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Séanadh

Is í an Oifig Buiséid Pharlaiminteach (OBP) a d’ullmhaigh an doiciméad seo mar áis do Chomhaltaí Thithe an 
Oireachtais ina gcuid dualgas parlaiminteach. Ní bheartaítear é a bheith uileghabhálach ná críochnúil. Féadfaidh an 
OBP aon fhaisnéis atá ann a bhaint as nó a leasú aon tráth gan fógra roimh ré. Níl an OBP freagrach as aon tagairtí 
d’aon fhaisnéis atá á cothabháil ag tríú páirtithe nó naisc chuig aon fhaisnéis den sórt sin ná as ábhar aon fhaisnéise 
den sórt sin. Tá baill foirne an OBP ar fáil chun ábhar na bpáipéar seo a phlé le Comhaltaí agus lena gcuid foirne ach 
ní féidir leo dul i mbun plé leis an mórphobal nó le heagraíochtaí seachtracha.

Disclaimer

This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members of the Houses 
of the Oireachtas to aid them in their parliamentary duties. It is not intended to be either comprehensive or definitive. 
The PBO may remove, vary or amend any information contained therein at any time without prior notice. The PBO 
accepts no responsibility for any references or links to or the content of any information maintained by third parties. 
Staff of the PBO are available to discuss the contents of these papers with Members and their staff, but cannot enter 
into discussions with members of the general public or external organisations.
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The Irish Government has proposed the establishment of a ‘Rainy Day Fund’. The Department of Finance published with 

Budget 2018 a consultation paper on the ‘Rainy Day Fund’. The explicit purpose of the Department’s paper is to consult 

with Members of the Houses of the Oireachtas on the issues that arise with the creation of such a fund.

The aim of this Parliamentary Budget Office Briefing Paper is to aid Members in their consideration of the Government’s 

proposals on the Rainy Day Fund.

Summary of Department of Finance consultation paper proposals

The consultation paper covers a broad range of topics but does not explore them in great detail. The list below 

lays out the PBO’s interpretation of the paper’s conclusions on the key issues surrounding a rainy day fund.

Purpose: The consultation paper specifically envisages the rainy day fund being used to address only specific 

events or shocks rather than as a counter-cyclical policy tool. Confusingly, however, it both discounts and 

considers the possibility of the fund being used for counter-cyclical purposes in the event of a severe economic 

shock. The Department’s conclusions on this important point are unclear.

Deposit Mechanism: The consultation paper states that objective formula driven deposit criteria, such as a 

share of GDP or overall expenditure or a fixed nominal amount, are most suited to resourcing a rainy day fund. 

The Department’s paper does not express a preference for any particular method. The initial deposit mechanism 

outlined is the transfer of a share of estimated fiscal space of €500 million per annum.

Withdrawal Mechanism: The consultation paper proposes that the criteria for drawing down the fund should be 

outlined in terms of the events it is to address, and that these should be clearly defined and set out in legislation.

Terminology: The consultation paper produced by the Department of Finance uses inconsistent terminology. Rainy 

day fund and contingency fund are used interchangeably which makes the specific proposals difficult to analyse. 

In particular, the paper repeatedly refers to rainy day funds. In the context of government finances, a rainy day 

fund generally refers to money set aside during times of budgetary surpluses to fund future deficits. However, the 

consultation paper seems to conflate this with a fund to meet unexpected expenditure for one-off events. These 

are more usually referred to as contingency funds.
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Economic context

Ireland’s recent history has seen extreme fiscal volatility. Between 2000 and 2007, there were fiscal surpluses. Ireland’s 

fiscal position was relatively strong compared to other countries in the Euro Area. The global financial crisis had an 

extreme impact on Ireland’s budget balance. When the economic downturn began Ireland was initially well positioned to 

fund deficits through borrowing due to low debt levels. However, in 2010, Ireland was obliged to enter the EU-IMF bailout 

programme due to an inability to access credit.

Any discussion of a potential rainy day fund should consider:

n the impact of the debt to GDP ratio on the ability of the state to borrow money when required; and

n the possible scale of unexpected deficits and the ability of any fund to cover these deficits.

International practice

Rainy day funds are not common among European countries though there is some academic commentary that suggests 

that they could be useful for European countries which have volatile GDP when pursuing counter-cyclical fiscal policies. 

However, to be used most effectively changes would be required to the definition of the ‘Maastricht Deficit’. Estonia has 

a rainy day fund and used it during the recent financial crisis to avoid borrowing at high interest rates. Klaus Regling, 

Managing Director of the European Stability Mechanism, recently proposed a European rainy day fund to deal with 

economic shocks that affect individual countries.

Many European countries do maintain contingency reserves or contingency funds. These are funds set aside in the 

annual budget to cover unforeseen in-year expenses. They can allow legislatures to approve budgets so that they are 

more in line with what is actually spent during a year.

Rainy day funds are common among State Governments in the United States of America (US). They are used as a way of 

funding deficits during economic downturns as US State Governments are generally restricted from borrowing to fund 

current spending. This restriction does not apply to Ireland.

Purpose of Fund

The consultation paper identifies a number of potential uses for the rainy day fund. These include:

1. Counter-cyclical stabilisation policy tool

This is where the rainy day fund is used to smooth expenditure over the economic cycle. The consultation paper states 

that the current EU and domestic fiscal rules, in effect, negate the need for a fund of this type as the rules are framed in 

structural terms and allow for increases in Government expenditure during economic downturns. However, as the Irish 

Fiscal Advisory Council (IFAC) has pointed out, the methodology with respect to the calculation of the structural balance 

does not work well for Ireland. Therefore, there is merit in exploring this use of the fund.

This would mean using the fund in order to support employment and capital expenditure during a downturn. In the 

longer term, the State would gain the benefit of the investments and the resulting boost to the potential of the economy. 

The Government must be clear on its priorities if it seeks to implement this policy.
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However, a counter-cyclical rainy day fund’s impact will be limited by Ireland’s low fiscal multiplier. In addition, based 

on analysis of historical stimulus and downturns it is likely that the rainy day fund, as planned, is not large enough to 

deliver an effective stimulus.

Under current fiscal rules, deposits and withdrawals from the rainy day fund are considered financial transactions. 

They will not affect the calculation of Ireland’s nominal General Government Balance. In the event of the rainy day fund 

being used as a counter-cyclical stabilisation policy tool, it is unlikely that this is compatible with the calculation of the 

Expenditure Benchmark or the structural deficit. Thus, the rainy day fund would act as a means to avoid borrowing 

rather than allowing additional expenditure over and above what the fiscal rules currently allow and therefore act as a 

method to stimulate the economy.

Conclusion: If the rainy day fund is to be used as a counter-cyclical stabilisation policy tool then the PBO would 

suggest that:

n An automatic mechanism be set out in legalisation with regard to resourcing the fund. This could be where 

revenue above a set limit for specific taxes (e.g. Corporation Tax, Capital Gains Tax, certain Stamp Duties) be 

set aside for the fund.

n Legislation should detail when and how the fund could be drawn down – for example it could specify that the 

fund could only be used to maintain or increase capital expenditure in the event of an economic downturn 

(as also defined in legalisation).

n The size of the fund should not be capped as to do so would reduce capacity to smooth the business cycle 

and maintain capital expenditure.

n Deploying the fund to support capital expenditure could rely on the existent clauses which permit breaches 

of the Stability and Growth Pact, e.g. those involving temporary or one off expenditure, a severe economic 

downturn, or investment. However, the Government should explore with the European Commission if changes 

to the calculation of the structural balance and Expenditure Benchmark could be made to accommodate the 

use of the fund.

2. ‘Once off ’ contingency fund

A fund could also be maintained as a contingency to cover the cost of unexpected expenses, such as natural disasters. 

If the fund was structured in this manner it would offer the Government more flexibility in the immediate aftermath of 

an unexpected event and allow the immediate provision of aid.

In the event that the fund is used to fund once off expenditure the Expenditure Benchmark and the structural deficit 

calculations can be adjusted for such expenditure.

The PBO considered some possible one-off events that the fund could be used to address based on the National Risk 

Register. The PBO considers the proposed level of the fund (€3 billion by end 2021) would probably be adequate to 

cover the short term costs of a severe natural disaster, a terrorist incident or a major pandemic. However, in the event 

of severe nuclear contamination or the realisation of certain contingent liabilities the fund may prove inadequate.

