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1. Introduction 
A clear message that emerges from the work of Patrick Honohan over the past five 
decades is the import role fiscal policy has played in Ireland. For example, Honohan and 
Ó Gráda (1998) point to the role “heavy supplementary import duties on a range of 
finished and semi-finished consumer goods” introduced in March 1956 had in 
exacerbating a crisis triggered by a misguided suppression of interest rates the previous 
year. Honohan (1999) described how “excessive fiscal expansion brough the state close 
to the point where partial default might have been considered” before a belated 
“successful fiscal correction, supported by a political and social consensus, injected a 
crucial element of long-term confidence about the direction of policy”. Lastly, Honohan 
and Walsh (2002) identify income tax rate reductions in the 1990s as “part and parcel of 
the fiscal normalization” which contributed – alongside an array of other factors – to help 
unleash the Irish hare; a far superior metaphor to the more widely touted (and as the 
authors note, zoologically improbable) “Celtic tiger”. 
 
This paper explores one particular aspect of fiscal policy: the role it plays in shaping the 
distribution of resources through the tax and transfer system. It begins by outlining the 
changing size and shape of the Irish fiscal state since independence, as captured by the 
level and composition of tax revenues and public expenditure. It then proceeds to 
consider the role of tax and government transfers in shaping the distribution of resources: 
first – in Section 3 – in terms of the somewhat mechanical role the tax and transfer system 
plays in redistributing income from rich to poor, and then – in Section 4 – more broadly 
through the e]ects the tax and transfer system has on economic behaviour. The paper 
then concludes in Section 5 with a summary and some suggestions for future research 
on fiscal policy and redistribution in Ireland. 

 
1 Department of Economics, Trinity College Dublin. Email: barra.roantree@tcd.ie. Thanks to Patrick 
Honohan, Philip Lane, John FitzGerald, and Cormac O’Dea for suggestions and comments on some of the 
ideas discussed in this paper, which uses microdata data from the 1987 ESRI Survey of Income 
Distribution, Poverty and Usage of State Services, the 1994-1999 Living in Ireland Survey, and the 2004-
2019 EU Survey on Income and Living Conditions (https://doi.org/10.2907/EUSILC2004-2021_V.2). The 
responsibility for all conclusions drawn from these data lie entirely with the author. 
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2. Taxation and spending in Ireland 
 
Like other European and advanced economies (Lindert, 2004), there has been an 
enormous change in the size and shape of the Irish fiscal state over the 20th century. 
Figure 1 plots the evolution of taxation along with broader measures of government 
revenue and expenditure as a share of economic activity from 1923 (for taxation) and 
1953 (for government revenue and expenditure), drawing on data assembled by 
FitzGerald (2024) and FitzGerald and Kenny (2018).  
 
This shows that for the first four decades of independence, the Government raised no 
more than a fifth of economic activity in tax. This share increased to almost 30% over the 
1960s, hovering around that level for a decade before increasing again to just over 35% 
over the 1980s, a level it has fluctuated around since.  
 
Figure 1 also shows that the evolution of broader government revenue and expenditure 
follow a similar pattern, rising particularly rapidly over the 1960s and 1980s. However, 
both measures peak at a higher level, in part reflecting the fact that government revenue 
encompasses sources of income other than taxes (e.g. local government rents and the 
profits of commercial semi-states).  
 
 
 
 
 
 

FIGURE 1 TAXATION, REVENUE, AND GOVERNMENT EXPENDITURE AS % GNI* 

 
Source: FitzGerald and Kenny (2018); FitzGerald (2024). 
Note: 2010 spike in expenditure as a share of GNI* reflects cost of recapitalising Irish banks. 
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FIGURE 2 COMPOSITION OF TAX REVENUE 

 
Source: FitzGerald and Kenny (2018); FitzGerald (2024).  
 
In addition, the expansion of government expenditure was more sustained than revenue 
through the 1970s. This led to a large deficit opening over this time, which was eventually 
closed with the fiscal consolidation of the late 1980s (Honohan, 1999). While government 
revenues exceeded expenditure briefly during the late 1990s and early 2000s, generating 
a short-lived surplus, the onset of the economic crisis saw a much larger – if even more 
short-lived – deficit open up as revenues initially declined and expenditure (including the 
costs of recapitalising Ireland’s banks) surged. This deficit was again closed through a 
(painful) fiscal consolidation, before opening up again in a more temporary and unusual 
form with the COVID-19 pandemic in 2020.  
 
As well as increasing in scale, the composition of both taxation and expenditure has 
changed dramatically over time. Figure 2 shows that over the past century the balance of 
taxation has shifted away from taxes on consumption (VAT, excise and customs) and 
property (Rates/LPT/etc), and towards taxes on income (income tax, PRSI and 
corporation tax). Indeed, while a similar share of tax receipts was raised in taxes on 
property as from income tax over the first two decades of independence, the former has 
fallen to a trivially small 2% of receipts while the latter has risen to a third. With the 
decline in the importance of VAT, excise and customs, this means that taxes on labour 
income now make up the single largest source of tax receipts: by some distance if one 
also includes PRSI receipts, which – given the extremely weak link between contributions 
and benefits – are in e]ect just a supplementary tax on income.  
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FIGURE 3 COMPOSITION OF GOVERNMENT EXPENDITURE 

 
Source: FitzGerald and Kenny (2018); FitzGerald (2024).  
Note: 2010 spike in ‘other’ and dip in ‘public consumption’ expenditure as a share of total Government 
expenditure  reflects cost of recapitalising Irish banks. 
 
Figure 3 shows (over a shorter horizon) that there has also been a shift in the composition 
of government expenditure towards transfers. These have increased from just 22% of 
expenditure in 1953 to about 40% in recent years. The rise in the relative importance of 
transfers appears to have come at the expense of subsidies, debt interest, and – with the 
short-lived exception of the 2000s – government investment.  

