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Employment is at an all-time high
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Corporation tax keeping Ireland in surplus
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A de-anchored policy has risks
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Ireland needs
to chart a
more strategic
course

Sustainable

Ireland has never had as high a
share of those in their prime
working years at work.

Wages have started fo rise faster
than prices, helping consumers.

Phenomenal levels of excess
corporation tax receipts, nearly

€16 billion every year, are keeping
Ireland in surplus.

Injecting these receipts info a strong
economy is risky.

These receipts may well increase,

but they remain high risk. Just three
companies account for most of the
windfalls.

A key risk for Ireland is that budget
policy has become de-anchored.
Awash with resources, spending has
increased rapidly.

If this pattern continued and
windfalls dried up, it would set
Ireland’s public debt on a steep
upward path. Rising ageing
pressures would make this difficult to
reverse.
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ummary

Ireland’s new government can reasonably expect steady
growth and substantial tax receipts. Alltime records in
employment rates and soaring tax receipts are not expected to
unwind any time soon.

Extraordinary corporation tax receipts are keeping the public
finances in surplus. The Government is benefiting from a
handful of foreign multinationals paying phenomenal amounts
of corporation tax here. These receipts could well grow further,
with the ending of certain tox allowances and a rise in the
effective rate boosting receipts. Without these, the rapid
spending increases in recent years would have led fo Ireland
running larger deficits.

Corporation tax receipts could grow further but are high risk.
A hit related fo just two or three firms could substantially reduce
these receipts. This could spill over into high-pay, high-tax jobs
in the same sectors and could come at the same time as a
wider recession. The bulk of receipts come from just two sectors
— pharma and tech — so that factors affecting a few big
companies may affect others.

The real danger is that budget policy has lost its anchor. Public
spending, net of tax cuts, looks set to rise by more than 6% in
2024 and 2025 even when adjusted for inflation. This is
double the upper estimates of Ireland’s sustainable growth rate.
A temptation will be to divert more corporation tax receipts
towards further spending increases or tax cuts. In an already
strong economy, this could mean further overspends, bad value
for money, and delays. If budgets out to 2030 continue in this
fashion and windfalls dry up, this would set debt on a much
riskier course. This would be painful fo reverse, particularly as
pressures from an ageing population mount.

Now is the time to plan seriously. The Government should:

1) set out a sustainable rule it will sfick to, curbing pressures
and avoiding needless job losses in the next recession.

2) realistically plan for health, housing, and climate challenges.
3) treat its exceptional corporation fax receipts more like
Norway freafs its oil — as a high-risk, finite resource.



Key indicators

% modified Gross National Income (GNI*| unless otherwise stated
2024 2025 2026 2027 2028 2029 2030

Economy

Real GNI* growth 4.9 2.6 2.8 2.5 2.3 2.2 2.2
Nominal GNI* growth 8.1 5.3 5.3 5.0 4.9 4.5 4.5
Nominal GNI*, € billions 3144 331.0 348.6 366.1 3840 401.3 419.6
Price inflation, year-on-year change 1.7 1.9 2.0 2.0 2.0 2.0 2.0
Public finances

Budget balance 7.5 2.9 2.4 1.9 2.7 2.6 2.5
Budget balance excl. excess corporation tax 2 2.0 1.7 2.0 -1.9 1.8 -1.9 2.1
Structural budget balance 2 2.8 -3.5 -3.5 3.1 2.7 2.3 1.9
Budget balance (€ billions) 23.7 Q7 8.3 7.1 10.3 10.5 104
Excess corporation tax (€ billions) ? 30.0 154 15.3 14.2 17.2 18.1 19.0
Budget balance excl. excess corporation tax (€ billions) 6.3 5.7 7.0 7.1 6.9 7.6 8.6
Structural budget balance (€ billions) 7.8 -10.3 -10.9 -10.1 9.2 8.4 7.3
Revenue 474 42,6 422 418 426 427 425
Revenue excl. excess corporation tax 378 379 379 379  38.1 382 379
Expenditure 399 397 399 398 399 40.1 400
Net debt ratio 529 467 432 407 377 350 323
Net debt (€ billion) 1663 1546 1506 1490 1448 1405 1355




1. The economic
backdrop

The economy is performing strongly

The Irish economy is in a strong position. Energy prices are
falling, wages are rising, and there has never been such a
high proportion of people at work. However, prices remain
high, and there are risks that domestic prices, including rents,
could confinue rising at a relatively brisk pace.

Economic activity is strong

The broadest measure of Ireland’s domestic economy is
modified Gross National Income (GNI*)." This shows the
economy grew by 5% last year — faster than normal rates.”

This fast growth means economic activity has risen above the
frend it was on before the pandemic (Figure N° 1). There are
reasonable doubts as to whether this higher path will be
sustained. It might be explained by a larger population. But
recent inward migration could yet prove cyclical and/or
reverse if geopolitical tensions ease. Another explanation
might be that participation and productivity have been




boosted by remote working. Again, it seems premature to say
this is permanent.

