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Key Information Points
Four Draft Country Specific Recommendations (CSRs) are being proposed for Ireland.

•	 CSR 1 recommends taking all necessary measures to respond to the pandemic and its economic 
consequences, and when economic conditions allow, to achieving a prudent medium-term fiscal position 
and ensuring debt sustainability. It also recommends taking steps to improve the health system. This 
recommendation is effectively made for all EU member states.

•	 CSR 2 recommends supporting employment by way of skills development. This includes addressing the 
risk of a ‘digital divide’, and an emphasis is placed on avoiding such a divide in the education sector. It also 
separately recommends increasing the provision of social and affordable housing. Like CSR1 therefore, 
CSR 2 is composed of two quite distinct recommendations. 

•	 CSR 3 recommends the continuance of support to companies (small and medium sized enterprises, in 
particular), especially by using measures to ensure that they have access to liquidity. It specifically advises 
front-loading mature public investment projects and promoting private investment. There should be a 
focus on investment to promote a green and digital transition.

•	 CSR 4 recommends expanding the tax base and combating aggressive tax planning activities of 
multinationals and ensuring the effective supervision and enforcement of the anti-money laundering 
framework. The CSR 4 recommendations were also made as part of the 2019 CSRs.

Background

 ¾ The European Semester is an important part of the national budgetary cycle.

 ¾ The Country Specific Recommendations proposed by the European Commission for Ireland are a vital 
component of the Semester.

 ¾ The CSRs are informed by Ireland’s National Reform Programme and Stability Programme Update. 

 ¾ Many of the CSRs are repeated in whole or in part from year to year, and progress made in implementing 
them is difficult to monitor.

 ¾ It is unclear that the CSRs have any direct substantive influence on the annual budget process or are taken 
into account in the Spending Review process which informs budgetary decision-making. In general, there 
are no references to the CSRs in either. 

What this PBO Publication adds

 9 A brief analysis of the four draft CSRs proposed by the Commission, including the history of their 
development if appropriate.

 9 It sets the CSRs in the context of other relevant documents.

 9 It analyses the recommendations made and, where relevant, comments on budgetary implications.
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Introduction

The European Commission Recommendation for a Council Recommendation on the 2020 National Reform 
Programme of Ireland and delivering a Council opinion on the 2020 Stability Programme of Ireland contains 
the draft Country Specific Recommendations (CSRs) 2020. These recommendations are due to be considered 
and approved by the European Council. Once adopted by the European Council, these recommendations should 
form part of Ireland’s approach to framing Budget 2021. 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 2020. 

The CSRs are adjusted each year to reflect the progress made and changes in the wider environment. This is 
particularly obvious in 2020 with the health and economic effects of the COVID-19 pandemic providing the 
backdrop to the recommendations, though in many cases the CSRs 2020 repeat the recommendations from CSRs 
2019 and before. The CSRs respond to the Government’s submission to the European Commission of its National 
Reform Programme and Stability Programme Update (SPU) in April.

This Note discusses the European Commission’s view of progress on the 2019 CSRs and then lists and provides 
detail on the background for the CSRs for 2020. It also includes a box on the Stability and Growth Pact and its 
procedures in the context of the COVID-19 pandemic.

Box 1: Stability and Growth Pact
The Stability and Growth Pact (SGP), which encompasses the European Semester and the fiscal rules European 
Union countries must abide by, is still in force. 

On 20 March the European Commission formally informed the European Council that it considered the 
conditions for activating the ‘general escape clause’ of the SGP to have been fulfilled.1 The Council agreed with 
the Commission’s assessment and procedures under the SGP are modified. Countries under the preventative 
arm of the SGP (as Ireland is) when the general escape clause is invoked “may be allowed temporarily to 
depart from the adjustment path towards the medium-term budgetary objective, provided that this does not 
endanger fiscal sustainability in the medium term”.

As the European Commission has pointed out, the general escape clause does not suspend the procedures 
of the Stability and Growth Pact. It allows Member States to depart from the budgetary requirements that 
would normally apply while enabling the Commission and the Council to undertake the necessary policy 
coordination measures.

