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Ireland’s Current Fiscal Profile

By Darragh O’Neill, Intern Economist at publicpolicy.ie

Introduction

This note sets out the key facts in relation to the current Irish fiscal position as at May
2013.

Total Government Revenue in 2012 was €41.8bn compared with Total Expenditure of
€56.6bn leaving an Exchequer Balance of €14.9bn. The Underlying General
Government Deficit (GGD) was €12.5bn or an estimated 7.6% of GDP according to the
latest Department of Finance Forecasts. Ireland is committed to reducing the GGD to
below 3% of GDP by 2015.

Fiscal consolidation is planned to continue for at least another two years. A further
€5.1bn in adjustments is to be implemented in Budget 2014 and Budget 2015.

The latest official forecasts for the period 2013-2015 are set out in the following Table:

1.1 - General Government Balance and Fiscal Consolidation Forecasts 2013-2015*

2013 2014 2015
% of GDP
General Government Balance Limit** -7.5% -5.1% -2.9%
Forecast GGB -7.4% -4.3% -2.2%
General Government Debt Forecast*** 123.3% 119.4% 115.5%
€billions
Estimated Fiscal Consolidation 3.5 3.1 2.0
Of which:
Expenditure (Total) 1.9 2.0 1.3
> Current 1.4 1.9 1.3
» Capital 0.5 0.1 0.0
Revenue 1.4 1.1 0.7
> New Measures 1.2 0.5 0.6
» Carry Forward 0.2 0.6 0.1

*Source: Stability Programme Update April 2013, Department of Finance
**_as set by ECOFIN Council
***Post-Promissory note transaction i.e. accounts for this manoeuvre
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The Promissory Note Deal

The above table shows that forecasts for the GGD were just within the parameters set
out by ECOFIN prior to the promissory note deal. On February 7™ and into the early
hours of the morning of February 8" the Oireachtas enacted legislation to liquidate the
Irish Bank Resolution Corporation (IBRC), winding down the former Anglo Irish Bank
and Irish Nationwide Building Society (INBS). Under the deal, the liabilities of Anglo
Irish Bank and the scheduled annual promissory note payments of €3.1bn were
converted into long-term bonds with a much longer length of maturity. The first
principal payment on these bonds will be made in 2038, with the final payment to be
made in 2053. The deal results in the NTMA’s borrowing requirement being reduced
by €20bn over the next decade.

However, significant fiscal challenges remain with General Government expenditure
exceeding General Government revenue for the foreseeable future.

General Government Revenue

Current receipts for 2012 were €39.5bn, comprised of tax revenue of €36.6bn and
non-tax revenue of €2.8bn. The biggest component of tax revenue in 2012 was Income
Tax, which constituted 41.4% of the tax take. Value Added Tax (VAT) was the second
biggest tax heading, constituting 27.8% of the total tax take.

Table 1.2 — Revenue Headings 2011 and 2012

Tax Revenue 2011 2012
Customs €0.24bn €0.25bn
Excise Duty €4.68bn €4.7bn
Capital Gains Tax €0.42bn €0.41bn
Capital Acquisitions Tax €0.24bn €0.28bn
Stamp Duty €1.39bn €1.43bn
Income Tax €13.79bn €15.18bn
Corporation Tax €3.52bn €4.22bn
Value Added Tax €9.74bn €10.17bn
Training & Employment Levy €0.35bn €0.31bn
Total €34.0bn* €36.65bn*

*Rounding of tax headings may affect totals
Source: Department of Finance
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Table 1.3 Composition of 2012 Tax Revenue

Composition of 2012 Tax Revenue
1%—\ 1%

H Customs
1% B Excise Duty
m Capital Gains Tax
m Capital Acquisitions Tax
B Stamps
H Income Tax
® Corporation Tax
B VAT
Other

Source: Department of Finance

The main contributors to the tax take are income tax, VAT, Excise Duty and corporation
tax which between them account for 92% of the tax take. Stamp duties now only
contribute 4% to total revenue, compared with 8% at the height of the Celtic Tiger
period.

General Government Expenditure

General Government expenditure has increased since 2008 despite the
implementation of fiscally austere policies. As can be seen from the Table 1.4 below,
by far the largest portion of current government expenditure is in the area of Social
Protection, which accounts for just under 40% of total gross current spending.
Spending on Social Protection has increased 34% since 2007 as a result of the
recession — Irish unemployment has effectively tripled from just 4.7% in 2007 to 14.6%
in 2011 and remains at remains stubbornly high with the standardized unemployment
rate currently at 14%.

