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Introduction

Every April, European Union Member States are 
required by the Stability and Growth Pact process to 
publish their fiscal plans for the next three years. The 
Irish Government met this requirement through the 
2018 Stability Programme Update (SPU).1 The PBO 
has previously produced a Note on the Government’s 
2018 SPU (PBO Note 6 of 2018). The European 
Commission assesses these plans, compares them 
to their own forecasts and assesses the compliance 
of the plans with the fiscal rules of the Stability and 
Growth Pact before and after their implementation. 
The European Commission published its assessment 
of Ireland’s SPU on 23 May 2018. This assessment 
feeds into the process of drafting the European 
Council’s Country Specific Recommendations (CSRs). 
PBO Note 11 of 2018 examines the draft 2018 CSR’s 
for Ireland.

Macroeconomic Outlook 

The macroeconomic assumptions for 2018 and 2019 
outlined in the Stability Programme Update are in 
line with those produced by the Commission in the 
2018 Spring Forecast. While it is acknowledged that 
multinational companies’ activities will continue to 
have an impact, at least in the short-term, on the 
headline figures, both forecasts agree that underlying 
domestic activity will remain robust due to strong 
growth in private consumption and construction 
investment.

On the macroeconomic risks, both forecasts 
highlight the same (mostly external) negative 
risks: the uncertainty of the outcomes of the Brexit 
negotiations, potential changes to international 
taxation and disruption to international trade.

Overall, the SPU’s macroeconomic assumptions are 
considered plausible by the Commission.

1 Government of Ireland (2018) Stability Programme Update 2018.

Commission Assessment of Irish Stability 
Programme 2018

This note focuses on the Commission analysis of 
three main areas: 

1. the macroeconomic assumptions underpinning 
the Stability Programme; 

2. an analysis of recent budgetary outturns, 
medium-term budgetary plans and main risks; 

3. an assessment of compliance with the EU fiscal 
rules of the Stability and Growth Pact (SGP); 
namely the debt criterion, the structural budget 
balance rule and the Expenditure Benchmark.

Box 1: The Output Gap
In relation to the calculation of the output gap there 
are significant differences between the output gaps 
calculated by the European Commission and those 
published in Ireland’s SPU. The Commonly Agreed 
Methodology (CAM) was adjusted by the Department of 
Finance and the European Commission to take account 
of the distortions to potential GDP growth rates in 
light of higher-than-expected GDP growth in 2017. The 
European Commission’s calculations indicate a negative 
output gap for 2017 (positive in the SPU) and smaller 
output gaps than those in the SPU over the period 
2018-2020. However, both estimates of the output gap 
follow the same trend out to 2020, with the output gap 
closing during this period. The differences between the 
Department of Finance’s and the European Commission’s 
estimates are mostly due to different technical 
adjustments made to the CAM framework. 

Further details on the Output Gap can be found in PBO 
Briefing Paper 6 Potential Output, the Output Gap and 
Associated Key Issues for Fiscal Policy-making in Ireland. 

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-04-23_overview-of-the-stability-programme-update-2018_en.pdf
https://ec.europa.eu/info/2018-european-semester-national-reform-programmes-and-stability-convergence-programmes_en#ireland
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-05-14_potential-output-the-output-gap-and-associated-key-issues-for-fiscal-policy-making-in-ireland_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-05-14_potential-output-the-output-gap-and-associated-key-issues-for-fiscal-policy-making-in-ireland_en.pdf


intended to ensure sound and prudent budgetary 
policies over the medium-term; and the corrective 
arm, designed to return the finances of member states 
to a sustainable footing in response to large fiscal 
imbalances. Ireland left the corrective arm of the SGP 
in 2016 and is now operating under the rules of the 
preventive arm.

The corrective arm of the SGP is triggered by a 
General Government deficit of over 3% of GDP 
(Ireland’s deficit was 0.3% in 2017) or General 
Government debt (GGD) being above 60% of GDP 
and not diminishing at a sufficiently rapid pace as 
defined by the debt reduction benchmark. Ireland’s 
GGD-to-GDP ratio was 68% in 2017 and thus while 
the deficit rule is met, the Commission must evaluate 
if Ireland’s debt is diminishing at a sufficiently rapid 
pace. 

The SGP’s preventive arm is based on two pillars: 
the Medium-Term Budgetary Objective (MTO) or 
the required adjustment path towards the MTO and 
the Expenditure Benchmark. The MTO is a target 
level for the government budgetary position set in 
structural terms and aims to ensure each Member 
State has a healthy underlying financial position. The 
Expenditure Benchmark aims to protect a country’s 
finances from unsustainable expenditure increases 
or revenue decreases. Compliance is evaluated for 
individual years as well as over a two year period 
using the average over the period. The Commission’s 
evaluation of Ireland’s compliance with the debt 
criterion, the MTO and the Expenditure Benchmark 
is discussed below.

