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FINANCIAL STATEMENT OF THE MINISTER FOR FINANCE 22 JANUARY 1997 

INTRODUCTION 


This is a Budget about the concerns of today, the priorities for tomorrow and our plans for the future. It is a Budget about change, compassion and confidence. 

The full annual value of the additional amount which I am investing today in our society is, at over £650 million, the biggest in the history of this country. 

As a result, for those on PAYE and full PRSI: 

- a married worker with four children earning £210 per week gains over £14 per week, 

- a single worker earning £270 per week gains £8 per week, and 

- a married couple with four children earning £28,000 per annum gains £888 per annum or £74 per month. 

People receiving social welfare payments will get an increase of twice the rate of inflation. This year we will make real progress towards achieving the targets set by the Commission on Social Welfare. 

Small firms and family businesses will get reductions in tax to help them continue the increase in economic growth and in jobs. 

I intend to do this, and more, while at the same time, provide for a significant current Budget surplus, for the first time in our history. Moreover, the General Government Debt ratio will be the lowest since we began calculating this measure back in 1989. 

Over the past two years, this Coalition Government, in which I am proud to serve as Finance Minister, has made spectacular progress in developing our economy and combatting social inequality while at the same time successfully managing the nation's finances. 

In doing so, we have confounded those commentators who said that you cannot achieve social progress and fiscal responsibility at the same time. In fact, we have and the record is there for all to see. 

Since the end of 1994: 

- employment has grown by over 100,000 or 8½ per cent to about 1,300,000 - the highest number of people at work in the history of our State; 

- unemployment has fallen by 31,000 or over 14 per cent; 

- GNP has expanded in real terms by over 14 per cent; 

- the level of investment has risen by about 20 per cent; 

- child benefit has increased by £9 from £20 and £25 to £29 and £34, an increase of between 35 and 40 per cent; 

- capitation grants for children in primary school have risen from £38 to £45 - an increase of 18 per cent; 

- tuition at universities and other State-funded third level colleges is now free, with the abolition of fees; 

- the number of households assisted under the Social Housing Scheme has risen from 8,540 in 1994 to 10,020 in 1996; 

- total spending on arts and culture has risen from £23 million to £46 million or by 100 per cent; 

- over 3,000 extra people are employed in delivering improved services in health and education; 

- real consumer spending has grown by almost 10 per cent; 

- exports have risen by over 25 per cent; 

- inflation has averaged about 2 per cent each year; 

- the General Government Deficit (GGD) has been reduced from 1.7 per cent to 1 per cent of GDP; and 

- the General Government Debt to GDP ratio has fallen from 88 per cent to 73 per cent. 


These economic and social statistics tell the facts. Taken together they represent the most dramatic economic and social development of our society since this State was established just seventy five years ago. Ireland is now a national and international success story. 

I want, therefore, at the outset of this Budget to pay a special tribute to workers, employers, farmers and businesses in this country for the record breaking performance which they have achieved. The policies of this Coalition Government have contributed to our collective success. The lessons of recent years, and indeed of previous Governments, have been confirmed by our immediate experience. Social Partnership works. 

It is clear that the consensus approach to developing and managing our economy is successful. It ensures continued economic growth, real improvements in take home pay, increased numbers at work and better social services for all of our people. It has produced real results at home and it has caught the admiration of commentators abroad. 

However, we still have major problems of unemployment and poverty in our society. Long-term unemployment remains unacceptably high. The poverty that it brings limits the hopes and aspirations of too many of our people. We must improve and deepen our measures to deal with this problem and this Budget begins to do that. 

Partnership 2000 


The Social Partners and the Government have recently completed negotiations for a new agreement to succeed the Programme for Competitiveness and Work or PCW. 

The new Programme, Partnership 2000, aims to build on the success which we have achieved together - in particular the creation of a dynamic low inflation economy. The primary objective of economic policy under the new Programme will be to secure and strengthen the economy's capacity for sustainable employment and economic growth. This will make it possible to continue to reduce taxes, to raise living standards generally, and to generate the resources for improved social inclusion measures while maintaining competitiveness. 

The new Partnership is based on acceptance by all its participants of : 

* a commitment to a reduction in the tax burden; 

* a commitment to improved social measures to tackle long-term unemployment and social exclusion; 

* moderate wage increases in the context of low inflation, with a strong focus on competitiveness; 

* agreement on the management of the public finances, including a slowdown in the rate of increase in current public spending; and 

* agreement on a firm exchange rate strategy. 

Adherence to these principles will ensure that we can continue to develop our economy upon sound foundations. Underpinning moderate wage increases and social development through Partnership 2000 is the best way to maintain low inflation over the medium-term. Low inflation and minimising both public sector deficits and the debt burden are essential components of a sound economy. Their achievement will also ensure that we continue to qualify to participate in the Single Currency under European Economic and Monetary Union. 

I look forward to the ratification of the new Programme by all of the Social Partners. It will ensure this nation's continued economic and social progress up to the beginning of the next century. Based upon our experience to date, and the real progress that our people, working together, have made during the course of the previous programmes, Partnership 2000 is the best way forward for all of us. 

The Budget which I am presenting today is clear evidence of this Government's intention to deliver on their commitments under the new Programme. 

