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Séanadh
Is í an Oifig Buiséid Pharlaiminteach (OBP) a d’ullmhaigh an doiciméad seo mar áis do Chomhaltaí Thithe an
Oireachtais ina gcuid dualgas parlaiminteach. Ní bheartaítear é a bheith uileghabhálach ná críochnúil. Féadfaidh an
OBP aon fhaisnéis atá ann a bhaint as nó a leasú aon tráth gan fógra roimh ré. Níl an OBP freagrach as aon tagairtí
d’aon fhaisnéis atá á cothabháil ag tríú páirtithe nó naisc chuig aon fhaisnéis den sórt sin ná as ábhar aon fhaisnéise
den sórt sin. Tá baill foirne an OBP ar fáil chun ábhar na bpáipéar seo a phlé le Comhaltaí agus lena gcuid foirne ach
ní féidir leo dul i mbun plé leis an mórphobal nó le heagraíochtaí seachtracha.

Disclaimer
This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members of the Houses
of the Oireachtas to aid them in their parliamentary duties. It is not intended to be either comprehensive or definitive.
The PBO may remove, vary or amend any information contained therein at any time without prior notice. The PBO
accepts no responsibility for any references or links to or the content of any information maintained by third parties.
Staff of the PBO are available to discuss the contents of these papers with Members and their staff, but cannot enter
into discussions with members of the general public or external organisations.
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Summary of key issues

n

The COVID-19 pandemic has had a devastating impact on economies across the world. Ireland, however,
defied this trend as it was the only EU country where GDP grew in 2020 despite the global pandemic.

n

The driver for this was the economic activity of the multi-national enterprise sector. There is clear evidence
of a dual economy in operation. Large multinational companies are generating large profits while small domestic
companies are less likely to and businesses in the hospitality and recreation sectors are suffering greatly due
to pandemic-related restrictions.

n

This duality is also evident in the fiscal position. In 2020, corporation tax receipts (mainly from multinational
companies based in Ireland) increased by 8.7% or nearly €1 billion. Such receipts are now at their highest
level and represent 20% of total tax revenue in 2020. There are concerns about the resilience of these
receipts, especially due to global corporation tax changes.

n

Receipts from both income tax and corporation tax have continued to perform strongly in 2021 leading
to the Department of Finance to increase their forecasts for these taxes in July by €1.6 billion. VAT receipts
also look likely to comfortably exceed their forecast in 2021 as well.

n

Underpinning the economy’s resilience is the unprecedented level of Government spending especially on
unemployment and employment supports. In 2021 the Government expects to spend €90.7 billion (in voted
spending), including over €10 billion which has been provided for temporary COVID-related employment and
unemployment supports, with the State supporting over 500,000 individuals on such programmes at
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end-August.
n

The Government’s Summer Economic Statement 2021 (SES, published in July) sets out its fiscal strategy over
the 2022 to 2025 period. The strategy is to allow the overall level of core spending to grow at an annual average
rate of 5 per cent, broadly in line with the trend growth rate of the economy (reaching €93 billion in 2025
compared to just over €70 billion in 2020), and unwind the temporary COVID-19 supports. Tax revenue will be
allowed move with the cycle as will other automatic stabilisers and the deficit.

n

With current economic growth forecasts, this means a budget deficit of approximately €7.4 billion in 2025
(-1.5% of GDP) with gross debt of €281 billion. This compares to a deficit of €800 million and debt of €263
billion for 2025 outlined in April’s Stability Programme Update 2021. It is not clear if the deficit path outlined
in the SES meets the EU fiscal rules, specifically the structural budget balance rule.

n

The PBO’s view is that government fiscal policy should seek to close the deficit as the economy recovers
and avoid increasing the already elevated level of Government debt much further. Having said that, a balance
must be made between that objective and funding growth-enhancing measures and structural reforms, which
will allow the economy to achieve its full potential, ultimately supporting fiscal sustainability.

n

The SES outlines a historically high level of public expenditure and accordingly it is even more important
to manage spending efficiently and effectively. The Mid-Year Expenditure Report suggests, that once already
announced capital spending increases and the cost to maintain existing services are accounted for, there
is approximately €1 billion per annum available for new spending measures from 2022 to 2025.
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n

While the pandemic is not over, the economic supports are beginning to be withdrawn or tapered as
restrictions are eased. It is important to carefully balance the withdrawal of these supports while ensuring
support is available for retraining and reskilling those who may have to adjust to the changed circumstances.

n

There are many issues facing the health sector as it enters 2022 including the ongoing cost of the COVID-19
pandemic, the cost of reducing patient waiting lists, Sláintecare, and cost of the cyber-attack. It is important
that these are addressed so that the impact of the pandemic does not lead to further pressures in healthcare.

n

3

The long-term issues facing Ireland including the transition to a low greenhouse gas emission economy and
the aging of the population need to be addressed. The State pension system needs to be sustainable. Reducing
emissions will need additional investment. It would be expected that Budget 2022 should address these issues.

n

Capital expenditure is expected to be almost €11 billion in 2022 and increase to €13.4 billion by 2025.
A new National Development Plan is due to set out the priority areas for this spending. There are challenges
around this increased level of spending including the capacity to spend of the money; having a supply
of projects that are ready to go and rising prices in the construction sector driven by labour and input
shortages. Failure to meet these challenges could mean that the increased level in spend will not be
matched by the desired increase in outputs.

n

The Housing for All plan has been published, which contains 213 actions and proposed €4 billion (on average)
per year in state supported funding to housing over 5 years (2021-2025). The Exchequer funding element is
expected to be €12 billion (capital spending) over the five-year period, this compares to €4.75 billion spent
over the period 2016 to 2020.

n

The fiscal strategy articulated by the Government suggests few changes on the tax side especially in Budget
2022. However, the permanent increase in spending over the medium-term suggests a need to also increase
tax revenue by broadening the tax base, reducing tax reliefs and/or increasing rates, while at the same time
reducing the reliance on multinational companies. The Commission on Taxation and Welfare is due to report

n

In July 2021 the first iteration of a Well-being Framework for Ireland along with a list of well-being indicators
was published. The aim of this Framework is to promote increasing well-being as the key priority of policymaking.
If the Framework is to be linked to the budget process, experience with performance budgeting suggest that
financial allocations need to be directly linked to policy proposals which affect well-being and the chosen
indicators. Developing the underlying data collection system for the chosen indicators including the
regularity and timeliness of certain outputs is also needed.
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before Budget 2023 and will address, amongst others, these issues.
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Economic update

The COVID-19 pandemic had a devastating impact on economies across the world. In 2020, GDP fell by 6% across
the EU.1 GDP fell by nearly 9% in Italy and 11% in Spain. Ireland, however, defied this trend as it was the only EU
country where output grew (GNP grew by 3.4%) despite the global pandemic.

Figure 1a+b: Contribution to GVA + MNE’s share of the Irish Economy (% of Gross value added in 2020)
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There were, however, two diverging trends underlying this growth. Sectors dominated by foreign-owned multinational enterprises (MNEs) experienced strong growth of 23% in 2020. These firms now account for half of economic
output (as measured by Gross Value Added (GVA)2). The opposite was the case for the other sectors of the economy.
Their output fell by 8.7% in 2020 and continued to fall into the first quarter of 2021. Modified final domestic
demand (MFDD)3 (a proxy for the domestic economy) fell by 4.8% in 2020 and continued to fall in Q1 (5%). However, it
increased significantly in Q2 and grew by 15%. This was largely driven by base effects (as activity was low in Q2 2020).

1

Eurostat Real GDP Growth Rate.

2

Gross Value Added is a measure similar to GDP as it measures growth in the economy. However, GVA adjusts for the impact of taxes and subsidies on
output.

3

Modified Final Domestic Demand includes consumption (personal and government) and investment (excluding imports of Intellectual Property and
imports relating to aircraft leasing activities).
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Figure 2: Contribution to Modified Final Domestic Demand
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The labour market also captured these diverging trends. The pandemic did not affect all workers equally. Workers in
consumer-facing sectors where it is not possible to work from home suffered significant job losses. Other workers were
not affected to the same extent. As shown in Figure 3, sectors with fewer employees working from home experienced
more job losses (making up a larger share of Pandemic Unemployment Payment (PUP) recipients). Sectors with a higher
proportion of remote working tend to be higher-paid. As a result, the number of workers employed in high-skill jobs
Box 1 provides a more detailed analysis of the potential risk of labour market scarring.

4

High skill employment is defined using OECD skill groups which classify high skill workers as those holding a job in managerial, professional,
technician and associate professional occupations.
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(as classified by OECD4) increased by 4.1% in 2020, while the number of workers in other occupations fell (-4.9%).
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Share of 2020 PUP peak (%)

Figure 3: Remote working and COVID-19 employment impact
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Box 1:  Labour Market Scarring
The COVID-19 pandemic has caused major disruption to the economy and society. While the easing of health
restrictions has allowed many businesses to reopen, the link between unemployment and negative future
experiences in the labour market (scarring effects) will be evident for years to come.
Prior to the COVID-19 pandemic, conditions in the Irish labour market were close to full employment. In Q4 2019 the
unemployment rate was 4.7%,5 and by Q2 2020, the height of the pandemic’s disruption, the (COVID-19 adjusted)
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unemployment rate had risen to 23.1%.6 In Q4 2019, the youth unemployment rate was 9.6% and this rose to 16.6%
(unadjusted) in Q2 2020. The long-term unemployment rate has increased from 1.3% to 1.7% between Q1 2020 and
Q1 2021.7
The impact of the pandemic was not evenly distributed across sectors or age groups. Contact-intensive sectors
(hospitality, construction, retail) and young workers (15-24-year olds) were the worst affected. At the same
time, job losses were limited in sectors most conducive to remote working, such as ICT/finance.
Unemployment has risen especially for females, young adults, and workers without a tertiary education.
There were 2,401,100 people in the labour force in Q1 2021,8 a fall of 60,800 (-2.5%) since Q1 2020. The pandemic
also caused many behavioural changes that will have a permanent impact on certain sectors of the economy if
they continue. For example, the shift to online retail and remote working.