3. Direct redistribution 
 
A key function of taxes and transfers is to redistribute resources, generally (but not 
always) from those with lower to those with higher levels of incomes. This is illustrated in 
Figure 4, which uses data from the 2019 EU Survey of Income and Living Conditions (EU-
SILC) to plot the composition of income across each decile (or tenth) of the income 
distribution, equivalised (or adjusted) for household size.2  
 
  

 
2 We use the modified OECD equivalance scale which assign the first adult in a household a weight of 1, 
children under 14 a weight of 0.3 and any other individuals a weight of 0.5. This is consistent with the 
approach of Eurostat – among others – but digers from that of the CSO in ogicial statistics who use 
equivalence scales of 1, 0.33 and 0.66 respectively. For what digerence this makes to measures of income 
inequality and poverty, see Doorley et al. (2024). 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Sh
ar

e 
of

 ta
xa

tio
n

Year

Subsidies Transfers Debt interest

Public Consumption Investment Other



 5 

FIGURE 4 COMPOSITION OF INCOME, BY DECILE OF EQUIVALISED INCOME 

 
Source: author’s calculations using 2019 EU-SILC microdata.  
Note: Deciles based on incomes adjusted for household size and composition using the modified OECD 
equivalence scales, but income components unequivalised, shown in 2022 prices.  
 
The bars in the figure show the average income from employment, self-employment and 
other sources (e.g. rental income, dividends) along with net transfers: cash transfers 
received from government less direct taxes paid to the government.3 The overlaid 
connected line shows average annual disposable income – the sum of these four 
components – which ranges from €23,732 for the lowest income decile to €147,150 for 
the highest income decile (in 2022 prices, uprated using the CPI).  
 
The bars show that employment income – the red bars – is the most important source of 
income for deciles 3-10, and that net transfers – the dark green bars – are the most 
important for those in the lowest two income deciles at €15,386 and €18,570 
respectively. While net transfers are on average positive for those in bottom half of the 
distribution, they are negative for those in top half of the distribution, peaking at an 
average of €53,140 for those in the very highest income decile. This illustrates the extent 
to which the tax and transfer system redistributes from those with higher to those with 
lower incomes, at least on average and – for now – assuming the system does not itself 
a]ect the distribution of pre-tax and transfer income. 
 

 
3 SILC does not collect information on certain taxes, most notably those on expenditure (e.g. VAT, customs 
and excise duties) and capital gains (e.g. CGT for Ireland).  
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FIGURE 5 INCOME INEQUALITY AND REDISTRIBUTION IN IRELAND, 1987-2019 

 
Source: author’s calculations using the 1987 ESRI Survey of Income Distribution, Poverty and Usage of 
State Services, the Living in Ireland Survey (1994-1999) and EU-SILC RMF microdata (2004-2019). 
Note: Incomes adjusted for household size and composition using the modified OECD equivalence scales. 
 
One important e]ect of this redistribution is to reduce income inequality. Figure 5 
illustrates this going back to 1987, the earliest that available microdata allow.4 The first 
two series plot the Gini coe]icient – which summarises the level of income inequality as 
a number between 0 (where everyone has the same income) and 1 (where one person 
has all income) – for pre-tax and transfer income and disposable (aka post-tax and 
transfer) income respectively. The red series shows that the Gini coe]icient for pre-tax 
and transfer income has mostly fluctuated between 0.50 and 0.55, rising sharply over the 
course of the Great Recession and then falling as the economy recovered from 2014. The 
grey series shows that the Gini coe]icient for post-tax and transfer (aka disposable) 
income is much lower, and has fallen from 0.33 to 0.28 over the 1987-2019 horizon 
covered by our data: a relatively rare experience among advanced economies (Thewissen 
et al., 2018), some reasons for which are explored by Nolan and Roantree (2023) and 
Roantree and Barrett (2024). 
 
The third (yellow) series in Figure 5 plots the di]erence between the pre- and post-tax and 
transfer Gini coe]icients. This is often called the Reynolds-Smolensky index, and can be 
thought of as providing a measure of the amount of redistribution carried out by the tax 
and transfer system (Enami et al., 2022). Between 1987 and 2007 this index fluctuated 
around 0.20, before rising sharply over the course of the financial crisis, peaking at 0.29 
in 2011.  
 

 
4 Here we again use data from the EU-SILC along with its predecessors: the Living in Ireland Survey (1994-
1999) and the the 1987 ESRI Survey of Income Distribution, Poverty and Usage of State Services which have 
been harmonised by Roantree et al. (2021) 
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This increase in redistribution reflects both the rise in unemployment over this period 
(which increased pre-tax and transfer income inequality) and the related increase in 
transfers (which acted to reduce post-tax and transfer income inequality). As the 
economy has recovered, this rise in unemployment and transfers has unwound leaving 
the Reynolds-Smolensky index lower - at 0.24 in 2019 – albeit at a higher level than before 
the crisis. This suggests that some combination of policy reforms and changes to the 
distribution of pre-tax and transfer income have acted to increase the amount of 
redistribution performed by the tax and transfer system. 
 
How do these measures of income inequality and redistribution compare to those for 
other countries? While harmonised data covering as long a horizon as considered above 
are quite limited, Figure 6 plots Gini coe]icients and the Reynolds-Smolensky index for 
all countries who participated in the 2019 EU-SILC, ordered highest-to-lowest in terms of 
their pre-tax and transfer income Gini. These show that of the 30 countries for which we 
have data (the EU-27, Norway, Switzerland and Serbia), Ireland ranked 4th highest in terms 
of pre-tax and transfer income inequality, behind only Bulgaria, Romania and Greece.5  
 
Figure 6 also shows that Ireland ranks mid-table (13th of 30) in terms of its post-tax and 
transfer income Gini coe]icient. At 0.28, this is slightly lower than Germany and France 
(15th and 17th respectively, with Ginis of 0.29) and slightly higher than Denmark and 
Sweden (8th and 9th respectively, with Ginis of 0.27).  
 