R
ai

ny
 D

ay
 F

u
nd

Rainy Day Fund

4



Conclusion: If the fund is to be used as a contingency fund for once off events then the PBO would suggest that:

n It should not be called the ‘rainy day fund’ as this term is more appropriate for a fund that is used as a counter-

cyclical policy tool.

n The size of the fund be set at a suitable level in consultation with relevant stakeholders.

n The circumstances for drawing down the fund be clearly outlined in terms of the scale and nature of the demands 

on the fund.

n Restrictions should be placed on the fund in order to maintain compliance with the Stability and Growth Pact 

(i.e. the one-off nature of the event/expenditure and the scale of the expenditure).

It may also be that legislation could make provision for the use of both a rainy day fund and a contingency fund.

3. Potential deposit mechanism – in-year expenditure contingency reserve

The initial means of accumulating monies in the proposed fund is to be a transfer of €1.5 billion from the Strategic 

Investment Fund and €500 million per annum between 2019 and 2021 from the Exchequer. This €500 million per annum 

is similar to what is called a contingency reserve in the consultation paper. A contingency reserve is where monies are 

set aside at the beginning of a budget cycle on the expenditure side to the budget. They are unallocated and can be 

drawn down for specific purposes usually to meet unexpected expenditure needs during the year. One suggestion in the 

consultation paper is to set up a contingency reserve and that monies left over in the contingency reserve at the end of 

the year would be transferred to the rainy day fund.

A contingency reserve on the expenditure side of the budget would help to ensure that unexpected expenditure could be 

accommodated within the Government Expenditure Ceilings. However, there is a danger that these funds become 

included in Departments’ unofficial budget calculations of funds available for the coming year leading to Departments 

seeing their initial allocation as an opening position rather than the limit of their resources for the year (i.e. a soft budget 

constraint). This could see upward pressure on Government spending and could result in an underfunded rainy day fund 

in the event its deployment was required.

With respect to the contingency reserve the PBO would suggest that:

n The contingency reserve be formally made a part of the Government Expenditure Ceilings and a Vote in the 

Estimates process.

n That expenditure from the contingency reserve be made by way of Supplementary Estimate, i.e. Dáil Éireann 

approval of monies disbursed from a new dedicated Vote.

n There are clear guidelines on what is considered to be unexpected expenditure within the year.

n That in the event that the rainy day fund is set up as a counter-cyclical policy tool that it is funded by a set 

formula on the revenue side (see above) and the Contingency Reserve is used as an additional source of 

resources for the fund and not the only source.
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Deployment of the rainy day fund

Effective rules will determine the impact of the fund. These rules must:

n Balance making the rainy day fund difficult to access in good economic times without impeding its deployment 

when needed;

n Maintain the Government’s accountability to the Oireachtas; and

n Support the long term operation of the fund.

It should be noted that unless the rainy day fund or contingency fund is put on a constitutional basis a future 

Government with the approval of the Houses of the Oireachtas can change the deployment criteria and spend the 

accumulated funds as it sees fit. For example, most of the funds in the National Pensions Reserve Fund (NPRF) were 

diverted when the financial crisis unfolded.

Conclusion: The PBO suggests that:

n Criteria for the deployment of the fund be clearly established and include sufficient parliamentary oversight 

of the decision to draw down the funds.

Possible alternatives

The creation of the rainy day fund will require that the State forego the benefit of a significant amount of money 

in the medium term. Holding cash in this manner has a high opportunity cost.

The creation of a rainy day fund may be considered a duplication of effort in the context of the NTMA holding cash 

reserves and short term liquid assets of €14.7 billion at end October 2017.

If the Government wishes to address the issues raised in the consultation paper, a number of alternative options 

to the rainy day fund are available including:

n Paying down debt to support the State’s ability to borrow in the event of a future crisis.

n Engaging in appropriate risk mitigation measures such as flood defences or training and equipment for the 

emergency services.
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The Irish Government has proposed the establishment of a Rainy Day Fund. The Department of Finance published with 

Budget 2018 a consultation paper on the Rainy Day Fund. The explicit purpose of this paper is to consult with Members 

of the Houses of the Oireachtas on the issues that arise with the creation of such a fund.

The aim of this Parliamentary Budget Office Briefing Paper is to aid Members in their consideration of the Government’s 

proposals on the Rainy Day Fund.

Box 1: SUMMARY OF DEPARTMENT OF FINANCE CONSULTATION PAPER PROPOSALS

The consultation paper covers a broad range of topics but does not explore them in great detail. The paper does 

not advance a strong vision as to the ideal form for the fund. However, it makes several assumptions on the form 

the fund will take without providing detailed justification of these assumptions. These assumptions shape the 

analysis and discussion of the consultation paper and to some extent limits the consideration of the topic. The list 

below lays out the PBO’s interpretation of the paper’s conclusions on the key issues surrounding a rainy day fund.

Purpose: The consultation paper specifically envisages the rainy day fund being used to address only specific 

events or shocks rather than as a counter-cyclical policy tool. However, it both discounts and considers the 

possibility of the fund being used for counter-cyclical purposes in the event of a severe economic shock. The 

Department’s conclusions on this point are unclear.

Deposit Mechanism: The consultation paper states that objective formula-driven deposit criteria, such as a share 

of GDP or overall expenditure or a fixed nominal amount, are most suited to resourcing a rainy day fund. The paper 

does not express a preference for any particular method. The initial deposit mechanism outlined is the transfer 

of a share of estimated fiscal space of €500 million per annum.

Withdrawal Mechanism: The consultation paper proposes that the criteria for drawing down the fund should be 

outlined in terms of the events it is to address and that these should be clearly defined and set out in legislation.

Terminology: The consultation paper produced by the Department of Finance uses inconsistent terminology. 

Rainy day fund and contingency fund are used interchangeably which makes the specific proposals difficult to 

analyse. In particular, the paper repeatedly refers to rainy day funds. In the context of government finances, a rainy 

day fund generally refers to money set aside during times of budgetary surpluses to fund future deficits. However, 

the consultation paper seems to conflate this with a fund to meet unexpected expenditure for once-off events. 

These are more usually referred to as contingency funds. In addition, the proposed mechanism to resource the 

fund is called a contingency reserve and is on the expenditure side of the budget.
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The establishment of a Rainy Day Fund has been agreed in the Programme for Government as part of the Government’s 

commitment to maintaining sound public finances. A consultation paper has been published by the Department of 

Finance exploring options related to the establishment of the rainy day fund. It was proposed in the Summer Economic 

Statement 2017 that this fund consist of an allocation of €1.5 billion from the Ireland Strategic Investment Fund and 

an annual contribution of €0.5 billion between 2019 and 2021 to provide for a total fund of €3 billion by end-2021.

The rationale for the Rainy Day Fund is established in the Summer Economic Statement 2016 (SES 2016). The SES 

2016 acknowledges the small, open nature of Ireland’s economy and the resultant volatility of the Irish economic cycle. 

To account for this, and the potential impact on the public finances, the Government have indicated that they feel it is 

prudent to establish a contingency reserve or ‘rainy day fund’ to act as a ‘prudent counter-cyclical buffer’.

The Summer Economic Statements outline that funds will be set aside annually as a ‘Contingency Reserve’ which, 

if not drawn down in-year (in response to an unanticipated adverse shock to the economy) would be remitted to the 

rainy day fund.

However, the Department of Finance’s consultation paper specifically envisages the rainy day fund being used to 

address only specific events or shocks rather than as a counter-cyclical policy tool. This suggests that the aim of the 

fund has changed since it was originally proposed.

This briefing paper is structured as follows, it:

n Outlines Ireland’s economic context and the use of rainy day funds in other jurisdictions.

n Then examines the potential roles of the fund as a tool of macroeconomic counter-cyclical policy and 

as a contingency fund for unforeseen once off expenses.

n Then provides a brief overview of issues relating to the potential governance of the fund; and

n Finally, discusses possible alternatives to a rainy day fund that might achieve similar policy goals.
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Ireland’s recent economic history has seen extreme fiscal volatility. Between 2000 and 2007, there were fiscal surpluses, 

as outlined in Figure 1 and Table 1. Ireland’s fiscal position was strong compared to other countries in the Euro Area. The 

global financial crisis had an extreme impact on Ireland’s budget balance. It went from being in surplus to a significant 

deficit in just one year. Since 2008, the budget balance has yet to return to surplus.

The scale of these budget deficits should be noted in light of the proposed size of the rainy day fund of €3 billion 

in 2021.

