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Overview of the Stability Programme Update 2018

The Government published the draft Stability 
Programme Update 2018 (SPU) on 17 April 2018. The 
SPU is Ireland’s national medium-term fiscal plan and 
includes an update of the economic and fiscal outlook 
(i.e. the Department of Finance’s Spring forecasts). 
This document will be submitted to the European 
Commission on 30 April 2018 in accordance with 
the requirements of the European Semester. The 
underlying fiscal policy objectives outlined in the 
SPU are that “the pro-cyclical mistakes of the past are 
avoided” and that “the Government will continue to 
manage the public finances in a prudent manner.” In 
addition, bringing the Debt-to-GNI* ratio to “safer, 
lower levels remains a key objective”.

This PBO Note summarises some of the main aspects 
of the SPU, the changes from the previous forecasts 
(from Budget 2018), as well as some of the key issues 
arising from the SPU that the PBO has identified that 
affect the Government’s fiscal objectives.

Macro-economic forecasts

The SPU sets out the Department of Finance’s 
updated economic forecasts for 2018 to 2021. 
Economic growth (as measured by GDP) is expected 
to be 5.6% in 2018 and 4.0% in 2019. These compare 
to previous forecasts of 3.5% and 3.2% respectively. 

Table 1 below highlights some of the key 
macroeconomic and fiscal variables in the report. 
Some notable aspects of the economic forecasts 
include:
•  Employment is projected to grow by 2.7% or 

59,500 persons in 2018;
•  The unemployment rate is expected to fall to 

5.8% in 2018 and 5.3% in 2019 - this is slightly 
higher in 2018 than Budget 2018 projections 
(5.7%). However, this is likely due to statistical 
revisions rather than a lower than expected 
performance in the labour market;

•  Personal consumption - is expected to increase 
by 2.6% in 2018 and 2.4% in 2019 - slightly 
revised up from Budget 2018; 

•  Wage growth (compensation per employee) is 
expected to be 2.6% in 2018 and 2.8% in 2019;

•  Growth forecasts for 2018 have been revised 
upwards by the Department of Finance, the 
Central Bank of Ireland, the IMF, the ESRI, the 
European Commission and the OECD, by an 
average of 0.9 percentage points; 

•  Overall nominal GDP in 2018 is expected to 
be €312.8 billion - a significant increase on the 
projection of €301.8 billion in Budget 2018. By 
the end of the forecast period, nominal GDP is 
expected to be €360 billion (compared to the 
previous forecast of €341.5 billion);

PBO Note 6 of 2018

2017 2018 2019 2020 2021
Economic Activity
Real GDP 7.8 5.6 4.0 3.4 2.8
Real GNP 6.6 5.6 3.7 3.1 2.6
Current Prices
GDP (nearest €25m) 296,150 312,750 329,575 345,100 360,000
GNP (nearest €25m) 241,175 255,400 268,250 280,250 292,100
GNI* (nearest €25m)^ 201,150 212,975 223,625 233,600 243,450
Labour Market
Total Employment (‘000) 2,194 2,254 2,307 2,350 2,389
Employment 2.9 2.7 2.3 1.9 1.7
Unemployment (per cent) 6.7 5.8 5.3 5.3 5.4

^ forecasts for GNI* are compiled on the purely technical assumption that this variable grows in line with nominal GNP. 
Source: CSO and Department of Finance.

Table 1: Selected Macroeconomic and Fiscal Variables (% change unless stated)

http://www.finance.gov.ie/wp-content/uploads/2018/04/20180417-SPU-2018-for-website.pdf
http://www.finance.gov.ie/wp-content/uploads/2018/04/20180417-SPU-2018-for-website.pdf
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•  Relative to the Government’s autumn forecast, 
US and Euro-area growth forecasts have been 
revised upwards in the short-to-medium term, 
while medium-term growth forecasts for the UK 
have been revised downward; 

•  Sterling appreciation against the Euro risks 
placing upward pressure on Irish prices but can 
potentially increase exports. Sterling is stronger 
than previously anticipated in Budget 2018 with 
an exchange rate of €1 = £0.88 projected for 
this year and each year up until 2021 whereas 
an exchange rate of €1 = £0.90 was projected in 
Budget 2018; 

•  The US dollar has weakened with an annual 
exchange rate of €1 = $1.23 dollars projected in 
2018 compared to an exchange rate of €1 = $1.20 
forecasted in Budget 2018;

•  Inflation (as measured by the Harmonised Index 
Consumer Price) is expected to increase in line 
with what was projected in Budget 2018; 

•  Trade figures are affected by contract 
manufacturing and other foreign multinational 
activity but are expected to contribute to GDP in 
2018/2019 at a significantly higher rate than the 
Budget 2018 projections; and,

•  Headline export figures in 2017 were 3.5 
percentage points higher than assumed at Budget 
time driven by contract manufacturing (where 
a company in Ireland engages with a company 
abroad to manufacture products on their behalf ). 

