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Fast spending growth is planned to continue and

would be the fastest in the EU
% average annual spending growth (nef of tax changes), 2025-2028

8

N
~

Spending (net of tax measures) has been
growing at a rapid pace in recent years.

The Government's mediumerm plan
suggests net spending will continue to
grow at a fast pace, faster than the
sustainable growth rafe of the economy

Planned net spending growth in Ireland is
the fastest in the EU.
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The share of corporation tax being saved is planned to fall

General government surplus as a share of corporation fax receipfs (%)

40
The Government is planning on
spending the vast majority of

30 corporation tax receipfs.

0 It means the public finances are less
well prepared for predictable
budgetary pressures.

10

0

2022 2024 2026 2028 2030

Government saving funded by increased borrowing
€ billions, Additions to the Government's three savings funds (FIF, ICNF and SIF)
and the general government surplus

20
Additions to savings funds The Government plans fo run relatively

small surpluses, which will not be

15 sufficient to fund its contributions to the

Surpluses , o

savings funds. Instead, it intends to
borrow fo finance some of these

10

contributions.

This departs from the original purpose of

5 the new funds, which was to save, rather
than spend, risky corporation tax
. receipts.
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ummary

The economy continues fo perform well but elevated energy
prices are a risk to future growth. Ireland’s dependence on
fossil fuels means energy costs are set fo rise in 2026. Faster
progress on renewables would have reduced this impact.

While the headline numbers look healthy, they mask growing
weaknesses in the public finances. The State remains heavily
reliant on corporation fax paid by a handful of foreign-owned
multinationals. Excluding excess corporation tax, an underlying
deficit of €11 billion (3% of GNI*| is forecast for this year.

The Government's revised medium-term fiscal plan does not
provide an appropriate guide for budgetary policy:

o The planned pace of net spending growth is faster than
the sustainable growth rate of the economy. Ireland’s
plan shows the fastest net spending growth in the EU.
Actual net spending growth could be higher again, as
spending overruns have become commonplace.

e Most corporation tax receipts are set to be spent rather
than saved. Under the government's plan, only €1 out
of every €6 collected will be sef aside, with the
remaining €5 used for ongoing spending commitments.

e The Government plans o run modest surpluses in the years
ahead. As a result, it will need to borrow to finance some
of its planned confributions fo its savings funds.

e The plan points to growing reliance on corporation tax
and income tax for govemment revenue.

Ireland needs its own domestic fiscal rule, partly because the
Medium-Term Fiscal and Structural Plan is not a good guide
for budget decisions. This should be carefully designed and
placed in legislation.

Ireland is missing an opportunity to prepare for future
challenges. Population ageing and climate change will place
significant pressure on the public finances. The more the
Government saves now, when employment is af record levels,
the easier it will be to meet these predictable future costs.



Key indicators

% modified Gross National Income (GNI*) unless otherwise stated
Economy

Real GNI* growth

Nominal GNI* growth

Nominal GNI*, € billions

Price inflation, year-on-year change '

Public finances

Budget balance
Budget balance excl. excess corporation tax 2

Structural budget balance *

Budget balance (€ billions)

Excess corporation tax (€ billions) 2

Budget balance excl. excess corporation tax € billions) 2
Structural budget balance (€ billions) 3

Revenue
Revenue excl. excess corporation tax 2
Expenditure

Gross debt ratio

Gross debt [€ billion)
Net debt rafio 4

2025

3.9
59
340.1
2.1

42.6
37.2
39.3

61.7
209.9
40.6

2026

3.2
6.3
361.6
33

8.7
20.0
1.8
-15.0

42.3
36.8
39.9

57.6
208.1
39.4

2027

2.5
55
381.6
2.5

2.2
-3.4
4.0

8.5
21.3
-12.8
-15.4

42.3
36.7
40.0

56.0
213.8
36.5

2028

2.5
572
401.5

4.2
4.7

6.2
23.0
-16.8
-19.0

42.5
36.7
40.9

55.7
223.5
34.8

2029

2.4
5.1
422.0
1.8

0.4
4.8
5.1

21.8
20.2
21.6

41.9
36.8
41.5

55.4
233.6
33.2

2030

2.4
5.1
443.6
2.0

4.7
4.8

5.8
26.7
-20.9
21.3

42.6
36.5
41.3

54.0
239.6
30.1
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1.The

economic
backdrop

The economy is performing well, but is vulnerable to higher
energy costs

The Irish economy s sfill in a strong position. It has a record
number of people at work. Real wages increased again last
year, and households and businesses have low levels of debt.
The big uncertainty for the economic outlook is the cost of
energy and potential disruptions fo supplies.