Public Service Pay and Public Service Change 


The pay agreement which forms part of Partnership 2000 provides for increases in the public service in line with those in the private sector, totalling 9¼ per cent over 39 months. The method of application of the first phase of the Pay Agreement in the public service will limit costs in 1997 by restricting the increase payable in July next to the first £200 per week. In addition, payment of the local level negotiations provision of 2 per cent is linked to the achievement of real verifiable progress in the public service programme "Delivering Better Government". 

In 1997, pay increases will add an estimated 5½ per cent or £265 million to the Exchequer pay and pensions bill. This is largely due to the public service pay increases under the PCW pay agreement and the need to fund outstanding commitments under the PCW local bargaining arrangements, which the Government intend to honour. These increases and the cost of service improvements, including those I am announcing today, will bring the total pay and pensions bill to approximately £5,150 million. 

This country and all of its people - particularly public service workers - need a modern, efficient and effective public administration. The impact of change must be reflected in the development of our public services at both national and local level. The programme "Delivering Better Government" sets out a complete range of changes which are designed to improve the performance of the public service, increase value for money and deliver a better service to the citizen as customer. The commitment in Partnership 2000 to specific action to improve the public service, and the link with the local level negotiations provision, are important steps toward achieving these objectives. 

Review of 1996 

1996 was another very good year for the Irish economy. The main features were: 

- GNP growth was over 6 per cent; 

- employment grew by 50,000; 

- consumer spending increased by 6 per cent; 

- inflation was 1.6 per cent; 

- the GGD was 1 per cent; 

- the current budget had a surplus of £292 million; and 

- the fall of almost £300 million in the national debt in absolute terms, reflecting the relative strength of the Irish pound, was the first time it has been reduced in almost forty years. 

Budget Targets for 1997 

Let me now turn to the Budget targets for 1997. Taking account of Departmental balances of £26 million and increased capital receipts of £20 million, the opening EBR for 1997 is £334 million. Having made provision for the measures contained in today's Budget, my targets for 1997 are 

- a current budget surplus of £193 million (0.5 per cent of GNP); 

- an Exchequer Borrowing Requirement of £637 million (1.6 per cent of GNP); and 

- a General Government Deficit of 1.5 per cent of GDP. 

As I pointed out earlier, this is the first time ever that a Minister for Finance has planned for a significant current budget surplus. And I am projecting a surplus, not just for one year, 1997, but for 1998 and 1999 as well. 

1997 Budget Measures 


This Budget reaffirms and builds on the main principles of my first two Budgets. As in 1995 and 1996, the measures in this Budget will: 

- reward work; 

- promote enterprise; and 

- strengthen social solidarity. 

Work continues to be the key to our success as a people and as a society. It is one of the ways that we fulfil ourselves as individuals and it is the way that we create wealth as a community. 

We need to foster and promote enterprise throughout our society in both the public and private sectors. We need to encourage the growth of new companies, consolidate existing firms and ensure that family-run businesses can pass safely from one generation to another. 

In rewarding work and creating wealth through enterprise, we generate the resources to strengthen our country, to provide the services which we all require and so ensure that every individual in our society becomes and remains a valued participant in our community. 

REWARDING WORK 


The first of those principles is rewarding work. 

Income Tax, PRSI and Levies 

I propose to reduce the Standard Rate of Income Tax from 27 per cent to 26 per cent with effect from 6 April next. 

The Employee PRSI rate for Class A and Class H contributors is being reduced by 1 per cent. This reduction in social insurance contributions will assist over 70 per cent of PRSI contributors, including those outside the income tax net. 

In addition, the Standard Rate Income Tax Band is being widened by £500 for single persons to £9,900 and by £1,000 for married couples to £19,800. 

The Personal Allowance is being increased by £250 to £2,900 per annum for single persons and by £500 to £5,800 per annum for married couples. An increase of £250 per annum will also apply to widowed, single parent and widowed parent allowances. 

The General Income Tax Exemption Limits, below which no income tax is payable, are being increased by £100 to £4,000 per annum for single persons and by £200 to £8,000 per annum for those who are married. It is estimated that these changes will remove around 10,000 persons who would otherwise be in the tax net. 

The Withholding Tax on professional services and the Standard Rate for Deposit Income Retention Tax will also be reduced from 27 per cent to 26 per cent. 

The thresholds for the payment of the Employment and Training Levy and the Health Contribution are being raised by £500 to £10,250 per annum, or from £188 to £197 per week. 

Finally, the PRSI ceiling applicable to all employees and the self employed will be increased from £22,300 to £23,200 per annum. 

The reduction in the employee PRSI contribution rate which I have announced today will add significantly to the improvement in take-home pay for most workers. However, I do not envisage a process of regular reductions in this regard as the Government remain committed to protecting the financial position of the Social Insurance Fund in view of its central role in ensuring that agreed social insurance entitlements are provided into the future. In that context also, the Department of Social Welfare is commissioning an actuarial review of the projected long term costs of social welfare pensions. 

The effect of the substantial cuts in personal taxation and employee PRSI which I have announced will be to leave a family with two children and one spouse working who is earning £15,000 per annum and paying full PRSI and PAYE better off by £327 per annum or £6.30 per week. This is before the effect of the child benefit measures which I will announce later. 