5

CSO Labour Force Survey (LFS) Quarter 4 2019.

6

CSO Labour Force Survey (LFS) Quarter 2 2020.

7

CSO Labour Force Survey (LFS) Quarter 1 2021.

8

CSO Labour Force Survey Quarter 1 2021.
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If people become long-term unemployed, this has a “scarring effect” in the form of more limited career prospects,
reduced earnings, social exclusion, and health problems.9 This was evident in the aftermath of the 2008 financial
crisis when unemployment reached 16.2% in February 2012. The scarring effects caused by the pandemic will
likely have long-term implications for the economy and may result in higher long-term unemployment and lower
output.

7

Many young workers begin their careers working service jobs but have been unable to obtain employment due to
the pandemic. Young adults limited work experience will count against them when they are applying for part time/
entry-level jobs, creating structural barriers, and preventing career development opportunities later in life.10 When
people are unemployed, their skills may diminish, their participation in the labour market may decline, and their
mental health may suffer.11 The impacts of long-term unemployment are particularly severe for young people,
estimated at a lasting wage penalty of 8-10% and an employment penalty of 6-9%, relative to workers with similar
characteristics.12 Longer unemployment spells tend to lead to an actual or perceived (by the employer)
depreciation of a worker’s human capital.13 Long-term unemployment also has a substantial influence on a
person’s willingness to participate in the labour market.14 The flow to inactivity coupled with difficulties in job
matching15 due to skills mismatch, human capital loss, and other scarring effects may lead to negative
implications for the labour force participation rate throughout the recovery period for some groups.
The Employment Wage Subsidy Scheme (EWSS) and PUP supports were extended to December 2021 and February
2022, respectively. This should help to avoid a significant cliff-edge unemployment event. However, when the
EWSS ends it will become clearer about which firms and sectors are viable in the post-pandemic environment. For
workers in firms and sectors that are no longer viable, the policy focus needs to shift to re-skilling, so that these
workers can transition to other sectors.
In the Government’s July 2020 stimulus plan, an additional funding of €47.5 million was provided for higheremployment. In July 2021, just over €450 million was allocated to the Education sector between the Department of
Education and the Department of Further and Higher Education, Research, Innovation and Science. In the 2021
Revised Estimates for Public Services, an estimated €2.68 billion euro will be spent on skills development, higher
education, research, and innovation (a 9.6% increase on 2020 estimates). The COVID-19 adjusted unemployment
rate currently stands at 12.4% (August 2021).16 This high level of unemployment will require a detailed and
co-ordinated strategy to help people back to work.

9

Pohlan, L. (2019). Journal of Economic Behavior and Organization. Unemployment and social exclusion, 273-299.

10

ILO. (2020). Global Employment Trends for Youth. International Labour Organisation.

11

Portes, J. The lasting scars of the Covid-19 crisis: Channels and impacts (2020, June 01).

12

Ibid.

13

Ibid.

14

ILO. (2020). Global Employment Trends for Youth. International Labour Organisation.

15

Job matching refers to how well an individual’s cognitive abilities, interests, and personality traits match those required for success in a particular job.

16

Department of Finance, Fiscal Monitor: August 2021, (September 2021)
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education skills-related programmes designed to enable people across the country to refresh or re-skill in their
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Figure 4: PUP recipients
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In recent months, economic activity increased with the easing of COVID-19 related restrictions. Debit and credit card
transactions show spending levels were 15% higher in June 202117 compared to the same period in 2020 and almost
17% higher than the same period in 2019. The numbers claiming the pandemic unemployment payment have also fallen
from 468,847 in February to 143,606 in August.18 The PBO’s weekly domestic economic activity tracker,19 displayed in
Figure 5, shows that activity increased significantly on an annual basis from March of this year. This growth was largely
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due to base effects (as growth in the previous year was so low). The tracker suggests this vigorous activity will continue
into Q3 and will result in strong growth in MFDD in the third quarter, although it will be weaker than growth in Q2.

17

Central Bank Credit and Debit Card Statistics

18

CSO (2021) Live Register August 2021

19

Parliamentary Budget Office, Monitoring the Economic Impact of COVID-19 using the new PBO Weekly Domestic Activity Tracker, Publication 51 of
2020
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average growth = 0

Figure 5: PBO Weekly Domestic Activity Tracker (end-July update)
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Some economies that are further along in their recoveries have experienced substantial growth and high inflation.
In July, the US experienced inflation of 5.4% (year-on-year) while the UK experienced inflation of 2.1%. In August,20
prices were 2.8% higher (1.9% if excluding energy prices) than the same period in 2020. In Ireland, prices fell during
the initial onset of the pandemic as prices were -1.5% lower in October 2020 compared to the same period in 2019.
and higher energy prices, which fell during the initial onset of the pandemic.
The Irish economy is forecast to grow strongly in the short term. The average GDP forecast from prominent domestic
forecasting institutions is 9.4% in 2021 and 5.8% for 2022.21 However, uncertainty is still high. The main risks to the
economy include the emergence of vaccine-resistant COVID-19 variants, increases in long-term unemployment and
scarring effects on young workers, trade diversion, and Brexit uncertainties. There are also upsides due to the
significant level of savings built up during 2020 and pent-up demand, especially for leisure activities, tourism
and food services.

20 CSO Consumer Price Index August 2021
21

Department of Finance (SES 2021), ESRI (QEC, Summer 2021) and Central Bank of Ireland (Quarterly Bulletin No.3 2021)
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Prices started increasing again from March of this year. However, this increase was primarily due to base effects
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savings as % of disposable income

Figure 6: Household saving ratio
40
35
30
25
20
15
10
5
0

2020
Ireland

2021

2022

2023

2024

2025

Interquartile range of EU countries

Source: PBO calculations based on Eurostat data

€ Billion

Figure 7: Excess households’ savings due to COVID-19
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to 2019 levels. “Excess” savings are therefore estimated as the difference between 2019 and 2020-2021 levels
Before the COVID-19 pandemic, Irish savings levels were roughly similar to the EU average. However, during the
pandemic Irish savings reached unprecedented levels. In Q1 2021, Irish households saved 31.2% of disposable
income. By contrast, the EU average was 21%, and German households (who have a history of high savings) saved
27% of disposable income. The economic recovery could be faster than expected if consumers spend a large portion
of these savings.
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Box 2: Ireland’s Dual Economy
A prominent feature of the Irish economy is its dual nature: a global, export-oriented multi-national sector and a
more domestically oriented, labour intensive sector dominated by small and medium-sized enterprise (SMEs).22
The Irish economy has developed strongly in recent decades by attracting and retaining significant investment
by multi-national enterprises.

11

As seen in the increasing exports in 2020, foreign-owned multi-national enterprises, especially in the pharmaceutical
and IT sectors, have substantially benefited from increased consumer demand. The Irish economy has gained from
this sectoral specialisation.
The pandemic has exacerbated the duality of the Irish economy, with many SMEs facing a revenue loss from the
restrictions. This was particularly noted in consumer-facing sectors such as Accommodation and Food Services.
This divide has increased to an extent that the Draft National Risk Assessment 2021 identifies Ireland’s enterprise
mix as a key vulnerability.23 The dual nature of the Irish economy can be clearly seen in the national income
statistics. While the domestic economy contracted, Ireland was the only EU country to have positive GDP growth
in 2020. Underscoring the duality of the economy, the substantial fall in personal consumption and domestic
investment was largely offset by the increase in exports of goods and services.
Sectoral analysis can provide interesting insights. In the first year of the pandemic, 2020, there was significant
growth in two sectors dominated by multi-national enterprises, industry (including pharmaceutical) (up 22%) and
ICT (up 14%).24 Conversely, other sectors more domestically orientated were strongly hit by the pandemic and the
associated restrictions. These sectors include for example construction (down 10%); professional, science and
technical (down 9%); distribution, transport, hotels and restaurants (down 19%); and arts and other (down 26%).
The dual economy is also evident in productivity statistics such as gross value added,25 labour productivity,26
and company productivity.27 The key metrics all point to a dual economy between the Foreign Direct Investment
A small number of companies are generating high productivity growth. This represents a potential vulnerability
for the economy.
Before the pandemic, multi-national enterprises were already a key driver of tax receipts. In 2019, multi-national
enterprises were responsible for 27% of all employment, 45% of all income tax receipts, and were liable to
pay 79% of Corporation Tax.28 The pandemic increased the divide between multi-nationals and SMEs. In 2020
multi-national enterprises accounted for 32% of employment, 49% of employment taxes and 82% of Corporation
Tax. The data clearly highlights the different impact of the pandemic on the multi-national sector, with increasing
sales and profits driving a 18% increase in corporation tax payments. Whereas smaller businesses had a 40%
decrease in corporation tax payments, as SMEs faced significant reductions in consumer demand.29 This is
despite the significant supports offered by the Irish State to the SMEs sector throughout this pandemic.

22 The CSO definition of the SME is a business with less than 250 persons engaged.
23 Department of the Taoiseach (2021) Draft National Risk Assessment.
24 CSO (2021) National Income and Expenditure 2020, Annual Percentage Changes in Gross Value Added at Constant Basic Prices by Sector of Origin.
25 CSO (2021) Gross Value Added for Foreign-owned Multinational Enterprises and Other Sectors Annual Results.
26 CSO (2021) Productivity in Ireland 2019.
27 IGEES (2018) Patterns of Firm Level Productivity in Ireland: Technical background paper for the Economic Development Review Committee.
28 Office of Revenue Commissioners (2021) Corporation Tax – 2020 Payments and 2019 Returns.
29 Ibid.
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(FDI)-dominated sector and the rest of the economy. They also point to a very high degree of concentration.
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Current fiscal position

This section examines the tax and spending position in the year-to-date (end-August 2021) with special reference to
COVID-19 spending (see Box 3). In summary, in 2021 tax revenue is well ahead of expectations due to the economy
proving resilient despite COVID-19 related restrictions. However, those restrictions have meant that Social Protection
expenditure is well ahead of Budget 2021 expectations. The funds set aside for recovery/contingency in Budget 2021 have
now being allocated and overall spending in 2021 is likely to be almost €3 billion higher than set out in Budget 2021.