Ireland, like all other EU countries, is expected to breach the 3% deficit rule in 2020 due to the pandemic. 
This would normally trigger the Excessive Deficit Procedure. The Commission (in the CSRs) has recognised 
this and, has for all countries (except Romania2), recommended “[i]n line with the general escape clause, take 
all necessary measures to effectively address the pandemic, sustain the economy and support the ensuing 
recovery. When economic conditions allow, pursue fiscal policies aimed at achieving prudent medium-term 
fiscal positions and ensuring debt sustainability, while enhancing investment.”

While the timing is unknown, it is to be expected that the general escape clause invocation will eventually be 
reversed. The Commission has stated it will review the position in the autumn. Ireland, depending on its fiscal 
position, will either (a) revert to the preventative arm of the SGP – with the aim of meeting its Medium Term 
Objective and a debt-to-GDP ratio of less than 60% of GDP or (b) be placed in the Excessive Deficit Procedure 
(the corrective arm) and outline policies over the medium term to control its deficit and achieve its Medium 
Term Objective (MTO). For some years now, the MTO for Ireland has been a budget deficit in structural terms 
of less than 0.5% of GDP.3

1   European Commission (2020) Communication from the Commission to the Council on the activation of the general 
escape clause of the Stability and Growth Pact COM/2020/123 final.
2   Romania is under the Excessive Deficit Procedure and has been recommended to take “all necessary measures to effectively 
address the pandemic, sustain the economy and support the ensuing recovery. Avoid the implementation of permanent 
measures that would endanger fiscal sustainability.”
3   This was last set in 2019 as part of the 2019 CSRs. Given the use of the general escape clause no MTO was explicitly set in 
the 2020 CSRs.

https://ec.europa.eu/info/sites/info/files/2020-european-semester-csr-comm-recommendation-ireland_en.pdf
https://ec.europa.eu/info/sites/info/files/2020-european-semester-csr-comm-recommendation-ireland_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1591119459569&uri=CELEX%3A52020DC0123
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1591119459569&uri=CELEX%3A52020DC0123
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Country Report Ireland 2020

The EU Commission’s Country Report Ireland 2020 was prepared and published in February - before the extent of 
and response to the Covid-19 pandemic was known. Thus, the forecasts in the report are of little use. However, the 
report did evaluate the progress that Ireland had made on previous CSRs including making:4

•	 Substantial progress in increasing access to affordable and quality childcare. 

•	 Some progress in:

 » Providing personalised active integration support and facilitating upskilling.

 » Focusing investment policy on the low carbon and energy transition and the reduction of greenhouse gas 
emission.  Investing in water management, sustainable transport, digital infrastructure, affordable and 
social housing.

 » Implementing measures to diversify the economy and improve the productivity of Irish firms by using 
more direct funding instruments to stimulate research and innovation.

 » Improving the business environment by reducing regulatory barriers to entrepreneurship. 

•	 Limited progress in:

 » Limiting tax expenditures and broadening the tax base. 

 » Addressing features of the tax system that may facilitate aggressive tax planning, where the effectiveness 
of the measures taken remains to be seen. 

 » Addressing the expected increase in age-related expenditure, where the full implementation of some 
measures remains endangered by issues such as recurrent overspending in healthcare. 

The COVID-19 pandemic and the reaction to it may have the effect of reversing progress in areas where it had 
been made. In addition, the issues where progress had been limited may be more important in the context of 
the post-pandemic fiscal situation. The urgency of addressing them has increased given that the increase in 
Government spending and debt will limit fiscal manoeuvrability once the crisis is over.

CSR 1: In line with the general escape clause, take all necessary measures to effectively address the pandemic, 
sustain the economy and support the ensuing recovery. When economic conditions allow, pursue fiscal 
policies aimed at achieving prudent medium-term fiscal positions and ensuring debt sustainability, while 
enhancing investment. Improve accessibility of the health system and strengthen its resilience, including by 
responding to health workforce’s needs and ensuring universal coverage to primary care.

CSR 1 has two distinct components. The first is to address the COVID-19 pandemic, the economic effects of 
the pandemic and support the post-pandemic recovery. The objective of achieving a prudent medium-term fiscal 
position and ensuring debt sustainability is to be pursued when conditions allow for it. As mentioned in Box 1, this 
recommendation is effectively made for all 27 EU member states.