To assist the elderly, the special allowance for those aged 65 and over is being increased by £200 to £400 per annum for single or widowed taxpayers and by £400 to £800 per annum for married couples. This age allowance, which benefits some 65,000 taxpayers, was last increased in 1986. Some 30,000 other pensioners will also pay less tax as a result of the increase in the income tax exemption limits which I announced earlier. 

In line with the commitment in Partnership 2000, the Government will be introducing a provision in the 1997 Finance Bill whereby the first six weeks of Disability Benefit in any tax year will be disregarded for tax purposes. However, for the 1997/98 tax year the exemption will be for three weeks while the administrative arrangements are being put in place, with the six week exemption applying from the 1998/99 tax year. 

The special tax relief on Unemployment Benefit payments to systematic short-time workers introduced in the 1994 Finance Act is being extended for a further year. The exemption of the first £10 per week of Unemployment Benefit from tax, introduced in the 1995 Finance Act, will also continue at its current level. 

The cost of these Income Tax and PRSI measures is £232 million in 1997 or £393 million in a full year. 

PROMOTING ENTERPRISE 


I turn now to my second principle, namely that of promoting enterprise. 

Corporation Tax 

In my last two Budgets, I have made significant changes to corporation tax - both by lowering the standard rate to 38 per cent and by introducing a new rate of 30 per cent on the first £50,000 of taxable income. There is a clear longer term strategic need to reduce the standard rate of corporation tax over time so as to bring it closer to the 10 per cent rate which applies to manufacturing industry generally. 

Accordingly, I propose to reduce the 38 per cent rate of corporation tax to 36 per cent and to reduce the 30 per cent rate to 28 per cent. The taxable income band to which the 28 per cent rate applies will remain at £50,000. 

It is estimated that there were nearly 20,000 companies with taxable profits of £50,000 or less, paying tax at the standard rate in 1994. As a result of this year's Budget, and the reductions in my previous two Budgets, such companies will now be paying tax at 28 per cent, as compared with 40 per cent in 1994. This is a real reduction of nearly one third in the tax rate for the small and medium sized Irish companies concerned. I recognise the important role that they have to play in our growing economy and I am also aware that this is where most of the new jobs have been created within our society. 

The Government are studying the appropriate corporation tax structure for the longer term, bearing in mind the central importance of the 10 per cent rate for inward investment including the IFSC. I am conscious of the need to clarify this issue at an early date and I would hope to be in a position to make an announcement before too long. 

Employer PRSI 

In the case of Employer PRSI, the threshold below which the 8½ per cent rate applies is being increased from £13,000 to £13,500 per annum or from £250 to £260 per week. The overall ceiling on Employer PRSI will rise from £26,800 to £27,900 per annum. 

Mariners' PRSI 

In order to foster sea-faring employment and to develop a pool of maritime expertise in Ireland, the Government will bring forward in the Social Welfare Bill a special concessionary regime, involving substantial reductions in the rate of employer PRSI applicable to certain seafarers. An ongoing review of the income tax regime for seafarers is taking place but this review is not yet completed. 

New and Expanding Businesses 

As a further measure to assist small business formation, I will be introducing a provision in the Finance Bill to enable firms to claim certain pre-trading expenses in setting up business. Assistance to firms in such start up situations can be crucial to their survival. 

So too is access to capital when firms have reached a certain stage of development. The Government welcome, therefore, the proposed establishment by the Irish Stock Exchange of the Developing Companies Market, or DCM. To help promote its establishment, a number of tax measures will be introduced in the Finance Bill including the extension of BES relief to qualifying firms who obtain a listing on the DCM. I also propose to increase the investment limit for 10 per cent Special Portfolio Investment Accounts by £10,000 which will be targeted specifically at investment in DCM shares for the first 3 years of its existence. Full details are set out in the Principal Features. 

These concessions are made in the expectation that the Stock Exchange and its members will set out, and seek to achieve, specific targets for the number and type of firms to be brought to the DCM and will restrict listing fees in the generality of cases to reasonable levels. 

Rented Residential Accommodation 


I have been reviewing the tax rules applying to the providers of rented residential accommodation in order to improve the supply and quality of such accommodation. As part of this review process, which is not yet fully completed, I have decided to make improvements in the tax rules applying to this sector. In particular I will be making legislative provision to apply the standard capital allowances in respect of wear and tear on fixtures and fittings to this area. Full details are contained in the Principal Features. 

Capital Gains Tax 

In line with the reduction in the standard rate of income tax to 26 per cent, it has also been decided to reduce the 27 per cent rate of capital gains tax which applies to certain shareholdings in small and medium-sized companies to 26 per cent with effect from 6 April 1997. This reduction will also apply to the taxation of life assurance and unit linked investments. 

Capital Acquisitions Tax 

In the last two years I increased the business relief under capital acquisitions tax from a minimum rate of 25 per cent on certain transfers to a flat 75 per cent for property retained in the business for at least ten years after transfer. I have decided to increase this 75 per cent rate to 90 per cent in order to reduce the tax impact on the transfer of a family business. This new rate will also apply to the transfer of agricultural property. The effect of this measure will be to strengthen further small and medium sized companies and ensure their successful development from one generation to the next. Early profit taking and other forms of redistribution will continue to be taxed in the normal way. 

The new rate therefore will be subject to the existing clawback arrangements to ensure that the ten year requirement applies to the full 90 per cent. 

