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By Karl Duffy, Intern Economist

Introduction

Since the beginning of the financial crisis Ireland has been running a significant General Government
Deficit, but this has been greatly reduced through successive austerity budgets and, more recently,
economic recovery. Ireland’s deficit is within the targets as outlined by the corrective arm of the
Stability and Growth Pact and recent fiscal forecasts suggest that Ireland will be running a budget
surplus by 2018. Gross Exchequer Revenue in 2013 was €56.1bn and Gross Exchequer Expenditure came
to €67.6bn, leaving a deficit of €11.5bn. For 2014, it is expected that Gross Revenue will reach €57.8bn

and that Gross Expenditure will fall to €65.7bn, resulting in a deficit of €7.9bn.

The final austerity measures as set out by Government in 2011 under the Medium-Term Fiscal
Statement (MTFS) were to be implemented in Budget 2015. However the proposed retrenchment of
€2bn was not seen. Instead, with economic growth and job creation allowing for greater flexibility than
was previously envisaged, expenditure increases and an easing of the tax burden were the hallmark
features of Budget 2015. Budget forecasts see 2015 Gross Revenue increasing to €59.2bn and Gross

Expenditure remaining steady at €65.7bn.
Revenue

Gross current revenue for 2013 amounted to around €51.9bn, of which tax receipts accounted for
€37.8bn. Gross current revenue is expected to rise to €55.3bn this year and again to €57.3bn in 2015.
Gross capital revenue for 2013 was just over €4.5bn, of which €2.3bn can be attributed to the sale of
contingent capital notes in Bank of Ireland and in Irish Life. Gross capital revenue is expected to be

€2.5bn this year and €1.9bn in 2015.



Tax Trend by Year, €m
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2011 2012 2013 2014 (f) 2015 (f)
Customs 240 250 246 260 285
Excise Duty 4,678 4,707 4,891 5,080 5,245
Capital Gains Tax 416 414 369 400 415
Capital Acquisitions Tax 244 283 279 330 400
Stamp Duty 1,391 1,429 1,340 1,675 1,185
Income Tax 13,798 15,176 15,758 17,180 17,980
Corporation Tax 3,520 4,216 4,270 4,525 4,575
Valued Added Tax 9,741 10,171 10,336 11,070 11,775
Local Property Tax 0 0 318 520 440
Total 34,027 36,646 37,806 41,040 42,300

Source: Department of Finance — Exchequer Returns Databank and Budget 2015

Taxes 2013: Tax revenue for 2013 amounted to €37.8bn. Tax receipts for 2013 were up around €1.2bn

from 2012 figures, representing an increase of 3.1%. Income tax was the biggest component of tax

revenue in 2013, comprising close to 42% of total tax receipts. Value Added Tax (VAT) was the next

largest contributor to the overall tax take. It is worth noting that receipts from Customs, Capital Taxes,

Stamp Duty, and Levies were all down from 2012 figures. However a strong rise in Income Tax and the

introduction of the Local Property Tax contributed to the 3.1% increase seen from the previous year.
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Taxes 2014: 2014 has seen the Exchequer boast strong figures for tax receipts. Tax receipts for the first

nine months of 2014 stand at €28.87bn. This is 2.5% ahead of profile and 7.4% above the take from this

time last year. However Income and Corporation taxes were below target for September with last

month’s overall take falling 6.3% below the Government target. These results are largely in line with the

recent statement by the Irish Fiscal Advisory Council (IFAC). According to IFAC the improvement in

receipts up to August can be attributed to one-off factors and as a result the trends seen for the first

eight months of 2014 may not continue. Tax revenues for 2014 are now expected to reach €41bn which

is 2.5% higher than forecasted.