Overall, the labour market figures would suggest 
that Ireland is approaching full employment. The 
short-term outlook is positive, mostly due to positive 
growth in external trading partners’ economies. The 
SPU contains significant revisions to real GDP and 
the trade balance for 2017 and 2018, relative to the 
autumn forecasts. This also serves to highlight the 
challenges facing fiscal policymakers in accurately 
assessing the cyclical position of the economy. The 
forecasts are based on the baseline assumption that 
a transition agreement will be agreed between the 
UK and the EU that, in effect, maintains the current 
trading relationship until December 2020 (i.e. that 
there will be no ‘Hard Brexit’ in 2019).

The Irish Fiscal Advisory Council has endorsed the 
Department of Finance’s macroeconomic projections 
as being within the range of appropriate forecasts. 
The Department’s economic forecast projections 
are higher than other bodies’ forecasts, especially 
international agencies, but this is mainly due to the 
timing of the forecast (i.e. the data available). The 
Department had the benefit of the initial full-year 
National Accounts figures for 2017 when making 
their forecast.

The SPU identifies a number of risks to the economic 
forecasts (Table 18, p. 35 of the SPU). The main risks 
(high likelihood and/or high impact) are:

•  External demand shock (particularly over the 
medium term if global growth is weaker than 
expected);

•  Geopolitical risk factors;
•  Disruption to world trade (increase in 

protectionism and trade wars e.g. aluminium 
tariffs, US v China, etc.);

•  “Hard Brexit” (WTO arrangement between EU 
and UK which could arise in the short term if no 
agreement is put in place in advance of March 
2019);

•  Ireland’s production base being concentrated in a 
small number of sectors;

•  Loss of competitiveness; and,
•  Housing supply pressures.

There is little change in the risks identified from 
those listed in Budget 2018. However, exchange rate 
realignment (a risk previously identified as high 
likelihood and high impact) is no longer listed. In 
addition, disruption to world trade (which is similar 
to the de-globalisation risk identified in Budget 2018) 
has a higher likelihood (medium vs. low previously). 
On balance, the SPU states that the risks to the 
macroeconomic forecast are skewed towards the 
downside. 

The SPU identifies Ireland’s concentrated production 
base as having a low likelihood, yet identifies a ‘hard-
Brexit’, external demand shock, geo-political factors, 
policy uncertainty in the US, disruptions to world 
trade, as medium likelihood. If one of these risks were 
realised it would increase the likelihood of a sector-
specific shock, thus the likelihood may be higher than 
the SPU indicates.
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In 2018, the General Government Balance is now 
expected to be -€780 million, a dis-improvement of 
€240 million from Budget 2018 estimates. Due to the 
increase in nominal GDP the deficit-to-GDP ratio 
does not change from -0.2% of GDP in 2018 (Table 
2). However, the General Government Balance over 
2018 to 2021 has deteriorated by €1.6 billion since the 
Budget 2018 projections (see Table 3 below).

The medium-term estimates show that revenue as a 
share of GDP/GNI* is expected to be 25.4%/37.2% 
respectively in 2018. The SPU suggests that over 
the period 2018 to 2021 these ratios will fall slightly 
(0.5/0.6 percentage points respectively). Government 
expenditure as a share of GDP is projected to fall 
1.2 percentage points over the same period (this 
represents a fall of 1.5 percentage points in the 
ratio of Government expenditure to GNI*). The 
Government believes that GNI* is a more realistic 
indicator to base Irish fiscal policy on than GDP.

Table 2: Summary of key public finance statistics (% of GDP, unless stated)
2017 2018 2019 2020 2021

Gross Debt (€ billions) 201.3 206.3 209.4 207.7 211.4
General government balance -0.3 -0.2 -0.1 0.3 0.4
Structural balance -0.4 -0.9 -0.4 0.1 0.3
Debt ratio (year-end) 68.0 66.0 63.5 60.2 58.7
Debt ratio (per cent of GNI*)^ 100.1 96.9 93.7 88.9 86.8
Total revenue 25.7 25.4 25.1 24.8 24.8
Total expenditure 26.1 25.6 25.2 24.5 24.4
Total revenue, per cent GNI*^ 37.9 37.2 36.9 36.6 36.7
Total expenditure, per cent GNI*^ 38.4 37.6 37.1 36.2 36.1

^ Forecasts for GNI* are compiled on the purely technical assumption that this variable grows in line with nominal GNP. 
Source: CSO and Department of Finance.