Car Value Threshold 

I propose to increase from £14,000 to £15,000 the car-value threshold used for calculating capital allowances in respect of new cars and allowable expenses for all cars which are used for business purposes. 

Farmer Taxation 

The level of the farmers' flat rate addition, which compensates unregistered farmers for the VAT borne on their inputs, is being increased from 2.8 per cent to 3.3 per cent with effect from 1 March 1997. This is based on the latest information on the level of VAT paid by unregistered farmers. There will be a similar increase in the associated VAT rate for livestock which will also increase to 3.3 per cent from the same date. The cost of this measure in 1997 is £9.3 million and £14.1 million in a full year. 

It is also proposed to introduce for a three year period an improved capital allowance for farm pollution control, and to continue for a further period the existing farming stock reliefs and the special stamp duty relief for transfers of assets to young trained farmers. The details of these reliefs are contained in the Principal Features. The cost of these measures is estimated at £6.2 million in 1997 and £8.5 million in a full year. 

The cost of all the business measures I have announced today is £27 million in 1997 and £100 million in a full year. 

The total impact of the tax changes I have introduced today will be substantial. The value obviously will vary for different categories of individuals, depending upon their circumstances. 

But taken together, this is the biggest tax reduction package in the history of the State. It will benefit the majority of the 1,300,000 people currently at work and it has an annual full year value of over £490 million. 

STRENGTHENING SOCIAL SOLIDARITY


I turn now to the third principle, namely that of strengthening social solidarity. 

Social Welfare and Social Inclusion 

One of the major challenges identified in the new Programme, Partnership 2000, is the reduction of social inequalities and exclusion, especially by cutting long-term unemployment. In order to meet this challenge, this Government agreed to commit additional expenditure of up to £525 million over the next three years on an action programme for social inclusion and equality. 

The measures I am announcing today will not only reflect this commitment in regard to social inclusion but will also improve the position of all social welfare beneficiaries and other categories and enhance the work-friendly features of the social welfare system. 

Weekly Welfare Payments 

I am providing for increases of £3 a week in all personal social welfare payments and of £1.50 a week in adult dependant allowances from mid-June next. These increases are about 4 per cent or twice the rate of inflation and reflect substantial progress towards meeting the commitment in Partnership 2000 to implement, before the end of the Partnership, the minimum rates recommended by the Commission on Social Welfare. By next June, almost all rates will be at 98 per cent of the Commission on Social Welfare target rate or above it. 

Child Benefit 

I am continuing the policy pursued in recent years of increasing Child Benefit rates significantly. In this Budget, I am providing for an increase of £1 per month for first and second children, and an increase of £5 for third and subsequent children with effect from next September. The new rates will be £30 per month for each of the first two children and £39 for the third and other children. 

A mother with three children will therefore get £99 a month or £23 per week while a mother with four children will get £138 a month or £32 per week tax free for her children compared with £90 per month or just under £21 per week three years ago. This amounts to a 50 per cent increase which is of direct and real value to mothers and children throughout this country, particularly large families. 

Family Income Supplement


Family Income Supplement, which is a support paid to families in low paid employment, has been identified in Partnership 2000 as a priority measure to enhance the reward from work by increasing the net return to families with children. Partnership 2000 contains a commitment to adjust the way it is calculated from a gross income to a net income basis during the lifetime of the Partnership. As a first step towards fulfilling this commitment, I am proposing that, from June this year, Family Income Supplement will 

be calculated on a basis net of PRSI contributions and the Health and Employment levies. In addition, I propose to increase the current income thresholds by £10 per week. These changes will increase the payments to those currently in receipt of Family Income Supplement by a minimum of £6 per week for most people and will increase the take up of this scheme. 

Back to Work Allowance Scheme 

As stated in Partnership 2000, the most effective strategy for achieving greater social inclusion is one which focuses on increasing employment. As part of the measures in this Budget to fulfil the commitments to combat unemployment under this Programme, the Government have decided to increase the numbers on the Back to Work Allowance Scheme. This Scheme allows the long-term unemployed to take up employment or self-employment while retaining a substantial portion of their social welfare payments and associated secondary benefits for up to three years. Because of the success of this scheme, the Government have decided to provide for an increase in the number of participants from 17,000 to 22,000 during 1997. Of this increase, 1,000 places will be allocated to people on Disability Allowance thereby facilitating their integration into mainstream employment. The support structures associated with the Scheme are also being enhanced. 

Adult Dependant Allowance 

I now turn to a measure designed to alleviate a particularly severe poverty and unemployment trap. At present, if the dependent spouse of someone in receipt of a social welfare payment earns more than £60 per week, no Adult Dependant Allowance is payable. Many such spouses are deterred from seeking employment of a substantial nature or from working additional hours because this would result in a substantial fall in net family income. 

In order to address the severity of this trap, the Government have decided to introduce, with effect from next October, a tapering arrangement in regard to the retention of the Adult Dependant Allowance element under certain schemes. The Adult Dependant Allowance will be retained on a phased basis as the spouse's weekly income increases from £60 to £90. 

