
An Oifig Buiséid Pharlaiminteach 
Parliamentary Budget Office

Tithe an 
Oireachtais 
Houses of the 
Oireachtas

Parliamentary Budget Office

Quar
Note on Central Bank of Ireland Surplus Income
PBO Note 5 of 2018

In recent years, the Central Bank of Ireland (CBI) has had 
an unprecedentedly high surplus income. In 2017, this was 
2.6% of total Exchequer revenue. This is currently forecast 
to fall from €1.8 billion in 2017 to €890 million in 2021. 
This Note will provide a brief overview of the source of the 
income and the drivers of these changes.

Introduction

Central Bank Surplus Income Payments

Traditionally, most of the CBI’s income is derived from 
the interest it receives on its assets (holdings of bonds for 
monetary policy purposes). The Central Bank of Ireland 
(Surplus Income) Regulations, 1943 require that the surplus 
income of the CBI, less a maximum of 20% which may be 
diverted to the CBI’s reserves, be paid to the Exchequer. 
In the past, the Exchequer receipts from such income were 
relatively small, between 2004 and 2007, they averaged €158 
million per annum (see Table 1).

Year
Current 
Receipts 

(€ million)

Capital 
Receipts 

(€ million)

Total 
(€ million)

2021 33 857 890

2020 25 952 977
2019 258 896 1,154

2018 559 961 1,520

2017 992 844 1,836

2016 1,173 622 1,795

2015 1,419 290 1,709

2014 1,212 0 1,212

2013 1,148 0 1,148

Average 2004 - 2007 158

 Note: Current receipts are largely interest payments from CBI 
holdings. Capital receipts are gains made on the sale of holdings.

Support and liquidation of IBRC

The IBRC was formed in 2011 by a merger of two failed 
banks; Anglo Irish Bank and the Irish Nationwide Building 
Society (INBS). The IBRC was liquidated in 2013.

Prior to its liquidation, the IBRC was in receipt of 
Emergency Liquidity Assistance (ELA) from the CBI. ELA 
is provided against adequate collateral, which led to IBRC 
providing the Government Promissory Notes (originally 
issued to Anglo Irish Bank and INBS as part of their 
recapitalisation by the Government) as collateral to the 
CBI against the ELA borrowing. These Promissory Notes 
committed the Government to make annual payments.

The liquidation of the IBRC saw a handover of assets to 
the Central Bank, including the promissory notes. The 
promissory notes were exchanged for approximately €25 
billion of Irish Government Floating Rate Note (FRN) 
bonds. The interest rate on these bonds is based on the 
EURIBOR interest rate. This is primarily influenced by the 
interest rate set by the ECB and the prevailing margin.

The CBI acquired a range of assets arising from the 
liquidation of the Irish Bank Resolution Corporation 
(IBRC). These included Promissory Notes (a form of 
IOU from the Government), a standard fixed rate Irish 
Government Bond, and National Asset Management Agency 
(NAMA) bonds. The Promissory Notes were exchanged 
for Government Bonds (see below for further details). The 
interest paid on these assets and the capital gains from their 
disposal has resulted in a large income stream for the CBI 
and is mostly returned to the Exchequer as CBI surplus 
income.

As the CBI sells off these assets, its profits will decline and 
may return closer to pre-crisis levels.

Table 1: Exchequer receipts from Central Bank Surplus 
Income (actual and projected)

Drivers of change in CBI surplus income 
structure

To remain compliant with Article 123 of the Treaty on the 
Functioning of the European Union (TFEU) and avoid 
financing Government expenditure through the creation 
of money (monetary financing), the CBI must gradually 
dispose of these bonds. The CBI has indicated a minimum 
annual disposal schedule and will continue to dispose of 
these assets as financial stability conditions permit. At end-
February 2018 there were €15.034 billion worth of FRNs 
yet to be redeemed.