The reason for this is that net transfers – the di]erence between these two measures of 
income inequality – do a lot to reduce income inequality in Ireland. This is illustrated by 
the Reynolds-Smolensky index, which at 0.24 for Ireland is highest of the high pre-tax and 
transfer income inequality countries and third highest overall: behind only Belgium and 
Finland.6 While sometimes put forward as evidence that Ireland’s tax and transfer system 
is among the – if not the – most progressive of any EU or advanced economy, several 
factors complicate such an interpretation.  
 
Firstly, such measures of redistribution do not account for indirect taxes, notably VAT 
which comprised about a fifth of total tax revenue in 2021. Some research (e.g. Leahy et 
al., 2011; Barrett and Wall, 2006) argues that VAT in Ireland is regressive because it 
amounts to a greater proportion of income for lower- than for higher-income households. 
However, Mirrlees et al. (2011) – among others – argue that assessing the distributional 
impact of indirect taxes by comparing them to incomes gives a misleading impression 
because such patterns are driven by some low-income households who spend more 
than their income and so pay lots of VAT relative to their income.  

 
5 Both Roantree (2020) and Nolan and Maitre (2021) point to the role played by Ireland’s relatively high share 
of working-age households with no income from employment or self-employment, though the latter also 
highlight the “relatively high levels of dispersion in earnings within one-earner and two-earner households”.  
6 As appendix Table A2 shows, this pattern is even more pronounced if one looks only at the working-age 
population (those aged 25-55), for whom Ireland has the highest Reynolds-Smolensky index. Tables A1 and 
A2 also show that Ireland ranks highest in terms of the Musgrave-Thin index of redistributive egect and 
among the highest in terms of both the Kakwani index and Suits index of progressivity. 
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FIGURE 6 INCOME INEQUALITY AND REDISTRIBUTION ACROSS THE EU, 2019 

 
Source: author’s calculations using 2019 EU-SILC microdata.  
Note: Incomes adjusted for household size and composition using the modified OECD equivalence scales. 
 
But households cannot spend more than their income indefinitely, as over a lifetime 
income and expenditure must equal save for the bequests and the possibility of dying in 
debt. Rather, VAT looks large relative to income because of some households who are 
experiencing temporary periods of low income but borrowing or drawing down savings to 
maintain levels of consumption closer to their longer-run level (Brewer et al., 2017).7 A 
more accurate perception of the distributional impact of indirect taxes like VAT would 
ideally therefore assess this burden relative to longer-run or lifetime incomes, or failing 
that (given data limitations) current expenditures.  
 
Indeed, Thomas (2022) finds VAT appears proportional or slightly progressive in most 
OECD countries – including Ireland – when assessed relative to expenditure. This is in 
part the result of the zero-rating of much expenditure on food which – as shown by Co]ey 
et al. (2020) – makes up a disproportionate share of expenditure for lower income 
households. Nevertheless, VAT is less progressive than income tax because it does not 
contain a tax-free allowance (analogous to income tax credits) nor an initial tranche of 
expenditure subject to a reduced rate of tax (analogous to the standard rate band). As a 
result, accounting for indirect taxes like VAT would reduce estimates of how much 
redistribution the tax and transfer system carries out, but by less than is sometimes 
argued (e.g. Collins and Turnbull, 2013).  
 
A second, related, issue with these measures of redistribution is that they are computed 
only at a particular point in time. Given individuals’ circumstances vary substantially 
across the lifecycle and over time, it has long been recognised such measures may 

 
7 Such temporarily low incomes can arise for a variety of reasons including periods of study, unemployment, and time 
out of the labour market to raise children, as well as retirees drawing on past savings. 
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overstate the degree of interpersonal redistribution the tax and transfer carries out (e.g. 
Weizsäcker, 1978).  
 
Indeed, Roantree and Shaw (2018) show that the Reynolds-Smolensky index in Britain 
falls by about a fifth as the income reference period for pre- and post-tax and transfer 
income is expanded from 1 to 18 years (the maximum possible using the British 
Household Panel Dataset they draw on). While the absence of comparable long-running, 
longitudinal data for Ireland means similar estimates are not currently available,8 it is 
likely that longer-run measures of redistribution are lower than those displayed above 
(although to what extent is unclear). 
 
A third issue with these measures of redistribution is that they do not account for wider 
public spending, including expenditure on what might be considered in-kind transfers like 
health or education. Although data on the extent to which people with di]erent levels of 
income di]erentially utilise public services does exist (or can be estimated),9 the cost of 
provision can di]er – substantially – from what we would really like to know to incorporate 
in-kind transfers to existing measures of redistribution: how much individuals value the 
service in cash terms. O’Dea and Preston (2012) argue – convincingly – in favour of valuing 
publicly provided private goods according to an equivalent cash transfer, though 
recognise the practical di]iculties in implementation (especially in terms of data 
limitations). While well-developed approaches of this type exist (e.g. Barofsky and 
Younger, 2022), few have been applied to the provision of in kind transfers in Ireland.  
 
Lastly, such measures of redistribution take as given the distribution of pre-tax and 
transfer income. In other words, these measures account only for the mechanical impact 
of taxes and transfers, but not any e]ect taxes and transfers have on the decisions of 
individuals, households and firms which has the potential to shape the distribution of the 
pre-tax and transfer income we observe. It is to some of these fundamental questions – 
and the extent of our knowledge on these e]ects in Ireland – we now turn to.   

4. Taxes, transfers & economic behaviour 
4.1 Taxes on labour income 
Section 2 showed that taxes on labour income now account for the largest source of tax 
receipts in Ireland. These taxes are disparate, encompassing income tax, Pay Related 
Social Insurance (PRSI) and the Universal Social Charge (USC).  