Figure 1: Surplus/deficit as percentage of GDP

Euro area (19 countries) Ireland
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Source: Eurostat Government deficit/surplus, debt and associated data.

Table 1: Irish budget nominal surplus/deficit, € billion

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

5.17 0.57 -13.14 -23.47 -53.71 -21.89 -14.11 -11.02 -7.10 -4.97 -1.91

Source: Eurostat Government deficit/surplus, debt and associated data.
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The positive fiscal position from the late 1990s to 2007, combined with strong GDP growth, left Ireland with a low debt 

to GDP ratio and a nominal net debt of €28.1 billion. When the economic downturn began, Ireland was initially well 

positioned to fund deficits and the recapitalisation of certain financial institutions through borrowing. As debt as a 

percentage of GDP increased due to falling GDP and deepening budget deficit, Ireland’s access to credit markets became 

strained and the ability of the state to fund deficits was endangered. Ireland’s net debt increased by €133.3 billion from 

end-2007 to end-2013.

Figure 2: Government consolidated gross debt as a percentage of GDP

Euro area (19 countries) Ireland
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Source: Eurostat Government deficit/surplus, debt and associated data.

In 2010, Ireland was obliged to enter the EU-IMF bailout programme. If this had not been possible it is likely that Ireland 

would have had to immediately close the budget deficit through further tax increases or spending cuts to remain 

solvent. Figure 3 highlights the impact of the crisis on Irish bond yields and the unprecedentedly low level Irish bond 

yields are currently at.
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Figure 3: Yield on 10 Year Irish Government Bonds
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Source: Federal Reserve Bank of St. Louis, Federal Reserve Economic Data, Long-Term Government Bond Yields: 

10-year: Main (Including Benchmark) for Ireland, Percent, Monthly, Not Seasonally Adjusted.

The impact of the debt to GDP ratio on the ability of the state to borrow money when required, the possible scale of 

unexpected deficits and the likely impact of a reserve fund should be considered in any discussion of a potential rainy 

day fund. It is important to place a rainy day fund of €3 billion euro in the proper context in light of historical experience.
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United States

Rainy day funds are an important part of budgeting for United States (US) State Governments. Almost all US State 

governments operate with some form of constitutional or statutory balanced budget requirement for current spending.1 

This limits the ability of States to react appropriately to shortfalls in revenue, particularly those caused by economic 

downturns, as the State Government is obliged to either raise taxes or cut spending to close any gap in funding. On a 

macroeconomic level, the pro-cyclical nature of this policy has the potential to deepen recessions while the inability of 

the State Government to “smooth” changes in expenditure makes policy more unpredictable and harder for citizens and 

business to rely on and plan around.

Rainy day funds arose as a policy tool that would allow State Governments to mitigate these problems. By putting 

money into dedicated ‘rainy day’ or ‘budget stabilisation’ funds when budget surpluses existed they would be able 

to fund deficits until the economic cycle allowed for a balanced state budget again. Rainy day funds differ from general 

state reserves as there is usually some level of restriction on access to the funds. This may be a requirement for a 

supermajority vote in the legislature or a trigger based on economic conditions such as negative growth or high 

unemployment. This protects the funds that have been set aside from short term political pressures to increase 

spending or cut taxes.

There is a wide variety of funding models and requirements in operation in the United States. The most common is for 

the end of year budget surplus to be deposited in the rainy day fund. Other states require funds from particular streams 

to be deposited in the rainy day fund. For example, Massachusetts requires that all funds raised by the Capital Gains Tax 

over an index linked threshold ($1.05 billion in 2015) be deposited in the rainy day fund.

Table 2: US States’ rainy day fund’s conditions as of 2009

Deposit Method Number of States Withdrawal Method Number of States

Mineral Litigation settlements 1 Legislative Appropriation 12

Formula 7 Formula 5

Year-end Surplus 30 Budget Deficit 24

Legislative appropriation 3

Source: Balassone, Fabrizio, Daniele Franco, and Stefania Zotteri. “Rainy day funds: Can they make a difference in 

Europe?” in Policy Instruments for Sound Fiscal Policies. Palgrave Macmillan UK, 2009. 179-203.

1 National Conference of State Legislatures (2010) State Balanced Budget Provisions available from http://www.ncsl.org/documents/fiscal/
StateBalancedBudgetProvisions2010.pdf.
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Conclusion

Rainy day funds are common among State Governments in the United States. They are used as a way of funding 

deficits during economic downturns as State Governments are generally restricted from borrowing to fund current 

spending. This restriction does not apply to Ireland.

Europe: Rainy day funds

Rainy day funds are not common among European countries. However a number of academic papers have examined 

the possibility of their use as policy tools to ease compliance with the Stability and Growth Pact’s limits on Government 

deficits. Balassone, Franco and Zotteri2 argue that the adoption of surplus funded rainy day funds would encourage 

counter-cyclical fiscal policies by Governments. In particular, they identify countries close to the medium term target 

with volatile GDPs as being able to benefit from the implementation of rainy day funds. Ireland would fall into this group. 

They do note that the implementation of effective rainy day funds may require changes to the definition of a “Maastricht 

deficit” so that lodgements to the rainy day fund are considered expenditure, and withdrawals are considered revenue 

and not financial transactions within the General Government sector.

Klaus Regling, head of the European Stability Mechanism (ESM), in a speech at the College of Europe4 has proposed a 

European rainy day fund as a facility to deal with economic shocks that hit one country, such as the impact of Brexit on 

Ireland. He proposes a short term ESM facility that pays out during crises but must be repaid once the crisis has passed.

Estonia operates what may be considered close to a rainy day fund in the form of the “Stabilisation Reserve Fund”. 

This fund was established in 1997 to provide for financing in crises and for unexpected situations. This fund has been 

used twice since then; to support the funding of claims on a failed bank in 1998-1999 and to support spending in the 

immediate aftermath of the global financial crisis in 2009. The fund had a value of €406 million (approx. 1.9% of GDP, 

5% of Government expenditure) at the end of 2016. The use of the fund is controlled by the Estonian parliament on the 

basis of proposals submitted by the Government. Deposits to the fund are regulated by law but are broadly within the 

Government’s control. They can include revenue from privatisations, the Central Bank and cash surpluses.

2 Balassone, Fabrizio, Daniele Franco, and Stefania Zotteri. “Rainy day funds: Can they make a difference in Europe?.” Policy Instruments for Sound 
Fiscal Policies. Palgrave Macmillan UK, 2009. 179-203.

3 Klaus Regling (2017) Deepening EMU: Ambition and Realism available at https://www.esm.europa.eu/speeches-and-presentations/klaus-regling-
college-europe.
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Figure 4: Size of the Estonian Stabilisation Reserve Fund

€ million % of GDP % of Government expenditure
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Source: Estonian Ministry of Finance https://www.rahandusministeerium.ee/en/state-treasury/state-funds.

While the Estonian Government had a very low debt to GDP ratio during the downturn, due to monetary and economic 

pressures, the Government chose not to fund deficits with borrowing.4 As such, the fund helped cushion the impact of 

the significant fiscal adjustment required in Estonia during the Global Financial Crisis. The impact of this on the fund 

can be seen in Figure 4.

Conclusion

Rainy day funds are not common among European countries.

Their adoption has been proposed as a means of encouraging prudent fiscal policy but to be used most effectively 

would require changes to the definition of the “Maastricht Deficit”.

4 OECD Economic Surveys: Estonia 2011.
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Europe: Contingency reserves

A number of other jurisdictions maintain contingency funds as part of their annual budgetary process. In the UK, the 

Government maintain a “Contingencies Fund” of 2% of expenditure. It is maintained to finance payments for urgent 

services in anticipation of Parliamentary provision, to provide funds required temporarily by Government departments 

and to meet other temporary cash deficiencies. Funds used by Government departments are ideally repaid in the same 

financial year through the supplementary estimates or, if this is not possible, through the estimates for the following 

year. Whenever funds are advanced to Government departments, Parliament is informed as soon as possible.5

In Spain, a contingency fund of 2% of expenditure is included in the budget to cover unforeseen and non-discretionary 

costs that may arise during the budgetary period. This has been recognised as a useful fiscal tool that helps to avoid 

deviations between the budget approved and the budget that is actually implemented.6

The French Government maintains a “Precautionary Reserve” as part of the annual budget. This is money set aside 

as part of the annual budget to ensure that the overall budget is respected in the event of unforeseen circumstances.

