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Introduction

The European Commission Recommendation for 
a Council Recommendation on the 2018 National 
Reform Programme of Ireland and delivering a 
Council opinion on the 2018 Stability Programme 
of Ireland contains the draft Country Specific 
Recommendations (CSRs) 2018.1 Once adopted 
by the Council of the EU in July 2018, these 
recommendations should form part of Ireland’s 
approach to framing Budget 2019. In general, the 
draft CSRs are normally those ultimately adopted 
by the Council. The adoption of the CSRs is the final 
part of the European Semester 2018 and helps set the 
context for the European Semester 2019.

The CSRs are adjusted each year to reflect the 
progress made and changes in the wider environment. 
The Commission notes that “…looking at a multi-year 
horizon provides a clearer picture of the evolution 
of progress than a single-year horizon, because 
designing and implementing significant reform takes 
time.”2

At present, there is no direct enforcement mechanism 
for implementing the CSRs. However, the Reflection 
Paper on the Deepening of the Economic and 
Monetary Union proposed linking access to European 
funding to implementation of the CSRs. This 
proposal is not referenced in the draft Multiannual 
Financial Framework 2021-2027 (MFF) presented by 
the Commission on 2 May – however, negotiations 
in relation to the MFF will continue until well into 
2019 and new proposals may be made by different 
stakeholders.

The European Semester 2018 

The 2018 Semester began with the publication 
of the Alert Mechanism Report 2018, wherein 
the Commission identified five indicators of 
Macroeconomic Imbalance in the Irish economy. 
These were discussed in detail in the PBO’s 
Briefing Paper 1, European Semester 2018 – and 
how it interacts with Ireland’s Budget 2019,3 and 
summarised in PBO Note 4, 2018 European Semester: 
Country Report Ireland. The PBO’s assessment is that 
four of the five indicators are relevant:

•	 The level of Private Sector Debt (the most 
severe macroeconomic imbalance affecting the 
economy);

•	 The level of Public Sector Debt;

•	 The negative Net International Investment 
Position (NIIP) is an issue but detailing its 
severity is difficult; and,

•	 The change in the House Prices Index was also 
highlighted as an imbalance.

The PBO has previously noted that the “European 
Commission has decided to carry out an in-depth 
review of Ireland to investigate the imbalances 
identified by the Macroeconomic Imbalance 
Procedure”.4 This review was published on 7 March 
2018 as part of the Country Report Ireland 2018. 
The Country Report is a review of macroeconomic 
and social trends in Ireland. The Country Report 
also includes analysis of Ireland’s progress on 
implementing its three 2017 CSRs, which can be 
summarised as follows:

1 As part of its preparation for issuing draft CSRs for 2018, the 
European Commission carried out an assessment of the 2018 
Stability Programme for Ireland. PBO Note 10 addresses that 
assessment.
2 European Semester 2017 Spring Package, European Commission 
press release of 22 May 2017.

3 A summary version is available in PBO Note 1 of 2018, Note on 
Ireland’s budgetary process and the European Semester 2018
4 PBO Note 4 of 2018.
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1. Pursue a substantial fiscal effort (including 
broadening the tax base and reducing tax 
expenditures);

2. Target public investment in transport, water 
services and innovation supports (also includes 
investment in social housing and childcare); and

3. Reduce the stock of non-performing loans, 
especially resolving long-term arrears.

In general, the Country Report found that Ireland has 
made some progress in addressing the 2017 CSRs. 
However, within CSR 1, the Commission raised 
concerns about limited efforts to broaden the tax base 
and taxation changes which have focussed on cuts 
and reliefs. The Commission stated that Budget 2018 
also featured a growing reliance on pro-cyclical taxes, 
including Corporation Tax and Commercial Stamp 
Duty. Increases in this revenue may therefore be 
funding permanent increases in public expenditure.