 
8 Such estimates might soon be possible to construct using the Growing Up in Ireland data as more 
information on the earnings, taxes and transfers of the (1998) child cohort becomes available.  
9 For example, the SWITCH – the ESRI tax and benefit microsimulation model – allows for the distributional 
impact of expanding access to Medical or GP Visit Cards to be estimated (Keane et al., 2023), while 
O’Hagan (1995) considers the distributional implications of admissions charges to national museums. 
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 FIGURE 7 TAX SCHEDULE ON EMPLOYMENT INCOME FOR A SINGLE ADULT, 2021 

 
Source:  Author’s calculations. 
Notes:  Assumes single adult of working-age with employment income only, paying class A PRSI. Ignores 
infinite marginal rates created by discrete jumps (‘notches’) in USC and PRSI schedules. 
 
While the tax unit and base for each di]ers somewhat10, with each defined by its own 
system of allowances, bands and rates, taken together they represent a progressive – in 
places a heavily progressive – tax schedule. This is shown in Figure 7, which plots the 
combined marginal rate of income tax, PRSI and USC on employment earnings for a 
single adults without children in 2021. This quickly rises from 0% as employer PRSI is 
levied at a rate of 8.8% on the entirety of earnings once they exceed €1,976 per year (€38 
per week), representing a jump in the average tax rate or ‘notch’ in the tax schedule 
(Blinder and Rosen, 1985). It rises slightly as the USC begins to apply from €13,000 per 
year (again, with a notched structure) before rising more sharply around €20,000 per year. 
This is as income tax credits are exhausted and the 20% rate of income tax applies to 
earnings above €16,500 per year and the 4% rate of employee PRSI applies on earnings 
above €18,304 per year (€352 per week).  
 
However, the combined marginal rate rises by more than 24 percentage points because 
of the way in which employee PRSI is levied, again with a notched structure but one which 
is partially o]set with a credit. This PRSI credit is withdrawn at a rate of 1-in-6 (16.7%) 
against taxable earnings in addition to income tax, PRSI and USC (whose marginal rate 
rises from 2% to 4% from €20,687 per year) giving rise to an e]ective marginal rate of 
around 50% over a short range of income (from €18,304 to €22,048). While this combined 
marginal rate falls back down to 35.6%, it quickly rises again to more than 50% as the 
higher 40% rate of income tax kicks in from €33,800 per year and then the 8% rate of USC 
from €70,044 per year.  
 

 
10 For example, income tax is in-part levied on the annual joint income of married couples (unless they elect 
otherwise), while PRSI is levied on an individual per employment basis and USC an annual individual basis. 
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As well as being unnecessarily complicated, such a tax schedule clearly has the potential 
to a]ect the choices individuals make about whether, how much and even how hard to 
work. In addition, given that no equivalent of employer PRSI applies to income from self-
employment, the tax schedule also has the potential to influence the legal form through 
which this work takes place: an issue highlighted by NESC (2020), Kakoulidou and 
Roantree (2021) and the Commission on Taxation and Welfare (2022) among others.   
 
The extent to which the personal tax system a]ects taxpayers’ choices – and so shapes 
the pre-tax distribution of income – depends crucially on the responsiveness of taxpayers 
to such incentives. While this question has been central to the field of public economics 
since its inception, with rapid methodological progress over recent decades giving rise to 
a voluminous international literature,11 there has been relatively limited research using 
modern empirical methods and microdata in Ireland. Notable exceptions include 
Hargaden and Roantree (2019), Acheson et al. (2018) and Doorley (2017), who all find 
relatively modest responses to PRSI or income tax for most taxpayers. This contrasts 
somewhat with earlier empirical work using microdata (e.g. Dorris, 2001; Barrett et al., 
2000; Callan and Dorris, 1999; Callan and Van Soest, 1996; and Callan and Farrell, 1991) 
which found a relatively high degree of responsiveness to taxes for women, but also that 
the degree of responsiveness had fallen over time.  
 
It is more di]icult to reconcile microdata-based estimates with the more extensive macro 
literature which finds or calibrates models so that labour supply is highly responsive to 
net wages and so taxes (e.g. Bergin et al., 2017; Bergin et al., 2013; Bergin and Kearney, 
2007; FitzGerald, 1999; Curtis and FitzGerald, 1996). While this issue of divergent macro 
and micro estimates is not unique to Ireland, with the reasons the subject of – at times 
heated – debate,12 it is one of which perhaps there has been limited discussion of to date.  
 
This means it is di]icult to say with any certainty what e]ects the, in places, sharp 
(dis)incentives created by taxes on labour income have on the distribution of pre-tax 
income in Ireland. The more responsive – or elastic – taxpayers are to these incentives, 
the more these incentives will a]ect the distribution of pre-tax income. As Section 5 
discusses, more research on this topic is therefore vital, not least given concerns about 
the growing potential for people – particularly those with very high incomes or working in 
especially mobile occupations – to respond to taxes by moving country: something on 
which there exists very little empirical evidence beyond small groups like superstar 
footballers or inventors (Kleven et al., 2020). 
 

4.2 Capital income and transfer taxes 
As with taxes on personal income, the design of capital income and transfer taxes in 
Ireland have the potential to significantly a]ect the behaviour of taxpayers and so shape 
the distribution of income as well as wealth.  
 

 
11 For an overview, see the surveys of Blundell and MaCurdy (1999), Meghir and Philips (2010), Keane (2011), 
Saez et al. (2012) and Kleven (2014).  
12 See, for example, Keane and Rogerson (2012), Chetty et al. (2011), Chetty (2012), Peterman (2015), and 
Kleven et al. (2023). 
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Nowhere is this more evident than with Capital Gains Tax (CGT), which is charged at a 
rate of 33% on the increase in the value of an asset between its acquisition and when it is 
sold or otherwise disposed of (e.g. gifted to a child inter vivos). While there are di]erent 
views among economists on how such capital income should be taxed relative to labour 
income,13 the divergence in tax rates with those on labour income clearly have the 
potential to a]ect the pre- as well as the post-tax distribution of income.   
 