Conclusion

Many European countries do maintain contingency reserves or contingency funds. These are funds set aside in the 

annual budget to cover unforeseen expenses. They can allow legislatures to approve budgets more in line with 

what is actually spent during a year.

5 For more information see UK Treasury Contingencies Fund available at https://www.gov.uk/government/collections/hmt-central-funds#contingencies-
fund.

6 Box 3.11, OECD Public Governance Reviews Colombia: Implementing Good Governance; OECD Economic Surveys: Spain 2003.
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A rainy day fund is ultimately a tool developed by governments to act as a prudent buffer against fiscal shocks. To be 

effective in this role a rainy day fund must be large enough to deliver an effective response to likely fiscal shocks and, 

ideally, structured within the budgetary system in such a way as to insulate against fiscal shocks. The Government 

should determine the precise nature of the fiscal shocks the fund is to insulate against in advance of the development 

of the fund. How money is deposited into the fund and withdrawn from it will determine the circumstances in which the 

fund is used and how effective its deployment is.

The consultation paper identifies two broad categories of rainy day fund. One approach is to develop a formal 

mechanism to use reserves built up during times of budgetary surpluses to fund Government spending during economic 

downturns to support demand. The other approach outlined in the consultation paper is for a rainy day fund which is 

reserved for unexpected contingencies. The consultation paper explicitly envisages the rainy day fund as the second 

type, due to the fiscal framework which Ireland is subject too.

As the Stability and Growth Pact (see box 2) defines its targets in structural terms, the State should continue “normal 

expenditure” during downturns to allow automatic stabilisers (see below) such as social welfare spending to support 

the economy. Despite emphasising this, the consultation paper also outlines a number of scenarios where the fund 

could be used in such a counter-cyclical manner in response to a sufficiently severe economic shock, outside the normal 

economic cycle envisaged by the Stability and Growth Pact. A fund of this nature could be a useful tool for managing 

revenue streams with the potential for significant volatility if suitable mechanisms for depositing and withdrawing 

money from the fund were implemented.

In addition, the consultation paper discusses the deposit mechanism into the fund. It is envisaged that the deposit 

mechanism could be an annual contingency reserve on the expenditure side of the budget (see Box 4). This should 

be seen as separate or additional role of the fund and is discussed separately in this paper.

This section will provide a brief overview of what each of these types of funds would entail when they are used, 

the likely impacts and any potential costs.
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Box 2: STABILITY AND GROWTH PACT FISCAL RULES

The Stability and Growth Pact’s preventive arm is based on two pillars: the Medium Term Objective (MTO) and the 

Expenditure Benchmark. The MTO aims to ensure each Member State has a healthy financial position while the 

Expenditure Benchmark aims to protect a country’s finances from unsustainable expenditure increases or revenue 

decreases.

Member States are obliged to either remain at or be making progress towards achieving their MTO. This must not 

be higher than a structural budget deficit of 1% of GDP and lower if the public debt is not significantly below 60% 

of GDP. Ireland’s MTO is currently a structural deficit of 0.5% of GDP. The structural budget balance is calculated 

by removing once off and temporary elements from the nominal budget balance and adjusting it to account for 

the economic cycle. As indicated in the consultation document this structure inherently includes counter-cyclical 

elements, as if a Member State is at its MTO normal spending can continue, regardless of the actual level of the 

nominal deficit as long as it is under 3% of GDP. Deviations from the MTO or progress towards it are allowed 

in the case of structural reform, unusual events outside the control of Government or a severe overall economic 

slowdown.

The Expenditure Benchmark limits the ability of the Government to increase spending, regardless the absolute 

availability of funds. The benchmark aims to constrain growth in the Government expenditure to a level that 

can sustained by the economy. The benchmark is based on overall Government spending adjusted for interest 

payments, cyclical unemployment benefits, programmes co-funded by the EU and with capital spending averaged 

over a number of years.

Any increase in expenditure must either be in line with the potential growth rate of the economy or funded by the 

introduction of new revenue measures. This is to ensure that there remains a robust structural and sustainable 

base to support Government expenditure, rather than relying on relatively narrow and volatile tax bases. The 

amount allowed for any increase in expenditure is referred to as the “fiscal space”. A breach of the expenditure 

benchmark will not be considered when a Member State’s compliance with the SGP is being assessed if the breach 

is because of an unusual event outside the control of Government. The Expenditure Benchmark does not apply if a 

Member State is at its MTO.

Payments into the rainy day fund

Under European Union national accounting rules payments into and withdrawals from a potential rainy day fund 

would be treated as financial transactions rather than as expenditure and revenue. Therefore, they would not be 

recorded as impacting the budget balance, merely changing how it is financed. This limits the ability of an EU 

Member State to use such funds in the manner of an US State rainy day fund. Ireland would still be considered 

to be in breach of the SGP if revenue and expenditure were not structurally balanced within SGP limits, even 

if reserves were being used to make up the difference. For the fund to be used in this way would require that 

European Union national accounting rules with regards to the calculation of the General Government Balance 

for SGP purposes (“Maastricht Deficit”) be tweaked to reflect the rationale behind a rainy day fund.
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Counter-cyclical stabilisation policy tool

A fund used as a counter-cyclical stabilisation policy tool, in the event of a severe shock to the economy, would support 

additional expenditure on economic stimulus with the potential to boost growth and support employment. In addition, 

in times of above average economic growth the fund would take excess money out of the economy when it is in danger 

of ‘overheating’.

Automatic stabilisers are features of the structure of modern government budgets. In a downturn, assuming a balanced 

budget beforehand, a deficit arises as unemployment rises and income and other tax revenue fall and social expenditure 

rises. The opposite happens during a period of above average economic growth. Such deficits and surpluses are normal 

parts of the economic cycle – however, if Government debt is high the ability to borrow to fund deficits might be 

curtailed, deepening a downturn. During cyclical upswings there is a temptation to use the surpluses to fund additional 

expenditure or tax cuts. It is difficult to measure where in the economic cycle an economy is. In addition, in a downturn 

there is a case to be made to stimulate the economy over and above the natural stimulus that automatic stabilisers 

provide. Thus, there is a rationale for setting aside funds to act as a counter-cyclical stabilisation policy tool in the 

event of a downturn. This should help prevent ‘boom/bust’ spending cycles.

The fund, if used in the event of a downturn, would mean that the State could take up the slack in the economy 

and support employment and additional Government expenditure in the short term without resorting to additional 

borrowing. It could, in particular, be used to support additional capital expenditure. This would help cushion the impact 

of a severe downturn. In the longer term, the State (assuming the funds were used for capital expenditure) would gain 

the benefit of such infrastructure investments and the resulting boost to the potential of the economy. In addition, the 

fund has the potential to help smooth the overall economic cycle by setting aside revenue in good economic times 

thereby contributing to sustainable fiscal policy. This could negate the need to cut expenditure or raise taxes in a 

downturn.

The immediate goal of additional capital investment expenditure would be to support employment; directly through 

those supplying or employed on these projects and indirectly though those who gain employment through providing 

goods and services to those employed on public works initiatives. This extent of this wider impact of the stimulus is 

referred to as the fiscal multiplier. The larger the multiplier is, the larger the impact of each euro of stimulus on the wider 

economy. In Ireland’s case, as a small open economy, it is likely that the fiscal multiplier is low.7 This will limit the impact 

of the stimulus spending on the wider economy and brings into question the macroeconomic rationale behind the use 

of the fund in this manner. However, this does not negate the obvious long term benefits that would arise from prudent 

investment.

7 Spilimbergo, Antonio, Schindler, Martin and Symansky, Steven A. (2009) Fiscal multipliers International Monetary Fund. See IFAC (2013) Fiscal 
Assessment Report April 2013 pp80-88 for a discussion of fiscal multipliers in the Irish context.
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The Government must be clear as to its priorities if it seeks to implement this policy. The types of projects traditionally 

covered by this type of investment are large infrastructure projects, construction of Government buildings and other 

civil engineering projects. However, these have become significantly less labour intense than was previously the case.

A potential disadvantage of large scale Government investment of this nature is that it can “crowd out” private 

investment and increase the price of labour and materials to the degree that the expansion of private enterprise is 

constrained. By making this investment during economic downturns it is possible to avoid this and use resources that 

would otherwise be underutilised.