Miscellaneous Improvements


In addition to the measures which I have just announced, I am providing for other improvements in the social welfare system which are targeted at particular groups. The main changes are as follows: 

- In relation to the Carer's Allowance, an additional 50 per cent is being paid to persons caring for more than one incapacitated person, while the full-time care requirement is being relaxed to allow attendance at rehabilitation, training and day-care centres on a limited basis; 

- £2 million is being provided for renewing the scheme of grants aimed at improving the security of elderly people; 

- An additional £2 million is being given in grants for community and voluntary service, including increased resources for the National Social Service Board and the Combat Poverty Agency; 

- Those in residential care on a part-time basis will be entitled to half-rate Disability Allowance ; 

- In relation to Maternity Benefit and Adoptive Benefit, the minimum rate is being increased to £82.30 and both these benefits are being extended to the self-employed; 

- In relation to Treatment Benefit, the income limit is being abolished and dependent spouses who take up employment are being allowed to retain entitlement until qualified in their own right; 

- In completing the process of Equal Treatment for social welfare recipients, a widower's non-contributory pension is being introduced and Equal Treatment in Occupational Injuries Benefit for widowers is being applied; 

- More generous capital assessment provisions in regard to some non-contributory schemes, including old age pension, are being applied; 

- The minimum yearly average Social Insurance contributions needed to qualify for a pro-rata old age pension is being reduced from 20 to 10 provided that the claimant has 260 paid contributions; 

- The qualifying conditions for Free Electricity and Free Telephone Rental Allowance are being streamlined; 

- The rules for payment of arrears on foot of late claims are being eased; and 

- Finally, in order to improve the arrangements applying to casual workers, Social Insurance contributions paid after 6 months of unemployment onwards will be reckonable for requalification for Unemployment Benefit. 

Health


An additional £25 million for health services development is being provided in this Budget. This includes £10 million, in addition to the extra £2 million already provided in the published Estimates, towards enhancing further our services to people with mental handicap. A sum of £6 million will be allocated toward the implementation of the Minister for Health's recently announced cancer treatment strategy. An additional £5 million will be provided to develop further our childcare services. And finally, the hospital waiting lists initiative will be continued this year, for which a further £4 million will be allocated, bringing the total in 1997 to £8 million. 

People with Disabilities 

For too many years, Irish people with disabilities, and their families, were either ignored or forgotten. The Report of the Commission on the Status of People with Disabilities, which was requested by the Minister for Equality and Law Reform, at last opens the door to the way forward. 

In order to help the important work in this area, I am allocating an additional £500,000. 

Total Cost of Social Welfare and Health Package 

The total cost of the social welfare and health package which I have announced is £139 million this year and £245 million in a full year. Nearly £600 million has been provided in full year terms in the last three Budgets for social welfare improvements. 

Sport 

The role of sport in the health and life of the nation has always been important. Many outstanding sportswomen and sportsmen have inspired us all with their achievements. It is important that we make the best use of the existing facilities throughout the country, so as to enable all of our people to have access to the sports arenas and resources which they need. 

The report of the Sports Strategy Group, which was established by this Government, is due to be completed shortly. I am allocating an additional sum in 1997 of £1.6 million to enable their recommendations to begin to be implemented over the next three years. 

Modernising Access to our Laws


The Irish Statute Book, comprising all the laws enacted by the Oireachtas over the last 75 years, now runs to over 35,000 pages and occupies about 4.5 metres of shelf space. The conversion of the whole statute book to an electronic format would allow all the laws of the State to be stored on a single standard size CD-ROM disk, portable and instantly searchable by modern electronic search techniques. 

Extensive work has been carried out on a project to achieve this and it is now ready to go for tender and implementation. 

The project represents a recognition by the State of its obligations to make the laws, including the statutory instruments, as accessible as possible, not just to the legal profession, but to the public as well. The project also is a good investment by the State, where one of the primary requirements of incoming investors is ready access to all legislation, including financial, in electronic format. 

I am allocating a sum of £750,000 this year to enable the first phase of this project to commence. 

The James Joyce Centre 

This year is the 75th anniversary of the publication in Paris of Ulysses. This famous literary work celebrates the diversity of Dublin during the course of one day, Bloomsday, 16th June, 1904. Being familiar with James Joyce's definitive work, you may know that a central character Leopold Bloom was also involved in constructing a Budget. His careful Budget for Bloomsday included the following: 

lunch - 7 pence 

a copy of the 'Freeman's Journal' - 1 penny 

a postal order and stamp - 2 shillings and 8 pence 

banbury cakes - 1 penny 

bath and gratification - 1 shilling and 6 pence 

The total for the entire day's expenditure came to the enormous sum of 2 pounds, 19 shillings and 3 pence! 

In recognition of Joyce's tremendous contribution to the world of literature and in particular to mark this anniversary, I am allocating £100,000 to the James Joyce Centre in Dublin to secure the future of this literary heritage centre for generations to come. 

Local Authority Expenditure


Last month, the Minister for the Environment announced a radical reform of our local government system. His proposals, which I strongly supported, include a new system for the financing of local government. The new funding system involves the abolition of local authority charges to domestic consumers for water and sewerage facilities. In fairness to those who paid their charges, the local authorities will of course continue to collect outstanding service charge arrears. I should mention here that I am making no change in the tax relief for service charges this year. 