Perhaps more importantly, CGT contains a multitude of reliefs and reduced rates which 
it is di]icult to believe do not influence the behaviour of taxpayers. Foremost among 
these is Principal Private Residence (PPR) relief, which exempts entirely from CGT the 
gains on disposal of a property that was lived in as an individual’s main residence.  
 
The Irish tax code also provides for full relief from CGT on assets that are transferred at 
death, including to the executor or personal representative of a deceased person. This 
treatment – often referred to as the step-up basis of taxation – means that any unrealised 
capital gains accrued between the date of purchase and the date of date are e]ectively 
exempted from tax.  
 
Death is not the only time of life that reduced – or zero – rates of CGT are applied to 
otherwise chargeable capital gains. Retirement Relief provides for relief from CGT on the 
disposal of certain business or farming assets by those above the age of 55, with this relief 
restricted for disposals to persons other than children and (since 2014) for disposals to 
children for those above the age of 65.14 Revised Entrepreneur relief provides for a 10% 
reduced rate of CGT on gains from the disposal of certain qualifying business assets 
(including shares held by an individual in company they were a director or employee of) 
up to a lifetime limit of €1 million. 
 
Why does this matter? As noted by the recent report of the Commission on Taxation and 
Welfare (2022), these set of CGT reliefs create a strong set of incentives for individuals to 
hold assets in particular tax-favoured forms (especially owner occupied housing) and 
until certain tax-favoured points in life (especially death). This distorts the choices 
individuals make about when and how to invest, with potential consequences for 
e]iciency and productivity.  
 
Recent research has found that reduced rates of CGT like those described above lead 
company-owner managers to retain substantial profits in their firm with no evidence this 
increases business investment (Miller et al., 2024). In other words, the e]ect of such 
reduced rates is to induce income shifting on the part of company owner-managers, 
substantially reducing the revenue raised in tax from this group. This suggests reduced 

 
13 See Banks and Diamond (2010) for an accessible discussion of these views.   
14 Disposals above certain lifetime thresholds result in ‘marginal’ rather than full relief from CGT, which 
limits CGT to half the digerence between the sale or market price and the relevant lifetime threshold. For 
example, an individual who sold a business originally acquired or invested in for €100,000 to someone 
other than their child for €1,000,000 when aged 54 would pay CGT of €297,000 (33% of €900,000). If they 
instead sold this business for the same price a year later when aged 55 and availed of (marginal) Retirement 
Relief, they would pay just €125,000: half the digerence between the sales price and the relevant threshold 
of €750,000. A recently abandoned reform would have introduced a lifetime limit of €10,000,000 on 
(previously unrestricted) disposals to children when aged between 55 and 65. 
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rates of CGT may have important consequences for the distribution of income (and 
wealth), by encouraging individuals to realise income as capital gains rather than 
dividends or labour income.  
 
Such e]ects are exacerbated by the exclusion of both realised and accrued capital gains 
from typical measures of income inequality and redistribution like those considered in 
Section 2 above. This is particularly as capital gains are disproportionately concentrated 
among older, higher income individuals (e.g. Delestre et al., 2024; Zidar, 2024; Sarin et 
al., 2022), with international research showing that accounting for these can make a 
substantial di]erence to measures of income inequality (e.g. Moriguchi and Saez, 2008; 
Roine and Waldenstöm, 2012; Alvaredo et al., 2013; Advani and Summers, 2020).  
 
However, we again know very little about the extent of these issues in Ireland, other than 
that a sizeable number of individuals make use of some CGT reliefs each year at what 
appears to be a substantial cost.15 The reason for this is that information on capital gains 
is not captured in SILC or the Household Finance and Consumption Survey (HFCS), while 
little information on the distribution of capital gains is published by the O]ice of the 
Revenue Commissioners. Nor has administrative microdata on CGT returns been made 
available to researchers, meaning we have no credible evidence on the magnitude of 
responses to CGT rates or reliefs, and so on what impact its design has on the distribution 
of income or wealth.16  
 
Similarly, we have little evidence on how the design of Capital Acquisitions Tax (CAT) on 
gifts or inheritances e]ects the distribution of income and wealth. This tax is paid at a 
rate of 33 per cent on the value of inheritances or gifts received that exceed a lifetime 
threshold determined by the relationship between the person that receives the benefit 
(the beneficiary) and the person who gives it (the disponer). 
 
As with CGT, there exist numerous reliefs from CAT that create strong incentives to hold 
wealth in certain forms if someone is considering bequeathing or gifting it to their 
children. CAT Business Relief and CAT Agricultural Relief both reduce the taxable value 
of eligible assets by 90 per cent. Combined with the parent-child (group A) lifetime 
allowance of €335,000, this means that a business or farm worth up to €3.35 million can 
be left or gifted by a parent to a child without giving rise to any CAT liability, with an 
e]ective rate of just 3.3% on anything above that. Statistics from the Revenue 
Commissioners (2024) show that in 2023 there were 763 claims for Business Relief at a 
cost of €224 million (relief of €293,840 per claim on average) and 1,781 claims for 
Agricultural Relief at a cost of €246m (relief of €138,462 per claim on average). 
 