The use of the fund in this way would take place in the context of other Government expenditure continuing as normal, 

with the stimulus spending taking place “on top” of it. Sustaining current spending in a downturn would likely require 

borrowing in any case. The prevailing monetary environment, geopolitical situation and political conditions may result in 

interest rates being higher than is sustainable and the merit of expanding even current spending (which is natural in a 

downturn) while borrowing at high interest rates may be difficult to justify politically within the State or to creditors. In a 

downturn, both capital and current expenditure may have to be cut, exacerbating the downturn. The rainy day fund can 

be used to avoid this.

The consultation paper is quite broad in its proposals with respect to the use of the fund in this manner, noting that the 

restrictions in the Stability and Growth Pact are designed for normal economic times and can be breached in the event of 

a severe economic shock. The paper proposes that in this case the fund be used to fund “labour-intensive, shovel-ready, 

capital projects that deliver maximum returns” or that the fund be used to avail of the structural reform or investment 

clause provisions of the SGP. The exact nature of these projects or investments is not discussed. As outlined above, it 

may be the case that a decision must be made as to whether to prioritise labour intensity or some other form of return.
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Box 3:  IRISH FISCAL ADVISORY COUNCIL (IFAC) COMMENTS ON THE RAINY DAY FUND 
(FISCAL ASSESSMENT REPORT, NOVEMBER 2017)

IFAC believe that the rainy day fund could be a useful counter-cyclical tool to ensure more sustainable growth and 

prudent management of the public finances. They identify three broad issues with the proposals from the rainy 

day fund: the counter-cyclicality of the fund, the interaction with the fiscal rules and the governance procedures 

for the fund.

Counter-cyclicality: IFAC note that the fund as proposed by the Department of Finance is not a counter-cyclical 

tool for fiscal policy. IFAC believe that the methodology to calculate the structural balance under EU rules may fail 

to accurately identify the cycle accurately for Ireland and that an additional tool is required to manage public 

finances to avoid any procyclical bias in the fiscal rules. The prospect for a cap on the fund is inconsistent with 

IFAC’s vision of a counter-cyclical tool. The decision to reduce the level of deposits from €1 billion, as originally 

stated by then Minister for Finance, Michael Noonan, to €500 million is felt to be exhibiting a procyclical pattern 

for the fund’s management even before it is formally set up. IFAC also recommend that the mechanism for 

depositing to the fund has consideration of cyclical conditions to avoid making deposits at inappropriate times.

Interaction with the Fiscal Rules: IFAC expressed concern that the Ireland may not be able to take advantage 

of the exemptions highlighted in the consultation paper as they are not designed for rainy day fund style 

mechanisms and may not permit the envisaged scope for deviation from the rules. IFAC suggest that the 

Government engage with the European Commission to adjust these rules to allow for the deployment of rainy 

day funds.

Governance Procedures: IFAC note the need for robust safeguards to be put in place with respect to accessing the 

fund and note that greater consideration should be given to whether other structural issues should be addressed 

by this fund or other funds.

The PBO’s view is that the rainy day fund could reduce the volatility of Government finances if it was structured to accept 

all receipts of specified volatile revenue streams over a certain threshold and use these to maintain or increase capital 

spending in a downturn. This would allow greater long term stability in capital spending and would reduce the reliance 

of the current budget on revenue streams which are most exposed to fiscal shocks. The current Infrastructure and 

Capital Investment plan8 envisages a total spend of €27 billion, or 9.8% of GDP between 2016 and 2021.

8 Department of Public Expenditure and Reform (2015) Building on Recovery: Infrastructure and Capital Investment 2016-2021.
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Size of the fund

During the Global Financial Crisis of 2008-2009 most G20 countries implemented some form of stimulus. While the 

IMF recommended stimulus of approximately 2% of global GDP,9 the stimulus implemented was closer to 1.4% of 

the combined GDP of the G20 or 1.1% of Global GDP. However, the scale of this varied broadly within the G20.10

Table 3: 2009 Stimulus Packages

Stimulus Spending in 2009 Total size of stimulus

USD amount (bb) Percent 2008 GDP USD amount (bb) Percent 2008 GDP

Australia 8.5 0.8% 19.3 1.8%

Canada 23.2 1.5% 43.6 2.8%

France 20.5 0.7% 20.5 0.7%

Germany 55.8 1.5% 130.4 3.4%

Italy 4.7 0.2% 7.0 0.3%

Japan 66.1 1.4% 104.4 2.2%

Korea 13.7 1.4% 26.1 2.7%

Spain 18.2 1.1% 75.3 4.5%

UK 37.9 1.4% 40.8 1.5%

USA 268 1.9% 841.2 5.9%

Source: Prasad, Eswar, and Isaac Sorkin (2009) Assessing the G-20 economic stimulus plans: A deeper look.

The intent of any stimulus package is to minimise the ‘output gap’11 during economic downturns. It has been estimated 

that during the economic crisis the Irish output gap was between 5% and 8%.12 The proposed rainy day fund will, if 

implemented as described in the consultation document, be worth €3 billion; or 1.1% of 2016 GDP. Acknowledging the 

distortions of Irish GDP and using GNI*,13 this amounts to approximately 1.6% of 2016 GNI*. This suggests that the 

proposed size of the rainy day fund will not be large enough to deliver an effective fiscal stimulus to mitigate the impact 

of a severe economic crisis.

9 IMF Survey (2008) IMF Spells Out Need for Global Fiscal Stimulus available at http://www.imf.org/en/News/Articles/2015/09/28/04/53/soint122908a.

10 Prasad, Eswar and Sorkin, Isaac (2009) Assessing the G-20 economic stimulus plans: A deeper look.

11 The output gap is the difference between a country’s output if its economy was operating at full capacity and its actual output.

12 Aramendia, Mirzha de Manuel, and Raciborski, Rafal (2015) Using financial variables to estimate the Irish output gap: do they make a difference, 
European Economy Economic Briefs 4 (2015).

13 The high level of foreign direct investment in the Irish economy distorts GDP as a measure of economic activity. GNI* has been developed by the CSO 
to more accurately reflect Irish economic activity.
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Stability and Growth Pact implications

If the fund was to be deployed as a counter-cyclical stabilisation policy tool, it would have to be deployed in such a way 

as to remain compliant with the Stability and Growth Pact. The expenditure benchmark is less likely to restrict capital 

expenditure of this nature as capital expenditure is averaged over four years in the Benchmark allowing for increased 

capital expenditure within the rules. The Medium Term Objective will have more implications for deploying the fund in 

this manner as it has strict constraints on the structural budget deficit. The structural budget balance is calculated by 

removing once off and temporary elements from the nominal budget balance and adjusting it to account for the 

economic cycle. Deviation is also allowed in the event of a severe economic downturn or if the Government takes 

advantage of the “investment clause” in the Pact. Any deployment of the fund will have to be in line with the European 

Union definitions of these terms.

Temporary or one off expenditure

There are five overarching principles which inform the decision on whether a measure is temporary or one off.14 These 

are summarised in the table below. Any measures intended to be funded on this basis must comply with these five 

principles to genuinely be exempted from the structural balance.

Principle I One-off measures are intrinsically non-recurrent.

Principle II A measure will not be considered one-off simply on the basis that it has been described as 
such by the Government. 

Principle III Volatile or cyclical components of revenue or expenditure should not be considered one-off.

Principle IV There is a strong presumption that deliberate policy actions that increase the deficit are of a 
structural nature. These measures should only exceptionally be classified as one-offs, in cases 
where it can be unambiguously demonstrated that they have an intrinsic temporary nature.

Principle V Only measures having a significant impact on the General Government balance should be 
considered one-offs. As a rule, measures worth less than 0.1 per cent (€300 million euro for 
Ireland) of GDP should not be considered one-offs. Such measures are more likely to constitute 
normal volatility of public finances.

Severe economic downturn

A severe economic downturn is defined as negative real growth of GDP or as an accumulated loss of output during a 

protracted period of very low growth of GDP relative to its potential. The excess of the deficit over 3% will be considered 

temporary if the Commission’s forecasts indicate that the deficit will fall below 3% following the end of the unusual 

event or severe economic downturn.15

14 IFAC (2017) One-Off/Temporary Measures Relevant to 2016 Assessment available at http://www.fiscalcouncil.ie/wp-content/uploads/2017/06/Box-H.
pdf.