The economy is well above trend levels of activity
Real GNI*, € billions
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Within domestic activity, consumer spending may be
performing more robustly than appears. Official estimates from
the Cenfral Stafistics Office (CSO) suggest growth in consumer
spending, adjusted for inflation, was 1.3% compared to the
same period of last year. However, other sources suggest it
has grown far more strongly. Data on Value Added Tax (VAT)
and estimates based on bank card transactions (Carroll,

2024 both suggest much stronger growth in recent months.
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Consumer spending is potentially much stronger
Real, % change y/y
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Construction is struggling to ramp up

While consumer spending has recovered strongly, construction
investment has been sluggish. This reflects a falloff in office
development, and difficulties ramping up homebuilding.

Ireland’s jobs market has never been tighter

Ireland’s jobs market remains extremely tight. The ages 25-54
are offen considered people's prime work years. On this
basis, there has never been a greater share of people
working in Ireland’s history (Figure N° 3).

Since the pandemic, there has been a steep rise in those

working or seeking work. The flexibiliies of remote working
and the rising cost of living may both have played a role in
boosting the number of people inferested in seeking work.*

3 This effect appears to be more pronounced for females. Between Q1 2019 and Q3 2024, female
employment rates for ages 25-54 rose from 74% to 80%, whereas male employment rates had risen
from 86% to 90%. Over a similar timeframe, those who report “usually working from home” has
increased from 7.5% of employment in 2019 to 20.6% in 2023.
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- Employment is at an all-time high
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Sources: CSO, AMECO and ESRI data. Get the data.

Employment has grown by 18% since 2019.* These increases
have been spread across three broad categories. The largest
increases are in jobs areas that are predominantly supported
by state funding: accounting for 40% of employment
increases. High productivity sectors, like information and
communications fechnology and professional services, account
for just over a third of employment increases. This is despite
this sector only accounting for 21% of employment in 2019.
Other sectors (such as Industry and construction) account for
about a quarter of employment growth and have experienced
the slowest pace of growth since 2019.

Falling energy prices mask underlying pressures

With so many at work, upward pressure on prices and wages
is fo be expected. Headline measures of inflation have fallen
as international energy prices have dropped.

The main driver of rising prices at the moment is domestic
prices (Figure N° 4). This includes areas like rent, restaurants
and cafés

4 This equates to an increase of 427,000 in employment.
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Inflation driven by domestic pressures as energy prices fall

% change year-on-year and percentage point contributions
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The Government has added fo these price pressures. Pumping
money info an economy already performing strongly is always
likely to increase inflation. Central Bank research (Conefrey,
Hickey, lozej, & Mclnemey, 2024) suggests that prices could
be 1.9% higher in 2025 due to the Government breaking the
National Spending Rule. This equates to an additional
€1,000 on a typical household's yearly outgoings.”

Wages are also now rising quickly. In 2023, hourly wages
rose by 9.2%. While growth moderated in the first half of
2024 (6%), this is still a rapid pace of wage growth.®

Part of recent increase in wages is a catch up fo high prices.
All the ground lost in 2022 has now been made up when
adjusting for the composition of employment and for prices.
Average real wages are actually above their pre-pandemic
frend on average. They are 11.7% above 2019 levels (Figure

N° 5).

> This esfimate uses average weekly household spending data from the 2022,/2023 Household
Budget Survey, implying an average annual spend of €52,500, together with the estimated
cumulafive price impact of breaching the National Spending Rule out to 2025.

© This esfimate of wage growth is derived from compensation of employees from the Quarterly
National Accounts. This is then divided by the actual hours worked series from the Labour Force
Survey. Survey data such as the Eamings Hours and Employment Costs Survey ([EHECS) shows more
modest growth in hourly eamings (4-5%).
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Real wages now above pre-pandemic trend
Real hourly wages, Index: 2014=100
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Risks

There are other macroeconomic risks facing Ireland in the
coming years.

One such risk is procyclical policy. Inferest rates are likely to
be cut by the European Central Bank in the near term. Given
the Irish economy is already operating at full capacity, a cut in
interest rates would likely lead to higher prices rather than
higher economic activity.

Inoppropriate fiscal policy could also amplify this affect. There
is a significant risk that fiscal policy becomes excessively
expansionary in the coming years, while the economy is
already performing strongly.

There are some clear downside risks from overseas.
Ceopolitical tensions remain high and an escalation of trade
fensions look likely. Given Ireland’s open economy, these
could have a large impact and potentially lead to a
resurgence of inflation.

The prospect of these frade tensions also creafes more
uncertainty, acfing as a drag on investment, particularly
Foreign Direct Investment.
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2. The public
finances

Corporation tax receipts are bountiful but risky

The public finances look set to continue being boosted by
extraordinary corporation fax receipts and a strong economy.
These receipts may continue, but risks abound.

Ireland’s official budgetary projections are also highly
unrealistic. They ignore obvious pressures in health spending
and the costs associated with the green transition. They also
omit announced plans o spend more exceptional proceeds:
those linked to the sale of bank shares. However, corporation
tax revenues are likely to be higher than projected, potentially
becoming even more concentrated.

Corporation tax is driving the surpluses

Ireland’s extraordinary intake of corporation tax receipts has
continued (Figure N° 6). Even when the Apple case money is
excluded, corporation tax receipts have almost fripled since
2019 and are expected to account for 28% of total tax in

2024. This is twice the average share from 1999 to 2018.



-« Exceptional corporation tax driving surpluses

€ billions, general government balance
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Sources: CSO, Department of Finance, and Fiscal Council workings. Get the data.
Notes: Forecasts as per Budget 2025. Estimates of excess corporation tax are taken from
Budget 2025. 2015-2021 numbers are from Fiscal Council estimates.