2018 2019 2020 2021 Total
Budget 2018 forecast (€ millions)
General Government Revenue 78,730 81,565 84,780 88,390
General Government Expenditure 79,265 81,900 83,960 85,525
General Government Balance -540 -330 820 2,865

SPU (€ millions)
General Government Revenue 79,295 82,615 85,415 89,370
General Government Expenditure 80,080 82,965 84,520 87,925
General Government Balance -780 -350 895 1,445

Budget 2018 to SPU (€ millions)
Change in General Government Revenue 565 1,050 635 980 +3,230
Change in General Government Expenditure 815 1,065 560 2,400 +4,840
Change in General Government Balance -240 -20 75 -1,420 -1,605

Table 3: General Government Position (SPU vs. Budget 2018)

Source: Department of Finance

Fiscal Developments
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Table 3 compares the Budget 2018 and SPU forecasts 
of total General Government revenue, expenditure 
and balance over the period 2018 to 2021. The revised 
projected Government revenue over the period 2018 
to 2021 is €3.2 billion more than in Budget 2018. 
However, projected Government expenditure is €4.8 
billion higher.

Over the period 2018 to 2021, General Government 
expenditure is expected to increase by an average of 
3.3% per annum. General Government Revenue is 
expected to rise by 4.2% in 2019 and on average 4.1% 
per annum over the period 2018 to 2021. 

The main changes on the revenue side over 2018-2021 
include:

•  Taxes on production and imports -€1.95 billion;
•  Current taxes on income and wealth +€2.2 

billion;
•  Capital taxes +€0.4 billion;
•  Social contributions +€0.8 billion;
•  Property income +€0.8 billion; and,
•  Other +€1 billion.

The main changes on the expenditure side are:

•  Compensation of public sector employees +€1 
billion;

•  Intermediate consumption +€0.2 billion;
•  Interest expenditure -€1.1 billion;
•  Subsidies +€0.7 billion;
•  Gross fixed capital formation +€1.7 billion;
•  Capital transfers +€1.4 billion; and,
•  Other +€1 billion.

The increase in projected growth in the economy 
seems to have led to better projections for certain 
revenue categories (i.e. income tax, capital taxes, 
social insurance contributions). Property income 
is also expected to increase - this is mainly due to 
Central Bank profits (see PBO Note on Central Bank 
of Ireland Surplus Income). However, it is slightly 
unclear as to why taxes on production and imports 
are projected to fall.

On the expenditure side, compensation of public 
sector employees is now expected to be €1 billion 
more than the Budget 2018 projection, with 
investment (Gross Fixed Capital Formation (GFCF)) 
up €1.7 billion and capital transfers up €1.4 billion. 
The increase in investment is mainly due to: (a) 
increases in capital expenditure announced in the 
National Development Plan (NDP) and (b) the 
reclassification of Approved Housing Bodies (see Box 
1).

Box 1: Reclassification of Approved Housing Bodies
Most of the net change in the deficit in 2018 between 
Budget 2018 and the SPU seems to be due to the 
reclassification of the Approved Housing Bodies (AHBs) 
as General Government entities. However, there are some 
contradictory figures in the SPU on the impact of this. 

The SPU outlines (Box 2 on p. 20) that the reclassification 
means that AHBs revenue, expenditure and debt will 
now be part of the General Government sector. The level 
of Government debt increases by €100 million and the 
General Government deficit increases by €470 million due 
to this change. The main change involves an increase in 
government investment (GFCF). 

This is clear in Table A3, p. 51, where the reclassification 
of the AHBs increases government GFCF by €600 million. 
However, there are no other changes in the table due to 
the reclassification. Some change in revenue and other 
expenditure due to the reclassification would be expected. 
The Department of Finance has informed the PBO that 
these changes are accounted for in the ‘New Data’ section 
of Table A3 as there is a significant degree of complexity 
in consolidating the central and local government flows. 
It would be more transparent and accurate for them to be 
classified as statistical revisions. 

Without the reclassification, the General Government 
Deficit would have improved in 2018 in the SPU 
compared to the Budget 2018 figures (rather than dis-
improved, as is the case). 