15 See section 2.2.2.1 of European Commission (2017) Vade Mecum on the Stability and Growth Pact.
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Investment clause

The Commission has published more guidelines on the flexibilities available to Governments under the SGP in Making 

the best use of the flexibility within the existing rules of the stability and growth pact.16 This specifies what is required 

for a major investment or structural reform to be considered as allowing a deviation from the MTO. The document sets 

out that a state will benefit from the investment clause if:

1. GDP growth is negative or the negative output gap is larger than 1.5% of GDP;

2. the deviation from the MTO does not lead to an excess over the 3% of GDP reference figure;

3. the deviation is linked to national expenditure on projects co-funded by the EU or the European Fund for

Strategic Investments;

4. co-financed expenditure should not substitute for nationally financed investments;

5. and the Member State must compensate for any temporary deviations and the MTO must be reached within

four years.

This clause would be particularly suited to the deployment of the rainy day fund in a counter-cyclical fashion.

Conclusion

If the rainy day fund is to be used as a counter-cyclical stabilisation policy tool then the PBO would suggest that:

l An automatic mechanism be set out in legalisation with regard to resourcing the fund. This could be where 

revenue above a set limit for specific taxes (e.g. Corporation Tax, Capital Gains Tax, certain Stamp Duties) 

be set aside for the fund.

l Legislation should detail when and how the fund could be drawn down – for example it could specify that 

the fund could only be used to maintain or increase capital expenditure in the event of an economic 

downturn (as also defined in legalisation).

l The size of the fund should not be capped as to do so would reduce capacity to smooth the business cycle 

and maintain capital expenditure.

l Deploying the fund to support capital expenditure could rely on the existent clauses which permit breaches 

of the Stability and Growth Pact, e.g. those involving temporary or one off expenditure, a severe economic 

downturn, or investment. However, the Government should explore with the European Commission if 

changes to the calculation of the structural balance and Expenditure Benchmark could be made to 

accommodate the use of the fund. 

16 Available at http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015DC0012&from=EN.
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Box 4: IN-YEAR EXPENDITURE CONTINGENCY RESERVE

Contingency reserves are quite common in other jurisdictions. However, they are usually not intended to 

protect against economic shocks. They are usually included in annual Government budgets as a way of covering 

unforeseen expenditure that arises during the year. They play an important role in the budgetary process whereby 

they explicitly include extra fiscal space in the budget presented to the legislature. This gives the legislature 

increased confidence that the budget that they vote on accurately represents likely expenditure over the 

coming year.

A contingency reserve on the expenditure side of the budget would allow this benefit to apply to Ireland and help 

to ensure that unexpected expenditure would be accommodated within the Government Expenditure Ceiling. 

While the process to access these funds might in practice be similar to that of seeking supplementary estimates, 

the budget which was voted on by Dáil Éireann would be a more accurate reflection of expenditure for the year.

The Department of Finance consultation paper suggests that there is a possible role for the rainy day fund to act 

as a contingency reserve. It suggests that the contingency reserve is either:

l housed within the rainy day fund, or

l housed in the Exchequer account and if unused transferred to the rainy day fund.

This suggests that the contingency reserve (if unused) would become a source of income for the fund.

However, there is a danger that the contingency reserve becomes included in Departments’ unofficial budget 

calculations of funds available for the coming year, leading to Departments seeing their initial allocation as an 

opening position rather than the limit of their resources for the year (i.e. a soft budget constraint). This would be 

counter to the principles of sound budgetary planning i.e. prioritisation, ongoing evaluation, and evidence-based 

decision-making. This could also see upward pressure on Government spending. If the contingency reserve was 

used in-year it could lead to an underfunded rainy day fund.

The scale of the contingency reserve must be considered relative to historical expenditure overruns compared to 

original budget in the budgetary year and the hoped for size of the of the rainy day fund. During the financial crisis 

and its aftermath Gross Voted Expenditure tended to be lower than originally planned. However, post 2013 there 

have been significant expenditure overruns (see Figure 5). This suggests a need to carefully set out the nature of 

the expenditure the contingency reserve would cover.
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Box 4: IN-YEAR EXPENDITURE CONTINGENCY RESERVE (continued)

Figure 5:  Gross Expenditure – Difference between Revised Estimates and Actual Outturn 
2008-2016 (€ millions)
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Source: Parliamentary Budget Office calculations based on Revised Estimates for Public Services (Various years) 

and Outturn figures from Department of Public Expenditure and Reform Databank.

Note: 2016 (i) Original Revised Estimates. 2016 (ii) July Revised Estimates.

With respect to the contingency reserve the PBO would suggest that:

l The contingency reserve be formally made a part of the Government Expenditure Ceilings and a Vote 

in the Estimates process.

l That expenditure from the contingency reserve be made by way of Supplementary Estimate, 

i.e. Dáil approval of monies disbursed from a new dedicated Vote.

l There are clear guidelines on what is considered to be unexpected expenditure within the year.

l That in the event that the rainy day fund is set up as a counter-cyclical policy tool that it is funded by a 

set formula on the revenue side (see above) and the Contingency Reserve is used as an additional source 

of resources for the fund and not the only source.
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Box 4: IN-YEAR EXPENDITURE CONTINGENCY RESERVE (continued)

Figure 6 shows an indicative structure for the interaction between the contingency reserve and rainy day fund/

once-off contingency fund based on the above PBO suggestions.

Figure 6: Indicative rainy day fund and contingency reserve structure

Government Voted 
Expenditure

Counter-Cyclical  
Policy Fund

OR

One-Off In-Year 
Expenditure

Contingency  
Reserve Vote

Exchequer  
Funds

Once-Off  
Contingency Fund

Source: Parliamentary Budget Office

‘Once off ’ contingency fund

A fund could also be maintained as a reserve to cover the cost of unexpected expenses, such as natural disasters. 

It would be important that the circumstances governing the deployment of the fund are suitably pitched between 

responsiveness in the event of a crisis and robustness to prevent the fund being drawn down unnecessarily. If the 

fund was structured in this manner, it would offer the Government more flexibility in the immediate aftermath of an 

unexpected event and allow the immediate provision of aid. However, there is an opportunity cost to holding cash or 

other highly liquid assets in a fund where a large proportion of it may not be used. These funds may be better used 

to either pay down the national debt, thereby increasing Ireland’s ability to borrow in future and lowering the cost of 

interest payments, or be invested in necessary/priority infrastructure. This opportunity cost must be accounted for when 

considering the impact of such a fund. It should also be considered in light of the €14.7 billion held by the NTMA at end 

October 2017.
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The consultation paper broadly envisages the rainy day fund operating as a defined-purpose instrument to address 

specific events or shocks rather than as a tool of cyclical macroeconomic policy. The proposals in the consultation 

paper envisage two ways the operation of the fund could be used to fund such expenditure where funds could not be 

reprioritised or savings were not available: using the in-year contingency reserve (see box) before it is transferred to 

the fund and/or deploying the fund itself. In either process, expenditure would be only deployed in the event of natural 

disasters or public emergencies; such as storm and flood damage to transport infrastructure. This would specifically 

exclude the reserve and/or fund from covering budgetary overruns or new programmes. This would be necessary to 

preserve the contingency nature of the fund and to remain compliant with the fiscal rules.

Currently, this type of expenditure would be funded by supplementary estimates proposed by the Government, 

considered by the relevant Dáil select committee and voted on by Dáil Éireann. The consultation paper does not propose 

to change this arrangement for the deployment of funds from the reserve and/or fund. Under the existing regime, this 

increased expenditure would be funded out of any existing surpluses or by borrowing. The existence of the fund would 

provide a cushion to budgets being impacted by unforeseen circumstances and would act as insurance against a 

national emergency occurring at a time when access to credit markets was constrained. In these circumstances the fund 

would help to maintain the Government’s freedom of action responding to a crisis. However, interest rates are currently 

extremely low on Irish debt. As such there would currently be no major benefit to funding such spending out of a rainy 

day fund over funding it through borrowing, notwithstanding the possibility of an incident occurring which damages 

the State’s ability to access credit markets.

Size of the fund

The size of the fund must be considered in the context of the scale and impact of “force majeure” circumstances that 

may require the deployment of funds from the rainy day fund. The exact nature of these circumstance are open to 

speculation. However, the National Risk Register provides an indication of risks with the potential to impose significant 

costs. The utility of €3 billion (the expected size of the fund by end 2021) with respect to the scale of the risks must 

be considered. While some of these are more likely to occur than others, the purpose of the fund outlined in the 

consultation paper would be to cover the immediate upfront cost of unforeseen occurrences such as these:

n Storms and adverse weather conditions

 Storms and adverse weather conditions have the potential to impose significant costs. Many of these costs 

do not fall directly on Government, but the potential remains for storms and flooding to impose significant costs 

on Government. As referenced in the Department of Finance’s consultation paper, €100 million was required 

to cover repairs from storm and flood damage in 2016. This could be higher in extreme scenarios. The EU has 

a solidary fund to aid Member States in times of natural disasters. There is a definition of ‘major disaster’ that 

needs to be fulfilled in order to access the solidary fund. For Ireland it requires over €1.2 billion ‘direct damage’ 

from the event before the EU makes funds available. 17 This gives an indication of how much the fund should be 

in order to adequately address such a ‘major disaster’.