Growth continued last year

The Irish economy continues to grow sTrong|y. A|Though final
figures for 2025 are not yet available, the Department of
Finance estimates growth of almost 4% last year. This is
measured using modified Gross National Income (GNI*), the
broadest indicator of economic activity in Ireland.
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The increase in energy prices could potentially cause the Irish
economy fo slow down. However, in recent years the Irish
economy has proven highly resilient to changes in the external
environment. The Irish economy is now almost one-third bigger
than it was in 2019. This is despite a global pandemic and a
large increase in energy prices due to the Russian invasion of
Ukraine. When you adjust for increases in the population, the
economy is 20% larger per person.

- Strong growth continued in 2025

Real modified gross national income per person, thousands of euro (2023 prices
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Investment grew strongly last year, despite uncerfainty around
tariffs and trade tensions. Modified investment grew by almost
11% last year. This was driven by two key factors. Firstly,
housebuilding increased in 2025. Secondly, there was a
significant increase in investment in machinery and equipment.
Much of this appears to be related to upgrading existing data
centres with new equipment.

It remains to be seen if further large investments in data
cenfres are likely. There is growing demand for data centres
related fo artificial infelligence. However, constraints on
Ireland’s electricity grid and electricity generation may limit

further growth in this area.

! There was an effective moratorium on new data centres being built in the greater Dublin region up unfil late 2025.

Data cenfres consumed 22% of all electricity in 2024, up from 5% in 2015.
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12 Investment grew in 2025 despite uncertainty

Modified investment growth, real, yearon-year
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Record-high employment is the clearest indicator of the
strength of the Irish economy. Inward migration and increases
in labour force participation have helped to meet the rising

demand for workers in Ireland.

Increases in labour force participation of those aged 55 and
over have been quite pronounced. This is likely because a
greater share of employment is in less physically demanding
work. As a result, workers are willing and able to remain in
the workforce into older age.
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13 Participation rates among older workers have increased
Labour force participation rates of those aged 55-59 and 60-64
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Wages have also risen in recent years, as firms compete for
scarce workers. In aggregate ferms, hourly wages are
growing fastfer than inflation. However, higher inflation this
year means real pay growth is likely to be low or negative in

2026.
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1« Wages have been growing faster than prices

Percentage change in real hourly wages [adjusted for inflation)
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Inflation in May 2026 had risen to 3.5%. Much of this was
driven by an energy price shock resulting from the war in Iran.
Home heating oil prices have risen by 82% since January
2026 [Figure 1.5). Diesel prices (up 26%) and petrol prices
(up 10%) would have seen larger rises had it not been for
government infervention. The longer the war in Iran continues,
the longer energy prices will remain elevated and may even

increase further in the short run.
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15 Energy prices have risen rapidly in recent months
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In the run up fo the recent energy price shock, households
continued to increase spending. The Fiscal Council estimates
the volume of household consumption expenditure to have
grown by 2.5% yearon-year in April 2026 (Figure 1.6). Real
VAT receipts and refail sales figures also suggest similar robust

growth rafes so far this year.
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1o Consumption growth prior to the energy shock remained robust
Real, % change y/y
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Ireland’s reliance on fossil fuels leaves it vulnerable

Ireland remains heavily dependent on fossil fuels. Reducing
this dependence would bring several important benefits. It
would lessen the economy’s exposure to volatile fossil fuel
prices and reduce the impact of supply disruptions on
households and firms. It would also lower spending on
imported energy, improving energy security. Finally, a shift
away from fossil fuels would support the achievement of
Ireland’s climate targets. This would deliver cleaner air for
citizens and help the Stafe to avoid the large costs associated
with missing climate targets (Irish Fiscal Advisory Council &
Climate Change Advisory Council, 2025).
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17 Ireland is still heavily reliant on fossil fuels

Percentage of energy consumed from non-renewable sources
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Ireland remains highly reliant on fossil fuels. VWhile it has fallen
in recent years, 84% of energy consumed in Ireland in 2024
came from non-renewable sources. This is still well above our
European neighbours. Countries like Norway (22%), Sweden
(37%) and Finland (48%) have made much more rapid
progress in reducing their dependence on fossil fuels.

As a result of our reliance on fossil fuels, Ireland imports @
greater share of its energy. In 2025, Ireland spent almost €8
billion on imported energy. This amounts to nearly €1 million
every hour of every day and is likely to increase in 2026.

In addition, the State is subsidising the use of fossil fuels. CSO
data suggests that €4.7 billion of subsidies on fossil fuels
were in place in 2024. ?