The increase in capital transfers is mainly due to the 
statistical treatment of the expected exhaustion of 
the Eircom No. 2 pension fund which was set up in 
respect of former civil servants. The Exchequer will 
begin making the payments on a pay-as-you go basis 
in 2021 to these former civil servants. 

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-03-22_note-on-central-bank-of-ireland-surplus-income_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-03-22_note-on-central-bank-of-ireland-surplus-income_en.pdf
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However, the statistical treatment requires 
recognition of the full liability of the fund in 2021 
and this is reflected in the SPU. This is the main 
cause of the significant deterioration of the General 
Government Deficit in 2021. The Department of 
Finance is engaging further with the CSO, Eurostat 
and the Commission regarding this treatment.

Fiscal stance in 2019
The SPU does not give revised figures for the ‘fiscal 
space’ for 2019 but does show, on the basis of current 
policies, that General Government expenditure is 
expected to rise 3.6% in 2019. General Government 
Revenue is expected to rise by 4.2% in 2019. This 
means that the General Government deficit narrows 
to €350 million (or -0.1% of GDP) in 2019.  

The SPU states that:

“the budgetary projections … reflect the voted 
expenditure increases set out in Budget 2018 and 
the National Development Plan, and specifically 
in relation to 2019, reflect pre-committed 
expenditure increases of c. €2.6 billion (€1.5 
billion for additional capital spending, €0.4 billion 
to provide for demographic-related costs, €0.4 
[billion] for public sector pay and €0.3 billion 
for carry-over costs associated with measures 
introduced this year).”

In addition to the above, the SPU suggests that there 
is €530 million in expenditure resources yet to be 
allocated in 2019 (Table 10, p. 21). 

The SPU shows that Ireland will achieve its Medium 
Term Budgetary Objective (MTO) (see next section) 
in 2019.  

Structural budget balance
The structural budget balance is a key element of 
the EU fiscal rules. Ireland’s MTO is defined as a 
structural budget balance of less than -0.5% of GDP. 
Estimates of the structural budget balance by the 
Department of Finance, the IMF and the European 
Commission have Ireland at or below its MTO in 
2019. The structural budget balance uses estimates 
of the Output Gap to estimate what the underlying 
government balance is, given the cyclical position of 
the economy. 

The SPU contains substantial revisions to the 
estimates of the Output Gap and the structural 
budget balance for 2017 – 2021 relative to the Budget 
2018 forecasts (Table 4). 

In light of higher than expected GDP growth for 
2017, the Department of Finance has implemented a 
technical adjustment to the European Commission’s 
Common Agreed Methodology (CAM). For 2017, 
potential output growth grows in line with GDP 
growth and this allows the output gap to be almost 
zero (0.3% of GDP) in that year (it was estimated to be 
1.6% of GDP in Budget 2018). This means that Ireland 
achieved its MTO in 2017 (the structural budget 
balance is estimated to be -0.4% compared to a target 
of -0.5%).

2017 2018 2019 2020 2021
SPU 2018 (% of GDP)
Output Gap 0.3 1.2 0.6 0.4 0.2
Structural budget balance -0.4 -0.9 -0.4 0.1 0.3

Budget 2018 (% of GDP)
Output Gap 1.6 0.7 -0.5 -0.3 0.2
Structural budget balance -1.1 -0.5 0.2 0.4 0.9

Change from Budget 2018 to SPU (percentage point change)
Output Gap -1.3 0.5 1.1 0.7 0.4
Structural budget balance 0.7 -0.4 -0.6 -0.3 -0.6

Table 4: Structural Indicators, SPU vs. Budget 2018 estimates

Source: Department of Finance
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However, the path of the output gap is unusual and 
this impacts on the structural budget balance. In 
2018, the output gap increases to 1.2%, suggesting the 
economy is growing above potential (i.e. overheating). 
However, other indicators such as unemployment, 
inflation etc. would not support that theory as of yet.  
Ireland’s structural budget balance is -0.9% of GDP 
and is in excess of the MTO of -0.5% of GDP. The 
general government balance is expected to improve 
in 2018 (Table 2) so the dis-improvement in the 
structural budget balance is mostly driven by changes  
to the Output Gap. In 2019 the Output Gap falls 
again and it goes towards zero by 2021, suggesting 
that the economy will be cooling down during that 
period. The SPU shows that Ireland achieves its MTO 
in 2019 and beyond. It had been expected to meet the 
MTO in 2018.