Budgetary developments and medium-
term plans

The Commission highlights that recent stronger-
than-expected economic growth, large increases in 
Corporation Tax and Value Added Tax revenues, 
and a fall in debt interest payments have played a 
significant role in reducing the deficit-to-GDP ratio in 
recent years. However, in nominal terms, the deficit is 
expected to be €240 million higher than Budget 2018 
estimates. Statistical reclassifications (particularly 
that of approved housing bodies) and the use of more 
up-to-date data produced changes to the projections 
vs Budget 2018 estimates on both the expenditure 
side (i.e. government gross fixed capital formation 
(i.e. investment) has increased by €600 million) and 
on the tax side (i.e. taxes on production and imports 
have decreased by €610 million). 

In terms of risks to the fiscal forecasts, the high 
share of Corporation Tax in total revenue (16.2%) 
is highlighted given the volatility of this source 
of revenue. It is also pointed out that the SPU 
assumes the continuation of strong revenue growth 
over the medium-term. On the expenditure side, 
risks arise from potential sanctions linked to the 
under-achievement of the EU’s climate change 
targets. While the Government’s and the European 
Commission’s forecasts are broadly similar, the 
Commission projects higher expenditure (and a 
higher deficit by 0.1% of GDP) than the SPU for 
2019 due to more prudent assumptions on interest 
payments and a judgement regarding expenditure 
overruns in the health sector based on past 
experience. The Commission states that there is a lack 
of sufficient detail on the budgetary measures to be 
taken beyond 2018.

Compliance with the Stability and 
Growth Pact fiscal rules 

The Stability and Growth Pact (SGP) is an 
institutional framework for fiscal policy, including 
numerical fiscal rules, that is designed to protect the 
financial sustainability of EU member states. The 
legal bases of the SGP are Articles 121 and 126 of 
the Treaty on the Functioning of the European Union. 
The SGP has two elements: the preventive arm, 

The debt criterion
EU countries are expected to maintain General 
Government Debt (GGD) to GDP ratio of less than 
60% of GDP. If the GGD-to-GDP ratio is above 60% 
a country is expected to make a minimum level of 
progress towards the 60% threshold (by 1/20th of 
the difference between the level of debt and the 60% 
threshold). Ireland’s GGD ratio was 68% of GDP at 
end 2017 with the Commission projecting it to fall 
to 63.2% of GDP at end 2019 (slightly lower than the 
Irish Government’s projection of 63.5% of GDP). 

After leaving the corrective arm in 2015, Ireland is 
subject, for three years, to a transitional debt rule 



which requires sufficient advancement (defined by 
the Minimum Linear Structural Adjustment (MLSA)) 
towards compliance with the debt benchmark (i.e. 
60% of GDP) at the end of the transition period. For 
2017, Ireland is compliant with the debt criterion 
given that the change in the structural balance (+0.7 
percentage points (pp)) exceeded the required MLSA. 
According to Commission forecasts, Ireland will be 
compliant in 2018 (by a wide margin). In 2019, the 
transition period ends and Ireland must comply with 
the debt reduction benchmark (as it is still expected 
to have a GGD-to-GDP ratio above 60% of GDP). 
The Commission forecasts compliance with this 
benchmark in 2019 again by a wide margin. 

In nominal terms, public debt remains high and this 
is planned to increase out to 2021. The Commission 
recommends that public debt sustainability is 
assessed against better measures of the underlying 
performance of the Irish economy such as GNI*.

Medium-term budgetary objective 
Member States are obliged to either remain at or 
be making progress towards achieving their MTO. 
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 headline budget and adjusting it to account for 
the effects of the economic cycle (i.e. the output gap). 
The MTO seeks to take into account the longer-term 
sustainability issues of the public finances. 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.

For 2017, the Commission’s ex-post assessment, 
which is based on outturn data and on the 2018 
Spring forecast, indicates that Ireland has over-
achieved its MTO in 2017 as the structural balance 
was -0.1% of GDP in 2017 with a year-on-year change 
of 0.7 pp.

For 2018, the structural balance is projected to 
be -0.6% of GDP and have dis-improved by 0.5 pp 
(according to the SPU and by 0.6 pp according to 
Commission forecasts). The required adjustment (set 
in 2017) was an improvement of 0.6 pp. Due to this 
large deviation, the two-year average adjustment over 

2017-2018 points to a risk of significant deviation 
from compliance (-0.6% of GDP vs a limit of -0.25%).

For 2019, while the large deviation in 2018 carries 
over to 2019, implying that the there is also a risk of 
significant deviation for the two year average over 
2018-2019, the MTO is projected to be met in 2019 
and thus compliance is expected to be achieved.