2 Fossil fuel subsidies here refer to the fiscal cost of support to fossil fuel production and consumption, through direct
payments as well as through revenue foregone from the tax system. See:
https: //www.cso.ie/en/releasesandpublications /ep/pfes /fossilfuelsubsidies2024 /fossilfuelsubsidies
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1s Ireland is still importing most of its energy
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2.The public
finances

This time it's differente

The Government is repeating past policy mistakes. Underlying
deficits are rising at a fime of low unemployment. Revenue is
becoming more concentrated. Spending is growing at a
faster rate than the sustainable growth rate of the economy.
Overruns are a regular feature of the budgetary cycle, and
general government forecasting continues fo be poor.

Surpluses are forecast to decline

The Government is forecast to run continued surpluses.
However, these surpluses are forecast to decline to relatively
modest levels and rely heavily on risky corporation tax
receipts.

Based on monthly government spending data for the year to
date, the Council anticipates that a further €0.5 billion of
spending overruns will occur this year. We also assume that
the overrun will carry info later years. These assumptions are
reflected in the figures presented throughout the report.
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21- Smaller surpluses forecast for years ahead

€ billion, general government balances
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Source: Department of Finance and Fiscal Council workings.

Notes: Proceeds from the Apple fax judgement are excluded. General government balance forecasts are taken
from the Annual Progress Report. As the Council anticipates further spending overruns of €0.5 billion this year, the
general government surplus is revised down from Annual Progress Report forecasts. As this overrun is expected fo
carry into later years, a €0.5 billion downward revision 1o the surplus is also made for 2027-2030.

Fiscal vulnerabilities are increasing

The budget balance excluding excess corporation tax is
forecast to be in deficit of €11.3 billion, over 3% of GNI* in
2026 (Figure 2.2). The underlying deficit is set to continue to
grow to almost €21 billion by 2030, or 4.7% of GNI*. This
comes at a fime when the economy is forecast to be
performing well, with an unemployment rate of 5%, low by
historical standards.
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2> The budgetary position is deteriorating

0

20

25
2022 2023 2024 2025 2026 2027 2028 2029 2030

Revenue is becoming more concentrated
While the Government is forecast to run large underlying
deficits, revenue is becoming more concentrated. The share of
fax revenue from income tax and corporation tax is forecast fo
rise between 2025 and 2030 (Figure 2.3).2 The share from
other taxes like VAT, excise duty, stamp duty and motor duty
are all forecast to fall over the same period. If you factor in
the rising share of revenue from PRSI receipts, the

concentration of tax revenue for labour income is set to rise

even further by 2030.

These changes come at a time when the income tax base is
already highly concentrated. In 2025, the top 20% of PAYE
workers paid /6% of all PAYE income tax and USC (Revenue
Commissioners 2026).

3 This is the case whether or not you exclude the excess corporation tax receipts from the calculation.
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2+ Tax revenue is forecast to be more concentrated by 2030

VAT  -14
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Income tax

Corporation fax 24

By historical standards, underlying general government
revenue has fallen to a relatively low share of national income
(Figure 2.4).# Projections in the Annual Progress Report
indicate that this share will be largely unchanged in the
coming years. This is despite the assumed infroduction of
modest revenueTaising measures, including increases in PRSI
and carbon taxes.

4The fall in general government revenue (excluding excess corporation tax) as a share of national income is mainly driven by
falls in revenue from consumption-based taxes. Capifal taxes have also fallen in recent years (relafive to national income).
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2+ Underlying revenue has fallen as a share of GNI*
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Spending is overrunning again

Since Budget 2024, overruns so far have accounted for
almost 30% (€6.8 billion) of the increase in the level of
spending, while planned spending accounted for €15.6
billion of this increase (Figure 2.5).°

> For more on recent spending overruns, see the Council's recent blogs: https: //www.fiscalcouncil.ie/spending-overruns-when-o-shout-
stop/ and https: / /www.fiscalcouncil.ie /health-overruns-budgeting-as-if-yesterday-neverhappened/.
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25 Overruns are contributing to the ratcheting up of spending

€ billion, gross voted spending
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Source: Department of Finance and Fiscal Council workings
Note: Figures for 2024 do not include one-off costofiving spending of €2 billion in 2024. Overruns in 2026
nclude the exira funding provided for Education in the Annual Progress Report 2026 and an assumed €0.5

billion for additional overruns including payment of the Christmas bo

Sizeable overruns are already apparent for 2026. At the time
of writing, the government's expenditure ceiling for 2026 has
already been increased by €0.7 billion. This is due to
education overruns and energy supports which have been
introduced.® The €1 billion contingency announced on
budget day is now all but depleted.