Without these exceptional receipts, the government would be
running a deficit of €6.3 billion in 2024. In effect, the surplus
is being produced by a handful of foreign multinationals
based on their worldwide profits.

-~ Corporation tax is incredibly concentrated

€ billions, corporation tax

corporation
tax
15.3
10.0 11.8 11.7 11.6
6.7
4.8
3.3 Topthree
34% i
2019 2020 2021 2022 2023

Sources: CSO, Department of Finance, and Fiscal Council workings.
Notes: Council estimates of windfalls prior to 2022. Get the data.
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The receipts remain highly concentrated. Most of the
"windfall” element, the excess relative to what can be
explained by growth in the domestic economy, is estimated to
be accounted for by just three companies.

The receipts are also subject fo lofs of risks outside of the
government’s control. One such risk is the possibility of U.S.
policy changes leading to less revenues being collected here.
As it stfands, about three-quarters of Ireland’s corporation tax
receipts are from large U.S. multinationals.

Just over one-third of the forecast receipts are sef to be saved
after next year. A risk is that the rest is pumped into an already
strong economy. The Government estimates it will collect €84
billion of windfalls cumulatively between 2026 and 2030. It
plans to sef aside €31 billion in savings funds when spending
out of these funds is accounted for (Figure N° 8).

A better solution would be to save more of these receipts.
Doing so would create a predictable future stream of income
with which to fund ongoing services and supports.

The plan is to save just one-third of the windfalls

€ billions, cumulative windfalls and net transfers
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The underlying picture is weaker

As well as being boosted by exceptional corporation taxes,
the budget balance is benefiting from record numbers of
people af work. This leads fo fewer welfare payments, and far
more faxes on income being collected.
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If even a few companies were fo reduce corporation fox
payments in Ireland, this would have large impacts.

The tax base is being narrowed

One of the features of recent years has been a narrowing of
the tax base. While corporation tax receipts have become
more concentrated, broader taxes like the Universal Social
Charge (USC) have been gradually cut and their bases
narrowed. This frend may confinue.

Underlying revenues are declining

While exceptional levels of corporation tax are keeping
revenues high overall, a very different picture emerges without
these. On this basis, revenue as a share of national income is
at its lowest level since 1980. It is forecast to remain low out

to 2030.

Underlying revenue at lowest rate since 1980

% GNI*, general government revenue
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24
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One area where taxes appear to be narrowing again is
income tax. Income tax and USC are a relatively stable
source of revenues and represent nearly 30% of all faxes. Yet,
the latest estimates from Revenue suggest that the share of
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faxpayers paying any income fax or USC has fallen from
around 70% to 67%. This means one-hird of taxpayers are
exempt. If the pattern of reducing the USC tax take was
continued until it was abolished this would mean that just 62%
of taxpayers would be liable for income tax — a subsfantial
narrowing of the fax base (Figure N° 10).

Income tax may be narrowing again

% of taxpayer units paying income tax or USC

Data on

income If USC

tax were
75% oy abolished

72% 7%  71%
6% 67%
% o 62% 6% oo
° o 57%
2004 2022 2025 est.

Corporation tax may continue to mask
reductions elsewhere

Ireland’s move fo a higher minimum effective tax rate on
certain firms is likely fo lead fo higher corporation tax receipts.
However, this is not reflected in official forecasts.

The official corporation tax forecasts assume a €2 billion
reduction in receipts from 2026. This is based on an outdated
January 2020 estimate which assumes that OECD tax reforms

are imp|ememed in full.

Since then, corporate tax receipts have increased nearly three-

fold, up by €18.6 billion.” Mechanically, with receipts so

7 This compares 2019 figures, the figures available at the time the esfimate was made, with Budget
2025 forecasts for 2024 [excluding the Apple money)
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much larger, these estimates look to be outdated. Furthermore,
as things stand, only one part of the tax reforms—the minimum
effective tax rate—is likely to be implemented. This part is
expected to increase Ireland's revenues, while the other
revenue-reducing part “Pillar 1 is unlikely to be enacted.

Outside of the OECD fax reforms, the exhaustion of capital
allowances may well see corporation tax receipts increase
even further.

Ireland may also benefit from a further revenue upside —the
revenue from large fines issued by the Data Profection
Commission. To date, fines issued exceed €3 billion but these
are subject fo ongoing appeals processes.

Spending has increased at a rapid pace

Government spending has increased at a rapid pace in recent
years, but the official projections suggest this will slow
markedly in the coming years. This looks highly unrealistic,
especially as overruns in 2024 are not budgeted for in 2025.

Government spending back at pre-financial crisis levels

% GNI*, general government expenditure
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Comparing how spending has evolved from 2019 to 2024
lets us look through the pandemic’s temporary effect on
spending. Overall, total government spending has grown by
44% over this period: 8% per year on average. While this is
rapid growth, nominal national income outpaced it at almost
9% per year. As a result, government spending has fallen
slightly as a share of national income. Government spending
as a share of national income is now back fo levels that

would have been seen before the financial crisis. Stripping out

inferest costs, and temporary factors, the series has been
broadly stable at around 40% of GNI*.