The European Commission staff paper5 accompanying its recommendation stated that, based on the initial outturn 
of 2019, Ireland had complied with its Medium-Term Objective. Ireland, as it was still in the transition period after 
exiting the Excessive Deficit Procedure, did not have to comply with the Debt criterion. However, as the debt-to-
GDP ratio in 2019 had fallen below 60% of GDP it would have done so.

4   Adapted from European Commission (2020) Country Report Ireland 2020. 
5   European Commission (2020) Assessment of the 2020 Stability Programme for Ireland. 

https://ec.europa.eu/info/sites/info/files/2020-european_semester_country-report-ireland_en.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/ie_assessment_2020_sp.pdf
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Ireland is expected to have a large budget deficit in 2020 – the Government’s Stability Programme Update6 
estimates the deficit at 7.4% of GDP in 2020, the Commission (in its Spring Forecast) estimated 5.6%. According 
to the Minister for Finance the deficit in 2020 could reach €30 billion in nominal terms. The estimates for 2021 are 
deficits of 4.1% and 2.9%, respectively. All these estimates are highly uncertain. After falling below the 60% debt-
to-GDP threshold in 2019, Ireland’s Government debt is expected to increase to 69.1% (Government estimate) 
or 66.4% of GDP (Commission estimate) in 2020. Both expect the Government debt-to-GDP ratio in 2021 to be 
within one percentage point of its 2020 level. Thus, Ireland will have both a budget deficit and debt level above the 
Stability and Growth Pact level at end-2020. However, with the application of the SGP’s general release clause, no 
action needs be taken to correct this as of yet (see Box 1). 

Given the uncertainty regarding economic forecasts at this time, estimates of the output gap and thus the 
structural budget balance are unlikely to be meaningful. This highlights the use of the structural budget balance as 
part of the fiscal rules and how difficult it can be to use such estimates to frame fiscal rules.

The Government’s SPU showed a large increase in spending in 2020, some of which continues into 2021. Much 
of this is due to social welfare payments in response to the restrictions introduced due to the pandemic as well 
as business supports and health related expenditure. The Department of Employment and Social Protection 
required an extra €5.5 billion due to the pandemic compared to the original pre-pandemic Estimate for Vote 
37. An additional €1.3 billion over pre-pandemic planned expenditure is expected to be spent from the Social 
Insurance Fund. The Department of Business, Enterprise and Innovation is expected to seek a minimum of €483 
million in additional funds due to the pandemic. The HSE has stated that the pandemic will cost it €1.8 billion in 
additional spending.7 Some of this is (or should be) one-off spending – temporarily increasing in response to the 
health and economic consequences of the pandemic. When the crisis eases such temporary spending should also 
ease. However, the impact of job losses and necessary continued additional health spending will mean a higher 
level of public spending than otherwise. Should this prove permanent, choices will need to be made to increase tax 
revenue to match the increase in spending or a reduction in spending elsewhere to ensure the public finances are 
sustainable (see Box 2).

The second component of CSR 1 is to:

•	 Improve the accessibility of the health system; and

•	 Strengthen its resilience.

This strengthening should, the Commission recommends, include responding to the health workforce’s needs and 
ensuring universal coverage to primary care.

The Commission’s document clarifies the basis for this recommendation. It notes that hospitals were already 
working near full capacity before the pandemic, and states that this was mainly due to the lack of universal access 
to primary care and a significant reliance on hospital care. It also identifies other serious problems with Ireland’s 
healthcare system, including:

•	 Shortages in the nursing workforce in certain regions and hospitals; and

•	 Lack of long-term home care provision, in conjunction with policies incentivising the use of institutional 
care.

It notes the pressure which the pandemic has placed on the healthcare system and that emergency measures have 
been put in place to temporarily increase hospital capacity and provide temporary universal healthcare services.