On top of those overruns, the 2026 Christmas bonus is yet to
be budgeted for, and further overspending in healthcare looks
likely. For instance, overruns for acute hospitals averaged

€1.2 billion over 2023-2025.”

There is a further risk that pressure for additional costofiving
supports might push spending even higher sfill. This could put
the increase in spending since 2024, attributed to overruns
higher sfill.

©These include an extension fo fuel allowance, along with supports for the haulage and agricultural sectors.
7 See the Fiscal Council's recent blog for details: hitps://www fiscalcouncil.ie /health-overrunsbudgeting-as-ifyesterday-never-
happened
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Many counfries responded to the energy shock with supports
for households and firms. Ireland’s supports are among the
largest in high-income European countries relative to nafional
income but have been mostly untargeted (Figure 2.6). Better
fargeting would reduce costs or provide more support fo those
most in need.

Their impact on the public finances and Budget 2027 will
depend on whether they are temporary or permanent. Past
costofliving measures initially announced as temporary were
extended for several years.

26 Irish energy supports exceed most high-income European countries

0\ b‘a \\\ Q® \5
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The resources for Budget 2027 have been eaten up
The Mediumerm plan allowed gross voted spending fo rise

by €7.7 billion in 2027. However, likely overruns in 2026

leave less room for new spending while staying within that

plan (Figure 2.7).8 ¢

The Annual Progress Report already raised 2026 gross voted
spending by €0.7 billion, reflecting likely Education overruns.

Past experience suggests there will be further overruns, with

8 This is reflected in forecasts in the Annual Progress Report, which forecasts a €7 billion increase in gross voted

spending in 2027, relative fo 2026.

? The Government has indicated that there will be levies imposed across departments in 2027, to offset spending
overruns in 2026. Greater efficiencies and reforms across the public sector tofalling €446 million are proposed.
How this scheme operates in practice remains fo be seen.

Page 21 of 46



indications of overruns from health and a likely payment of the
Christmas bonus. We assume a further €0.5 billion overrun to
cover these.

Standstill costs will also rise in 2027, as population growth,
ageing and inflation increase the cost of maintaining existing
services and benefits. Assuming social welfare payments rise
with wages, and a new public sector pay deal is agreed that
matches private sector wage growth, we estimate these costs

at €5.5 billion for 2027.

The Government has already committed fo increasing capital
spending by €1.2 billion in 2027. Taken together, these
spending pressures would leave no room for new policy
measures in Budget 2027 while staying within the spending
limits set out in the medium-term plan.

However, this assumes no efficiency gains in public spending.
If the cost of providing public services rises more slowly than
expected, some additional resources could become
available. In addition, revenue raising measures would also
increase available resources for spending measures.
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27 Overruns reducing the scope for new measures in Budget 2027
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Evidence is mounting that the Department’s approach to
general government forecasts is leading to poor forecasts

All else equal, the forecast errors for gross voted expenditure
and general government expenditure should move in the same
direction.'© In recent years, however, the in-year forecast
errors have all been in the opposite direction (Figure 2.8).

The Council has previously highlighted weaknesses in the
Department’s approach to forecasting general government
figures. The approach focuses on estimating the “walk” from
Exchequer to general government, relying partly on often
unreliable survey responses from non-exchequer general
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government bodies.'!'? Forecasts for non-commercial semi-
state bodies have been a significant source of recent errors.

This approach creates a disconnect between general
government forecasts and gross voted expenditure forecasts.
In 2025, for example, the Department of Social Profection
overspent its gross voted allocation, while general government
social payments were lower than forecast.

The Department also appears nof to be making full use of
available information. Transactions related to the IBRC wind-
down occurred in Q2 2025 but were not included in the
Budget 2026 forecasts for 2025 spending—resulting in a

€0.8 billion forecast error.

2s Poor general government forecasting continues

2
Cross voted

expenditure
forecast
error
0 I
-

Ceneral

government
expenditure

forecast
error

2023 2024 2025

Small surpluses mean the Government will be borrowing to save
Ireland has several extra-budgetary funds, including the Social

Insurance Fund, Future Ireland Fund, Infrastructure, Climate

and Nature Fund, Ireland Strategic Investment Fund and

National Training Fund.
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Some of these funds were created as a vehicle o save
volatile revenues for future spending. But the Government is
now planning to spend most of these risky revenues, rather
than save them.