Tax revenue
Budget 2021 estimated that Exchequer tax revenue for 2021 would be €60.4 billion. The imposition of restrictions
in late 2020 meant that the Department of Finance postponed issuing monthly tax profiles pending revised macroeconomic forecasts, with the Minister for Finance stating that “it would be more useful to produce a set of macro-fiscal
forecasts in the Spring”.30
However, the Stability Programme Update 2021 in April did not materially revise the overall tax revenue figure despite
significantly updating the macroeconomic forecasts.31 Subsequently the Summer Economic Statement (in July) stated
that “the Department [of Finance] has revised up its tax forecast in 2021 by €1.6 billion. Tax revenue is projected at
€61.9 billion for this year, an increase of 8.4 per cent relative to last year.” However, only Income Tax (by €1.135
billion) and Corporation Tax (by €415 million) profiles were revised.
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By end-August 2021, cumulative tax receipts stood at €39,442 million which was €2,036 million (or 5.4%)
ahead of the SES target and €5,194 million (or 15.2%) greater than the same period in 2020.
According to the Annual Tax Report 202132 (p.3-4), Income tax (c. 40%), Corporation Tax (c.20%) and VAT (c.22%)
account for approximately 82% of 2020’s tax receipts and accordingly as the three most important revenue streams
are discussed further below.

30 Department of Finance, Fiscal Monitor: January 2021 (February 2021).
31

The overall figure of €60.4 billion remained though the underlying composition did change.

32 Department of Finance (2021), Annual Tax Report 2021.
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Figure 8: End-August tax revenue by main tax category (€ millions)
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Income taxes
The relative stability of government revenues continues to be heavily influenced by the progressive nature of the income
tax system. By end-August 2021 receipts from income taxes of €2,630 million were ahead of the same period in 2020
(or 18.9%). Cumulative receipts as set against the SPU based profile were €1 billion ahead and were €217 million
ahead compared to the new SES profile.33
Receipts from income taxes have continued the trend observed in 2020 by remaining resilient. The sectors hardest hit
overall income tax revenue, as those sectors are relatively poorly paid. Data from the Revenue Commissioners shows
that employees in the accommodation and food sector accounted for 8 per cent of all employees but just 1 per cent
of income tax paid in 2020. In 2019 it was 9% of employees and 2% of revenue.34

Corporation Tax
The Stability Programme Update (SPU) originally projected Corporation Tax receipts to be in the region of €11,600
million but the revision to profiles indicates that €12,055 million is expected to be received by the end of 2021.
At end-August, cumulative Corporation Tax receipts were €7,002 million, €524 million (or 8.1%) more than the same
period in 2020. These cumulative receipts are €859 million (or 14%) ahead of the new SES profile. Monthly receipts
in August were almost €800 million above expectations due to better than expected returns from a small number of
ICT firms. In 2021 Corporation Tax receipts are affected by payments made for the Covid Restrictions Support Scheme
(CRSS). A total of €452 million in CRSS payments have been financed through Corporation Tax receipts to end-August).
Thus, gross Corporation Tax receipts are even higher than expectations. As usual November is a key month
for Corporation Tax as it is when 1/5 of annual receipts are expected.

33 The 2021 figures are approximately €90 million lower due to CRSS payments.
34 Department of Finance (2021) Annual Taxation Report 2021 (p8).

Pre-Budget 2022 PBO Commentary

by economic restrictions (e.g. accommodation and food services, arts and entertainment) have had little impact on
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VAT
Level 5 COVID-19 restrictions were imposed in late 2020, impacting on the traditionally strong Christmas spending
period and the early part of 2021. This impacted VAT receipts in January which were down compared to January in 2020.
However, consumers and businesses have adapted somewhat, and the restrictions have affected spending less in 2021

14

than in 2020.
The Stability Programme Update (SPU) forecast that the cumulative VAT yield in 2021 would be €14,370 million,
a 15.7% increase. A strong increase in consumer spending, the driver for VAT receipts, was expected from both the
easing of restrictions (compared to 2020) and the partial release of pent up savings. By end-August, cumulative VAT
receipts stood at €9,816 million, €2,022 million (or 25.9%) ahead of the same period in 2020. The cumulative total is
€577 million (or 6.2%) ahead of profile. VAT revenue projections were not revised in the SES. The PBO expects that VAT
receipts will continue to out-perform profiles for the rest of 2021, though a spike in COVID-19 could impact (postponing
spending, precautionary saving, etc.).
Not all the 2021 increase in VAT revenue is due to increased consumer spending. In March 2020 the Government
introduced Tax Warehousing (i.e. allowed businesses to defer paying tax due for a year with no penalty). In 2020 VAT
of €1.1 billion was deferred. This depressed VAT receipts in 2020 but increases them in 2021 as the deferral period
ends. Tax Warehousing continued into 2021 but was used much less than in 2020.

Other taxes
By end-August, other tax groups were, in general, recording healthy returns:
n

Stamp Duty, at €995 million was €104 million (or 11.7%) ahead of expectation. This figure was €125 million
(or 14.3%) ahead of the same period in 2020.
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n

Capital Gains Tax (CGT) and Capital Acquisitions Tax (CAT) were €122 million (or 80.8%) and €39 million
(or 25.6%) ahead of expectation respectively.

n

Although Excise Duty at €3,614 million is €278 million (or 8.3%) greater at end-August than at the same period
in 2020 it is down marginally (at €2 million or 0.1%) on profile.

n

Customs receipts of €313 million were €48 million (or 17.9%) ahead of expectation and €148 million (or 90.3%)
greater than the same period in 2020. This is due to Brexit and 75% of the revenue from such duties
automatically go to the EU.
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Spending
Following the onset of the COVID-19 pandemic in March 2020, a large amount of additional Exchequer funding was
required to alleviate the public health and economic impacts of the disease. It had been expected in Budget 2021 that
such spending could return to more ‘normal’ levels in 2021 with near standard annual increases in budget allocations
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and a contingency for if the COVID-19 pandemic worsened.
The resurgence of the virus in December 2020 – and subsequent economic restrictions imposed – required a revision of
many Departmental budgets for 2021 over those provided for in the Revised Estimates (December 2020).35 This has led
to historically high levels of Exchequer funded spending throughout 2021, standing at €53,430 million at end-August.36
Despite this ‘record’ spend, almost all Departments are currently spending below profiled levels in both current and
capital allocation, with the exception of Social Protection.
Figure 9 shows the gross spend against the profiled (or budgeted) spend at end-August for both 2020 and 2021
of the seven most fiscally significant Vote Groups. All remaining Votes have been combined under the heading ‘Other’.
It is evident that 2020 saw above profile spending across almost all sectors with the largest variances in Health and
Social Protection.

Figure 9: End-August profile vs outturn 2020 and 2021 (€millions)
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Source: Department of Finance Fiscal Monitor, August 2020 and 2021
While spending in 2021 is mostly below expectation, this is in part due to the use of more accurate spending profiles
– which was not the case in 2020. Outlined below are some of the more pertinent issues which have impacted
spending totals across the selected Vote Groups.

35 Revised Estimates for Public Services 2021.
36 Department of Finance, Fiscal Monitor: August 2021, (September 2021).
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Other
Education/Further
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Social Protection (Vote 37/SIF)
In both 2020 and 2021, spending by the Department of Social Protection has far exceeded initial estimates due to
the scale and scope of employment and unemployment supports introduced to address the economic impact of the
pandemic. The Department estimates that €9.1 billion was spent in 2020 on COVID-19 specific supports including the
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Pandemic Unemployment Payment, Temporary/Employment Wage Subsidy Scheme, and COVID Illness Benefit,37
resulting in a total yearly spend of €30.6 billion – against the initial Estimate of €21.2 billion proposed in Budget 2020.
So far in 2021, more than €6.8 billion has been spent on these same measures.
At end-August the total spend from both the Vote and Social Insurance Fund (SIF) was €20.95 billion – out of a total
revised 2021 Estimate of €29.14 billion. While the original allocation for 2021 was a proposed €25.13 billion (December
2020), the imposition of Level 5 restrictions and subsequent extension of the COVID-19 specific supports required an
additional €4 billion in funding added to the Vote in May. The further extension of the same supports beyond end-June
means a substantial Supplementary Estimate will be required by the Vote/SIF later in the year in order to offset these
additional expenditures, as well as to provide for the Social Welfare ‘Christmas Bonus’ which was not accounted for
in the Further Revised Estimate.

Health (Vote 38)
Despite the COVID-19 pandemic public health emergency, additional spending in the Healthcare sector between 2020
and 2021 has not been as significant as may have been anticipated. In 2020, Health spending was €2.5 billion above the
original Estimate of €18.33 billion. So far in 2021, the Vote/HSE has spent €13.34 billion of the €22.13 billion allocation.
As is normally the case, most of the Health budget (€20.62 billion) is assigned to the Health Service Executive making
scrutiny of in-year spending more complicated due to different reporting methods employed by the HSE and the
Department.
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Several factors have combined to result in overall Health spending being €732 million below forecast at end-August.
These factors include the reduced capacity to provide standard health services earlier in the year due to COVID-19
restrictions, and difficulties in the HSE utilising a budgeted €373 million for ‘New Measures’ so far this year. The
ongoing impact of the cyber-attack on HSE systems has also resulted in delays of reporting HSE spending to the Vote
by a yet unknown level. Resolving the cyber-attack has also required additional unanticipated spending. By Mid-June
this was well over €100 million38 and will likely rise. However, given the scale of underspend at present, a substantive
Supplementary Estimate may not be required in 2021, though this will depend on the value of expenditures accrued
but not yet drawn down by the HSE from the Vote.