Source:  
2017-2021 Budget 2018 Economic and Fiscal Outlook  p21. (2018 
onwards projected).  
2013-2016 End-Year Exchequer Statements (Analytical version) 
various years. 
2004-2007 Finance Accounts Audited Financial Statements of 
the Exchequer (Various years).

http://www.irishstatutebook.ie/eli/1943/sro/93/made/en/print
http://www.irishstatutebook.ie/eli/1943/sro/93/made/en/print
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12008E123:EN:HTML
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As they are disposed of, the source of the CBI’s surplus 
income changes from the interest on the bonds to the 
realised gains from the sales of the assets. The income from 
interest is treated as a current receipt, while the income from 
the sale of assets is a capital receipt (hence the distinction in 
Table 1).

The FRNs that have been disposed of by the CBI thus far 
have been purchased, and then redeemed, by the National 
Treasury Management Agency (NTMA). This has been 
funded by the NTMA issuing standard fixed rate bonds. 
Therefore, interest is no longer paid on the FRNs to the 
Central Bank of Ireland (which is later returned to the 
Exchequer). Instead, interest on the new standard bonds 
issued by the NTMA is paid to private investors. 

It should be noted that in 2017 the NTMA redeemed 
approximately €1 billion more in FRNs than originally 
envisioned thus the expected income from capital gains in 
2018 (as shown in Table 1) will be higher than envisioned. 
This will reduce current receipts in 2018 and beyond and 
may reduce the estimates of capital receipts in later years.

The change in the income structure will impact the General 
Government Balance (GGB) in a number of ways. Only 
funds from interest income count towards calculating the 
General Government Balance. As the CBI disposes of its 
FRN holdings, interest will no longer be paid to the Central 
Bank and, therefore, returned to the Government. Instead, 
interest on the bonds issued by the NTMA to redeem the 
FRNs currently held by the CBI will be paid to private 
bondholders. This will negatively impact the General 
Government Balance. As shown in Table 1 the fall in current 
CBI surplus income is expected to be €959 million between 
2017 and 2021.

As capital receipts are, in effect, exchanging one form of 
asset for another (bonds for cash) they do not affect the 
GGB. They do lower the level of the Exchequer borrowing 
requirement but as the NTMA has to issue other bonds to 
finance the FRN redemption they have little effect on overall 
Government Debt.

Financing the redemption of the FRNs at the current, 
extremely low, prevailing interest rates provides a degree of 
protection to the Government against future increases in 
interest rates.

General Government Balance impact of 
changes in income structure

To support the economy of the Eurozone, the ECB has 
implemented an unconventional monetary policy, similar to 
quantitative easing programmes in the US and UK. This has 
increased the size of the balance sheets of Eurosystem central 
banks, including the CBI.

A significant aspect of these measures are large scale asset 
purchases. These allow central banks to purchase assets at 
market rates, including significant amounts of Government 
debt. This must be purchased from private investors to 
ensure that they are being purchased at market rates.1 The 
purpose of this programme is to increase the money supply 
and reduce long term interest rates. This should incentivise 
spending, stimulating the economy and increasing inflation 
towards the ECB’s target (an inflation rate of close to but 
below 2%). 

The ECB currently intends for Eurosystem members to 
make total average monthly purchases of €30 billion until 
September 2018 (and beyond, if necessary). Holdings for 
monetary policy purposes at end December 2016 amounted 
to €1,654 billion, of which the CBI held €22.4 billion 
(end December 2015: €803 billion of which the CBI held 
€11.1 billion).2 This increase in assets leads to additional 
CBI surplus income. While prevailing interest rates are low 
on these assets, income from other sources such as negative 
interest rates on funds held on deposit at central banks and 
legacy investments have allowed euro area central banks to 
avoid losses.

This policy exposes central banks to a risk of default on the 
bonds and to an interest rate mismatch risk. If the interest 
rate were to rise, it is possible that central banks could see 
financial losses as funding costs rise, while interest income 
on the assets is locked in at low yields. The CBI has set aside 
a specific provision to protect against such an interest rate 
mismatch. Further details are available in the CBI’s 2016 
Annual Report.

ECB Unconventional Monetary Policy

1This is required to maintain compliance with Article 123 of the TFEU.
2ECB Unconventional Monetary Policy Figures - https://www.ecb.europa.eu/
mopo/implement/omt/html/index.en.html
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