Despite this, €75.9 billion is expected to be added to, or
retained within, these funds over 2026-2030, before

investment returns. 13

As the general government surplus isn't sufficient fo match this,
these contributions will be partly financed by increased
borrowing. Government debt is planned to increase by €30

billion by 2030.

2o- Annual surpluses too small to fund contributions to funds

€ billion
25
20
15
10
5 Surplus
SIF
0 NTF
2024 2025 2026 2027 2028 2029 2030
Source: Department of Finance.
Notes: FIF denotes Future Ireland Fund, ICNF denotes Infrastructure Climate and Nature Fund, SIF denotes Social

Insurance Fund and NTF denotes Nafional Training Fund. The large general govemment surplus in 2024 is partly

driven by receipts from the Apple tax judgment

By end-2024, €38 billion was held across five major funds:
ISIF, ICNF, NTF, FIF and SIF. Fiscal Council estimates suggest
these assets could rise to €134 billion by 2030, more than
3.5 times their current level (Figure 2.10).

> This mainly reflects Exchequer tra 5 but also includes projected refained surpluses in the Social Insurance Fund

eeds expenditure.

e income e

and the National Training Fund
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210 A large build-up of funds is planned

€ billion reserves
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Additional borrowing means the gross debtHo-GNI* ratio is
expected to remain broadly flat out to 2030. However, on
net, the State’s financial position is set to improve (Figure
2.11). In 2022, the financial net worth was almost -50% of
GNI* (liabilities were greater than assets). This is set to
improve fo close to -10% of GNI* by 2030.
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211 Overall, the State’s financial net worth is set to improve

% of GNI*, Financial Net Worth, excluding pension liabilities
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3.How supportive
and sustainable is
budgetary policy?

Budgetary policy should lean against swings in the
economy

Budgetary policy should smooth the economic cycle,
supporting the economy during downturns and providing less
support when it is strong. This helps the Government build
resources for when they are truly needed. In recent years,
however, policy has added support even while the economy

was sfrong.

While the public finances are healthy af present, there are
large, predictable costs coming from an ageing population
and climate change. The more the Government saves now,
the better placed it will be to address these future challenges.
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Ireland has a history of boom-and-bust budgeting

Historically, budgetary policy has tended to make the boom-
and-bust cycle of the Irish economy even more severe. In
good times, higher spending and tax cuts boosted the
economy even further. This left fewer resources available
when an economic downturn occurred. For example, during
the financial crisis, the Government had less capacity fo
support households and businesses.

By contrast, the response during the Covid-19 pandemic
showed how budgetary policy can be used to support the
economy and society when it is most needed.

21 Budgetary policy has added to Ireland’s boom-bust cycle
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Net spending growth has been fast in recent years

To assess budgetary policy, we examine net spending. This is
government spending, net of fax policy changes.' If net
spending is growing faster than the sustainable growth rate of
the economy, then the Government is adding to demand. The
Irish economy’s sustainable growth rate is estimated at 2.5—
3%. With 2% longun inflation, this implies nominal
sustainable growth of 4.5-5%.

In cash terms, net spending has increased rapidly in recent
years (Figure 3.2). This has averaged 7.5% over 2019-
2025.

However, some of the high growth of spending in recent
years can be explained by inflation. In 2022 and 2023
inflation was significantly above normal levels. After adjusting
for inflation, real net spending grew at an average rate of
3.8% over 20192023 (Figure 3.2) and much faster in 2024
and 2025.

4 Net spending is calculated as follows: net spending = general government spending — one-off spending —
interest — cyclical unemployment costs — EU cofinanced and cofunded spending — discrefionary revenue measures.

If tax raising measures are infroduced, this means a lower level of nef spending. By confrast, fax cuts imply a

higher level of net spending.
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:2- Net spending is growing at a fast pace
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In December 2025, the Government published its medium-
term fiscal plan, sefting limits for net spending growth each
year fo 2030. Forecasts published in the Annual Progress
Report indicate that fast growth in net spending is planned to
continue over the coming years.

Given the economy is already performing well, and is
forecast to continue doing so, this amounts to procyclical
budgetary policy. That is, budgetary policy would be
pumping additional resources info the economy when it is
already strong. 1

In addition, outturns have frequently exceeded the
Govermnment's original spending plans. Given recent
experience, net spending growth is likely to be even faster
than forecast in the Annual Progress Report. We assume €0.5

15 Macroeconomic forecasts in the Annual Progress Report suggest the economy will remain in a strong position
in the coming years. The unemployment rafe is forecast to remain at or below 5% out to 2030. Department of
Finance esfimates of the oufput gap suggest the economy is operating somewhat above sustainable levels. This is
expected to confinue (albeif fo a lesser degree) out fo 2030.
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billion of overruns will occur in 2026, relative to forecasts
presented in the Annual Progress Report.