While Sláintecare reform plans to deliver a universally accessible and sustainable health system are acknowledged, 
it states that “plans for its implementation remain vague”. Detailed recommendations from the Commission 
include:

6   Government of Ireland (2020) Stability Programme Update 2020 Final. 
7   Irish Times (12/06/2020) Covid-19 will cost health service €1.8bn by the end of the year. 

https://assets.gov.ie/74571/5b49e6238304444eb3fa86b479aca982.pdf
https://www.irishtimes.com/news/health/covid-19-will-cost-health-service-1-8bn-by-the-end-of-the-year-1.4277425
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 Æ The need for the timely implementation of universal coverage by defining clear milestones and deadlines, 
and a solid monitoring framework;

 Æ The implementation of long-term care reforms, prioritising support for home care; and

 Æ Re-organisation of nursing resources.

The final two listed above could, the Commission suggests, require a stocktaking of existing facilities, projections 
for future growth in demand, and a commensurate ‘gap’ analysis, followed by a plan for delivery. In relation to 
nursing resources, the Public Service Pay Commission has previously identified a lack of relevant data as a serious 
obstacle to its ability to arrive at definitive evidence-based conclusions.8

With regard to Government analysis and planning in relation to long-term care reforms, the PBO has previously 
pointed out that, in relation to a recent IGEES Social Impact Assessment (SIA) of the Nursing Home Support 
Scheme (NHSS), “[t]he linkage to other related areas of policy such as Home Care are very limited. No 
performance metrics are discussed ... even though 4 metrics are presented in Vote 38 (Health) of the Revised 
Estimates for Public Services 2019 in respect of subhead L.2 ((Long Term Residential Care)”.9 In the (unapproved) 
Revised Estimates for 2020 that subhead was allocated €1.1 billion.

Voted Health spending is very significant - prior to the pandemic, it was due to be allocated €18.3 billion of the 
€70.4 billion set out in the Revised Estimates for Public Services 2020. Health is, of course, one of the priority areas 
for increased resources as a result of the pandemic. Any reforms, such as Sláintecare, need to be carefully planned. 
A priority of such reforms must be performance measurement – the PBO has, on many occasions,10 pointed out 
that it is very difficult to monitor the performance currently delivered by the health service through (mainly) voted 
monies. 

Box 2: Sustainability of the Public Finances
There is much commentary about the current fiscal situation and borrowing to finance the additional spending 
and the revenue shortfall that the pandemic, and the public policy response to it, has led to. 

Given the situation, increasing borrowing to cover the costs a one-off crisis is desirable. However, Ireland’s 
borrowing capacity (as shown by the financial and economic crisis from 2008 onwards) is not infinite – the 
higher the level of debt, the less room for fiscal manoeuvrability the State will have in the future. Interest rates 
are currently low and underpinned by ECB policies, but again the financial crisis shows that interest rates can 
change rapidly and affect Ireland’s access to the financial markets. 

Thus, after the pandemic crisis, once economic growth resumes at an acceptable level, to ensure a sustainable 
debt path, the deficit will have to be closed. The alternative is that Ireland will enter the next economic and/
or fiscal crisis with high debt levels and find it difficult to meet its financial commitments. The history of the 
financial crisis shows that even with extremely low debt levels in 2007, Ireland, by end-2010, was forced to 
request financial assistance from the EU, IMF, the UK, Sweden and Denmark. 

Reducing the deficit will not necessarily lead to ‘austerity’ (when spending cuts or tax increases are needed to 
close an unsustainable deficit). A return to economic growth will increase tax revenues and should do much 
of the heavy lifting with regard to closing the deficit, assuming that spending increases are limited/controlled. 
However, if choices are made to permanently increase the level of Government spending in response to the 
pandemic or other policy decisions, then this spending will need to be financed by tax and other revenue 
increases in order to close the deficit. It would not be prudent to finance such permanent expenditure 
increases with borrowing. Such tax increases should not be characterised as ‘austerity’. Indeed, if increased 
expenditure leads to continued deficits, the absence of balanced fiscal policy makes future ‘austerity’ in 
response to a fiscal shock more likely.

8   Report of the Public Service Pay Commission Recruitment and Retention Module 2 (July 2019, p.12).
9   PBO Publication 48 of 2019, The future of the Government’s Spending Review: A parliamentary scrutiny perspective. 
(Table 2).
10   See PBO Briefing Paper 14 of 2018, The HSE National Service Plan and its Relationship with the Health Vote.

https://paycommission.gov.ie/wp-content/uploads/Report-of-the-PSPC.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-09-12_the-future-of-the-government-s-spending-review-a-parliamentary-scrutiny-perspective_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-09-24_the-hse-national-service-plan-and-its-relationship-with-the-health-vote_en.pdf
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CSR 2: Support employment through developing skills. Address the risk of digital divide, including in the 
education sector. Increase the provision of social and affordable housing.