The proposals also involve the assignment of motor tax revenue to local authorities, partly offset by the abolition of the Rates Support Grant. For 1997, there will be transitional arrangements, with part of the motor tax revenue being transferred and a reduction of £98 million in the allocation for the Rate Support Grant in the Abridged Estimates Volume, a provision which was calculated on the basis of the previous funding arrangements. This is a technical change; it does not affect local authority spending. Local authorities will receive in 1997 at least the same amount through Motor Vehicle Duties and the reduced Rate Support Grant as they would have got with the original Grant. 

The cost to the Exchequer in 1997 will be £60.5 million. Details of the effects on the position of local authorities and the Exchequer are given in the Principal Features. 

Total Cost of Current and Capital Expenditure Measures 

The Abridged Estimates Volume provided for Gross Current Supply spending of £12,874 million this year. The gross cost in 1997 of the current expenditure increases I have announced is a little under £200 million. Taking account of these and other changes, in particular the change in the arrangements for funding local authorities, the revised 1997 spending total is £12,950 million. 

I announced a post-Budget target for Gross Current Supply Services of £13,014 million when publishing the Abridged Estimates Volume last month. The principal changes to this figure are an additional £24 million pay costs and the reduction of £98 million in the Rate Support Grant which I referred to earlier. 

The capital measures have a gross cost of about £12.8 million, which is mainly offset by savings. The net impact of the capital adjustments, which are also summarised in the Principal Features, is that 1997 spending is now £2.4 million above the target of £1,574 million which I announced last month. 

OTHER ITEMS


I turn now to revenue raising measures. 

Tax Changes 

Excises 

With effect from midnight tonight, I propose to increase petrol and diesel excises by a VAT-inclusive 1½p per litre for diesel and unleaded petrol, 2p per litre for super-unleaded and 2½p per litre for leaded petrol. I also propose to increase tobacco excises by 7 pence per 20 cigarettes, including VAT, and pro rata for other tobacco products, also from midnight tonight. This will raise £52 million in 1997 and £57 million in a full year and add an estimated 0.2 per cent to the CPI in 1997, bringing the post-Budget CPI forecast to 2.2 per cent. 

Environmental Tax Policy 

Last year I announced that my Department, in conjunction with other relevant Departments and Agencies, would establish a special group to examine the strategic impact of taxation on environmental policy for the 1997 Budget. I have already announced one measure in the farming area for pollution control, while the proposed excise duty increases on petrol and diesel take account of environmental considerations. The extension of the £1,000 VRT refund scheme for scrapping 10 year old cars to 31 December 1997, which was given effect to last month, also has clear environmental advantages. 

The issue of environmental tax policy is one of growing relevance and importance worldwide. The EU Commission will be bringing forward proposals to apply a framework for an energy tax regime across the Community. For that reason I will be asking the group to continue its work with a view to a complete examination of possible initiatives which might be taken up in subsequent Budgets. 

Residential Property Tax and Stamp Duty 

The Government announced last month the abolition of Residential Property Tax from 5 April 1997. This has a full year cost of £16 million. As with arrears of local authority service charges, the Revenue Commissioners will continue to collect outstanding Residential Property Tax. 

At the same time, it was announced that, in order to recoup this loss in revenue, the existing 6 per cent stamp duty on transfers of certain residential property valued in excess of £150,000 would be increased to 9 per cent with effect from midnight tonight, subject to certain transitional provisions. 

The Financial Resolution to be moved later sets out the full details of the application of the new 9 per cent rate of stamp duty and the definition of residential property for the purpose of this new rate. The Financial Resolution provides for a number of intermediate rates to increase the duty from 6 per cent to 9 per cent. These are 7 per cent for relevant property valued between £150,000 and £160,000 and 8 per cent for property valued between £160,000 and £170,000, with the 9 per cent rate applying thereafter. This stamp duty increase will raise £13.5 million in a full year. 

Dublin Docklands 

Last year I announced the establishment of a Task Force which would lead to a Master Plan for the regeneration of the Dublin Docklands. I am pleased to say that great progress has been made in achieving what I set out to do. 

The legislation to establish the new Docklands Authority has passed second stage and should be enacted by March. The preparation of the Master Plan by the multi-disciplinary team of consultants is on target and will be completed by 31 March. I intend to facilitate the implementation of the Master Plan with a range of selective tax reliefs based upon the recommendations which will be set out in the report of the consultants. This project will transform the heart of Dublin over the next fifteen years providing new jobs, homes and amenities for the next generation of Dubliners. 

IFSC


The International Financial Services Centre will be 10 years old this year. The Centre has been a remarkable success by any standards, and I will be including certain measures in this year's Finance Bill to help ensure that it continues to expand and provide more jobs for our young school leavers and graduates well into the next century. The Custom House Docks Development Authority which has provided the infrastructure for the Centre will be subsumed into the new Docklands Authority when it is established. 

Valuation Office and Ordnance Survey 

The Valuation Office is a great national resource providing a specialised expertise vital to public administration which has largely gone unrecognised. That Office has endured, for far too long, an archaic system dating back 150 years which is completely out of date. Work has now been completed on the Heads of the Valuation Bill which will totally modernise this valuable agency's operations. I hope, with Government approval, to publish the Bill later this year. 

I am giving serious consideration to the establishment of an Interim Board to oversee the transition of the Ordnance Survey to independent status. A new form of organisation could well strengthen the commercial focus of the Survey. 