After taking account of this, net spending growth in 2026 is
likely to be 6.2%.16 Over 2026-2030, net spending growth

would average 6%.

After adjusting for inflation, real net spending growth would
average 3.6% over 2026-2030. The Council assesses the
Irish economy's real frend growth rate to be only 2.5-3%. This
suggests that real net government spending growth over
2026-30 is faster than the sustainable real growth rate of the

economy.

The slowdown in real net spending in 2026 and 2027 is
partly driven by forecasts of inflation. As inflation is forecast to
edge up in 2026 and 2027, it implies that much of the
spending increases planned in those years would be
absorbed by inflation. VWhether this slowdown in net
spending happens in practice remains fo be seen.

Ireland plans the fastest spending growth in EU

Over 2025-2030, nominal net spending is planned to
increase by 7.1% per year.!” Put another way, net spending
in 2030 is expected to be around 50% above 2024 levels.
The growth in net spending outlined in the medium-term plan
is by far the highest in the European Union (Figure 3.3) and
beyond the sustainable growth rafe of the economy.

1® The largest revenue raising measures in 2026 is the BEPS Pillar Il reforms to corporation tax. The Department of
Finance expects that this will raise €3.2 billion of additional revenue in 2026. The Council assesses that ©1% of
this additional revenue is likely fo be “excess”. As a result, the Council counts 39% of this revenue (€1.3 billion) as
a revenue raising measure infroduced by the Government (see the Supporting ltems document for details on how

this is calculated). This reduces the rate of nef spending growth, as it measures spending growth nef of tax

measures infroduced. It could be argued that the yield from higher corporation tax revenue should not be counted

for this purpose, as collecting additional revenue from large multinationals operating in Ireland is unlikely to subdue

demand in the Irish economy. If this revenue raising measure was ignored, net spending would be increasing by

7.2% in 2026.

17 Fiscal Council estimates of net spending growth use the same methodology, but with some differing assumptions on
discrefionary revenue measures, cyclical unemployment spending, and one-off spending. This results in slightly lower esfimates

=

of net spending growth, averaging 6.5% over 2025-2030. Supplementary information section 5 provides the details.
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33 |reland plans to have fastest spending growth in the EU

% average annual growth in net spending and national income, 2025-2028
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Source: European Commission and Department of Finance.

Note: The bars show the projected average annual growth in net spending from
2025-2028. The dofs show expected average nominal national income growth
from 2025-2028. GNI* is used for Ireland, GDP is used for all other countries.
2025-2028 are the years for which all 27 EU Member States have published
forecasts in their medium-term plans. For Ireland, we use the figures from its revised
plan in December 2025. Net spending is calculated as follows: net spending =
general government spending — one-off spending -interest — cyclical unemployment
costs — EU cofinanced and funded spending — discretionary revenue measures.

The Government plans to spend most of corporation tax

Ireland’s public finances have benefitted from an enormous
increase in corporation fax receipts. Compared fo our
European neighbours, Ireland now collects almost three times
as much corporation tax.
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s« Ireland is collecting extraordinary levels of corporation tax
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Corporation tax receipts could quickly be much higher or
much lower than current levels. As a result, they are not a
reliable source to fund permanent spending commitments.
Reflecting this, the Government set up two savings funds in
2024. These were intended as a place fo set aside
corporation fax receipts collected foday to help address future
challenges. The Future Ireland Fund, in particular, was
designed to try fo offset some of the inevitable costs of an
ageing population.

In recent years, a growing share of corporation tax receipts
have been spent. Over 2026-2030, the Government plans to
save only €1 out of every €6 it collects in corporation fax.
The other €5 will be spent on providing public services.
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15 The Government plans to save less and less of corporation tax
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One ratfionale that is often given for spending an increasing
share of corporation tax receipts is that Ireland needs fo invest
in its infrastructure. There are clear investment needs, and it
will take decades fo fully address this. As a result, high levels
of public investment should not be viewed as a temporary
cost. This is something which will need fo be sustained for
decades. As a result, this spending should be financed
through reliable and stable sources of revenue.

In addition, most planned spending increases are for current
spending, not capital. Planned increases in current spending
account for almost 80% of spending increases, with just over
20% for capital projects.
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26 Most spending growth is current, not capital

Current spending Capital spending

The public finances are benefiting from a strong economy

As well as collecting extraordinary levels of corporation tax,
the public finances are also benefiting from a strong
economy. High levels of employment result in strong income
tax and PRSI receipts. On the spending side, a strong
economy means lower levels of spending on unemployment
supports.

