal theéetoric, has, so far,
found no firm evidence that tax red-
uctions are a major force in rejuven-
ating the economy. The principal
line of argument in support says that
people work harder, and that execu-
tives in particular accept promotion,
move to new jobs and stay im the cou-
ntry rather than emigrate, when the
tax-take on their extra earnings
comes down. This sounds like it
should be true. Building on thact,
one prominent Irish economist has
gone so far as to put the personal
tax young single people face at the
top of the list of feectors explaining
why they are emigrating (that there
may be mo jobs in the first place he
puts last ). But i8 1t true 7 Afe
current rates of income tax a serious
disincentive to work and enterprise 7

Big companies are no dummies. They
have found ways of remunerating their
executives ('total remuneration pac-
kages') that include untaxed or ligh-
tly-taxed elements in addition to the
up=-front salary. Share options are
the most important factor, and the
Shannon-based Guinness Peat Aviation
is a good example. The increase in
value of his shares is much more im-
pertant to an executive like Tony
Ryan than any increase in his basic
salary, and is more lightly taxed.

On a wider level, as far back as
1978, a survey of general managers in
the UK estimated that fringe benefits
amounted to 37 per cent of their ba-
sic salary.