37 Department of Social Protection, (Aug 2021), Statistical Information On Social Welfare Services: Annual Report 2020.
38 Paul Reid (CEO of the HSE) in evidence to the Oireachtas Committee on Health 23 June 2021 (p.5).
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Education/Further & Higher Education, Research, Innovation and Science
(Votes 26 and 45)
The combined budget for the Education sector in 2021 is an estimated €11.75 billion of which €8.96 billion
being allocated to primary and secondary education and the remaining €2.79 billion for tertiary education,
skills development, research grants, etc. To end-August, sectoral spending had reached over €7,866 million,
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€169 million below expectation.
Within the Education sector, many of the significant costs paid from the Votes are linked to wages, grants, and other
set expenses. Therefore spending tends to end the year proportionally close to expectation. Given the size of the
budgets allocated to wages, particularly in Vote 26, the variance from profile is comparatively small.
So far, there is no indication from either Vote that a Supplementary Estimate may be required, though any additional costs
associated with the reopening of schools/colleges and COVID-19 precautions may see unanticipated spending arise. For
example, the €52 million being made available for DEIS and Special Educational Needs students “for measures to
mitigate learning loss and provide targeted additional teaching supports for students following Covid-19 school closures”
is likely to be funded from the €700 million outlined in the Mid-year Expenditure Review for additional COVID-related
measures.39 This funding will, therefore, likely require a Supplementary Estimate to be allocated to the Vote.

Housing, Local Government and Heritage (Vote 34)
The initial allocation for Vote 34 in 2021 was set at €5.12 billion, weighted 54% to 46% in favour of capital spending.
A further €450 million was provided for in the Economic Recovery Plan to meet the costs of the Commercial Rates Waiver
throughout 2021. The aggregate spend to end-August across the Vote was €2,207 million, which is €302 million below
profile. It is not clear which areas within the Vote are driving the variance in spending. However, with restrictions placed
provision of housing may be lower than originally anticipated.

Transport (Vote 31)
The total allocation for the Department of Transport in 2021 was originally €3.6 billion, €2.53 billion of which
was for capital schemes. At end-August, spending in the Vote stood at €1,502 million which was €146 million below
expectation. Within the Vote, several schemes and programmes have experienced, proportionally, significant variance
in spending throughout the year. The spending on the Public Service Provision Payment for public transport operators is
considerably above expectation (+€83 million). This is due to the need for extra funding, caused by the collapse in
passenger numbers and fare incomes. This overspend has been offset by savings achieved by lower spending on the
COVID-19 Non-Commercial Public Service Obligation Support (-€101 million). Draw down of capital funds on road
maintenance and other build projects is lower than forecast, though the Department have stated that the over and under
performance against budget in the remaining subheads is generally due to timing or profiling issues and most are likely
to end the year within their budgeted allocations.40

39 ‘Ministers Foley and Madigan launch Covid Learning and Supports Scheme for measures to mitigate learning loss and provide targeted additional
teaching supports for students following Covid-19 school closures’. Department of Education, 8 September 2021.
40 Department of Transport correspondence with the PBO, September 2021.
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on the construction sector up to May 2021, it is likely that drawdown of funding (current and capital) relating to the
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Justice Group (Vote 24)
With the Justice Group incorporating several individual Votes of varying budgetary size, the aggregate spend for the
Group may not always represent a true indication of the spending activities of each Vote. Of the actual spend of €1,879
million at end-August, €1,275 million is attributed to An Garda Síochána, €267 million to the Department of Justice,
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€243 million to the Prisons Service, with the remaining €94 million utilised across the Courts Service, Data Protection
Commission, and Policing Authority. Each Vote is presently spending below profile though it is expected that An Garda
Síochána will require a Supplementary Estimate in 2021. This is to account for the pay increases agreed this year, which
were not included in the Estimates process, as well as larger than budgeted spending on overtime. An expected shortfall
in fee income in the Courts Vote may be significant - in relation to the size of the Vote - and also require a Supplementary
Estimate this year.

Children, Equality, Disability, Integration and Youth (Vote 40)
Vote 40, as a whole, has seen savings in almost all areas under its remit through a mix of reduced demand, COVID-19
restrictions impacting services, and issues around timings of payments/drawdown at various stages of the year. Total
spending at end-August stands at €1,192 million. As might be expected, the most significant savings have been within
the two programmes with the largest annual allocations: Programme A – Children and Family Support (primarily funding
Tusla) and Programme B – Sectoral Programmes for Children and Young People (early years childcare supports).
Between them, the programmes account for €1,496 million, or 78%, of the Vote’s €1,918 million annual allocation.
Tusla’s expenditure to date has reached over €539 million of a budgeted €858 million and is expected to be broadly on
profile at year-end. The budget for Childcare Sector supports in 2021 (€638 million) returned to the pre-pandemic level
initially allocated in Budget 2020. However, restrictions on the provision of childcare in the early months of 2021 and
lower than anticipated registration for the various available supports have led to the spend of €407 million to end-
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August being more than €29 million below projection. The Vote has repurposed part of these savings to fund the
COVID-19 Operational Support Payment to service providers.
Two significant budgetary and functional changes are expected in the Vote in 2022 with the reallocation of €2 billion in
disability funding from Health (Vote 38) being planned, and a large increase in capital funding being required to deliver
on the promised changes to the Direct Provision model of housing for International Protection Seekers.

Box 3: Spending on COVID-19 related measures 2021
In the Budget 2021 financial statement, the Minister for Public Expenditure and Reform announced €6.4 billion
dedicated funding for COVID-19 supports in 2021 and a further €5.4 billion being held between a contingency fund and
a non-allocated stimulus fund.41 The deterioration of the public health situation in December 2020 and subsequent
decisions to extend financial supports has led to expenditure on measures directly related to addressing the COVID-19
pandemic estimated to reach almost €15 billion in 2021.42 COVID-19 related spending is estimated
at €16 billion in 2020, and a further €7 billion is indicated for 2022. As it is likely additional spending to aid economic
recovery will be required in the coming years, overall pandemic focussed spending will likely exceed €40 billion.

41

Statement of the Minister for Public Expenditure and Reform, Michael McGrath T.D., 13 October 2021.

42 Department of Public Expenditure and Reform (July 2021), Mid-Year Expenditure Report 2021.

Pre-Budget 2022 PBO Commentary

Of the 2021 allocation, over €10 billion has been provided for employment and unemployment supports via
the Department of Social Protection. This may increase as some industries struggle to reopen to pre-pandemic
capacities thereby limiting employment. The Department’s Further Revised Estimate in May earmarked €3.3
billion for the Pandemic Unemployment Payment and a further €2.4 billion allocated to the Employment Wage
Subsidy Scheme. Extensions of these schemes announced in June are costed at a further €450 million and
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€2.4 billion respectively, though have not yet been approved by the Dáil.
An allocation of almost €1.9 billion was provided for COVID-19 measures within the Health sector for 2021. Total
COVID-19 spending through the Health Vote - as of 26th August – was an estimated €1,165.8 million.43 The
Department of Health has indicated to the PBO that it currently not envisioning a Supplementary Estimate
suggesting that overall spending will be within budget.
Other Votes in receipt of significant pandemic related budget allocations for 2021 include:
n

Housing, Local Government and Heritage €500 million – €50 million for Homeless Services and
€450 million to meet the costs of the Commercial Rates Waiver in 2021.

n

Transport €444 million – €370 million in additional funding for the Public Service Obligation and
€73 million in Aviation Supports.

n

Education/Further Education €448 million – including €133 million for additional teacher pay, €92 million
in grants to schools/education bodies, and €119 million to provide additional training/education places
to support upskilling and re-entry to the workforce.

n

Enterprise, Trade and Employment €340 million – funding across a range of business support schemes
including €123 million in the Sustaining Enterprise Fund and €60 million for the COVID Products Scheme.

n

Tourism, Arts, Gaeltacht, Sport and Media €234 million – funding spread across a range of measures
aimed at supporting the tourism, arts, and sports sectors due to COVID-19 enforced closures. A total of

The allocations presented above represent the estimated spends in 2021 with the actual spends both difficult
to predict and prone to volatility. Scrutiny of spending is further complicated as many of the measures have
been subsumed into existing Programme subheads in Departments and therefore make up part of larger
budget allocations, as opposed to being assigned under dedicated COVID-19 related headings.
While Social Protection will likely exceed the revised allocations for COVID-related measures, other Departments are
more difficult to assess. Based on the overall below profile spending so far in 2021, savings within Votes may allow
for additional spending on COVID-related measures, if necessary, without the need for Supplementary Estimates.
Even with over €30 billion allocated in 2020 and 2021 for COVID-19 measures, the true cost of the State’s
intervention may be higher, with some core Department spending being used on COVID-related measures
while not necessarily being labelled as such.
Further analysis is required to evaluate specific spending measures so as to learn lessons, especially
as a further €7 billion in COVID-related spending is set aside for 2022.

43 Department of Health correspondence with the PBO, September 2021.
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€11.5 million was reallocated from Enterprise Ireland in June for the Events Sector COVID Support Scheme.
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Budget 2022: fiscal policy context and issues

This section provides a concise discussion of recent developments in Irish fiscal policy and challenges lying ahead.
In addition, specific issues on the tax and spending sides of the budget are discussed.
More in depth analysis of particular issues, such as the topic of tax resilience or that of medium-term fiscal
sustainability, are articulated in separate PBO notes.