The pandemic, and related public policy response, has inevitably led to an increase in unemployment and a fall 
in employment in the short term. The number of people supported by the State with normal unemployment 
payments, the Pandemic Unemployment Payment (PUP) or the Temporary Wage Subsidy Scheme (TWSS) 
peaked at approximately 1.25 million. Both the PUP and the TWSS are now due to end in August. While the 
movement restrictions and business closures imposed by the Government to combat the pandemic are easing, 
some businesses will not re-open. Others, especially in the hospitality sector, may not be able to serve as many 
customers as before due to physical distancing requirements. This may reduce the number of staff they need or 
can support.

It will likely be September before the extent of the longer-term effect of the pandemic shock on employment will 
become clearer. The ESRI’s baseline scenario estimated that the unemployment rate in Q4 (i.e. Oct-Dec) 2020 
would be 17% but could fall to 11.2% in a benign scenario. The Government’ Stability Programme Update suggests 
a rate of 11% for Q4 2020 as well.

As part of CSR 2 the Commission points out some long-standing issues including:

•	 The relatively high number of people living in households with low work intensity.

•	 The need to address specific groups who find accessing the labour market difficult, e.g. persons with 
disabilities. 

•	 Skills shortages in specific areas and the need to upskill digital skills.

The economic crisis the pandemic has caused will make it more difficult to tackle most of these issues. The 
Commission also points out that the pandemic, and the subsequent increase in the digitisation of education and 
work, could increase educational and social inequalities and recommends that steps should be taken to avoid this 
outcome. 

In addition, CSR 2 includes a recommendation to increase the provision of social and affordable housing. The 
Commission recognises that, over a number of years, housing supply in Ireland has increased (annual housing 
completions increased by almost 40% in the two years to September 2019), and that house price inflation has been 
curbed. However, it also notes that:

•	 Housing demand still exceeds supply;

•	 Housing affordability is an issue;

•	 Prior to the crisis rent inflation has been high for a number of years; and,

•	 There are almost 70,000 households on local authority housing lists with approximately 10,000 registered 
homeless persons including 3,500 children. 

The pandemic has changed the dynamics of the property sector somewhat. Construction paused for a period 
of time, as did the market for renting, buying and selling dwellings as viewings were curtailed. In addition, the 
Government introduced a temporary ban on evictions and rent increases in the private rental sector. The initial 
effects of the crisis include a drop in both rent and residential property asking prices in April. These bounced back 
in May but are still below March 2020 levels. The crisis also saw an increase in supply of rental accommodation 
in Dublin and a large fall in new sale listings.11 The short-term impact has thus been volatile, and this is likely to 
continue over the next few months. 

11   https://www.daft.ie/report/2020-may-rental-daftreport.pdf .

https://www.daft.ie/report/2020-may-rental-daftreport.pdf
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For various reasons, the demand for accommodation will likely be lower than expected over the next few months 
due to the pandemic. Loss of income due to unemployment and a potential fall in immigrants due to the recession, 
travel restrictions and perhaps other factors such as foreign students postponing courses will negatively impact  
demand for housing. However, in the longer-term demand will remain high due to the impact of demographic 
trends on household formation (i.e. population growth and reducing average household size). Overall, unless the 
recession is particularly severe and long-lasting (leading to emigration), the estimates of approximately 34,00012 
new dwellings needed annually over the next few years will prevail.

Residential construction may have slowed in the short-term – the full closure for the construction sector was 
relatively brief (20 March to 18 May). However, the number previously employed in the construction sector 
who are still receiving the pandemic unemployment payment (PUP) in early June is 60,800.13 This suggests that 
the sector is operating far below the level it was in March 2020, and there may be impacts connected to smaller 
domestic projects or larger projects which cannot achieve sufficient physical distancing.