The Country Report identified five priorities, i.e. areas 
Ireland is expected to proactively address:

1. Public finances and taxation;

2. Financial sector and indebtedness;

3. Labour market, education and social policies;

4. Investment; and

5. Sectoral policies.

The Commission’s advice and observations in relation 
to these reform priorities is analysed in PBO Note 
4 of 2018. The Country Report provides the context 
for the National Reform Programme (NRP) that the 
Irish Government presented in April 2018. Together 
with the Stability Programme Update (see PBO Note 
6 of 2018), the NRP helps to inform the Commission’s 
approach to drafting the CSRs.

a. The Commission expects Ireland to meet 
its MTO from 2019 onwards and notes that 
according to the Stability Programme Update, 
the general government debt-to-GDP ratio is 
expected to fall to 66% in 2018 and to continue 
declining to 58.7% in 2021. The Commission 
therefore expects Ireland to comply with the debt 
rules in 2018 and 2019 and, overall, to comply 
with the provisions of the Stability and Growth 
Pact (SGP) in 2019. The Commission states that 
the macroeconomic scenario underpinning 
Ireland’s budgetary projections is plausible but 
notes that the measures needed to support the 
planned deficit targets from 2019 onwards have 
not been sufficiently specified.

b. At present, the Government has not announced 
any plans that would result in windfall gains but 
possible sources include:

•	 Exchequer receipts from the liquidation of IBRC,5

•	 Sale of shares in Bank of Ireland, Allied Irish 
Banks, Permanent TSB;6

•	 The wind-down of the National Asset 
Management Agency (NAMA).7

6 The State owns 14% of Bank of Ireland’s shares, 71% of Allied 
Irish Bank’s shares and 75% of Permanent TSB’s shares. However, 
the Programme for a Partnership Government places limits on 
the sale of shares before the end of 2018. Source: PQ 9138/2018
7 NAMA is estimated to deliver a “terminal surplus” of €3 Billion 
by the end of 2020. Source: PQ 14830/2018

2018 draft CSRs for Ireland 

The Commission adopted the European Semester 
2018 Spring Package on 23 May 2018. This included 
three CSRs which the Commission are proposing for 
Ireland this year and which should be addressed in 
Budget 2019:

1. a) Achieve the medium-term budgetary 
objective [MTO] in 2019. (b) Use windfall 
gains to accelerate the reduction of the 
general government debt ratio. (c) Limit the 
scope and the number of tax expenditures, 
and broaden the tax base. (d) Address the 
expected increase in age-related expenditure 
by increasing the cost-effectiveness of the 
healthcare system and by pursuing the 
envisaged pension reforms.

5 Department of Finance related claims in the region of €1.12bn 
were submitted to the Joint Special Liquidators of IBRC. The 
total recovered in 2016 was €270m. Another tranche of €280m 
is expected to be paid this year. The timing of the payment of 
the balance of €570m is currently unclear. The Department also 
notes that “The final outcome remains dependent on a number of 
variables including the future realisations from remaining assets 
and the outcome of on-going litigation.” Sources: Department 
of Finance press release of 7 December 2017 and Exchequer 
Statement December 2016 and Public Accounts Committee 
debate of 19 April 2018.

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-04-23_overview-of-the-stability-programme-update-2018_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-04-23_overview-of-the-stability-programme-update-2018_en.pdf
https://www.oireachtas.ie/en/debates/question/2018-02-22/60/?highlight%5B0%5D=9138
https://www.oireachtas.ie/index.php/en/debates/question/2018-03-29/116/?highlight%5B0%5D=14830&highlight%5B1%5D=18
http://www.finance.gov.ie/ga/updates/ibrc-special-liquidators-announce-that-they-will-shortly-commence-the-payment-of-a-second-interim-dividend/
http://www.finance.gov.ie/wp-content/uploads/2017/08/Revised-Exchequer-Statement-December-2016-taking-into-account-changes-arising-during-audit-of-National-Debt-and-Finance-Accounts-2016.pdf
http://www.finance.gov.ie/wp-content/uploads/2017/08/Revised-Exchequer-Statement-December-2016-taking-into-account-changes-arising-during-audit-of-National-Debt-and-Finance-Accounts-2016.pdf
https://data.oireachtas.ie/ie/oireachtas/debateRecord/committee_of_public_accounts/2018-04-19/debate/mul@/main.pdf


Taken together, the recommendations set out in 
draft CSRs 2 and 3 for 2017 are mirrored in CSRs 2 
and 3 for 2018. However, greater emphasis is placed 
in 2018 on supporting SMEs through (specifically) 
research and development. The implementation of 
the NDP is underlined this year and productivity is 
introduced as a new policy priority as is clean energy. 
In relation to the latter, paragraph 13 states that “only 
limited progress has been achieved in decarbonising 
key parts of the economy” and that this will make it 
necessary for Ireland to consider buying allocations 
from other Member States in order to comply with 
the Effort Sharing Decision.10

c. The PBO, in its latest Quarterly Commentary 
(Q1 of 2018), discussed the risks facing the Irish 
economy, including the highly concentrated 
production base (p.23). In that context, the 
Commission points out that limiting the scope 
and the number of tax expenditures, and 
broadening the tax base would improve 
revenue stability in the face of such risks. The 
Commission, however, states that some recent 
tax measures have focused on cuts and reliefs, 
and seem to have further increased reliance on 
highly pro-cyclical sources of revenue. This is 
therefore an example of where the Commission 
does not believe that progress has been made in 
implementing CSR1 of 2017. It also stresses that 
Ireland could improve the way its tax system can 
support environmental objectives.