The other main areas of government current expenditure are Health, which accounts
for 26.6% of total current expenditure, and education, which accounts for 16.4%
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Table 1.4 — Summary of Gross Current Expenditure, 2012

Vote Group Provisional Outturn, €000
Social Protection 20,717,229
Health Group 13,881,978
Education & Skills 8,533,393
Justice & Equality 2,242,131
Agriculture, Fisheries & Food 1,131,562
Defence 892,582
Public Expenditure & Reform 868,313
Transport, Tourism & Sport 825,450
Foreign Affairs & Trade 712,994
Environment, Community & Local Government 450,021
Finance 414,072
Children & Youth Affairs 414,014
Jobs, Enterprise & Innovation 354,776
Communications, Energy & Natural Resources 315,999
Arts, Heritage & Gaeltacht 231,634
Taoiseach's 151,551
Total 52,137,699

Source: Revised Estimates for Public Services 2013

Table 1.5 — Breakdown of current Government Expenditure 2012

Gross Current Expenditure

M Social Protection

B Health Group

M Education & Skills

B Justice & Equality

M Agriculture, Fisheries &
Food

m Defence

Others

Source: Revised Estimates for Public Services 2013



PUBL|C
POLICY.IE

Table 1.6 shows annual capital expenditure by the state from 1997 to 2012. The peak
in capital expenditure was in 2008 when €9bn was spent and has fallen to under €4bn
in 2012 representing a fall in capital expenditure of 56%. Capital expenditure was
reduced by a further €0.55bn in Budget 2013 and an additional €0.1bn in savings via
capital expenditure is planned for Budget 2014.

Table 1.6 — Capital Expenditure 1997-2012 and Year-on-Year Increases

Year Capital (€billion) YOY % Change
1997 2.0 8.9
1998 2.5 26.3
1999 3.1 21.3
2000 3.9 27.9
2001 5.0 26.6
2002 5.5 12.2
2003 5.4 -4.0
2004 5.2 -2.9
2005 5.9 13.0
2006 6.7 13.2
2007 7.8 17.4
2008 9.0 15.2
2009 7.3 -18.6
2010 6.4 -12.9
2011 4.5 -25.2
2012 4.0 -12.2

Source: Department of Public Expenditure and Reform




PUBL|C
POLICY.IE

The Deficit - General Government Balance

Since 2008, the public finances have come under increased strain due to a collapse of
tax revenues and an increase in expenditure on social transfers and debt servicing
costs. Table 1.7 depicts the deterioration of the underlying General Government
Balance (i.e. excluding once-off bank recapitalisation costs) from a small surplus in
2007 to a large deficit of -11.5% in 2009.

Table 1.7 — Underlying General Government Balance 2007-2016 Forecast*

Underlying General Government Balance

-1.7%
-2.2%
-4.3%
-7.3%
-9.1%
-10.7%

0.1%

76% /4%

-11.5%
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Source: Department of Finance

As can be seen from the graph above, the deficit has been gradually falling since 2009.
Due to a Eurostat ruling, the recorded deficit for 2010 was 32% but the underlying
General Government Balance is shown above at -10.7%. The GGB for 2012 was -7.6%,
considerably below the ECOFIN target of 8.6%.
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Debt/GDP Ratio

Although progress has been made in terms of deficit reduction, due to the running of
large fiscal deficits for the last number of years the indebtedness of the Irish sovereign
has increased dramatically. The cumulative effect of running large deficits has been a
significant increase in the debt burden.

Table 1.8 - Ireland’s General Government Debt 2007-2016 Forecast
General Government Debt 2007-2016

123%

119% 116%

118%
111%
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65%
45%
25% I
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Source: Department of Finance

Ireland’s General Government Debt relative to GDP is currently the fourth highest in
the EU27. The indebtedness of the Irish sovereign has more than quadrupled since
2006 rising from 24.6% in 2006 to 118% by 2012. The debt-to-GDP ratio is expected to
peak in 2013 at 123% and fall gradually in the years thereafter. It is important to note
that these numbers represent the gross debt position. When account is taken of the
sizeable holdings of cash and other financial assets held by the government, the net
debt-to-GDP ratio for 2013 is estimated to be 98%.

The significant debt burden of the Irish sovereign will act as a drag on economic
activity in the years ahead, and reduces the government’s capacity to respond to
future crises.