Changing fiscal policy context
Due to COVID-19, the economic and fiscal policy context has changed substantially. Before the pandemic, Ireland
experienced a period of strong economic growth (real GDP growth averaged 6.2% from 2016-2019). The unemployment
rate was around 5%, which is considered “full employment”. There were concerns about the potential overheating
of the economy.
There was a broad agreement among fiscal institutions that fiscal policy should be prudent and target budget surpluses,
while addressing key bottlenecks. There was a concern that the EU fiscal rules, particularly the Expenditure Benchmark
(the spending rule), could constrain public spending. Concerns were raised about the volatility, concentration, and
sustainability of certain revenue sources such as Corporation Tax. In 2019, the government budget balance was in
surplus.
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The pandemic caused an unprecedented and sudden decline in domestic economic activity that required a timely
and significant fiscal stimulus to mitigate the impact. In 2020, a broad range of measures was introduced, including
€16.6 billion of spending measures (more than five times the fiscal package introduced with Budget 2020).
The majority of this funding was allocated to income and business supports and the health sector.
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Figure 10: General Government Balance excluding Interest Payments: EU vs Ireland
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As a result of this and other measures, the budget balance turned into a primary deficit44 of 3.9% of GDP and the
debt-to-GDP ratio increased to 59.5% (105.1 as a % of GNI*). Total Government Expenditure (excluding interest
payments), which grew by an annual average of 5.8% from 2017 to 2019, increased by 20.6% in 2020. Revenue
decreased by 4.1%, with certain tax heads such as income tax being relative resilient and others such as corporation
tax receipts showing strong growth. A primary deficit of 4.2% of GDP is forecasted for 2021 due to restricted economic
subsidies, grant supports, liquidity schemes and taxation measures) over 2020-2021 is estimated at €41.3 billion.45
As a percentage of national income, Ireland’s fiscal stimulus was one of the largest in the EU.46

44 Excludes interest spending.
45 Government of Ireland (July 2021) Summer Economic Statement.
46 EU network of Independent Fiscal Institutions (June 2021) European Fiscal Monitor.
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activity and continued spending supports in the first part of this year. Overall, the total fiscal support (including wage

Pre-Budget 2022 PBO Commentary

22

105

Billion

€ Billion

Figure 11a+b: Revenue and public expenditure developments + Total fiscal support during
the COVID-19 pandemic

100

25

95

20

90
85

15

80

10

75
70

5

65
60

30

2015

2016

2017

2018

2019

2020

0

2020

2021

2022

Expenditure

Total expenditure excluding interest

Taxation

Total revenue

‘Below the line’ measures

Source: Ameco and Summer Economic Statement 2021
As highlighted in previous publications by the PBO, the Government’s counter-cyclical expansionary fiscal stance
(i.e. increasing public spending in a recession) was crucial to support the economy, limit income inequality, and bolster
public services. Borrowing to finance public spending during a temporary external shock was an appropriate response,
particularly given the favourable financial environment (i.e. low interest rates).
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PBO analysis showed that accounting for economic growth, interest rates, and the maturity profile, the debt burden
is expected to be on a sustainable path over the next 10 years.47 Significant increases in the marginal interest rate
(assessed in isolation), will not have a detrimental impact on debt dynamics out to 2030 as a large share of Irish
debt is held at fixed rates that will not need to be refinanced in the near future.
However, the stock of public debt remains high. This leaves Ireland exposed to greater refinancing risks in the future.

Fiscal policy challenges ahead
As a result of the progress on the vaccination programme and the easing of restrictions, developments in high-frequency
indicators (including the PBO tracker) suggest that we can expect an economic rebound. However, there is still
significant uncertainty due to the Delta variant and COVID-19 more generally. Therefore, fiscal policy should remain
supportive in the short term but should become more targeted. Government should withdraw the temporary COVID-19
measures in the future as the recovery takes hold. Resources could be re-allocated to policies aimed at avoiding
permanent increases in unemployment. Fiscal policy should also help the economy adapt to structural changes
and business transformations, such as digitalisation and a green economy transition.

47 Bedogni J., and K. Fitzgerald. (2021) The PBO analytical model for public debt sustainability analysis, Analytical Note, Parliamentary Budget Office,
11 March 2021.
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COVID-19 related spending has dominated the increase in spending since 2020. However, it is worth examining
the increase in ‘core’ spending as well. While much of the COVID-19 related spending should prove temporary, core
spending is permanent. Gross Voted spending (i.e. spending through the annual Estimates process including Social
Insurance Fund and National Training Fund spending) was €67.3 billion in 2019. In 2021 this is expected to increase to
€90.7 billion. However, €75.9 billion is considered ‘core’ and relatively comparable to the €67.3 billion spent in 2019.
The Mid-Year Expenditure Report (MYER) expects this to rise to €92.8 billion in 2025 (or approximately €4.2 billion
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per-annum). Given commitments on capital expenditure and estimates on the cost of maintaining existing level of
services48 the MYER estimated that there was approximately €1 billion per annum available for new spending measures.
The PBO49 and the Fiscal Council50 have commented on the unrealistic nature of the spending increases set out in the
Government’s Stability Programme Update. The revised level of spending is more realistic and in line with historic
growth in spending, albeit lacking detail.
Priority should be given to growth-enhancing measures. These include continued investment in capital infrastructure
to address long-standing infrastructural deficits (e.g. housing and climate change). Where possible, resources should
be re-allocated to other areas following spending and tax appraisals. There is a need to continue to strengthen the use
of evidence in policymaking to assess and promote the efficiency and quality of public spending. Section 5 provides
an overview of recent budgetary reforms and their progress.
The Ministerial Expenditure Ceilings 2022 and 2023 published in early January 202151 were produced on a technical
basis and are not useful at this stage as a guide for spending by Department in 2022. However, future iterations of
the Ceilings based on the more realistic spending forecasts may address the main criticism of Expenditure Ceilings
in the Irish context, that they were targets for rather than caps on spending.
There are challenges to the State’s long-term fiscal sustainability. The ageing population will put pressure on the public
risks related to age-related costs52 (pensions and health). Such pressures should be fully considered in formulating
fiscal policy to ensure sustainability.
Funding for new spending measures should come from more stable sources of revenue. Concerns have been raised
around the volatility and sustainability of corporation tax receipts, particularly considering the ongoing international
tax reforms. There is also a concentration risk attached to the income tax base (i.e. concentration in higher-earning
taxpayers employed directly or indirectly by multinationals) (discussed in more detail below).
Internationally “black swan” events, which are unpredictable events with extreme consequences, have become more
common. Consequently, there are benefits to investing in the State’s risk management tools (e.g. creating fiscal space)
and building capacity in critical sectors (e.g. healthcare and climate change infrastructure), so as to avoid significant
costs arising from disasters.

48 This estimate does not include any increases in the rates of social protection payments.
49 Parliamentary Budget Office (2021), Summary and Analysis of the Stability Programme Update 2021.
50 Irish Fiscal Advisory Council (2021), Fiscal Assessment Report May 2021.
51

Department of Public Expenditure and Reform (2021), Ministerial Expenditure Ceilings 2022 and 2023.

52 European Commission (Spring 2021), Post-Programme Surveillance Report Ireland.
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finances and reduce the economy’s productive capacity. The analysis carried out by the EU Commission finds long-term
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Spending issues and priorities
This section highlights some of the major issues on the spending side of Budget 2022 and beyond. It is impossible to
address the myriad of spending issues that could be covered by the Budget in one document. The aim of this section is
to cover high level issues and some of the more fiscally significant issues.

24
Social Protection
There are many issues under Social Protection that warrant consideration in Budget 2022, however three merit
particular attention. These include: the cost of increasing social protection rates; pension reform; and COVID-19
related payments and supports and measures to increase employment.

Payment rates
Most Social Protection payments rates were last increased in 2019 as part of Budget 2018. At that time, a €5 generalised
increase per week, with a proportional increase for qualified dependent adults and qualified child payment increase
of €2 per week implemented from the end of March was estimated to cost approximately €300 million in 2019 and
approximately €400 million in a full year. Given that the number of recipients will have increased, especially pensioners
and jobseekers when the COVID-19 payments end, a similar announcement in Budget 2022 would likely cost more.

Employment and COVID-19 related supports
The largest direct cost to the Exchequer from COVID-19 was income supports to those who lost their jobs (Pandemic
Unemployment Payments) or who were at risk of losing their jobs (Temporary/EWSS). The EWSS is due to end in 2021,
with the PUP now closed to new entrants with the payment level falling in a phased manner to the Jobseekers’ rate in
early February. Once a person’s PUP rate equals the main Jobseekers’ payment rate of €203 per week, they will be
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transitioned, if eligible, to Jobseekers Benefit/Allowance as appropriate (though this will begin from 22nd October).
The above plan assumes that most, if not all, COVID-19 related restrictions will be removed by end-2021. Given
the dynamics of the virus there is no certainty on this assumption. In any event, unemployment in 2022 is expected
to be higher than the pre-COVID period meaning an elevated cost for Jobseekers’ payments and a need for other
supports for individuals to return to employment. The EWSS supported approximately 360,000 employees53 at a cost
of approximately €400 million in July 2021 and is expected to cost €2.4 billion for July to December 2021. Ending or
phasing out this scheme will likely increase unemployment. However, the broad nature of the scheme and its cost clearly
mean it is not sustainable longer term. Alternative and more targeted schemes should be considered, if necessary.

Pensions
Annual spending on the State pension has increased from just under €6 billion in 2011 to approximately €9 billion
in 2021 and the PBO estimates that it is likely be approximately €12 billion in 2031 based on demographics alone
(i.e. with no increase in payment rates) and an age requirement of 66.54

53 The number of supported employees increased in June and July as restrictions eased and more businesses re-opened.
54 The PBO expects to publish a note on Social Protection pension costs later in 2021.
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A key reform in the State Pension, increasing the pension age to 67 in 2021 and 68 in 2028, was announced in 2010 and
legislated for in 2011. It was introduced to assist the State pension’s system’s sustainability. However, it was postponed
in Budget 2021 and a Commission on Pensions was set up to review the current State Pension arrangements and
“develop a range of options for the government to consider in order to address the sustainability of the state pension
and the Social Insurance Fund in terms of pension age, eligibility criteria, contribution rates, pension calculation
methods and pension payment rates.” The Commission on Pensions has submitted its report to the Minister, and it
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is due to be published shortly. The PBO estimates implementing the changes in the pension age (in 2022 and 2028)
would save approximately €8.4 billion in direct Exchequer pension payments55 over the 10-year period 2022-31.
These are in line with Fiscal Council’s 2021 estimates that additional cost of leaving the pension age constant at 66
was €575 million and increasing thereafter.