While neither directly related to the tax base nor 
referenced in the three CSRs, it may be noteworthy 
that paragraph 10 addresses “the fight against 
taxpayers’ [i.e. multinational corporations] aggressive 
planning strategies”. Specific observations within that 
paragraph relate to Ireland such as the potential use 
of provisions within bilateral tax treaties to overrule 
the “new tax residence rule put in place in Ireland in 
2015”. The paragraph concludes by stating that the 
Commission will continue “its constructive dialogue” 
in relation to the aforementioned “fight”. It should 
be noted that similar references are made in the 
draft CSRs of certain other Members States such as 
Hungary, the Netherlands, Belgium, Malta, Cyprus 
and Luxembourg.

d. The draft CSRs acknowledge significant 
efficiency measures which have been introduced 
in relation to the Irish healthcare system 
but notes that it is “costly and faces many 
challenges, which are compounded by a rapidly 

2. Ensure the timely and effective 
implementation of the National Development 
Plan [NDP], including in terms of clean 
energy, transport, housing, water services 
and affordable quality childcare. Prioritise 
the upskilling of the adult working-age 
population, with a focus on digital skills.

3. Foster the productivity growth of Irish 
firms, and of small and medium enterprises 
in particular, by stimulating research and 
innovation with targeted policies, more 
direct forms of funding and more strategic 
cooperation with foreign multinationals, 
public research centres and universities. 
Promote faster and durable reductions in 
long-term arrears, building on initiatives for 
vulnerable households and encouraging write-
offs of non-recoverable exposures.

10 The EU’s Effort Sharing legislation establishes binding annual 
greenhouse gas emission targets for Member States for the 
periods 2013–2020 and 2021–2030. These targets concern 
emissions from most sectors not included in the EU Emissions 
Trading System (EU ETS), such as transport, buildings, 
agriculture and waste.

ageing population.”8 Another long-term fiscal 
sustainability risk related to the cost of ageing 
noted by the Commission is the overall pension 
system deficit, leading it to call for the “timely 
implementation of the presented roadmap for 
pension reform.”9

8 Paragraph 11 of the draft CSRs 2018
9 Ibid

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-04-16_quarterly-economic-and-fiscal-commentary-q1-2018_en.pdf
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Next Steps

These draft CSRs have been issued by the European 
Commission. In June, the Council of the EU discusses 
the proposed CSRs and agrees on their final version. 
The European Council then endorses the final 
recommendations.

In July, the Council of the EU adopts the country-
specific recommendations, and the Member States 
are invited to implement them.

During the remainder of the year, sometimes called 
‘the national semester’, the Member States take into 
account the recommendations when drawing up 
national budgets for 2019.

Euro area member states must submit their draft 
budgetary plans for evaluation to the Commission 
and to the Eurogroup by mid-October.

The cycle will start again towards the end of 2018, 
when the Commission will give an overview of the 
economic situation in its Annual Growth Survey for 
2019 and begins examining the progress achieved by 
individual countries in implementing the CSRs.

Other continuing policy priorities will require 
ongoing and long-term development, especially in 
relation to labour market activation11 – Ireland, for 
example:

•	 In 2015, had the highest childcare costs (relative 
to wages) in the EU for lone parents and the 
second highest in the EU for couples. However, 
the Childcare Support Bill 2017 is referenced 
by the Commission and this is now awaiting the 
President’s signature;

•	 Has one of the lowest levels of digital skills and 
one of the lowest employment rates of people 
with disabilities in the EU; and

•	 Has the highest proportion of people living in 
households with low work intensity in the EU — 
18.2 %.

Ireland also remains among the highest Member 
States in the EU in relation to non-performing 
loans; their ratio to total gross loans was 11.2 % in 
September 2017.
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11 The PBO intends to publish a briefing paper on Ireland’s active 
labour market policies.
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