The structural balance measures what the public finances
would look like if the economy was performing at more
normal levels. It also excludes the portion of corporation tax
receipts that are deemed fo be “excess” by the Department of
Finance.

Using estimates from the Annual Progress Report, a subsfantial
structural deficit is apparent. This has been getting wider in
each year since 2022. For 20206, this structural deficit is
equivalent to more than €5,000 per worker.
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:7 Large and growing structural deficits are evident
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These structural deficits are even more striking given the
inevitable future budgetary challenges Ireland will face. Both
climate change and an ageing population will have a
significant impact on the public finances.

EU fiscal rules cannot be relied upon

While the new EU fiscal rules do help bring budgetary policy
in a more mediumerm direction, they have several
shorfcomings.

The new rules do not provide a credible constraint for Ireland.
The Government's revised medium-term plan set net spending
growth limits above a sustainable level. Abiding by the limits
set out in the plan does not mean good budgetary policy is
being followed.

And even if the Irish Government breaches these loose
spending limits, the Commission will not take action as |ong

as public debt stays below 60% of GDP and the deficit within
the 3% of GDP limit.
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These benchmarks are fotally illsuited for Ireland’s unique
circumstances. They do not provide any credible constraint
due to their emphasis on GDP, while exceptional corporation
fax receipts flatter Ireland’s headline budgetary position.

Ireland needs an effective budgetary rule

There are clear shortcomings in the EU rules, and Ireland will
face inevitable budgetary costs from an ageing population.
As a result, the Council believes a domestic guide or rule is
required for fiscal policy in Ireland. There are various forms
this could take. A rule whereby net spending can increase in
line with sustainable economic growth would be one option.

Some key features the Council would welcome include:

Set the rule on a legal basis. Infernational evidence
suggests that fiscal rules which are placed in legislation are
more likely to be complied with. They are also less likely to
be frequently changed.

Set the rule on a general government basis. This is the most
comprehensive measure of government spending and
revenue. Voted spending only accounts for 80% of total
spending in Ireland.

Design appropriate escape clauses. If exceptional
circumstances arise, the Government should be given more
leeway. These escape clauses need to be well designed
and cover a variely of potential events.

Protect public investment. This could be done by setting a
minimum steady-state farget as a percentage of GNI*. This
could help avoid sudden cuts, while improving longferm
planning.

Take account of the economic cycle. Changes in spending
due to changing economic circumstances (e.g.
unemployment spending] should be discounted. Spending
associated with unemployment being well above or well
below normal levels should be excluded.

Our recommendations are in line with the IMF (2018
principles for effective fiscal rules. These are simplicity,
flexibility, and enforceability. Net spending rules are typically
seen as relatively simple to explain and measure. Designing
appropriate escape clauses would give the Government the
required flexibility to deal with crises. Assessments of
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compliance from independent fiscal institutions can aid
enforcement.

The Medium-Term Budgetary Framework is weak

The Medium-Term Budgetary Framework legally requires the
Government to set departmental expenditure ceilings for the
following three years.'® In December 2025, the Government
did publish expenditure ceilings for 2026, along with what
are described as “indicative ceilings” for 2027 and 2028.'7

These indicative ceilings are not credible. The figures for
2027 and 2028 are exiremely low and in many insfances
imply reductions in funding in multiple areas.

The purpose of this exercise should be to aid mediumterm
budgeting and planning by government departments. If
government departments know what their likely budgets in the
coming years will be, they will be better able to plan. This
would likely lead to a more efficient use of public money.
Instead, the current framework is treated as a box ticking

exercise.
18 This framework was last updated in 2014. It is available here.
’ These ceilings were laid before the Oireachtas and can be viewed here.
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20 This new directive is available here.

21 The European Commission asked each Member State for more information in January. Member States have two months to respond. If
the Commission is not safisfied with the information and believes a country is not meeting its EU obligations, it may take further action.

22 This farget, the medium-erm objective, is assumed constant at <0.5% of GDP each year. The Fiscal Council has a mandate to monitor
and assess compliance with the Domestic Budgetary Rule. It uses a “principles-based approach” to assess it, thus addressing some of the
shoricomings with the European Commission'’s previous approach. For insfance, it uses more appropriate measures of Ireland’s potential
output and more recent forecasts to estimate the structural balance. The Council expects Ireland to comply with the medium-ferm objective
each year from 2025 to 2030 (see ltem 1 in the Supporting ltems for this assessment).