As the PBO has highlighted in its Note on the SPU, 
the difficulty of accurately estimating the cyclical 
position of the Irish economy (i.e. the output gap) 
complicates the estimation of the structural balance. 
Large revisions to the output gap translate into large 
revisions to the structural balance. These revisions 
were very significant between Budget 2018 and the 
SPU, and have a strong impact on the compliance 
assessment of the MTO for 2018, which now points 
to a risk of significant deviation. These difficulties are 
acknowledged by the Commission which states that 
the Expenditure Benchmark “is considered to reflect 
more appropriately Ireland’s underlying fiscal effort” 
and focuses its compliance assessment on the EB. 

Expenditure Benchmark 
The Expenditure Benchmark limits the ability of 
the Government to increase year-on-year spending, 
regardless of the absolute availability of funds. The 
benchmark aims to constrain growth in 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 one-off measures. Capital 
spending is averaged over a 4-year period.

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-
raising measures. This is to ensure that there 
remains a robust structural and sustainable revenue 
base to support Government expenditure. The 
amount allowed for any increase in expenditure 
or tax reductions is referred to as the ‘fiscal space’. 
The Expenditure Benchmark is not assessed for 
compliance with the fiscal rules if a Member 
State is at its MTO, however, it remains useful as 
a benchmark for assessing the sustainability of 
spending increases.

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-04-23_overview-of-the-stability-programme-update-2018_en.pdf
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The European Commission states that Ireland is 
compliant with the fiscal rules of the preventive arm 
in 2017 as the MTO was achieved. 

However, for 2018, the permitted nominal growth 
rate of net primary government expenditure exceeds 
significantly the Expenditure Benchmark both in 
2018, and 2017 and 2018 taken together. In addition, 
the structural balance pillar indicates a risk of 
significant deviation over the same years. While this 
indicates a need for an overall assessment of Ireland 
fiscal policy stance, the Commission has taken into 
account the additional revenue linked to the non-
indexation of income tax bands and concludes while 
there is a risk of some deviation in 2018, and 2017 
and 2018 taken together, such an assessment is not 
required. 

Ireland is expected to be compliant in 2019 as the 
MTO is projected to be achieved in that year. Ireland 
is also expected to be compliant with the debt 
criterion over the period 2017-2019.

While the Commission is applying the fiscal rules 
appropriately in its evaluation of compliance in 2019, 
the PBO would highlight a logical inconsistency. 
Ireland is shown to be significantly breaching the 
MTO in 2018 (and over the 2017/2018 period). There 
is also deviation from the Expenditure Benchmark. In 
recognition of problems in measuring the structural 
balance, the Commission gives prominence to the 
EB in assessing compliance in 2018. However, in 
2019 when Ireland is forecast to be compliant with 
the MTO, no weight is given to the EB. The EB is 
considered the more appropriate fiscal anchor and 
has the potential to highlight sustainability issues.

SummaryFor 2017, given that Ireland achieved its MTO in 
2017, the Expenditure Benchmark is not subject to 
the compliance assessment.

For 2018, the nominal annual growth in net primary 
government expenditure exceeds the Expenditure 
Benchmark of 2.4% pointing to a deviation of 0.3% 
of GDP (Commission figures). A risk of significant 
deviation exists for the two year average (2017-2018). 
This would suggest a need for a qualitative assessment 
of compliance. However, when the additional revenue 
linked to the non-indexation of income tax bands are 
taken into account (which is not accounted for in the 
Commission’s quantitative estimate of the EB), the 
assessment points to a risk of some non-significant 
deviation from the expenditure benchmark in 2018, 
and 2017 and 2018 taken together.

For 2019, as Ireland is projected to achieve its MTO, 
the Expenditure Benchmark is not assessed for 
compliance.

While the Commission believes there is a possibility 
of a significant deviation in 2018 from the EB, the 
adjustment for the non-indexation of income tax 
bands would mean that the deviation would not 
be significant and thus there is no need for further 
assessment for 2019. 

As highlighted by the PBO’s Briefing Paper 6, while 
the Expenditure Benchmark is a better anchor for 
fiscal policy than the Structural Balance, it also 
presents important shortcomings, particularly in 
an Irish context. Due to pro-cyclical estimates of 
potential output growth, the Expenditure Benchmark 
permits significant additional spending when the 
economy is growing fast and less additional spending 
when the economy is underperforming. Currently, 
the Expenditure Benchmark allows for an increase in 
aggregate expenditure of 5.3% in 2019. This runs the 
risk of failing to sufficiently constrain expenditure in 
good economic times for Ireland.

mailto:pbo@oireachtas.ie
https://www.oireachtas.ie/en/how-parliament-is-run/houses-of-the-oireachtas-service/parliamentary-budget-office/
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-05-14_potential-output-the-output-gap-and-associated-key-issues-for-fiscal-policy-making-in-ireland_en.pdf