Spending has grown faster than prices and the population

Current primary general government spending, index 2019=100
160

2019 2020 2021 2022 2023 2024

A key question is whether the recent increase in spending is
sustainable given the path for revenue? Well, there are
several factors to consider:

First, one reason that spending has not risen faster is due to
falling interest costs. This is mostly outside of the government's
control.

Second, the strong jobs market has kept down welfare costs,
like jobseekers” payments. This has also meant that spending
has not risen faster.

Page 17 of 38


https://www.fiscalcouncil.ie/wp-content/uploads/2024/12/Data-pack-Fiscal-Assessment-Report-December-2024.xlsx

Third, much of this additional spending has been financed by
risky corporation fax receipts, while underlying revenues
appear fo have fallen (see earlier).

Where has the spending risen@ In a structural sense, we can
see that spending has risen in two key areas: health and
public investment. Spending in each of these areas has grown

by about 60% from 2019 to 2024 .°

People may not feel the impact of this extra spending in their
lives. One reason is that much of this additional spending has
been eafen up by price increases and increased demand for
services. If one accounts for price increases and increased
population, government spending has increased by 13% since

2019.7

The budgetary forecasts are not credible

Budget 2025 starts with an expected outturn for 2024
spending that is too low. This makes it highly likely that the
2025 forecasts are also unrealistically low. A similar problem
emerged with Budget 2024 the starting point was too low
leading to overruns, particularly for health spending.

The Government used the Summer Economic Statement 2024
as its starting point for 2025 forecasts. This included €1.9
billion in overruns for 2024, but the overruns are expected to
reach closer to €3.8 billion. '°

This reliance on outdated assumptions means significant
overruns are quite likely next year. They are likely fo exceed
€1 billion, unless major policy changes are made.

8 This calculation assumes that general government investment in 2024 is at the level forecast in
Budget 2025. For current health spending, it is assumed that health spending for the year as a whole
is in line with the year-on year growth so far this year. An adjustment needs to be made fo account for
the fransfer of responsibilities from the Department of Health to the Department of Children, Equality
Disability, Integration and Youth in 2020.

? Several different measures of prices can be used to assess the cost of providing public services.
These range from measures of public secfor wages to the general price level. These measures all point
fo prices increasing by about 20% over this five-year period. The population has increased by almost
9% in the last five years

10 Although 2024 overruns are higher in Budget 2025 than in the Summer Economic Statement, the
official estimated cost of maintaining existing levels of public services in 2025 was reduced from
€3.7 billion to €3.4 billion. This was despite more spending in 2024 than was previously expected.
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2024 saw large overruns that disappear in 2025

€ billions, gross voted expenditure
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One of the biggest changes in policy announced with Budget
2025 was a €3 billion increase in public investment. This
was said fo be funded by the proceeds of AIB share sales.

This is a substantial increase in spending, yet it was not
included in the budgetary figures. It comprised €1.25 billion
for housing, €1 billion for water infrastructure, and €0.75
billion for the electricity grid. This spending should have been
included in the general government expenditure forecasts in

Budget 2025.

Issues highlighted in past Fiscal Assessment Reports remain.
These issues all stem from the approach taken fo forecast
general government figures.

On the spending side, Budget 2025 includes overly
conservative forecasts for growth in intermediate consumption
— the goods and services used as inputs by the public sector
fo provide other services and supports. These are just 1% for
2024 and just 0.7% for 2025. This compares to an annual
average of 8.8% per annum from 2014-2023.
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On the revenue side, there are also unredlistic assumptions for
the non-PRSI part of social contributions. These are projected
to grow sharply by close to 20% in 2025."" Yet it does not
appear to be linked to any policy change or credible
explanation.

With more realistic assumptions for social contribution growth
(9%) and more realistic growth rates for intermediate
consumption (4% in 2024 and 2025), the general
government balance in 2025 would be €1.6 billion (0.5% of
GNI*) worse than currently forecast. Net debt would be 0.6
percenfage points higher at 47.3% of GNI* in 2025.

' Social contributions are made up of 1) PRSI receipts, 2] government employees’ pension
confributions, and 3) employers’ imputed social contributions. In 2025, social contributions are
forecast to grow by 12%. PRSI is forecast to grow by only 9% in 2025, meaning that government
employees pension contributions and employers imputed social contributions combined, are forecast
fo grow by close to 20% in 2025.
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. The stance

Now is the time for a real strategy

When assessing how the government should approach each
Budget, the Council assesses two things. It considers the
economy: whether it needs more or less support overall. And it
considers debt sustainability: the extent to which public debt is
likely to avoid rising in a way that requires sudden sharp
cutbacks.

The economy does not need more stimulus

The economy is already at record rates of employment.
Domestic price pressures have moderated but risk continuing.
Ireland is attracting substantial numbers of workers from

overseas.

These signals all herald an economy that is performing
beyond normal and sustainable levels of activity. In such an
environment, governments should ensure policy does not add
more pressure fo the economy.