Government Debt
Gross Government Debt in 2018 is expected to be 
€206.3 billion or 66% of GDP (Table 2). The Debt-
to-GDP ratio is projected to fall to less than 60% in 
2021. However, the Debt-to-GNI* ratio is expected 
to be 96.9% in 2018 (it is still over 100% in 2017). 
This is projected to decline to 86.8% in 2021. Credit 
ratings are improving, with Fitch upgrading Ireland’s 
rating to A+ in December 2017. The government debt 
forecasts do not include any provision for revenue 
that could be received from the winding down of the 
National Assets Management Agency (NTMA) or 
the sale of further State–owned assets (in particular 
banking shares). 

Fiscal risks
The main fiscal risks (identified as high likelihood 
and/or high impact) outlined in the SPU (p. 36) 
include: 

•  Corporation tax concentration risks;
•  EU climate change and renewable energy targets; 

and,
•  Budgetary pressures - including public 

expectations and demographic pressures.
The only change from the fiscal risks outlined 
in Budget 2018 is that a new risk of ‘statistical 
classifications’ has been added (medium likelihood, 
low impact). This risk is that revisions to statistical 
classifications of National Accounts could have both 
an upside and downside to fiscal performance as the

changes impact on Government expenditure and 
revenue aggregates and thus compliance with the EU 
fiscal rules. 

This section contains some of key issues arising from 
the SPU that the PBO has identified that affect the 
Government’s fiscal policy objectives. The main fiscal 
policy objectives outlined in the SPU are to avoid pro-
cyclical fiscal policy, manage the public finances in a 
prudent manner, and reduce the debt-to-GNI* ratio. 

Risk of overheating – With the economy approaching 
full employment and strong growth projected for 
both 2018 and 2019, there is a risk of overheating. 
The PBO welcomes the intention expressed in 
the SPU to avoid pro-cyclical fiscal policy and the 
recognition of a need for prudent management of the 
public finances. Pro-cyclical fiscal policy encourages 
additional activity in an economy while it is already 
at capacity. A counter-cyclical fiscal policy on the 
other hand, tries to dampen economic activity by 
increasing taxes or cutting expenditure when an 
economy is above potential. In this context, the PBO 
would highlight that annual average government 
expenditure growth over the period 2017-2021 is 
expected to be higher than forecast average annual 
domestic demand (3.3% vs. 2.5%), which may be a 
better measure of underlying economic performance. 
This suggests that the Government is not pursuing a 
counter-cyclical fiscal policy.

Difficulties in estimating economic growth and other 
economic statistics – As outlined in the PBO’s most 
recent Quarterly Economic and Fiscal Commentary 
appropriate fiscal policy making in Ireland is very 
difficult due to the distortive effects of globalisation 
and of foreign multinational companies’ activities on 
key macroeconomic indicators (e.g. GDP, investment, 
current account balance, debt-to-GDP ratio, etc.). 
This reduces the information power of key indicators 
that are conventionally used to inform budgetary 
policy. The PBO would highlight that the uncertainty 
around estimating macroeconomic indicators, in 
particular due to the distortions caused by foreign 
multinational companies, might now be considered 
a macroeconomic and fiscal risk. Basing policy on 
uncertain and distorted indicators increases the risk 
of error.

Key Issues

http://www.oireachtas.ie/parliament/media/about/parliamentarybudgetoffice/20180416PBOEconomicFiscalCommentaryQ12018.pdf
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Excise Duties – In the year to end-March, Excise 
Duties were 4.8% lower than expectations and down 
3.4% on the same period in 2017. The SPU indicates 
that adverse weather conditions and fewer banking 
days are among the factors driving this deviation. 
However, it is noteworthy that VAT receipts 
performed in line with expectations over this same 
period. This suggests that another explanation for 
the below expectation outturn in excise duties is 
warranted. Duty on tobacco was increased in Budget 
2018, yet the amount collected in excise is down 
from Q1 2017. This suggests that the yield from the 
increase in tobacco duty may not meet the amount 
required to meet the Government’s Budget 2018 
targets in this area. 

Additional spending pressures – The current 
projections for 2018 and 2019 do not include any 
provision for overspending in 2018 (for example, 
potentially in Heath as in previous years) or for 
equalising pay in 2019 for post-2011 public service 
entrants (which is being negotiated at the moment). 
Equalising ‘new-entrants’ pay could cost in the region 
of €200 million. 