COVID-19 related spending
Potential spending on COVID-19 related costs of approximately €7 billion is outlined in the Mid-Year Expenditure Report
202156 (MYER) for 2022. It is unclear at this stage what this will be spent on exactly, but the indication is that health,
education, Jobseekers’ payments, and public transport will be the focus. The SPU had indicated €4 billion in COVID-19
related costs in 2022 but the MYER added a further €2.8 billion as a contingency reserve.57
The Government has stated that having the contingency is a “prudent approach given the uncertainty and the
requirement to ensure that supports are carefully withdrawn in a manner that supports recovery in the economy.”58
Having provided for such a transition there may be pressure to spend the resources whether they would be actually
needed or offer value-for-money to the State and its priorities. The economy is recovering, though unevenly given the
nature of the restrictions. The Government needs to carefully consider the benefits of spending the additional resources
available. The potential for ‘deadweight’ (i.e. subsidising businesses and individuals which do not need subsidy) is

Brexit-related spending
Economically it is difficult to disentangle the effects of Brexit from the larger shock of the pandemic. In terms of
Government spending it is slightly clearer. There was approximately €250 million spent on Brexit measures in 2020.59
Budget 2021 allocated almost €350 million for Brexit related spending with €250 million in ongoing ‘core’ spending
and an additional €113 million.60 In addition, some COVID-19 related spending will likely have gone to individuals
and firms simultaneously affected by Brexit and the pandemic.

55 Overall Exchequer savings would differ as PRSI receipts would be higher and other social protection spending would be higher or lower as 66
and 67 year olds claim jobseekers or disability payments or were not eligible for other benefits (e.g. Household Benefits Package).
56 Department of Public Expenditure and Reform (July 2021), Mid-Year Expenditure Report 2021.
57 A further amount of €200 million from the National Recovery and Resilience Plan brings the total to €7 billion.
58 Department of Public Expenditure and Reform (July 2021), Mid-Year Expenditure Report 2021 (p15).
59 Government of Ireland (2020) Expenditure Report 2021, (p24).
60 Ibid.
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higher as the economy recovers potentially taking resources from those who need it most.
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There may be a significant increase in Brexit-related spending in 2022. Ireland’s allocation from the EU’s Brexit
Adjustment Reserve (BAR) will be, under the formula agreed, approximately a little over €1 billion.61 This amount
will likely be disbursed over several years, however the MYER shows it as a one-off temporary increase in expenditure
in 2022 of €1.1 billion. The BAR can be used to support economic sectors and job creation in areas particularly affected
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by Brexit, as well as for border control measures necessitated by Brexit. A share of the overall fund is dedicated to the
fishing industry and coastal fisheries communities dependent on fishing UK waters.
The BAR can be used for Brexit-related spending back to 1 January 2020 and up to end-2023. It is unclear if the
Government is going to use some of the €600 million spent on Brexit-related measures in 2020 and 2021 to support
claims from the BAR. If all the spending does occur in 2022 it may be some time before all the EU funds are received.
A total of 20% of the Reserve is due to be disbursed in 2025.
The PBO would welcome clarity on this funding stream, its timing and the spending it will support in Budget 2022.

Climate change
As the Committee on Budgetary Oversight has emphasised there is a need for significant investment in climate related
infrastructure. The Government has committed in the Climate Action and Low Carbon Development (Amendment) Act
2021 to significant reductions in greenhouse gas emissions (51% below 2018 levels in 2030). A Climate Action Plan 2021
is due to be agreed in the autumn which will set out specific polices and actions to meet this goal.62 A ‘Carbon Budget’63
which sets sectoral emission limits for 5-year periods is also due to be agreed by Government.
The commitment to reduce greenhouse gas emissions by such an extent will be difficult to meet and will need significant
investment by both the public and private sector. All sectors will be affected. The IMF has recently estimated that Ireland
would need to invest almost 5% of GDP (or €20 billion) per annum to meet the 2030 target with a third (€6.6 billion)
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coming from the public sector. The PBO has previously outlined that €30 billion (i.e. €3 billion per annum) or 25% of the
investment under the National Development Plan 2018-27 was to be on environmental related spending.64 An updated
National Development Plan is due shortly. Both increasing resources and re-prioritising other investment towards climate
change infrastructure would seem to be necessary if emission targets are to be met, and this could have potential
impacts on infrastructure which is de-prioritised. Incentivising private investment would also seem to be needed.

Capital spending
The Mid-Year Expenditure Report shows that pre-Budget that core capital expenditure allocation will increase from just
under €10 billion in 2021 to €13.4 billion in 2025, a 37% increase. The MYER shows that Exchequer capital expenditure
over the 2021-25 period is expected to be €58.5 billion. This is an increase of €11.1 billion over the amount set out for
the same period in the National Development Plan 2018-27. In 2022 an increase of €1.1 billion to almost €11 billion is
expected (pre-Budget).

61

Minister for Finance June 2021 Press release.

62 Interim Climate Actions 2021 updates the 2019 Climate Action Plan list of actions pending the 2021 plan. Department of the Environment, Climate and
Communications (2021), Climate Action Plan 2019 – Interim Climate Actions 2021.
63 This term should not be confused with a financial budget – the Carbon Budget assigns a maximum level of emissions to individual economic sectors
over a period – it is not related to financing the changes needed to meet these targets.
64 Parliamentary Budget Office (2019), The Climate Action Plan – A review of potential exchequer implications (publication 38 of 2019).
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There is uncertainty that all this spending can occur. Capital spending is €652 million below profile at end-August.
Most large spending Departments have informed the PBO that they will move closer to profile by December. In 2020
€8.1 billion was allocated for ‘core’ capital spending, with a further €1.7 billion for COVID-19 and Brexit-related capital
spending and €215 million in carry-over from 2019. However, actual capital spending in 2020 was €9 billion of this
approximately €10 billion potential spending. An unprecedented €710 million of capital spending was carried over
to 2021.
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This highlights the difficulty in spending the full allocation. Restrictions on construction activity due to the pandemic
impact on capital spending as project completion was delayed. Capacity constraints in the construction sector may
also have an effect.
Another issue that has arisen in 2021 is construction inflation. The CSO’s Capital Goods Price Index for Building
and Construction (materials and wages) has increased by 7% from January to July in 2021.65 High demand, COVID-19
restrictions affecting supply, other supply issues including timber production, skills shortages and Brexit are blamed for
this rise.66 It is not just an Irish phenomenon. This will likely mean that additional spending on capital may not increase
output. It will also mean that projects costed before 2021 may see over-runs due to the unexpected nature of these large
input price rises. Delays due to material supply issues may also become a feature. It is unclear if these price increases
will be sustained.
COVID-19 remains a lingering problem for Irish construction, but a shortage of skilled labour in the sector is among
several factors hampering the industry’s growth. The industry was dealing with a skilled labour shortage pre-pandemic,
fuelled in part by the fallout out from the Great Recession of 2008. During the boom of the Celtic Tiger the construction
sector experienced a significant inflow of migrants, which numbered 50,500 of the construction workforce in 2007, this
figure dropped to 19,000 by 2018 (62% decline).67 At its peak in Q2 2007, 270,800 people worked in the construction
industry, compared to 148,300 people in Q4 2019 (45.2% decline).68 New construction apprenticeships experienced a
new entrants in building and civil engineering in 2017/18 was 43% below the 2009 level.71 A diminished workforce,
reduced immigration and fewer young people choosing construction as a career path, have resulted in an industry that is
lacking skilled labour. This comes at a time when building activity is projected to strengthen over the next few years, and
the demand for skilled craftsmen is expected to continue to grow.

65 CSO (July 2021) Wholesale Price Index.
66 Irish Examiner Building advice: What can we do about the soaring cost of materials? July 2021.
67 Central Statistics Office, labour market earnings, Foreign national activity, table/FNA08
68 Department of Business, Enterprise and Innovation (2020). Focus on Construction August 2020.
69 Construction Industry Federation and DKM Economic Consultants (2020). Demand for skills in construction to 2020.
70 The Department of Housing Planning and Local Government. (2019). Project Ireland 2040.
71

Ibid.
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significant decrease in registrations from 6,870 in 2006,69 to 3,398 by 2018 (50% decline).70 At third level, the number of
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Health
There are many issues facing the health sector as it enters 2022 including the ongoing cost of the COVID-19 pandemic,
the cost of reducing patient waiting lists, Sláintecare, and cost of the cyber-attack.
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COVID-19 pandemic
Despite the 31st August announcement that most restrictions will be lifted on 22nd October 2021 it is likely there will
be ongoing COVID-19 related costs in the health sector in 2022, even if the COVID-19 pandemic subsides somewhat in
terms of case numbers and hospitalisations. There will be a continued need for an increased level of Personal Protective
Equipment, ongoing testing and tracing, vaccines for new variants, booster vaccines, etc. While the total will likely be
less than the almost €1.9 billion allocated in 2021 for COVID-19 specific healthcare response, the provision will likely
still need to be significant as a contingency for further waves of the virus.
While not certain, it now appears that COVID-19 will likely become endemic (i.e. it will continue to circulate in the
population at low levels).72 If this is the case then tackling and treating outbreaks will be an ongoing issue and in effect
will need to be integrated into the mainstream health service in particular the HSE’s Department of Public Health and the
Health Protection Surveillance Centre. Thus future COVID-19 response spending will need to be integrated with normal
public health spending. Consideration will need to be made on the level of such spending and, given the now obvious
costs of a pandemic (including the fiscal cost, lives lost, potential long-term health implications arising from illness,
disruption to citizens lives and livelihoods) and the cost of preventing future pandemics.

Cyber-attack
The 2018, 2019 and 2020 HSE Annual Reports and Financial Statements acknowledged that “[i]nternal audits
have identified weaknesses in the area of security controls across parts of the domain including application password
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protocols and the management of secure access. Weaknesses have been acknowledged in some of the areas audited
in disaster recovery protocols, particularly in relation to older and legacy systems.” 73
The HSE’s Office of the Chief Information Officer had a current budget of €83.1 million and a capital budget of
€120 million in 2020. It had almost 400 staff in 2020. The capital budget was €85 million in both 2018 and 2019.
The HSE has stated that the cyber-attack on its systems earlier in the year had cost over €100 million by mid-June.
Upgrading software, replacing equipment and the ongoing cost of increased cyber-security is likely to lead to increased
capital costs in 2021 and 2022 and ongoing higher current costs in this area. The level of spending needed to remedy the
situation, mitigate its consequences and prevent it from re-occurring is unknown but likely to be significantly higher than
the approximately €200 million allocated to the Office of the Chief Information Officer in 2020. The disruption of the
cyber-attack shows how failing to address identified problems can lead to additional costs and issues including with
patient safety (e.g. missed/delayed appointments).