17 The amount in aid that can be received is 2.5% of the damage up to the threshold (slightly over €1.2 billion) and 6% above the threshold see 
http://ec.europa.eu/regional_policy/en/funding/solidarity-fund/. The threshold is lower (approximately €500 million) if a ‘regional disaster” hit 
the BMW region.
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n Terrorist incidents and armed conflict

 Although the current assessment is that a terrorist attack taking place in Ireland is unlikely, it is recognised as 

possible. Depending on the form it takes, such an attack could destroy critical infrastructure which would require 

urgent repair or replacement and the operational response to the attack and the need for a visible security 

presence to reassure citizens would likely require the deployment of significant numbers of Gardaí and members 

of the Defence Forces. Other costs could include health costs of and compensation to the victims.

 It is difficult to estimate such costs but the Madrid bombing in 2004 is estimated to have directly cost the 

Spanish Government approximately €146.2 million (88% of this was compensation to the victims).18 This did not 

include additional costs to the security forces in response to the attack. Adjusted for inflation and purchasing 

power parity a similar cost for Ireland in 2017 would be approximately €210 million (PBO calculation).

 There are no estimated costs available on the potential impact that a terrorist attack may have on critical 

infrastructure, so while it is a risk highlighted by the National Risk Register, the potential cost if realised is 

not estimated by the State.

n Nuclear contamination

 The National Risk Register considers the potential contamination of Ireland as a result of a nuclear accident 

to be a risk of low probability. A report by the ESRI19 has estimated that the immediate direct costs imposed 

by a disaster of this type range from €6 million for an incident with low contamination to potential costs of 

€9.5 billion in direct costs for an incident with high levels of contamination, depending on the extent of the 

policy response. It must be emphasised that this is the high end estimate for what is considered a low probability 

event. This does not include additional costs imposed on health services by any such incident. It also does not 

include direct or reputational losses (i.e. loss of livestock, future agricultural exports, future tourist income etc.) 

that could also arise.

n Major pandemics

 The National Risk Register identifies a major pandemic as a serious threat. International exercises and 

experience indicate that a pandemic has the potential to disrupt economic and social life significantly, with the 

possibility of energy and food supply shortages. The 2013-2016 Ebola epidemic and the transmission of the virus 

outside of Africa is a reminder that, as the world becomes more connected, facilitating the spread of disease-

causing organisms, the risks of a pandemic becomes greater. The cost in response to the H1N1 pandemic in 

2009/2010 including the purchase of vaccines, associated clinical consumables, capital costs in increasing 

intensive care capacity and other related expenditure but excluding salaries were estimated at €52.6m.20 The 

World Bank has estimated that a severe pandemic can result in millions of deaths, and conservatively estimates 

that a moderate pandemic could reduce global GDP by 1%.21 Thus a pandemic would not only have direct 

healthcare costs but also economic costs.

18 Mikel Buesa, Aurelia Valiño, Joost Heijs, Thomas Baumert And Javier González Gomez (2006) The Economic Cost Of March 11: Measuring The Direct 
Economic Cost Of The Terrorist Attack On March 11, 2004 In Madrid, Industrial and Financial Analysis (IAIF), Working Paper No. 51.

19 J. Curtis, E. Morgenroth and B. Coyne (2016) The Potential Economic Impact of a Nuclear Accident – An Irish Case Study (Dublin: Economic and Social 
Research Institute).

20 Reply to Parliamentary Question No. 76 of 11 November 2010 available at http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/
DebatesWebPack.nsf/takes/dail2010111100082?opendocument.

21 See http://www.worldbank.org/en/topic/pandemics.
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n Contingent liabilities

 The Irish State has a number of explicit and implicit contingent liabilities which should they arise, could entail 

significant one-off expenditure. The financial crisis and the recapitalisation of various financial institutions 

are an example of the realisation of a contingent liability. The Deposit Guarantee Scheme and the Insurance 

Compensation Scheme, which guarantee a certain level of customer deposits or claims in the event of a credit 

institution or insurance company failure, do not have significant resources in reserve. If required, the Exchequer 

must step in to lend the Schemes cash immediately, which is subsequently repaid over the long term through 

levies. Other significant contingent liabilities include obligations to the IMF, the European Investment Bank and 

the European Stability Mechanism. The IMF estimated Ireland’s contingent liabilities at approximately 66% of 

GDP in 201222 – the bulk of this was the Deposit Guarantee Scheme.

It should be noted that the figures above are tentative at best. More work should be done by the Government to 

adequately cost the risks identified on the National Risk Register.

Stability and Growth Pact implications

If the fund was to be deployed for any of these purposes, it would have to be deployed in such a way as to remain 

compliant with the Stability and Growth Pact. The use of this fund in response to unexpected events may cause Ireland 

to breach the expenditure benchmark arm of the Stability and Growth Pact. However, a breach of the expenditure 

benchmark will not be considered when a state’s compliance with the SGP is being assessed if the breach is the result 

of an unusual event outside the control of Government. In this context it is important to understand the circumstances 

which will be considered as “unusual events” in the eyes of the Commission.

There is no specific definition outlined for what exactly constitutes an ‘unusual event’. However, the report from the 

Commission on Italy for 2017 recognises that Italy has experienced unprecedented seismic activity and indicated a 

willingness to regard the 0.18% of GDP earmarked for preventive measures as eligible for the ‘unusual event’ clause. 

They similarly recognised the stress placed on the Italian budget by the refugee crisis and indicated that the 0.14% of 

GDP assigned to refuges relief would also be considered an ‘unusual event’.23 However, the €100 million cost of flooding 

in 2016 was not of sufficient scale to be considered an ‘unusual event’.

This is broadly indicative of the qualitative and quantitative nature of what is envisioned by the “unusual events” clause.

22 This figure excludes the various guarantees at the time associated with supporting the financial sector which have been reduced and are now 
effectively negligible. Source: IMF (2013) Ireland: Fiscal Transparency Assessment, IMF Country Report No. 13/209 available at 
https://www.imf.org/external/pubs/ft/scr/2013/cr13209.pdf.

23 https://ec.europa.eu/transparency/regdoc/rep/1/2017/EN/COM-2017-106-F1-EN-MAIN-PART-1.PDF.
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Conclusion

The PBO considers the proposed level of the fund (€3 billion by end 2021) would probably be adequate to cover 

the short term costs of a severe natural disaster, a terrorist incident or a major pandemic. However, in the event 

of severe nuclear contamination or the realisation of certain contingent liabilities the fund may prove inadequate.

If the rainy day fund is to be used as a contingency fund for one-off events then the PBO would suggest that:

l It should not be called the ‘rainy day fund’ as this term is more appropriate for a fund that is used as a 

counter-cyclical policy tool.

l The size of the fund be set at a suitable level in consultation with relevant stakeholders.

l The circumstances for drawing down the fund be clearly outlined in terms of the scale and nature of the 

demands on the fund.

l Restrictions should be placed on the fund in order to maintain compliance with the Stability and Growth 

Pact (i.e. the one-off nature of the event/expenditure and the scale of the expenditure).
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The rules and structures covering the use of the fund will play a significant role in determining whether the fund 

is capable of making a meaningful impact. If these structures are too restrictive, it is possible that the fund will be 

deployed too late to deliver the maximum impact or potentially never be deployed at all. On the other hand, if these 

rules are too loose, the fund may be drawn down before it is really required; damaging the ability of Government to 

effectively respond when it is actually warranted. Even if the rules regarding access are sufficiently stringent, if the 

structures covering the fund after it has been used are not sufficiently robust the long term viability of the fund will 

be threatened.

Discussion of these rules also must acknowledge the limited ability in practice of the Government to make any 

requirement other than a vote by the Dáil legally binding. Any statutory conditions which imposed a constraint on the 

use of the fund can be repealed by the Oireachtas. There is historical precedent for the Government accessing funds set 

aside for a defined purpose when they felt it necessary. The National Pension Reserve Fund was accessed to support 

the Irish financial system in 2009 and 2011. In the United States, State rainy day funds often impose constitutional 

restrictions on access to the funds. It is unlikely that such a constitutional amendment would be a realistic prospect 

in Ireland for the foreseeable future.