If there is significant behavioural change due to the pandemic, especially in the need for office accommodation 
(more home working) and tourism (fewer hotel rooms and short-term accommodation needed) there may be 
scope to re-orientate the construction sector towards building residential accommodation. This could allow more 
efficient investment in social housing. If house prices fall there may be an opportunity to purchase additional 
housing for social purposes at lower cost. In addition, a recession could mean lower construction inflation 
meaning for the same allocation the Government may get additional social housing units. Falling house prices and 
rents could increase housing affordability and reduce the need for government intervention.

CSR 3: Continue to provide support to companies, notably small and medium-sized enterprises, especially 
through measures ensuring their liquidity. Front-load mature public investment projects and promote private 
investment to foster the economic recovery. Focus investment on the green and digital transition, in particular 
on clean and efficient production and use of energy, sustainable public transport, water supply and treatment, 
research and innovation and digital infrastructure.

The public health response to the pandemic initially involved the Government-mandated closure of all but 
essential retail businesses, i.e. pharmacies, grocery stores. This has led to a risk that some of those businesses will 
be unable to open as restrictions ease. This may particularly be the case where businesses, especially SMEs, lack 
the liquidity to pay rent or to re-stock if necessary. Government has taken action to address this risk, as set out 
in PBO Publication 36 of 2020, The COVID-19 Pandemic: Government Supports for Business. Some of the most 
important supports provided or planned include:

•	 A Waiver on Commercial Rates costing €260 million to offset forgone Local Authority income;

•	 Plans to facilitate ‘tax debt warehousing’ where companies are unable to pay tax debt during the pandemic 
period. This allows debt to be ‘warehoused’ interest-free for a year from recommencement of trading. During 
this time the Revenue Commissioners will not seek to enforce the debt and no interest will accrue.

•	 A Restart Fund of €250 million to provide grants directly to micro and small enterprises.

Sector-specific measures are also planned for childcare providers. Measures specific to that sector will also have 
benefits for the overall economy by increasing the availability of workers who have childcare responsibilities.

To some extent, Ireland is fortunate to have previously committed to a significant and long-term public investment 
plan, i.e. the National Development Plan (the NDP, covering the period up to 2027, itself part of Project Ireland 
2040). Some elements of the NDP such as the National Broadband Plan (NBP) can answer to several elements of 
this CSR. The NDP utilises Public Private Partnerships (PPPs) and the NBP involves private sector investment as 

12   Property Industry Ireland (IBEC) (2019) Estimating Ireland’s long run housing demand and Central Bank of Ireland 
(2019) Population change and housing demand in Ireland.  
13   Department of Employment and Social Protection (08/06/2020) Press Release Update on Payments awarded for Covid-19 
pandemic unemployment payment and enhanced illness benefit.  

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2020/2020-06-09_the-covid-19-pandemic-government-supports-for-business_en.pdf
https://assets.gov.ie/19240/62af938dce404ed68380e268d7e9a5bb.pdf
https://www.gov.ie/en/campaigns/09022006-project-ireland-2040/
https://www.gov.ie/en/campaigns/09022006-project-ireland-2040/
https://www.propertyindustry.ie/Sectors/PII/PII.nsf/vPages/Publications~estimating-irelands-long-run-housing-demand---april-2019-05-04-2019/$file/Estimating+Ireland%E2%80%99s+long-run+housing+demand+-+April+2019+FINAL.pdf
https://centralbank.ie/news-media/press-releases/press-release-economic-letter-population-change-and-housing-demand-in-ireland-10-december-2019
https://www.gov.ie/en/press-release/03c37-update-on-payments-awarded-for-covid-19-pandemic-unemployment-payment-and-enhanced-illness-benefit/
https://www.gov.ie/en/press-release/03c37-update-on-payments-awarded-for-covid-19-pandemic-unemployment-payment-and-enhanced-illness-benefit/
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recommended by the Commission. In the past, the response to recessions which led to fiscal issues included 
reducing capital expenditure. This should be avoided. PBO Publication 26 of 2019, General Government 
Expenditure - How its composition constrains decisions about government spending discusses how the 
composition of government expenditure implicitly limits the choices Governments have, and this may impact 
decisions on what areas to prioritise in the current situation. The Commission also characterises the Climate 
Action Plan as “a credible initiative to reverse the emissions trajectory”. The PBO’s Publication 38 of 2019, The 
Climate Action Plan – A review of potential exchequer implications, reviewed the Action Plan and estimated that 
between €30-40 billion had been earmarked for climate response and sustainability under the NDP.