72 Nature (2021) The coronavirus is here to stay – here’s what that means (16 February 2021).
73 HSE (2020) Annual Report and Financial Statement 2019 (p128) – identical text is used in the 2018 (p186) and 2020 (p 120) annual reports
and financial statements.
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Cost of reducing patient waiting lists
At the end of July 2021 there were 77,537 persons waiting for an inpatient procedure in public hospitals in Ireland with
20,513 waiting over 12 months. In addition, there were 652,498 persons waiting for an outpatient appointment with
268,526 waiting more than 12 months. For comparison in July 2019 there were 68,807 inpatients and 564,829
outpatients were waiting for appointments.74
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The pandemic undid the progress at reducing inpatient waiting lists since 2017 (when the inpatient list peaked in July
2017 at 86,111). Inpatient waiting lists numbers spiked in May 2020 to almost 87,000 as procedures were postponed in
the early phase of the pandemic, they fell to about 72,000 in November 2020 as hospitals refocused to non-COVID-19
care and private hospital capacity was used. However, in January 2021 the list had increased to almost 81,500 as
COVID-19 prevalence increased. The cyber-attack also impacted as some procedures were postponed.
Tackling waiting lists has been a priority for some time and the National Treatment Purchase Fund (NTPF) has
increased from an allocation of €5 million in 2016, to €20 million in 2017, €55 million in 2018, €75 million in 2019
and €100 million in 2020 and €130 million in 2021.75 This level of funding will need to be maintained or enhanced in
2022 to reduce the waiting list numbers. However, while outsourcing to the private sector may help reduce waiting lists
and times, it is not a substitute for building capacity in the public system. The Department states they are preparing a
Multiannual Waiting List plan to address the issue.

Sláintecare
Sláintecare is the programme to develop the public health services over a ten-year period based on an Oireachtas
Committee report into a universal single-tier system. The Sláintecare Implementation Strategy & Action Plan 2021-2023

n

€467m for increased acute & community bed capacity

n

€150m Enhanced Community Care

n

€133m Social Care expansion

n

€128m eHealth

n

€121m Implementing National Strategies

n

€78m Improved access to care

n

€158m on other initiatives (including €90 million on additional services for people with disabilities).

To implement Sláintecare additional transition funding will be needed. A new consultant contract needs to be agreed
and new and existing consultant posts approved and filled. Additional capacity across the public hospital system is
needed and in social and community care. While the Sláintecare Implementation Strategy & Action Plan 2021-2023
details the 2021 allocation for Sláintecare initiatives it does not estimate what additional funds are needed in 2022
and 2023 to implement the other actions in the plan.

74 There are also waiting lists for planned procedures and for endoscopy.
75 Revised Estimates for Public Services (various years). The €30 million increase for 2021 is included in the ‘Agency COVID Actions’ sub-head
in the Estimates rather than the NTPF’s sub-head.
76 Department of Health (2021) Sláintecare Implementation Strategy & Action Plan 2021-2023 Appendix 3.
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was published in June 2021. In 2021 €1.235 billion was allocated to ‘pure’ Sláintecare initiatives, as follows:76
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Social and affordable housing
Concerns around the affordability and accessibility of privately owned and rented accommodation, as well as
the need for the increased provision of state-owned social housing units, have dominated the political discourse
for several years. Since the recovery from the 2008 Financial Crisis began, a number of different initiatives and policies
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have been introduced in an attempt to alleviate the pressures which exist in the housing sector. At its lowest point
post-crisis, 2014, Exchequer spending on social and affordable housing stood at €920 million (€576 million via the
Housing Programme) and €344 million on Rent Supplement. By contrast, spending in 2021 will be an estimated
€3.28 billion – including €161 million paid in Rent Supplement. The 2021 capital allocation (€1.78 billion) is
the largest attributed to Housing in a single year, and largest allocation since 2008 (€1.54 billion).
While the capital spend on housing has exceeded pre-crisis levels, it is the increase in current allocations which is
most striking – reaching €1,336 million in 2021 (including rent supplement). For comparison, direct current spending
on housing (including rent supplement) in 2008 was €628 million. This reflects the considerable increase in Statefunded private tenancies. It shows the shift in priorities for successive Governments which sought to reduce capital
expenditure during the last crisis. It also reflected that such tenancies – in certain areas of the country – were a more
cost-effective use of limited financial resources.77
‘Housing for All’, the new Government Housing strategy, has proposed €4 billion (on average) per year in state
supported funding to the area of housing over 5 years (2021-2025). Of this €12 billion is direct Exchequer capital
funding (an average of €2.4 billion per annum) focussed on social and affordable housing.78 The €12 billion over 5
years, which will also be set out in the revised National Development Plan (NDP), compares to the €11.4 billion for
the same priority over the 10 year period (2018-27) of the original NDP.
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Selected tax issues and priorities
The Tax Strategy Group’s papers, which provide information and detail on tax issues pre-Budget Day are usually
published in July. In 2021 they were not published by 13th September and are too late for a systematic review for
inclusion in this Commentary. In their absence while this Commentary discusses some tax issues, the PBO
will endeavour to publish a separate pre-Budget 2022 paper on tax in due course.
As discussed above public spending is expected to increase over time from policy commitments and due to both a
growing and ageing population. Permanent increases in public spending should be financed by sustainable increases
in government revenue and/or savings in other spending areas, by way of efficiencies or refocusing funding.
This section examines selected tax issues and priorities for Budget 2022 and in the medium term.

77 Department of Public Expenditure and Reform (July 2017), Analysis of Current Expenditure on Housing Supports, IGEES Spending Review.
78 Department of Housing, Local Government and Heritage (Sept 2021), Housing For All – A New Housing Plan for Ireland.
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Table 1: Composition of tax revenue, 2020
Taxation category

€ billion

Proportion of tax revenue

Income tax

22.7

39.7%

VAT

12.4

21.7%

Corporation tax

11.8

20.7%

Excise duty

5.5

9.5%
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Source: Department of Finance Databank
The top 4 taxes by revenue in 2020 were Income tax, Value Added Tax, Corporation tax and Excise duty (Table 1).
Issues relating to these taxes are discussed below.

Income taxes
In 2020, revenue from income tax and the Universal Social Charge (USC) was €22.7 billion, almost 40% of net exchequer
tax receipts. Taxation on income is the largest source of tax revenue for the Irish State, larger than VAT and corporation
tax. Its importance increased after the crisis with the introduction of USC and increased rates. The 2020 Programme for
Government committed to no increases in income tax or USC rates during the current Government’s term and to index
link income tax/USC credits and bands to earnings if the economy allows for 2022 onwards. However, average earnings
have proven volatile over the past two years as lower income workers lost their jobs.
The Irish income tax system is a progressive tax system, i.e. the more you earn, the proportionately higher rate of tax
you pay. Ireland is highly progressive by international comparisons.79 Income tax receipts have proven relatively resilient
revenue was paid by the top 25 per cent of income earners. Additionally, the top 1 per cent of tax cases (about 28,000
tax cases) paid over one-fifth of income tax.80 This concentration is a major fiscal risk if there is a shock to high earning
sectors (such as Finance or ICT). While this is highly progressive and may be positive from an equity perspective, it
means that the income tax base is relatively narrow. This is a source of vulnerability.81
Broadening the income tax base would mean that additional low earners would be subject to tax, which could
disincentivise work, especially when factoring in the interaction with the social welfare system. This is known as the
welfare/poverty trap. On the other hand, increasing rates on higher earners increases the vulnerability of income tax
revenue to a shock.
The move to remote work for a significant proportion of the population has given rise to a commitment to examine
the tax treatment of home worker’s expenses. Such expenses are usually a credit against income tax paid.

79 OECD (2021) Taxing Wages 2021 & Tax Strategy Group (2019) Income Tax 19/03.
80 Ibid p9.
81

Department of Finance (2021) Annual Taxation Report 2021.
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during the COVID-19 pandemic. In 2018, the latest year for which data are available, around four-fifths of all income tax
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VAT
VAT is a key source of tax receipts, contributing €12.4 billion in 2020 and amounting to 22% of net exchequer tax
receipts. European rules impose certain restrictions on Member States’ VAT policies. A minimum standard rate of 15%
is required. Member States may also apply two reduced rates. These rates must, at a minimum, be 5% and may only be
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applied to certain goods and services.
Member States are permitted to retain historic VAT rates which were in place before 1 January 1991. However, these
rates cannot be extended to additional goods and services and they cannot be reapplied once they have been increased.
Ireland’s VAT standard rate is 23%, the joint 4th highest standard rate of VAT in the EU. The average standard rate in the
EU is 21.5%. However, the standard rate is applied to only 53% of goods and services and lower rates are applied to a
high number of selected goods and services. Ireland applies reduced rates and even a zero rate to a high number of
activities compared to other EU Member States.82
The OECD have recommended that Ireland streamline the VAT system from 5 rates to 3, while carefully monitoring
the impact on lower income households and potentially increasing transfers to compensate for this.83
A temporary reduction of VAT for Tourism and Hospitality items from 13.5% to 9% was due to expire at end 2021.
Budget 2021 estimated this to cost €336 million in 2021. However, given the COVID-19 related restrictions in place
for such businesses for most of 2021, sales were greatly reduced and it is unlikely to have cost so much. The Economic
Recovery Plan84 extended the reduction to 1 September 2022 and this was legislated for in the Finance (COVID-19 and
Miscellaneous Provisions) Act 2021.