However, Budget 2025 once again saw an increase in
spending, net of tax cuts, that was beyond what the Council
considers appropriate. This reflects the fact that Budget 2025
saw a lot of additional and permanent expenditure related to
2024. This was in the form of overspends, particularly in
health, that are likely to carry through to subsequent years.



This does not represent prudent management of the economy
and public finances.

There are two reasons why this approach is inappropriate.
First, it comes at a time when the economy is showing record
employment rates and does not need additional stimulus.
Second, the result is a wider underlying or “structural” deficit.

Using the Council's two approaches to estimate this
underlying position, the deficit appears to have widened. For
2025, it is likely to be close to around 3.5% of GNI*,
equivalent to over €10 billion. This would climb to 3.8% or
over €11 billion if overruns in 2024 carry through fo next
year, rather than disappearing as Budget 2025 assumes.

Larger structural deficits
% of potential GNI*
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|

0.9

D) 2.2
2.8
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8.9
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The expansion can also be seen in tax and spending policies.
The Council's “net policy spending measure” gives a broad
measure of government policy. It shows how much the
government is increasing spending less the impact of tax
policy changes. This measure shows continued fast increases
in recent years (Figure N° 15). The expansion in 2024 is
estimated to be over 8%. If the current spending overruns this

If overruns
carry through
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year carry through to 2025, the pace of expansion could be
over 8% again.

Fast policy expansions

% changes in net policy spending
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These large expansions virtually guarantee that the net
spending rule will continue to be breached in 2024 and
2025. And while the Council argued that breaching the rule
on a temporary and limited basis in previous years was
justified, given high price pressures, the case for this has
lessened as headline inflation rates have fallen.'”

Another way fo highlight the speed of recent budgetary
expansion is by confrolling for inflation. When looking at the
expansions in real terms, allowing for price increases, this
would suggest annual average expansions of the order of

6.2% in 2024 and 2025. This is twice the rafe of upper
estimates of Ireland’s sustainable potential growth rates. '

12 I¥'s worth noting that the Council also advocated for substantial deficits being run during Covid,
despite the costs, given that they would be temporary and would help limit lasting economic damage.
'3 The Department of Finance's research suggests Ireland’s longterm growth rates will average
between 0.5% and 2.5%. This is broadly in line with estimates from others (McQuinn & Whelan,
2018; lrish Fiscal Advisory Council, 2020; OECD, 2023). Recent estimates by FitzGerald (2023)
point to fast growth from 2013 to 2021. However, these growth rates are backward looking and
coincided with a period of rapid job creation as unemployment rates fell from almost 14%.
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The speed is obvious, even allowing for inflation

% changes in real net policy spending

6.1 [ v
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6.3 carry through
5.3
416 4.9
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3.7
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2019 2020 2021 2022 2023 2024 2025
The debt path is encouraging but risks drifting
Ireland’s debt sustainability outlook is better than it has
been in a long time. Based on the official budgetary
forecasts, the debt ratio would have less than a 5% chance
of being above current levels in 2030.
Debt is likely to fall should windfalls remain
% GNI*, net debt ratio
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But this comes with a massive health warning. First, it
assumes that spending is as projected in Budget 2025.
Second, it assumes excess corporation tax receipts remain.

Right now, a risk is that policy has become “de-anchored” —
basically allowed fo drift beyond sustainable expansions. The
official projections assume tax cuts and exira spending will be
balanced — meaning they won't grow faster than the
economy's sustainable growth rate. This would mean
increases of about 5% each year.

Realistically, it is not very believable to say that net spending
growth will be about 5% each year. If the next government
confinues in the vein of recent budgets and grows current
expenditure by about 8% on average each year over the next
five budgets, it would sef net debt on a steeper upward path
(Figure N° 18). Even if policy was fo stabilise at that point,
maintaining spending as a share of GNI* outside of increases
relafed to ageing pressures, the frajectory would see net debt
rising to about 56% of GNI* by 2040. On its own, this is not
a froubling scenario. The question is what happens fo risky
corporation tax receiptse

De-anchoring could pose risks
% GNI*, net debt rafios
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Excess corporation taxes could unwind. This could also push
debt ratios higher than official projections suggest over the
long run. Again, on its own, this risk is not a material concern.
It could be reasonably contained so long as budgets were
sufficiently anchored.

The real risk is that budgets lose their anchor, and that
exceptional corporation fax receipts gradually dry up. If this
happened, debt ratios would drift onfo a steep upward path
that would be more difficult fo reverse, particularly with ageing
pressures continuing to mount. This points to some of the
radical uncertainty that surrounds Ireland’s debt path.

Cracks in the fiscal rules have emerged

Is the risk of a de-anchoring in budgetary policy realistic?
One problem is that Ireland’s fiscal rules have become
more toothless in recent years. In some senses, they may
be giving a false sense of security.

The reformed EU rules focus on a core measure of
spending net of tax changes. However, they rely on GDP
and ignore risks around excess corporation tax receipts. '
This gives a misleading impression of lower debt ratios,
smaller deficits, and limited risks around revenues.
Previously, the rules sef limits for net spending even when
countries were complying with debt and deficit limits.
However, this preventive element is now tamer in the sense
that, so long as Ireland’s public debt remains below 60%
of GDP and deficits within the 3% of GDP limit, it is likely

o face litle external oversight.