Expenditure

Gross Current Government Expenditure

Summary of Gross Current Government Expenditure: €m

Vote Group 2012 2013 2014 (f) 2015 (f)
Taoiseach's Group 151 146 146 161
Finance Group 414 427 433 432
Public Expenditure and Reform Group 868 803 831 875
Justice Group 2,243 2,217 2,121 2,156
Environment Group 450 451 457 579
Education Group 8,534 8,410 8,219 8,279
Foreign Affairs Group 715 690 687 679
Communications, Energy and Natural Resources Group 316 318 322 320
Agriculture Group 1,132 1,041 1,019 1,030
Transport Group 825 756 688 672
Enterprise Group 351 338 339 335
Arts, Heritage and the Gaeltacht Group 232 222 208 212
Defence Group 893 882 890 885
Social Protection Group 20,730 20,223 19,585 19,406
Health Group 13,882 13,757 12,774 13,079
Children and Youth Affairs Group 414 399 955 975
Total 52,149 51,078 49,648 50,077

Source: Department of Public Expenditure & Reform — Public Expenditure Databank and The

Comprehensive Expenditure Report 2015-2017
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Social Protection and Health were the largest areas of current expenditure in 2013, followed by
Education. A fall in expenditure of over €500m can be seen in the Social Protection Group between 2012
and 2013, and current spending is expected to fall further in 2014 and 2015 as strong performance in

the labour market reduces numbers on the live register.

Gross Voted Current Spending
where the overall €49.6 billion is going in 2014
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Gross voted current expenditure for 2014 is around €1.4bn less than 2013 levels. According to
Exchequer results for end-October, gross voted current expenditure amounted to €41.6bn for the year
so far, 1.3% above profile. This overrun is largely due to the overruns in the Health Group which is 4.2%
above the target as set out by Government. Year-end gross expenditure is expected to be about 1% over

profile.
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Gross Capital Government Expenditure
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Source: Budgetary and Economic Statistics 2013, Economic Division, Department of Finance

The austerity budgets implemented by the Government during the 2008-2012 period saw capital
expenditure fall by 56% as can be seen from the above figure. Capital expenditure in 2013 was €3.4bn
and this was further reduced in budget 2014 to €3.3bn. Reductions in capital expenditure accounted for
€5.5bn of the €7.8bn in cuts to gross public expenditure over the course of these budgets. Government
has recently announced that capital expenditure in 2015 will total €3.5bn, an increase of €210m from

2014. Further increases are forecasted for 2016 and 2017.

Gross Voted Capital Expenditure
where the overall €3.3 billion is going in 2014

8 ] 9% M Public Transport

18% ¢ 18% B Road Transport
@ Education

W Health

6% .
@ Enterprise

0,
16% @ Agriculture

@ Other

12%

Source: Revised Estimates for Public Services 2014




PUBL|C
POLICY.IE

Deficit and Debt

The Deficit

The economic downturn that began in 2008 resulted in a huge loss in tax revenue and a sharp increase
in current expenditure on Social Protection. This had an enormous impact on the health of Government
finances and subsequently saw Ireland’s deficit grow. Ireland’s underlying deficit (excluding one-off
costs relating to the bank bailout) reached -11.5% of GDP in 2009 but the gap has since been narrowed
through a combination of strict fiscal policy measures and economic recovery. It is estimated that the

deficit for 2015 will be inside the ceiling of -3% of GDP as set out under the Excessive Deficit Procedure.
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The implementation of another austerity budget for next year was not deemed necessary by the
government in order to satisfy our deficit requirements since the means by which Ireland can close this

gap in public finances have changed due to the resurgent economy.
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The above figure puts Irelands’ deficit in 2013 in context. Our deficit was among the highest in the Euro

Area and despite the recent optimism concerning the health of public finances the deficit for 2014 is still

set to reach around €7.9bn.

Debt/GDP Ratio

General Government Debt: Ireland 2004-2013
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General Government Debt has grown steadily in recent years as a result of the underlying fiscal deficits
as outlined above. The cost of servicing this debt in the year to date stands at €7.1bn which is up €226m
on this time last year. However the debt/GDP ratio is projected to fall to just under 111% in 2014. Total
Government Debt in 2013 amounted to just under €203bn, about five times higher than at the outset of

the financial crisis.
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Our borrowing requirements for 2014 are forecasted to be around €7.9bn. The strain on servicing this
high level of debt will be eased as Ireland replaces €3bn worth of the €6.1bn in International Monetary
Fund (IMF) loans with cheaper market-based debt. It is thought that the bond issued will have an

interest rate of 1.7% versus the rate of 3.47% on the IMF loans.