CSR 4: Broaden the tax base. Step up action to address features of the tax system that facilitate aggressive tax 
planning, including on outbound payments. Ensure effective supervision and enforcement of the anti-money 
laundering framework as regards professionals providing trust and company services.

CSR 4 has three separate recommendations. These recommendations were part of CSR1 in 2019 and, as shown 
above, the Commission’s Country Report stated that limited progress had been made on them.

Tax base

Broadening the tax base has featured as a recommendation in the CSRs since 201414 (the first set of CSRs, after 
Ireland left the financial assistance programme). Over the past few years Corporation Tax has become increasingly 
important as a source of tax revenue for the Irish Government. The risk this poses has been frequently highlighted 
by the PBO, the Irish Fiscal Advisory Council (IFAC) and the Commission itself, amongst others. Corporation 
Tax receipts are also highly concentrated and come from a relatively small number of multinational firms. The 
latest Exchequer returns for May 2020 show that, except for Corporation Tax, all other taxes have suffered sizeable 
declines relative to May 2019, reflecting the ongoing impact of the pandemic.  Notwithstanding this, tax revenue is 
(so far) higher than expected when forecasts were made in March.15

Given its performance to May 2020, overall Corporation Tax revenue may increase in 2020 reinforcing the 
State’s dependence on this revenue source. Potential changes at EU and the global level mean that revenue 
from multinationals may be accounted for differently in the future, changing where profits are booked and thus 
reducing the amount of Corporation Tax revenue in Ireland. The Minister for Finance has acknowledged this 
risk.16

As the PBO stated in 2019, the delays in revaluing and reforming the Local Property Tax and increasing Carbon 
Tax represented missed opportunities for broadening the tax base and diversity in sources of revenue. The Carbon 
Tax was increased in Budget 2020 but property tax changes were postponed again. Few other base-broadening 
measures were introduced in 2020 though some anti-tax avoidance measures were introduced (discussed below).

Aggressive tax planning and anti-money laundering 

Tackling aggressive tax planning is a recommendation not just for Ireland but for the euro area as a whole. The 
Commission believes it is key to improve the efficiency and fairness of tax systems. This is especially true as tax 
policies of one Member State can affect the revenue of another. 

In Budget 2020 the Government took measures to combat aggressive tax planning and increase tax compliance, 
including, amongst others:

14   European Council (2014) Council Recommendation of 8 July 2014 on the National Reform Programme 2014 of Ireland 
and delivering a Council opinion on the Stability Programme of Ireland, 2014.  
15   Excluding Corporation Tax (which has historically out-performed forecasts), receipts were 48% greater than the monthly 
profile based on the SPU estimates of tax revenue. 
16   Irish Times (20/02/2020) Corporate tax take cannot be relied upon in future warns Donohoe.  

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-05-22_general-government-expenditure-how-its-composition-constrains-decisions-about-government-spending_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-05-22_general-government-expenditure-how-its-composition-constrains-decisions-about-government-spending_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-07-09_the-climate-action-plan-a-review-of-potential-exchequer-implications_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2019/2019-07-09_the-climate-action-plan-a-review-of-potential-exchequer-implications_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32014H0729%2807%29
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•	 Increasing the dividend withholding tax rate to 25% from 20%;

•	 Reforming the Real Estate Investment Trust system with regards to capital gains;

•	 Making changes to Irish Real Estate Funds (IREFs) to combat aggressive anti-tax avoidance;

•	 Introducing measures arising from the OECD Base Erosion and Profit Shifting (BEPS) process.

However, the Commission still believes that the high level of royalty and dividend payments in Ireland suggest 
that Ireland’s tax rules are used by companies that engage in aggressive tax planning and the effectiveness of the 
measures recently introduced will have to be evaluated.

In addition, the Commission believes that Ireland faces risks with regard to money laundering due to its 
internationally oriented economy, significant inflow of foreign direct investments, and the presence of complex 
legal structures with foreign sponsors. It suggests a risk-based approach towards the supervision of professionals 
involved in the provision of services to companies and trusts.