The European Commission (2024) recently assessed that
Ireland plans fo break its own limit for net spending growth
in 2025. In Ocfober's Budget, the Department of Finance
forecast a 5.1% increase in net spending for 2025, in line
with the limits set out in its medium-ferm plan.

1% The new EU fiscal rules came info effect this year. Countries set annual limits on how much they can

grow spending. The level of scrutiny at EU level will depend on the size of a country’s debt and deficit

e to GDP. If there are high risks of debt being beyond 60% of GDP or if deficits are wider than

relat

3% of GDP, counfries will typically have fo adjust their fax and spending plans. They will then face
external scrutiny over their progress in relation fo these plans. As Ireland’s GDP levels are artificiolly
inflated by distortions linked fo the activities of a relatively small number of foreign-owned multinational

enterprises, its debt ratios on a GDP basis give an overly benign assessment of its capacity fo service

debt. Substantial injections of corporation tax receipts also continue fo flatter Ireland’s budget balance
and, thus, its debt path, even though there are serious concerns about the reliability of these revenues.
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However, the Department of Finance and the Commission

differ in how they estimate net spending growth. The

Commission assesses that Ireland’s net spending will

increase by 6.6% in 2025. It notes the main differences

reflect its view that some cost-ofliving measures announced

in Budget 2025 will become permanent.

The EU rules: 3% deficit limit and 60% debt limit

Budget Balance, % GDP

6%  4.5%
3% \ 1.4%
0%
3Y e
6%
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Gross debt ratio, % GDP
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41%
.\Bi%
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2024 2030

Budget Balance excl. excess CT, % GNI*

2.0% 2.1%
o~ —o
2024 2030

Gross debt ratio, % GNI*

69%

56%

2024 2030

It is not clear what action, if any, the Commission mighf

take if Ireland breaches its annual spending limits. The next

Govermnment may simply submit a revised mediumerm plan

that raises the limits for net spending, including for 2025.

At the same time, the domestic nef tax and spending rule

has been repeatedly breached since ifs introduction. A net

spending rule may be a sensible one. However, it

previously had no backing in legislation. As such, it was

purely a notional commitment made by the Government.
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This leaves no credible constraint

The reality is that both the new EU fiscal rules and the
domestic rules no longer provide any credible constraint for
Ireland.

The overly benign picture changes when we adopt more
appropriate metrics for Ireland.

First, we use Ireland’s modified measure of national income
— GNI* — as the basis for our assessments. This has a
closer link to things like jobs created and the more reliable
fax revenues. It gives a more accurate picture of Ireland's
debt sustainability. On this measure, the Department of

Finance projects that gross debt will remain above 60% of
GNI* until 2027.

Next, we strip out excess corporation tax receipts from
Ireland’s budget balance. This is the part that is beyond
what can be explained by underlying domestic activity. On
this measure, the Department of Finance estimates deficits

around 2% of GNI* being run out to 2030.

Ireland is one of the least constrained by EU rules
% average annual growth in net primary spending, 2025 to 2028
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The Upshot of the EU fiscal rules not Working for Ireland is a
much looser policy than elsewhere. The purely technical

Malta
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projections set out in lreland’s medium-term plan submitted
fo Europe show average net spending expansions of 5.5%
per annum out fo 2028. This is already the second fasfest
in the EU. If overruns and the spending related to Apple-
and AlB-related money were included, it would likely be
the fastest.

Another area where the rules are failing to work for Ireland is
in terms of the Domestic Budgetary Rule. The Council has a
mandate to monitor and assess compliance with this.' Using
the Council's “Principles-Based Approach”, the structural

balance will be in surplus of the order of 1% of GDP in 2024
and 2025. This would comply with the medium-term

objective. However, there are two problems. First, these
estimates ignore distortions related to GDP and the role
played by excess corporation tax. Excluding all of the excess
corporation fax, the estimates would exceed Ireland’s medium-
ferm objective, falling to structural deficits larger than 2%.
Second, the medium-term objective itself has effectively been
repealed.

Future challenges remain

Ireland has many future challenges. Foremost, is how it
manages an ageing population. The population aged 66
and over is set to almost double over the next 30 years. By
contrast, the working age population is set to remain
broadly stable. As a result, the number of workers for every
pensioner is likely to fall from 3.5 to 3 by 2030 and to
continue falling fowards 2 by 2050. Those in retirement
are also expected fo live longer. Despite, these pressures,
the Government opted not to increase the pension age.

This transformation of the population is rapid by
international standards. It will put pressure on the state to

provide more healthcare, longferm care and pension

15 The Budgetary Rule is deemed to be achieved if the structural balance — a measure of the budget
balance stripping out temporary and cyclical effects — meets a specified target, or is moving towards
it. This target, the medium-erm objective, is set at =0.5% of GDP. The Council uses a “principles-
based approach” to assess it, thus addressing some of the shoricomings with the European
Commission’s approach. For instance, it uses more appropriate measures of potential output for
Ireland and more recent forecasts to estimate the structural balance.
16 Part 1 of the Fiscal Responsibility Act 2012 defines the medium-term budgetary objective at the
core of Ireland’s Budgetary Rule as the “objective required by the 1997 surveillance and coordination
Regulation”. However, this EU regulation was repealed earlier this year (see Article 37)
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payments. It will also mean slower growth in the economy
and hence in tax revenues. Under existing policies, this will
push up Ireland’s debt ratio.