Multi-Annual Budget Projections and Strategy 

In last year's Budget, I announced my intention of moving to a multi-annual budget presentation this year. 

This new presentation of the budget allows the Government to examine policy changes on spending and taxation in a more systematic way in the light of their future impact. 

As part of this process, I am publishing today projections for the main economic and budgetary aggregates for 1998 and 1999 as well as for 1997. These projections are given in "Economic Background to the Budget" and further details of the budgetary projections are set out in the Principal Features. They take account of the full year cost of the 1997 budgetary measures announced today. They also include the cost in 1998 and 1999 of maintaining the existing level of services and take account of the pay, tax and social inclusion commitments envisaged in Partnership 2000, including in particular: 

* tax reductions of £1 billion on a full-year cost basis representing real reductions (on average) of over 0.5 per cent of GDP per year; and 

* an action programme for social inclusion and equality involving expenditure of £525 million. 

A major start has been made today in implementing these Partnership 2000 commitments in this 1997 Budget. In preparing the multi-annual projections for 1998 and 1999, it has of course been necessary to make some working assumptions as to how the balance of these tax and social inclusion measures could be spread over the subsequent two years. 


The multi-annual projections are based on a forecast that GNP growth will be about 5½ per cent in 1997 and average 4½ per cent in 1998 and 1999. It is also projected that employment growth will average about 38,000 per year over the three years 1997-99. Inflation is expected to be moderate at just over 2 per cent per year over the period. 

Based on these assumptions, the underlying General Government Deficit is projected at 1.2 per cent of GDP in 1998 and 0.9 per cent of GDP in 1999. 

However, recent experience shows that we should budget for the unexpected. I think it is prudent when making plans over several years, to provide a reserve against factors outside the control of the Government that may impact on the Budget but which cannot be foreseen at this stage. Examples are variability in tax buoyancy and exceptional costs across all areas of public expenditure. While such variations are likely to be both positive and negative, it is appropriate to allow in the projections for a modest negative net impact on the EBR and GGD. 

I have therefore made a net provision against all budgetary contingencies of £175 million in 1998 and £325 million in 1999. This would increase the projected General Government Deficit to 1.5 per cent of GDP in both 1998 and 1999. 

In framing the medium-term target set out in Partnership 2000 of keeping the GGD in 1999 to no more than 1.5 per cent of GDP, the Government were mindful not only of the need to keep the Debt/GDP ratio on a progressive downward path, thereby increasing overall budgetary flexibility, but also of two important factors bearing on the future budgetary position: 

(1) Economic and Monetary Union (or EMU) which will provide for the Single Currency (to be known as the Euro), will commence on the first of January 1999. Ireland intends to continue to meet the conditions of entry into EMU. We are obliged, under the Maastricht Treaty, to avoid an 'excessive deficit'. This was further reinforced with the adoption of the Stability and Growth Pact at the Dublin European Council. This means that we must make provision in our future budgetary planning to maintain sufficient headroom to deal with the impact of economic shocks without exceeding the 3 per cent ceiling on the deficit. 

(2) There is uncertainty regarding the level of EU Structural and Cohesion Funding after the current Financial Perspective expires in 1999. The Government will, in the forthcoming negotiations, argue that Ireland needs continuing substantial support. We will point to our recent economic progress as evidence of our effective use of EU funds. However, it is only prudent to recognise that there is no assurance that EU funding will continue indefinitely at present rates. 

Because of factors such as these, the Government have adopted a strategy that will keep our General Government Deficit at no more than half of the 3 per cent Maastricht ceiling by 1999. 

Public Expenditure Reviews


Constraining the growth of public expenditure will be central to achieving the Government's medium-term budgetary goals. To date, we have not been as effective in this area as we would wish. It is essential that we improve our performance. 

One step in that connection will be the wide-ranging programme of financial management reforms set out in "Delivering Better Government". The objective of these reforms is to underline the primary responsibility of spending Departments for managing their expenditure programmes within settled allocations and to take accountability for the results achieved. A key element of the new system will be agreements between the Department of Finance and spending Departments on a rolling programme of expenditure reviews under which the objectives and the rationale for the continuation of all major departmental spending programmes will be subjected to systematic evaluation over a period of three years or so. This process will begin this year. 

It is also my intention to reflect on how the relationship between my Department and the spending Departments should develop in the context of a devolved, medium-term approach to expenditure management, the main aim being to improve the effectiveness of overall control over Government spending. 

Pre-Budget Submissions 

Last year I announced a change in the forum for presentation of pre-Budget submissions from various organisations and representative bodies. The new forum for the presentation and hearing of these submissions was the Finance and General Affairs Committee of the Oireachtas under the chairmanship of Deputy Jim Mitchell. 

This new arrangement has worked well in its first year. One hundred and seven submissions were received. Twenty one groups appeared before the Committee and a comprehensive report was submitted by the Committee which helped to shape and form this Budget. In the process, the various organisations who presented themselves to the Committee had an opportunity to advance their case. In turn, the members of the Committee could probe and evaluate the various proposals and clarify why any particular group's proposal should benefit from a specific tax or budgetary consideration. 

The entire process has improved the democratic accountability of the Budget preparation system. I am indebted to the work of the various groups and the members of the Committee. 