 
15 For example, statistics from the Revenue Commissioners (2024) show that there were 1,334 claims for 
Revised Entrepreneur relief in 2022 at an annual cost of €161.7m (an average of €121,214 in CGT forgone 
per claimant). There were even more claims in 2022 for Retirement Relief (1,923), though no costing is 
available while neither a costing nor the number of claims is known for PPR relief. 
16 This is despite surge in CGT receipts following the halving of the rate from 40% to 20% in 1998, which is 
often cited as evidence that reducing rates of CGT will increase receipts (e.g. Family Business Network, 
2022). Among other things, such claims fail to account for the (substantial) retiming of realisations in 
response to such a tax cut, as discussed in an US context by Sarin et al. (2022). 
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There is some suggestive evidence that these reliefs increase wealth inequality.17 Using 
data from the HFCS, Lawless and Lynch (2017) find that having received a gift or 
inheritance of a business or farm is associated with being 26 percentiles higher up the 
wealth distribution than someone with the same income and demographics who does 
not receive any gift or inheritance. This relationship is much stronger than for those who 
inherit money or their principle private residence, which is associated with being 7-8 
rather than 26 percentiles higher up the wealth distribution.  
 
Nevertheless, such evidence is merely suggestive and as with CGT and taxes on labour 
income, we again know very little about the magnitude of responses to CAT by either 
beneficiaries or disponers.  
 

4.3 Means-tested transfers  
Just as taxes on labour or capital income have the potential to shape the distribution of 
pre-tax income, so too do means-tested transfers by changing the slope and shape of the 
budget set facing individuals. This can be through the tapering (withdrawal) of transfers 
against income (and/or assets), as well as through the imposition of (minimum or 
maximum) work requirements as a condition of eligibility for certain transfers.  
 
Figure 8 below provides a clear illustration of this potential, plotting the distribution of 
usual weekly hours of work for single women with and without children using data from 
the 2015-2019 EU-SILC. Those in the latter group may be entitled to an in-work transfer 
called Working Families Payment (WFP) – a means-tested payment for low-income 
employees with children – while those the former group are not. Claimants receive 60% 
of the di]erence between their average net of tax weekly income and a threshold (that 
depends on family size) so long as they work at least 19 hours per week. 
 
Figure 8 shows that the distribution of hours for single women with children exhibits 
strong bunching at 19 and 20 hours per week, while that for single women without 
children does not. This suggests the design of the WFP e]ects the distribution of pre-tax 
earnings for lone parents, encouraging more than would otherwise to work at least (but 
little more than) 20 hours week.18  
 
While the incentives created by the WFP are strong, they are by no means an aberration. 
For example, to be eligible for the maximum full-time undergraduate student 
‘maintenance grant’ of €7,586, claimants’ household income must be no more than 
€26,200 where there are 4 or less dependent children in the household and the claimant 
lives 30km or more from their college or university. 

 
17 The egect of inheritances on wealth inequality more generally is less clear. For example, Arighoni et al. 
(2023) find that “inheritances and gifts contribute little to the overall distribution of wealth in Ireland” and 
“may actually have reduced overall wealth inequality over time, as their contribution to net wealth is higher 
for households in the middle of the wealth distribution than for households at the top”.  
18 Haywood and Neumann (2021) showed that incentives similar to those created by the WFP in Germany 
can also agect the distribution of earnings through an additional labour demand channel, encouraging 
firms to oger wage-hour bundles that are attractive to one particular group (e.g. lone parents) more 
generally (e.g. to single adults), amplifying the egects of such incentives on the distribution of earnings. 
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FIGURE 8 DISTRIBUTION OF USUAL WEEKLY HOURS OF WORK FOR WOMEN 

 
Source:  Author’s calculations using data from the 2015-2019 EU Survey of Income and Living Conditions. 
Note: Vertical red line indicates 19 hours per week.  
 
Going even a euro above this threshold can lead to a 43% (€3,294) reduction in the 
amount of grant a student receives. This creates a strong incentive for parents of children 
anticipating attending higher education to keep their ‘reckonable’ income below this 
threshold, or one of the numerous others present in the system of student grants.19  
 
In addition to such discontinuous cli]-edges and notches, the operation of the Irish 
social welfare system can result in high e]ective marginal tax rates for some claimants, 
particularly those in receipt of multiple means-tested benefits (Doolan et al., 2022; 
Commission on Taxation and Welfare, 2022).  For example, a lone parent with one child 
earning the minimum wage can face an e]ective marginal tax rate around 80% when USC 
and PRSI are taken account of alongside the withdrawal of One Parent Family Payment 
and WFP, potentially higher if the claimant is also in local authority accommodation (and 
so paying income-related rents).  
 
Cli]-edges, notches, and high e]ective marginal tax rates plausibly a]ect the 
distribution of pre-tax and transfer income by shaping the work (and human capital) 
decisions of individuals, particularly those at the bottom of the income distribution. Yet 
while there has been extensive research modelling financial work incentives for the Irish 

 
19 See https://www.susi.ie/eligibility-criteria/income/full-time-undergraduate-income-thresholds-and-
grant-award-rates/ for details on the many discontinuous thresholds the student grant system contains. 
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population,20 there is far less research – particularly making use of modern empirical 
approaches and microdata – that has sought to estimate the e]ects these incentives 
have on individuals’ choices.21  
 
Such research is essential to assess the likely e]ects of proposals such as those of the 
recent Commission on Taxation and Welfare (2022) to reform the transfer system by 
smoothing out existing notches, cli]-edges and high e]ective marginal tax rates. This 
proposal has the potential to improve the economic e]iciency of the tax and transfer 
system for low-income households in addition to addressing the issues of horizontal 
equity that notches and cli]-edges in particular give rise to. However, these gains must 
be set against the non-trivial administrative costs that welfare reform can generate, as 
the experience in Britain with the recent Universal Credit reform illustrates (Timmins, 
2016). 
 
This applies equally – if not moreso – to the more radical reform of the transfer system 
that the introduction of a Universal Basic income would constitute. While often put 
forward as a solution to a whole array of issues with the existing system, a Universal Basic 
Income – if it is to be more than a relabelling of the existing system – would inevitably 
involve either redistributing away from households currently deemed to have additional 
needs (e.g. those with children) or come at an enormous fiscal cost: points made by 
Honohan (1994) and more recently by both Hoynes and Rothstein (2019) and Redmond 
et al. (2022).  
 