Depositing money to the fund

The process through which it is decided that money will be deposited into the fund will ultimately shape the scope 

and ambition of what can be achieved with the fund. There are four broad options for determining how money is lodged 

into the rainy day fund:

n it can be left to the discretion of the Government,

n Government could be mandated to deposit all or a portion of any budgetary surplus to the fund,

n a portion of a predetermined revenue stream could be deposited directly into the fund,

n a formula could be put place detailing the level of deposits to be made given prevailing economic conditions.

Any discussion of the selection of the model for deposits must also consider the optimum size such that the fund can 

be considered sufficiently large to achieve the objectives identified for the fund.

Mandating that a portion of a budgetary surplus be deposited is in practice similar to leaving it to the discretion of 

Government, as it is Government policy which will determine the overall level of any surplus. This leaves the Government 

with more flexibility as to when it is prudent to make deposits to the fund but removes predictability about the likely 

level of the fund and possibly undermines its use as a counter-cyclical policy tool.
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Mandating that deposits be made in certain macroeconomic conditions removes the flexibility of Government. This 

may be seen as a positive as, if the chosen indicators are suitable, it can promote counter-cyclical Government policy 

at a time when Government may be tempted to act in a manner that exacerbates the business cycle. Depositing funds 

from defined revenue streams can promote the same counter-cyclical policy and can also have the benefit of reducing 

Government’s reliance on volatile sources of revenue to fund current spending which can require sharp corrections in 

the event of a downturn. The policy in place in Massachusetts is a good example of this. Part of the revenue from the 

state’s capital gains tax can be used to fund day-to-day spending, but all revenues over a predefined threshold must 

be deposited into the State’s rainy day fund. This reduces the State’s reliance on a volatile income stream and builds 

reserves. It has been proposed that a conceptually similar structure be put in place with respect to Irish corporation 

tax.24

Capping the size of the fund

In the United States, 5% of revenues or expenditures is considered to be the conventional standard for a rainy day fund 

to be considered adequate. However, the experience of the great recession has led a number of states with more volatile 

revenue or spending to try to build even larger reserves. Ratings agencies now give the top scores to states with either 

8% of annual revenue or 10% of spending in savings. The Government Finance Officers Association recommends that 

states have two months operating revenue on hand. Applying the 5% standard to Ireland would currently require a rainy 

day fund of €3.5 billion.

However, the objective of US rainy day funds is fundamentally different to those proposed for the Irish fund. If the 

fund is to operate as a tool of counter-cyclical macroeconomic policy, the ideal size will be determined by the level of 

“heat” that needs to be removed from the economy in good times and amount of stimulus forecast to be required in a 

downturn. The IFAC suggest that a cap in the event of the fund being used as a counter-cyclical tool would be counter 

productive.

Similar considerations apply if the fund is to be used as a contingency reserve for unforeseen events. In this case, the 

total size of the fund must be based on a calculation of the likely cost imposed by these events, the immediate need for 

cash in the event of an event taking place and the probability of an event requiring the deployment of the fund occurring.

Withdrawing money from the fund

A similar issue arises with respect to withdrawals from the fund. In the US there are a number of different criteria for 

withdrawals from the fund. Some states require supermajorities in the legislature to release the funds, while others 

specify conditions related to unemployment or the State economy which must occur before the funds can be accessed. 

These structures are in place to avoid the funds being used to support expansionary fiscal policy in good economic 

times. However, some of these restrictions have been criticised as not allowing money to be accessed when it was 

genuinely needed.

24 Coffey, S., (2015) Multinationals bring many benefits. Irish Times article, August 18, 2015. Available at: http://www.irishtimes.com/business/economy/
multinationals-bring-many-benefits-1.2315003.

R
ai

ny
 D

ay
 F

u
nd

Rainy Day Fund

32

http://www.irishtimes.com/business/economy/multinationals-bring-many-benefits-1.2315003
http://www.irishtimes.com/business/economy/multinationals-bring-many-benefits-1.2315003


The rationale for the Irish rainy day fund is different and may require different release/deployment criteria to reflect this. 

In the event that the fund is used as a counter-cyclical stabilisation policy tool, the release of funds should be dependent 

on Government demonstrating to the Dáil and the European Commission that the country has experienced a severe 

economic shock and was eligible to use the funds under one of the clauses outlined earlier. This would likely involve 

the relevant Committees and a vote in the Dáil, as well as meeting the criteria laid out by the Commission.

In the event of deployment for a once-off contingency, the necessity for the expeditious access to the funds would be 

important. There would be a need to balance effective governance of the fund and the appropriate oversight by the 

Oireachtas with a quick reaction to the event which required recourse to the fund. It may be appropriate to impose a 

less rigorous process for the initial release of these funds, while requiring the Government to provide justification to 

Dáil Éireann for the use of these funds after the event.

It should be noted that unless the rainy day fund or contingency fund is put on a constitutional basis, a future 

Government with the approval of the Houses of the Oireachtas can change the deployment criteria and spend the 

accumulated funds as it wishes. For example, most of the funds in the National Pensions Reserve Fund (NPRF) were 

diverted when the financial crisis unfolded.

Recapitalising the fund

A number of US State rainy day funds have provisions that require the fund be repaid any money withdrawn from them 

within an appropriate period of time. This can disincentivise States from using the fund at an appropriate time or require 

them to cut spending at a time that is not appropriate.

This is a possibility in Ireland, particularly if the fund is intended to act a counter-cyclical tool. The Pew Charitable 

Trusts25 recommends that a rules-based deposit system can ensure that rainy day funds are not repaid in times of 

lower economic growth, when it would not be prudent to do so.

Conclusion

Effective rules will determine the impact of the fund. These rules must balance making the money difficult to 

access in good times without impeding its deployment when needed and maintain the Government’s 

accountability to the Oireachtas. These rules must also support the long term operation of the fund.

The PBO suggests that:

l Criteria for the deployment of the fund be clearly established and include sufficient parliamentary 

oversight of the decision to draw down the funds.

25 The PEW Charitable Trusts (2017) Rainy Day Funds and State Credit Ratings: How well-designed policies and timely use can protect against 
downgrades available at http://www.pewtrusts.org/en/research-and-analysis/reports/2017/05/rainy-day-funds-and-state-credit-ratings.
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The creation of the rainy day fund will require that the State forego the benefit of a significant amount of money in the 

medium term. Holding cash in this manner has a high opportunity cost as the funds being held in the fund could be used 

to invest in means to boost productivity and improve the quality of life of citizens. As highlighted in the consultation 

paper the NTMA holds cash balances as a contingency against unfavourable market conditions. The creation of a rainy 

day fund of €3 billion euro may be considered a duplication of effort while the NTMA held cash reserves and short term 

liquid assets of €14.7 billion at end-October 2017.

If there is concern about the capacity of the State to deploy counter-cyclical fiscal policy during a downturn or the ability 

of the State to react to unforeseen circumstances, it would be prudent to consider other policy choices that may be more 

effective at mitigating these risks.

Paying down debt

One option is for the State to pay down debt. In the short term, this would lower interest payments, improving the 

State’s fiscal position and would give the State a better debt-GDP ratio. This would make it more likely that the State 

would have better access to credit markets to fund deficits and stimulus in the event of a downturn. The risk associated 

with this option is that, in the event of an emergency, interest rates may be significantly higher when the State goes to 

the market and may be unable to access credit at a reasonable rate.

Mitigating risk

While having cash immediately on hand to react to events would improve the State’s capacity in the aftermath of 

unusual events, appropriate levels of risk mitigation through investment in measures such as flood defences, and 

training and equipment for the emergency services, and other first responders may reduce the likelihood of a 

catastrophic event taking place, lower the damage caused by such an event and mitigate any damage which does occur. 

The risk associated with this option is that it will primarily deal with identified risks and may leave the State vulnerable 

to unforeseen risks which were not mitigated.

Conclusion

If the Government wishes to address the issues raised in the consultation paper, a number of other alternative 

options to the rainy day fund are available including:

l Paying down debt to support the State’s ability to borrow in the event of a future crisis.

l Engage in appropriate risk mitigation measures such as flood defences or training and equipment for the 

emergency services.
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