I am therefore proposing that the same process should operate this year in time for the next Budget. 

Timing of the 1998 Budget


This brings me to the date of the 1998 Budget. Last year I announced that, in future, the budget formulation would be brought forward by about two months. In effect, the Budget for 1998 will be prepared and presented to the Dáil well before the end of November this year. This in turn will advance the timing of the annual Estimates campaign. 

This will improve the efficiency of our budgetary practices. It will also enable subsidiary organisations to be informed of their exact budgetary allocation, before the commencement of the calendar year. At present, such organisations can be as much as three months into the year before they know the total amount of their allocations for the year. This is unsatisfactory as it does not enable proper budgetary planning. That is why it is now being changed. 

Progress Made 1995-97 

I have now completed my third Budget. It is useful to stand back and look at what progress has been made taking these three Budgets into consideration. Sometimes it can be difficult for individual citizens to appreciate fully the changes that have taken place. So let me give some illustrative examples. 

* First, take the case of a family of parents and three children with one spouse working at around the average industrial wage. Taking account of the pay increases in the last two years and those for 1997 envisaged in Partnership 2000 together with the income tax, PRSI and child benefit changes in my three Budgets, such a family will be better off in terms of take home pay by about £32.50 per week, an increase of about 15 per cent or 8 per cent in real terms. 

* Second, take the case of a family of parents with two children both over 18 and in full-time third level education, again with one spouse earning say twice the average industrial wage. Their annual disposable income will have risen by about £2,350 as a result of pay increases and the tax and PRSI changes in my three Budgets, even after taking account of the standard rating of certain discretionary reliefs. This represents an increase of 13.5 per cent or over 6.5 per cent in real terms. They will also gain by say a further £3,000 per year as a result of the abolition of undergraduate third level education fees. 

* Third an elderly person will be £7 a week better off from the increases of almost 10 per cent in the old age contributory pension in my three Budgets. 

* In addition nearly 25,000 car owners throughout the community have benefitted so far to the tune of £1,000 each from the scrappage scheme for cars at least ten years old which I introduced in my first Budget and recently renewed for a further year to 31 December next. The take-up on this scheme has been more than 1,000 per month. 

Inevitably these examples are a snapshot - as all such examples must be. But there is no doubt that as a result of our three Budgets, the standard of living for many people has been dramatically improved. 

However, not everyone has benefited in the same way. There are still too many people who are long term unemployed. There are some people who are excluded from the gains which this society has made in the last few years. We cannot move forward as a nation unless and until all of our people move together. That is why this Government are committing so much of our resources to promoting social solidarity. 

CONCLUSION 

The world is now changing rapidly and we must adapt to that change as well. We are very much a part of the change within Europe, as our successful Presidency of the European Union has just demonstrated. We must both move with it and shape it in the coming years. 

Partnership 2000 is a programme to accommodate change and growth which will take us to the start of the next century. But we need to look further ahead in order to manage the present and secure our future. Our success in recent years gives us the experience and the courage to embrace the future with confidence. 

In my first Budget two years ago, I set out five goals which this country could aspire to and plan to achieve by the year 2010. They were the following. Ireland could: 

* have the average per capita income of the European Union; 

* provide full employment for those seeking work; 

* have the best managed and best preserved environment in the European Union; 

* possess the most effective public administration in the European Union; and 

* be perceived outside of Europe as the best place in which to invest and do business within Europe. 

Since 1994 we have made good progress towards all of these goals.


- First, this nation is becoming richer. Real wealth is being created by our continuous economic growth which has been four times higher than the European average. In fact, if we achieve the progress which I have set out in this Budget over the next three years, then, we will, by the end of the new programme, Partnership 2000, be very close to the EU average per capita income. 

- Second, employment has grown by 100,000, but of course we still have too many people unemployed. However, for the first time in our modern history we are seeing a sustained net increase in jobs, net emigration has stopped, and some people are coming home. We have more to do, but we are doing it better now than ever before. 

- Third, our environment continues to present a real challenge as we grow and prosper, but policies are now being put in place which will protect and enhance it through to the next century. 

- Fourth, the Strategic Management Initiative provides the basis for the transformation of our Public Administration system. It may take time to do it but I am determined to push ahead on this front. 

- Fifth, last year, the IDA found that Ireland was the number one location for US investment seeking to locate within Europe. 

The challenges which we will face in the future may be greater than those which we have overcome in the past. But today we are much better placed to meet those challenges. 

This Budget lays the foundation for continuing, strong, non-inflationary growth until the beginning of the next century. It demonstrates clearly our commitment to social solidarity and the elimination of inequality and poverty. 

It makes a clear statement of our economic and fiscal goals over the next three years. As a result, it will enable us to qualify to participate in EMU from the beginning. 

The tax changes which it contains will encourage both personal and corporate initiative and so strengthen our economy and our society. 

The celebration of success should in no way be confused with the contentment of complacency. We have much more to do, and we are going on together to complete our task.

Seventy five years ago, our nation established a new fledgling State, leaving the strength and wealth of a powerful country, to pursue a destiny and a vision of its own. We are today the inheritors of that vision. 

This Budget will, when implemented in full, bring us closer to achieving that vision. 

I commend it to this House. 


For information or problems on these pages contact : webmaster@finance.irlgov.ie
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