This paper now concludes with a summary of the key points and some suggestions for 
future research on fiscal policy and redistribution in Ireland. 
 

5. Conclusion 
This paper began by showing how there has been huge change in the size and shape of 
the Irish fiscal state over the 20th century. In addition to more-or-less doubling as a share 
of national income, there has been a substantial shift in the balance of taxation: away 
from consumption and property, towards personal and corporate income. Similarly, there 
has been a huge increase in the relative importance of expenditure on income transfers 
at the expense of subsidies, investment and debt interest. 
 
Given they act to redistribute resources from those with lower to those with higher levels 
of incomes, such extensive taxation and transfers have important implications for the 
distribution of income. Di]erences between the pre- and post-tax and transfer Gini 
coe]icients – also known as the Reynolds-Smolensky index of redistributive e]ect – 
suggest that net transfers (direct taxes less transfers) do more in Ireland than most other 

 
20 Much of this research uses SWITCH, the longstanding tax and benefit microsimulation model developed 
at the Economic and Social Research Institute described most recently by Keane et al. (2023) e.g: Doorley 
et al. (2023), Doolan et al. (2022),  Callan et al. (2016, 2012, 2011) and Savage et al. (2015). 
21 Notable recent exceptions include Redmond et al. (2022) – who examine the impact of a reduction in 
eligibility for one-parent family payment on labour market outcomes – and Dorris et al. (2020) – who explore 
the egects of reductions in rates of jobseekers payments on the unemployment duration of young adults. 
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EU countries to reduce levels of income inequality, taking Ireland from among the most 
unequal countries to mid-table. While comparable figures are not available for these 
countries over a prolonged period, estimates of the Reynolds-Smolensky index for 
Ireland suggest taxes and transfers do more to reduce income inequality now than in the 
1980s and 1990s. 
 
However, these measures of redistribution have many limitations, including their 
exclusion of indirect taxes like VAT and (admittedly conceptually trickier) in-kind transfers 
like public spending on healthcare. Perhaps most importantly, they also take as given the 
pre-tax and transfer distribution of income which economic theory and international 
empirical research tells us can respond – at times significantly – to the design of taxes 
and transfers. 
 
Yet despite extensive research on the distribution of income and redistribution in Ireland, 
this paper has argued we still know very little about the extent to which our system of 
taxes on labour and capital income – as well as means-tested benefits – actually a]ects 
the economic decisions individuals make. In addition to limiting our knowledge on 
important questions relating to the role of fiscal policy and the distribution of incomes, 
the lack of research on these topics means we know very little about the welfare costs of 
taxation given how centrally these depend on the responsiveness of economic behaviour 
to taxes and transfers.  
 
In one sense, the limited research on the welfare costs of taxation in Ireland is nothing 
new, with neglect of “the deadweight losses associated with di]erent forms of taxation 
in Ireland” lamented by Honohan and Irvine (1987). However, while Honohan and Irvine 
were writing at a time when the same might be said for almost any country outside of the 
United States and Britain, there has been an enormous growth in empirical public 
economics research exploring these questions – particularly in neighbouring European 
countries – over the decades since. 
 
Why has the same not happened here, and can anything be done about it? Speaking to 
any researcher in the area, the prime culprit they will identify is the lack of access for 
researchers to Irish administrative data. Research in public economics has – like many 
other fields – become increasingly empirical, but also is increasingly associated with the 
use of administrative data (Kleven, 2018). This is in large part because such data provides 
the large, longitudinal samples – indeed, often populations – required for modern 
empirical approaches to yield credible results, particularly where the aim is to exploit 
some quasi-natural experiment a]ecting perhaps relatively small groups di]erentially 
(Card, 2022). The reasons given by the CSO (and other public bodies who hold potentially 
useful databases) for refusing such access range from resourcing constraints to the 
GDPR, issues which should be eminently solvable as they have been in other EU 
countries. 
 
Another factor that might also have contributed to the present dissatisfactory situation is 
the limited sources of funding available to researchers interested in exploring these 
questions in an Irish context. Unlike, for example, in Britain, where the Economic and 
Social Research Council (ESRC) regularly posts calls for medium-to-large sized grants 
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(e.g. “New Investigator Grants” of £100,000-350,000), such calls are rare for the Irish 
Research Council. Instead, most calls for much more modest amounts which go little 
way towards funding a PhD or post-doctoral position, let alone covering the costs of any 
ambitious, multi-year research agenda. 
 
As a result of these and undoubtedly other factors, the number of researchers working 
on the e]ects of Irish fiscal policy has in recent times simply been too small. In the years 
following the lament of Honohan and Irvine (1987), the Foundation for Fiscal Studies 
commissioned and co-ordinated a series of research programmes on fiscal policy that 
encouraged “a diversity of researchers working on di]erent ways of modelling economic 
(and political) behaviour” to “turn their minds to matters fiscal” and engage in research 
that is “a prerequisite for informed policy debate” (Honohan, 1995). Almost thirty years 
on, the need for such research continues, as perhaps does the need for some body (or 
bodies) to encourage and support it, be that through a renewed series of Foundation for 
Fiscal Studies research programmes or otherwise.  
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Appendix 
 