Overall deficit achievement in 2018 – While the 
nominal deficit has dis-improved by €240 million 
on Budget 2018 estimates, this can be explained 
by the €470 million deficit increasing impact of 
the reclassification of AHBs. However, this is 
not a cause for complacency. Much of the rise in 
projected revenue in 2018 (as compared to Budget 
2018 projections) is due to one off factors (an 
increase in Central Bank income and a dividend 
from the liquidation of the Irish Banking Resolution 
Corporation). Expenditure is also rising in 2018 
above Budget 2018 projections (even adjusting for the 
AHBs). This expenditure rise is despite a decrease in 
interest payments from Budget 2018 projections of 
€295 million. Without these factors, the overall deficit 
would increase further. 

Interest expenditure - It should also be noted, as 
Seamus Coffey (the Chair of the IFAC) has pointed 
out, that the difference between the SPU 2014 and 
the SPU 2018 level of interest on Government debt 
to be paid in 2018 is €4.2 billion – this unexpected 
decrease in interest payments has closed much of the 
deficit over the period even with increases in overall 
expenditure. 

The average interest rate on Government debt is 
expected to continue to decrease over the period 
(2.7% in 2018 to 2.4% in 2020). 

Government Debt-to-GDP/Debt-to-GNI* - This is 
still high, and a fiscal risk given the uncertainty in 
the international economy and potential interest rate 
changes over the medium term. The nominal value 
of Gross Government Debt increases in 2018 and 
2019. Net debt over the period is lower, mainly as the 
National Treasury Management Agency (NTMA) will 
maintain large cash balances to reflect the refinancing 
needs of the approximately €43 billion in Government 
bonds that mature between October 2018 and 
October 2020. 

Statistical classifications – This is a new fiscal risk 
identified in the SPU. It is unclear if there is a specific 
reason for this addition. 

Structural budget balance – According to the SPU, 
the MTO was achieved in 2017. However, it will 
not be achieved in 2018 (a structural deficit of 0.9% 
of GDP) but will be achieved again in 2019. It is 
unclear what the implications of this projection, if it 
should transpire, will have on compliance with the 
fiscal rules. Has Ireland overachieved in 2017, and 
what effect will this have on the two year averaging 
of the structural effort needed to achieve the 
MTO? Will there be a deviation from the structural 
budget balance rule in 2018 (the SPU shows a dis-
improvement of 0.5 percentage points between 2017 
and 2018)? Will the convergence margin (under 
the Expenditure Benchmark) apply in 2019 as the 
MTO is not reached in 2018? How will the higher 
estimate of potential output growth for 2017 impact 
on the 10 year average underpinning the Expenditure 
Benchmark? The structural budget balance 
projection is dependant on the EU’s Common Agreed 
Methodology (CAM) which is not, as the PBO and 
others have pointed out, particularly appropriate or 
accurate for Ireland. 
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Output Gap - A recurring theme of the SPU 2018 
is the extent to which macro indicators are subject 
to major distortions. The accounting treatment 
of intellectual property assets and contract 
manufacturing inflates headline figures while not 
providing a material improvement in Irish living 
standards or government revenue increasing 
economic activity. The SPU details progress made by 
the Department in deriving alternative methodologies 
for estimating the Output Gap. 

The EU Commonly Agreed Methodology based 
estimates of the Output Gap do not appear to be 
helpful in understanding the cyclical position of 
the Irish economy. Furthermore, the Department 
of Finance’s alternative approaches to estimating 
the cyclical position of the economy provide results 
which are quite different according to the model that 
is used (i.e. overheating (slack) using GDP (Domestic 
GVA) for 2019/2020). A great deal of uncertainty 
remains for future fiscal policy making. While 
welcome, how these alternative methodologies are 
to be used and their implications for the fiscal stance 
need to be detailed.

Rainy Day Fund (RDF) – The SPU shows €500 
million per annum is still expected to be put aside 
for the RDF. The legislation for the RDF has not 
been published and it is still unclear what the main 
function of the Fund will be i.e. whether it will be 
a counter-cyclical fund or a fund for unexpected 
emergency expenditure (or both).

Long-term forecasts – The projections  in the 
European Commission’s Ageing Report 2018 which 
underpin their long term forecasts of long term care, 
health care, education, and unemployment benefit 
expenditure do not take into account the Census 
2016 population results. This has implications for 
the reliability of the projections based on the Ageing 
Report 2018 (which is yet to be published) and may 
have an effect on the policy implications that may 
flow from this. The CSO is due to shortly produce 
new demographic projections of the Irish population 
accounting for the Census 2016 results. 
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