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         The Framework for Budget Policy 

 
Government spending can be financed in three ways. These are 
(i) Through raising tax revenue 
 
(ii) Through the sale of government debt to the market, or 
 
(iii) Through Central Bank purchases of government securities, or just 
printing currency for government use. 
 



                 The Constraint in Ireland 

• There is no option (iii) in the Eurozone 
 
• Which means that market access must be maintained 
 
• But market access evaporated in 2010, very quickly. 
 
• This could happen again, inducing austerity at the worst possible 

time. 



                   The Benign Scenario  

  
 - 2019 is the sixth straight year of expansion 
 
 - the budget is balanced again 
 
 - so it is argued that expenditure increases, even tax cuts, can 
be afforded  



           But There Could be a Slowdown 

 
- The risk of a public finance crisis at some stage over the next 

few years is not zero 
 
- There are numerous reasons for expecting a slowdown from 

2020 onwards 
 
- These include the end of the recovery phase; the external 

environment; and Brexit    



        The Economy Can Only Recover Once 

  
 - The economy collapsed in the period 2008 to 2012. Most of the         
growth since 2013 has been a recovery. 
 
 - Unemployment rate is down from 16% to 4.4% 
 
 - There are labour shortages in many sectors 



          The Pressure is in the Labour Market 

• Over 300,000 jobs were lost, very rapidly, during the downturn. 
 
• The results included net outward migration but also very high 

unemployment. 
 
• A period of rapid employment growth eventually exhausts any excess 

labour supply and begins to inflate payroll costs. 
 



       The Unemployment Rate since 1998 



             External Environment Weakening? 

 
 - Ireland is exposed to the USA as well as to Europe. A slowdown in the 
USA hits exports but also inward investment. 
 
 - Medium-term prospects in Europe are not encouraging 
 
 - And Ireland is almost as exposed to Brexit as the UK itself 
   



      Spending Growth has been Unplanned 



                Volatility of Tax Revenues 

• The biggest worry is Corporation Tax – the Fiscal Advisory Council 
believes that recent revenues have been unusually strong. 

 
• They could weaken for cyclical reasons, or because there are big 

changes to the international corporate tax regime. 
 
• Steadier sources of government revenue have been sacrificed, 

notably water charges.   



     Opportunities for Reducing Tax Volatility 



                   The Risk in Current Policy 

 
• Things could work out fine, with continued growth in public spending, 

tax cuts and no budget problems. 
  
• This would need No Overheating, No Brexit, or a very soft Brexit, plus 

no international slowdown, plus no adverse Corporation Tax 
pressures internationally, plus no Eurozone crisis, in Italy or anywhere 
else. 

 
• The risk is unplanned austerity. 
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