TABLE 1 INCOME INEQUALITY AND REDISTRIBUTION, 2019 

Country 
Pre-tax & 
transfer 

Gini 

Post-tax 
& 

transfer 
Gini 

Reynolds-
Smolensky Kakwani 

Suits 
progressivity 

index 

Musgrave-
Thin 

redistributive 
effect 

Atkinson-
Plotnick 

horizontal 
inequity 

BG 0.536 0.408 0.128 -9.367 -7.985 1.275 0.037 
RO 0.525 0.345 0.180 1.175 1.025 1.380 0.104 
EL 0.523 0.308 0.215 3.118 2.819 1.450 0.163 
IE 0.522 0.281 0.241 12.788 12.265 1.503 0.091 
PT 0.520 0.317 0.203 -93.422 -84.927 1.424 0.168 
ES 0.512 0.326 0.186 -3.107 -2.864 1.382 0.135 
IT 0.512 0.328 0.184 -6.758 -6.253 1.377 0.160 
FI 0.507 0.262 0.246 -9.725 -9.081 1.499 0.083 
FR 0.505 0.292 0.213 -4.972 -4.533 1.431 0.129 
LT 0.505 0.354 0.151 -2.620 -2.396 1.305 0.037 
AT 0.501 0.276 0.225 -106.125 -97.180 1.451 0.136 
LU 0.496 0.323 0.174 10.032 8.789 1.345 0.189 
RS 0.496 0.333 0.163 3.221 2.910 1.323 0.134 
BE 0.494 0.251 0.244 9.917 9.428 1.481 0.117 
DE 0.494 0.287 0.207 2.995 2.777 1.409 0.118 
LV 0.488 0.350 0.138 42.759 40.843 1.269 0.038 
SE 0.480 0.271 0.209 8.251 7.863 1.402 0.079 
HR 0.477 0.291 0.186 11.965 11.231 1.356 0.077 
HU 0.464 0.280 0.185 -15.353 -13.452 1.345 0.106 
PL 0.464 0.284 0.180 -15.009 -13.642 1.337 0.086 
NL 0.463 0.264 0.199 1.893 1.730 1.370 0.083 
NO 0.455 0.253 0.202 6.192 5.771 1.370 0.091 
DK 0.453 0.265 0.188 1.037 0.954 1.344 0.061 
CY 0.449 0.311 0.137 -2.251 -2.006 1.249 0.103 
SI 0.448 0.238 0.210 13.023 12.223 1.380 0.098 
CH 0.445 0.306 0.139 1.140 1.004 1.251 0.078 
EE 0.444 0.301 0.143 -1.778 -1.669 1.256 0.033 
MT 0.438 0.280 0.158 12.943 11.898 1.281 0.047 
CZ 0.430 0.240 0.190 -20.586 -18.912 1.334 0.052 
SK 0.388 0.228 0.161 -63.176 -59.049 1.263 0.095 

 
Source: author’s calculations using 2019 EU-SILC microdata. 
Note: Incomes equivalised using modified OECD equivalence scale, and countries ranked highest-to-
lowest according to pre-tax and transfer income. Includes only those aged 25-55. 
  



 27 

TABLE 2 WORKING AGE INCOME INEQUALITY AND REDISTRIBUTION, 2019  

Country 
Pre-tax & 
transfer 

Gini 

Post-tax 
& 

transfer 
Gini 

Reynolds-
Smolensky Kakwani 

Suits 
progressivity 

index 

Musgrave-
Thin 

redistributive 
effect 

Atkinson-
Plotnick 

horizontal 
inequity 

BG 0.453 0.410 0.043 0.530 0.436 1.079 0.017 
IE 0.435 0.266 0.168 1.046 1.038 1.298 0.046 
ES 0.425 0.323 0.102 1.831 1.805 1.177 0.056 
RS 0.417 0.334 0.083 0.444 0.431 1.142 0.056 
EL 0.415 0.315 0.100 0.402 0.385 1.171 0.066 
LT 0.414 0.349 0.065 1.314 1.233 1.110 0.017 
IT 0.407 0.319 0.089 0.720 0.728 1.149 0.063 
RO 0.406 0.339 0.067 0.193 0.187 1.112 0.031 
PT 0.401 0.298 0.104 0.545 0.537 1.174 0.047 
LU 0.400 0.327 0.073 0.337 0.307 1.122 0.057 
LV 0.400 0.329 0.071 0.675 0.673 1.119 0.024 
AT 0.381 0.268 0.112 0.589 0.575 1.181 0.042 
PL 0.379 0.289 0.090 0.735 0.690 1.144 0.040 
SE 0.377 0.270 0.106 0.520 0.512 1.171 0.019 
HR 0.376 0.278 0.098 0.667 0.660 1.157 0.035 
FI 0.375 0.250 0.125 0.706 0.672 1.200 0.024 
BE 0.366 0.233 0.133 0.600 0.588 1.211 0.046 
DE 0.366 0.282 0.084 0.331 0.315 1.132 0.050 
FR 0.362 0.263 0.099 0.642 0.605 1.155 0.033 
CY 0.361 0.298 0.063 3.438 3.266 1.099 0.057 
HU 0.353 0.291 0.062 0.438 0.390 1.095 0.039 
NO 0.352 0.240 0.112 0.640 0.611 1.173 0.038 
NL 0.348 0.253 0.095 0.329 0.318 1.145 0.024 
EE 0.345 0.285 0.060 3.092 2.936 1.092 0.023 
DK 0.341 0.242 0.099 0.289 0.279 1.150 0.019 
CH 0.337 0.288 0.048 0.194 0.174 1.073 0.028 
SI 0.330 0.230 0.100 0.550 0.536 1.150 0.040 
CZ 0.304 0.231 0.073 0.521 0.490 1.105 0.027 
SK 0.294 0.224 0.070 0.631 0.608 1.098 0.054 

 
Source: author’s calculations using 2019 EU-SILC microdata. 
Note: Incomes equivalised using modified OECD equivalence scale, and countries ranked highest-to-
lowest according to pre-tax and transfer income. Includes only those aged 25-55. 
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FIGURE A1 WORKING AGE INCOME INEQUALITY AND REDISTRIBUTION, IRELAND 

 
Source: author’s calculations using EU-SILC microdata (2004-2019), the Living in Ireland Survey (1994-
1999) and the 1987 ESRI Survey of Income Distribution, Poverty and Usage of State Services. 
Note: Incomes equivalised using modified OECD equivalence scale 
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