Action sooner rather than later will ultimately be less costly.
Research by the Fiscal Council has shown that acting
sooner fo manage ageing challenges would cost less than
40% of what it would if acfions were delayed (Irish Fiscal

Advisory Council, 2020)."”

Population to age rapidly

Ratio workers to pensioners (fotal employment relafive to population aged 66+)

6

5.0
4 3.5
2.6
2.0
y)
0
1998 2024 2050

The Government was right to have set up the Future Ireland
Fund to save corporation tax windfalls with a view fo
meeting ageing costs in future. It is also right to have set
out gradual increases in Pay Related Social

Insurance (PRSI}, having opted against increasing the

pension age.

On their own, these measures will still not fu||y offset costs
associated with ageing. However, they are an important
part of the solution to dealing with these costs, which will
fall much more heavily on the next generation of taxpayers.

17 This assumed governments would reduce spending or raise fax revenues to address ageing

pressures before 2035. The delayed scenario assumed they waited until after 2035.
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For instance, modelling by the Council suggests that the
Future Ireland Fund could make a substantial dent in
ageing costs, covering more than half of the rise in annual
spending associated with ageing between 2023 and
2041 and a quarter by 2050.'¢

The second largest budgetfary challenge Ireland faces after
ageing is the climate transition.

The Council estimates that reasonably manageable
spending increases will be required to achieve the
fransition. These are of the order of 0.6% of GNI* per
annum or €2 billion in today's money — about one-eighth

of the capital budget planned for 2025.

A bigger challenge will be to replace the taxes likely to fall
away as people shift to greener transport and energy.
Today's fax system would raise far less money in a future
where electric vehicles and renewable energy become the
norm. Replacing these taxes would not represent an
increase in effective taxation. But it does require careful
planning. The Council estimates that, if today’s tax system
was left unchanged, the fall in annual revenues could rise
to 1.6% of GNI*or €5 billion in today’s money. This is

almost as much as the USC raises.

The climate transition raises challenges, but doing nothing
has substantial costs. If Ireland fails to reduce its emissions,
as it currently looks set to by a wide margin, it may have fo
fransfer large amounts of money fo neighbouring countries.
This would be in the form of the government being required
to purchase sfatistical transfers or credits — basically
overperformances in other countries. A recent report by T&E
(2024) suggests Ireland’s costs could be between €1.7
and €9.6 billion by 2030. However, these estimates
assume Ireland follows through on measures that it looks
increasingly unlikely to implement. If these measures were
not imp|emented, then the State would be further from its
climate objectives and would face much higher
compliance costs, potentially as high as €20 billion.'”

'8 This assumes confributions continue after 2035, when they are currently planned to cease
19 This estimate adjusts for additional measures not yet adopted and takes on board non-compliance
costs associated with the full set of legislative requirements

Page 31 of 38



A transfer of as much as €20 billion would be a colossal
waste of faxpayers’ money — equivalent fo virtually an
entire year's capital budget.”” Instead of transferring this
money to neighbouring countries, the next government
should take more effective action to avoid these costs,
reduce energy costs and pollution, and improve people's

health.

One of the major challenges facing Ireland’s governments
over the past decade has been efforts to improve Ireland's
infrastructure. Ireland continues to lag other high-income
European countries. Conroy and Timoney (2024 find that
Ireland’s infrastructure is 20-25% behind its peers. The
biggest shortfall is in housing, though continued investment in
health, fransport and energy will also be needed.

Public spending on housing is already high

Government housing expenditure % GNI* (% GDP for other countries)

ltaly 3.2
Ireland 2.2
France 1.9
Cyprus 1.4
Euro Area 1.3
European Union 1.2
Hungary 1.1
Finland 1.0
Netherlands 0.9
Latvia 0.8
Lithuania 0.8
Germany 0.7
Malta 0.6
Luxembourg 0.6
Portugal 0.6
Belgium 0.5
Slovakia 0.5
Estonia 0.5
Spain 04
Austria 0.4
Slovenia 0.3
Greece 0.3

Part of the challenge has been the limited capacity after
Ireland’s last crisis. The financial crisis saw the number of
construction workers in Ireland fall by two-thirds from 240,000
fo just 80,000 in the space of five years. Since then, the

20 The costs would arise in the early 2030s when the capital budget will be larger in cash ferms.
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sector has slowly built back up its capacity to about 170,000
workers. But investment in new technologies has lagged other
countries. And the level of output per hour worked is a third
less than in peers. This partly reflects the low uptake of modern
methods of construction, such as offssite manufacturing.

To caftch up, Ireland will need to do three things:

First, it will need to sustain current high levels of investment in
these areas. In housing, it may have to do more depending
on how much policy facilitates private sector delivery. This
could be achieved by re-allocating more of current spending
fo capital spending, with Ireland’s overall spend on housing
already the second highest in Europe (Figure N° 22).

Second, it will need to boost productivity in the secfor if it is to
make the need for additional workers less acute.

Third, the planning and objection system will need to be
streamlined. Delays and uncertainty created by the system are
impacting projects. The new Planning and Development Act
may help, but it is too soon to fell.

