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Covid spending has been huge, 

but the effects should be temporary
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Non-interest
spending

Revenue excl.
corporation 

tax

• Revenue is recovering

• Covid spending is lower than in 2020 and should be winding down

• 2021 spending increase partly due to €5-8bn of permanent measures

• Risk of “temporary” spending becoming permanent

Taxes recovering; spending unwinding

Seasonally adjusted monthly levels € 000



The Summer Economic Statement 

medium-term plan to 2025

• Spending rule for permanent voted spending to rise at 5% annually

• Investment is growing much faster

• Higher current spending, tax cuts, some on-going gains from falling interest costs

• This will lead to a significant structural budget deficit 3
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Medium- and long-term pressures on 

the public finances
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Overreliance on corporation tax

Population ageing

Climate change

Sláintecare

Lower growth



1. Need to reduce overreliance on 

corporation tax
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2. Pension and health costs will rise
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3. Climate change measures 

required could be substantial
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Sources: Fiscal Council (2020b); Climate Action Plan 2019.

Notes: NDP refers to the measures set out in the National Development Plan. Better land use refers to the additional carbon 

absorption expected from forestry over a period of years. 

More than half of 

overall reduction 

unspecified

Recent IMF (2021)

estimates suggest that 

~€7 billion would be 

required annually 

over the next ten years 

to achieve additional 

targets set out in 

Climate Action Bill

https://www.imf.org/en/Publications/CR/Issues/2021/06/15/Ireland-Selected-Issues-460785


4. There are major pressures around 

health spending 

• Sláintecare reform estimated in 2017 to cost  about €3bn 

on a recurrent basis
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5. Over the longer term, growth may be less favourable
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A simple framework – using the “stand-still”

• Sustainable revenue grows in line with the economy

• Spending assessed by the cost of “standing still”

This has typically risen slower than revenues

• So, growth generates some (net) “fiscal space” for new projects

• But, far less than most politicians think – cash spending increases mostly to meet rising costs
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Δ𝑏𝑢𝑑𝑔𝑒𝑡 𝑏𝑎𝑙𝑎𝑛𝑐𝑒 = Δ𝑟𝑒𝑣𝑒𝑛𝑢𝑒 − Δ𝑠𝑝𝑒𝑛𝑑𝑖𝑛𝑔

Δ𝑟𝑒𝑣𝑒𝑛𝑢𝑒 = 𝑡. Δ𝐺𝑁𝐼*

Δ𝑠𝑝𝑒𝑛𝑑𝑖𝑛𝑔 = 𝑓 𝑤𝑎𝑔𝑒𝑠, 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛, 𝑑𝑒𝑚𝑜𝑔𝑟𝑎𝑝ℎ𝑖𝑐𝑠, 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑟𝑎𝑡𝑒𝑠

Stand-still estimates

Annual change in € billion (gross voted current spending)

Source: SPU 2021, Revised Estimates 2020, CSO, Department of Expenditure 

and Reform, HIPE, HSE, and Fiscal Council workings.
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These dynamics will be more challenging 

in the years ahead
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• In the medium term, all the space has been used up already

• From the 2030s, demographic pressures will exceed what growth can finance
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What does this mean for the 

management of spending ?

• Ireland is used to relatively favourable conditions

• The focus remains on allocating cash on Budget day

• Growth has been used to fund new activities 

• It has been easy to avoid making hard choices
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Recent budgeting practice

• Unrealistic medium-term budgetary forecasts assumed too little spending 

• The spending profiles were revised up as revenues came in

• Overruns built into the base
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A special case - health budgeting
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• Health stands out because planned Budget day allocations were low

• In-year, there were overruns averaging over 500m a year, often appearing only late in the year

• These were funded by corporation tax windfalls, locking in the exposure to CT
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The risks of this approach

• Procyclicality if cyclical/temporary revenues are used to fund 

permanent spending increases or locking-in windfalls

• Poor medium-term planning and less focus on effective use of 

existing resources

• This increases the risks of relying too much on borrowing

• It undermines the credibility of budget planning – the 2013 

Expenditure Ceiling framework does not work
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Soft budget constraint
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An alternative approach

• Realistic aggregate spending profiles – Existing Level of Service

• Multi-year spending ceilings that don’t change

• Example: the Netherlands

• This approach popular in the EU fiscal rules literature
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Advantages Possible disadvantages

Less likely to be procyclical Profiles may be taken as a “starting 

point” for spending if not credible

Sets out budgetary choices more clearly Managing major changes in the GNI* 

profile

Predictable multi-year spending

Increases focus on medium-term and 

value-for-money ?

Supports rules-based commitments



Making the best use of public resources

• The economic analysis to underpin decisions about how to 

allocate resources could be strengthened

o Most recent Sláintecare costing from 2017

o Housing for All has very little economic information

• Recent “Comprehensive Spending Reviews” have not 

looked at the allocation of resources between activities

• Budgeting practices could be improved and need to weigh 

more heavily in decision-making

• There are some fundamental questions to be resolved 

about the role of the State in the years ahead
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Final remarks

• Ireland will face a more difficult environment for the 

financing of public services in the years ahead

• Sound management of the public finances, and efficient 

and fair choices about spending and taxation are mutually 

reinforcing

• Some hard choices will need to be made
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