23 Part 1 of the Fiscal Responsibility Act 2012 defines the medium-erm objective as the “objective required by the 1997 surveillance
and coordination Regulation”. However, this EU regulation was repealed in 2024 (see Article 37).
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Ireland broke its annual net spending limit in 2025

The limit set for net spending growth in 2025 was 5.1%.2°

The Fiscal Council assesses that net spending instead grew by
9.0% last year.?®

There are two main reasons for this. First, general government
spending in 2025 was €2.5 billion higher than expected.

Second, the Council freafs €2.5 billion of spending in 2024
as one-off.?” Excluding these one-off items lowers the base in

24 For example, a previous OECD review of the Fiscal Council recommended giving the Council greater autonomy over how it spends
its budget and its staff grading structure fo better enable it fo atiract and retain highly skilled staff.

23 This limit was set in October 2024 by the previous Government.

2 ltem 1 in the Supporting ltems shows how the Council estimates net spending growth from 2025-2030.

2/ This spending relates fo costofliving measures which were in place in 2024.

Page 41 of 46


https://web-archive-storage.oecd.org/aemint-web-archive-prod/web-archive/a9/a9a5964dc9e78dd203872e37f0bb7b9d8d34ad252fcb9140680b062cdf324016.pdf
https://www.fiscalcouncil.ie/wp-content/uploads/2026/06/Supporting-items-Fiscal-Assessment-Report-June-2026.pdf

2024, which makes the increase in spending larger in

2025.2829

Ireland set to comply with its annual spending limit in 2026

The Council estimates that net spending will grow by 6.2%
this year. This is within the 6.6% limit set out in the revised
medium-term plan.

The Council’s estimate includes, as a revenue raising
measure, the expected yield from BEPS Pillar Il reforms that is
not deemed to be excess. This amounts to €1.3 billion in
2026 and reduces net spending growth by offseffing some of
the growth in spending.®® The estimate also assumes a
spending overrun of €0.5 billion this year.®

Beyond 2026, the Council estimates that the Government will
comply with its annual net spending limits each year out to
2030. This is based on forecasts published in the Annual
Progress Report. These forecasts do not account for any future
spending overruns or budgetfary policy changes.

28 |f these one-off spending items were included in the 2024 base, the Council esfimates that net spending growth in 2025 would have
been 6.8%.

29 Ultimately, the European Commission assesses whether Ireland has complied with its net spending limit. It found that Ireland’s net
spending grew by 6.7% in 2025. This means it “materially exceeded” its limit because the breach was greater than 0.3% of GDP. This was
one of the largest breaches of the annual spending limit among the 27 EU Member States. However, as long as Ireland’s public debt stays
below 60% of GDP and ifs deficit is below 3% of GDP, the Commission will not take any enforcement action.

30 See Box A in the Supporting Items for further information on how we estimate this figure.

31 Given likely spending pressures in health and social protection, we assume a further €0.5 billion spending overrun this year. We
assume this higher level of spending carries into 2027 and later years.
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A new approach is needed to budgeting

While Irelond faces challenges, it finds itself in a strong
position. The economy is still performing well. With record
numbers at work, this is resulting in substantial tax receipts.

The Council has four recommendations as to how budgeting
in Ireland can improve:

1. The Government needs to ensure budgetary policy reduces
the ups and downs of the economic cycle. In fimes when the
economy is performing well, the Government needs fo show
some restraint. This means the Government would have the
resources fo step in and provide support when the economy is
weak. A good example of this working well was the Covid-
19 induced recession.

2. The Government should focus on running bigger surpluses. At
present, the Government is planning on running small
surpluses and to borrow fo finance some of the contributions to
savings funds. This departs from the original purpose of those
funds, which was fo save, rather than spend, risky corporation
fax receipts.

3. The Government should set a domestic rule or guide for
budgetary policy. The medium-term plan is useful in that it
moves budgetary policy in a more medium term direction.
However, the plan is not appropriate and sets net spending
growth rafes which are too high. A domestic budgetary rule or
guide is required. This would account for the unique
circumstances Ireland finds itself in.

4. The Government should improve how it produces budgetary
forecasts. Forecasting on a general government basis could
be significantly improved. General government forecasts are a
key input into the Government's medium-term plan.
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Checklist for a better fiscal framework

Forecast process

Forecast at least five-years ahead

Forecast spending realistically

Clear guardrails

Set a domestic budgetary rule, such as a limit on net spending growth
legislate for this domestic budgetary rule

Put in place appropriate savings funds for excess corporation tax

More transparency

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

Show how rules are being adhered fo 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 costs of maintaining
today’s public services and supports over time.

VIEW SUPPORTING ITEMS
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