Public investment is now high by international standards

% GNI*, general government investment (% GDP for other countries)

7

6

1995 2004 2013 2022

Another way o address infrastructure deficits is to reprioritise.
With the economy already operating at full capacity, the
Government could rebalance its spending fo areas that rely
less on workers and more on imports. This would add less fuel
fo price pressures or shorfages in the labour market.
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One example of how investment priorities could be

rebalanced applies to the green transition. Providing supports

for the import of a large number of electric vehicles for

instance would help Ireland meet its climate objectives without

adding to pressures on worker shortages or domestic prices.

This is the time to plan

The challenges Ireland faces can be managed as it finds itself

in a uniquely strong position. The economy is faring strongly,

with record numbers at work, and bounfiful tax receipts.

The risk for Ireland is that its government continues fo practice

overly expansionary budgets. The strength of the economy

means that it is a risky environment in which fo inject more

resources beyond what can be financed by steady increases

in its more stable revenues.

If we are to avoid repeating Ireland's boom-to-bust pattemn of

behaviour, a few things are needed.

First, the next government needs to set some limits on
what it thinks is sustainable. Otherwise, budgets will
yet again be subject to the vagaries of annual
pressures as Budget Day approaches. It does not have
to be the net spending rule infroduced by the current
Government. But something along these lines would
help to avoid a repeat of the boom-to-bust tendencies
Ireland has exhibited in the past. This could be guided

by some longerferm debt limit,

Second, the next government needs to get to grips
with how it forecasts health spending. Ceilings have
regularly been unrealistically low. They fall short of
predicfable cosfs associated with ageing pressures
and price increases (Casey & Carroll, 2021). This
approach is often adopted o encourage staff fo find
savings and become more efficient. However,
overruns have been repeatedly accommodated, hence
undermining any efforts fo achieve this.

With the Irish state o|reody a high spender on health,
the solution seems to be twofold. The next government
should undertake a comprehensive review of health
expenditure, and it should set out more realistic
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ceilings that allow for highly predictable cost
pressures.

e Third, the next government needs to rethink its strategy
around excess corporation tax receipts. These receipts
are highly concentrated and risky. There is a realistic
possibility that they continue to expand. However, at
the same time, the risk that the receipts unwind also
appears to be growing. The receipts are becoming
more concentrated over fime, and risks of U.S. policy
changes reducing Ireland’s tax fake is now higher.

The sensible response to these risks is fo freat excess
corporation fax receipts like Norway treats ifs oil
revenues: as a finite and risky resource. Unlike
Norway, Ireland is not able to produce geological
surveys that would fell it how long these resources
might last. And unlike Norway, which saves all its
risky resources, spending only the investment returns,
Ireland’s policy now is to save just over one-third
(Figure N° 8]. The rest is sfill up for decision.

This approach warrants a rethink. If the receipts are
fundamentally high-isk in nature, then they should be
freated as such. If the next government continues o
use these receipts, it could result in “Dutch Disease”.
Mien and Goujon (2022) define this as where
reliance on a single commodity or sector of the
economy has negative side effects. It can drive up
prices and wages relative to other countries, harming
competitiveness.”! In Ireland’s case, corporation tax
meets the criteria of a resource curse: substantial
receipts, with high vo|oti|iTy, concentration, and risks
of being finite in duration.

To protect itself from these risks, Ireland should look to
do three things: diversify its economy, making it less
vulnerable to foreign multinationals, save more of its
corporation fax receipts, and focus on improving long-
run potential boosting other parts of the economy and
enhancing competitiveness. By faking these steps,

21 Typically, this occurs through the appreciation of the real exchange rate. For Ireland, in a monetary
union, the more relevant channel would be through higher domestically generated prices and wages
Page 35 of 38



Ireland can reduce its risk of Dutch Disease and
ensure that its economy is more resilient.

Llooking af how Ireland manages its budgets — its fiscal
framework — there are many shortcomings. While forecasts
are now thankfully more medium-ferm in nature, they are sfill
unrealistic. Moreover, there is no credible anchor in place to
prevent runaway tax cuts and spending increases. And
fransparency around key aspects of the budget is still lacking.

Now is the time to address these shortcomings.

Checklist for a better fiscal framework

Better forecasts

Forecast at least five years ahead

Forecast spending realistically

Clear guardrails

Set a long-term fiscal objective, like a debt limit
legislate for a national rule that is consistent with the fiscal objective

Put in place appropriate savings funds for excess corporation tax

More transparency

Provide transparent costings of major policy changes
Make non-Exchequer forecasts more fransparent

Show how rules are being adhered to or not

Overall assessment

2 out of 8
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Supporting
items

You can find more information supporting the Council's
analysis online at this link.

This includes information on the fiscal rules and the Council's
estimates of Stand-Still costs — the cosfs of maintaining
today’s public services and supports over time.

VIEW SUPPORTING ITEMS



https://www.fiscalcouncil.ie/wp-content/uploads/2024/12/Supporting-items-Fiscal-Assessment-Report-December-2024.pdf
https://www.fiscalcouncil.ie/wp-content/uploads/2024/12/Supporting-items-Fiscal-Assessment-Report-December-2024.pdf