Corporation Tax
The net receipts from Corporation Tax were €11.8 billion in 2020, an increase from €10.8 billion in 2019.85 Corporation
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Tax receipts in the 2010s have become one of the key sources of tax revenue. Corporation Tax revenue amounted to 10
percent of Exchequer tax receipts in 2010 (€3.9 billion) and this grew to 21 percent of Exchequer tax receipts in 2020
(€11.8 billion).86 The Fiscal Council and the Parliamentary Budget Office have warned about the State becoming too
reliant on this highly volatile tax, mirroring the experience of relying on stamp duty and transaction-based taxes in
the Celtic tiger era.87
Across the Irish corporate landscape, there is clear evidence of a dual economy in operation (see Box 2). In general,
large multi-national enterprises are generating substantial profits, while small domestic companies are less likely to.
A key issue with Corporation Tax revenue in Ireland is the overreliance on a small number of firms. From 2012 to 2018,
the top 10 firms have on average contributed to 35 per cent of Corporation Tax receipts. The concentration of Corporation
Tax payments peaked in 2020, with the top 10 firms contributing 51% of net Corporation Tax, around €5.9 billion in total.

82 Tax Strategy Group (2020) Value Added Tax.
83 OECD (2020) OECD Economic Survey: Ireland 2020.
84 Government of Ireland (2021) Economic Recovery Plan 2021.
85 Office of Revenue Commissioners (2021) Corporation Tax – 2020 Payments and 2019 Returns.
86 Ibid.
87 Irish Fiscal Advisory Council (2021) Fiscal Assessment Report May 2021: Looking beyond Covid-19 & PBO (2019) An Overview of the Corporation Tax
Base in Ireland.
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Four sectors – Manufacturing (including pharmaceutical manufacturing), Wholesale and retail, Information &
Communication, and Financial and Insurance – contributed between 80 to 90 per cent of all Corporation tax owed
over the period 2007 to 2018.88 The ICT sector was the only sector with significant growth in 2020.

International factors affecting Corporation Tax
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Following on from the G7 finance meeting in June 2021, 131 countries and jurisdictions have signed up to a statement
(5 July 2021) that commits them to implementing OECD Base Erosion and Profit Sharing (BEPS) reforms in profit
allocation for digital companies and a global minimum Corporation Tax rate of 15% by 2023.89 Only 3 EU countries
did not signed up the OECD BEPS statement: Ireland, Hungary and Estonia.
The Minister for Finance has indicated that changes to the OECD’s BEPS process are a significant development that will
impact the estimation and collection of receipts from 2023. A reduction of €500 million was made in previous estimates
of Corporation Tax revenue for 2022 to provisionally take account of this process, with a €2 billion reduction in 2025. 90
It should be noted that this forecast only related to the potential impact on the Corporation Tax base, not the rate.91
New estimates for adjusting to the new BEPS system are needed, whether Ireland signs up or not.
Investment decisions by multi-national enterprises in Ireland will be influenced by the tax structure, including the
approach to corporate income, personal income and tax credits for research and development. Investment decisions
will also become more dependent on other non-tax factors including availability of skilled labour forces, ease of doing
business, the legal system, public infrastructure, political stability and access to the European market. Foreign owned
multi-national enterprises account for 49% of employment tax revenue in 2019. With combined corporation tax and
employment tax revenue from large corporates exceeding €20 billion (corporation tax revenue was €10.3 billion and
combined income tax, PRSI and USC was around €10 billion), the possibility of international companies exiting the

Diesel and Petrol Excise Duties, Motor Tax, and Vehicle Registration Tax
There are a number of taxes and duties on motor vehicles, diesel, and petrol. There is a tax on the purchase of motor
vehicles, a vehicle registration tax, which is calculated as a percentage of the open market selling price and collected
as a one-time tax. There is also an annual motor tax. Both taxes are based on the CO2 emissions of the motor vehicles.
In 2020, motor vehicles duties raised around €900 million93 and excise duty on petrol and diesel in 2019 raised around
€2 billion.94 Carbon tax which is also levied on diesel and petrol is discussed briefly below.

88 Lawlor, D. & Acheson, J., (2021) A Review of 15 Years of Corporation Tax Returns 2004 to 2018.
89 OECD (2021) Statement on a Two-Pillar Solution to Address the Tax Challenges Arising From the Digitalisation of the Economy.
90 Department of Finance (2020) Medium-Term Fiscal Strategy Slide Deck.
91

Parliamentary Budget Office (2021) An Update on the OECD BEPS Proposals.

92 Office of Revenue Commissioners (2021) Corporation Tax – 2020 Payments and 2019 Returns.
93 Department of Finance (2021) databank.
94 Tax Strategy Group (2020) Climate Action and Tax 20/06.
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Irish market poses a significant systemic risk to the overall tax base.92
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The structure of the motor tax system provides incentives to purchase electric vehicles to reduce carbon emissions.
Over the long term, increased purchasing of electric vehicles will narrow this tax base (as its emissions based) and
reduce revenues from motor and fuel taxation.95 In the absence of any changes to this system, there is a risk to the
stability of the state’s finances.96
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The OECD (2021) points out options for widening the motor and fuel tax bases.97 Because of the structure of excise
duty, the tax rate applied to diesel is much lower than to petrol and the OECD calls for a gradual increase of the noncarbon tax on diesel, so that it reaches the petrol tax rate.
The OECD (2021) indicates a distance-based tax system applying different tax rates depending on the location and time
of the driving and the type of vehicle could be considered similar to the congestion charge in London. A distance-based
tax system could widen the tax base as the number of electric vehicles grow. However, a distance-based tax system
might increase the complexity of the taxation of motor vehicles. In any event an alternative to the current system of
VRT, motor tax and excise duty on petrol and diesel will be needed in the latter half of this decade or a heretofore
stable revenue source will diminish.

Other taxes
The Local Property Tax (LPT) raised €482 million in 2020. In 2021, the Department of Finance announced changes to LPT,
which were legislated for in the Finance (Local Property Tax) (Amendment) Act 2021. These changes broadened the LPT
tax base. They are estimated to result in LPT yielding €560 million per annum from 2022. However, the Department of
Finance has highlighted that there is uncertainty surrounding this estimate.
In Budget 2021 it was announced that the carbon tax would increase by €7.50 per tonne of CO2 per year to reach €100
per tonne of CO2 by 2030. Carbon taxes raised €494 million in 2020. The increases out to 2030 were legislated for in the
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Finance Act 2020. This means that the increase in 2022 is automatic and no Budget announcement is necessary. In 2021
the €7.50 increase was expected to yield an additional €108m and €147m in a full year. While it could be expected that
the €7.50 increase in 2022 will yield similar amounts, it is likely that individuals and firms will change their behaviour
over time which will mean diminishing yields for the carbon tax increases.

Tax Expenditures – potential relevant areas in Budget 2022
As the PBO have previously referenced,98 tax expenditures represent a non-trivial cost to the Exchequer. Despite
this, once enacted, tax expenditures are not subject to regular parliamentary debate and scrutiny (unlike direct voted
expenditure). The Committee on Budgetary Oversight in its report on the framework for parliamentary engagement
throughout the course of the budgetary cycle undertook to provide such scrutiny on an annual basis.

95 Parliamentary Budget Office (2019) An Analysis of the Sustainability of Vehicle Registration and Motor Tax.
96 Kevany, L. (2019), Spending Review 2019: Incentives for Personal Electric Vehicle Purchase, Government of Ireland, Dublin.
97 OECD (2021) OECD Environmental Performance Review Ireland, OECD, Paris.
98 Parliamentary Budget Office, Tax Expenditures in Ireland – Key Issues for Consideration, 2018.
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This necessitates a routine review of tax expenditures to ensure that they remain fit for purpose, are cost effective,
and do not outlive their usefulness. As part of the Budget and Finance Bill process, some tax expenditures are reviewed,
with some extended and others allowed to expire. However, tax expenditures are often rolled over without a systematic
evaluation as to whether these tax expenditures remain appropriate, and their original policy goal(s) have been
achieved.
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Tax expenditures represent revenue foregone, which is focused on targeting specific sectoral concerns. In general,
these should be used in limited circumstances of demonstrable market failure and where a tax-based incentive is
more efficient than a direct expenditure intervention, and reviews carried out prior to any extension. The closure
or expiration of tax expenditures broaden the tax base.
Based on PBO analysis, the following tax expenditures are due to expire in 2021, or the relevant period for claiming
these will end. These may be reviewed and extended in Budget 2022. Where available, the most recent estimated
cost of these expenditures is listed after each.

Table 2: Tax expenditures due to expire in 2021
Tax Expenditure and TCA99 section
Help to Buy (477C)

Year of most
recent cost

Cost (in
millions)

Number of
claimants

2020

€126 (total cost

6,202 (22,756

to date €369.6)

total throughout

Relief from tax for certain start-up companies (486C)

2018

€6.0

1,171

Stock Relief (General) (S666)

2018

€4.9

9,090

Stock Relief (for Young Trained Farmers) (S667B)

2018

€1.2

420

Stock Relief (for Registered Farm Partnerships) (S667C)

2018

€0.3

210

Succession Farm Partnerships (S667D)

2018

€0.6

290

Source: Revenue Statistics100, Help to Buy (HTB) incentive annual statistics (revenue.ie)
With regard to stamp duty, two measures expire at the end of 2021. The Young Trained Farmers stamp duty relief101,
which cost €14.6 million in 2019, with 1128 claimants. The “bank levy” 102 is also due to expire, which is a levy on
certain financial institutions introduced in 2003 and designed to produce a fixed annual yield of €150 million.

99 “TCA” stands for the Tax Consolidation Act 1997.
100 Costs of Tax Expenditures (Credits, Allowances and Reliefs) (revenue.ie).
101 Section 81AA of the Stamp Duty Consolidation Act 1999.
102 Section 126AA of the Stamp Duty Consolidation Act 1999.

Pre-Budget 2022 PBO Commentary

the scheme)
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Estimates of the cost of the following tax measures which are also due to expire were not available:
n

(97a) Pre-letting expenses on properties which have been vacant for 12 months

n

(285C) Acceleration of wear and tear allowances for gas vehicles and refuelling equipment

n

(472BB) Sea-going naval personnel credit
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Forthcoming Tax Reviews
Several public consultations were held during 2021 on corporation tax, some of which were connected to the BEPS
process. These include a consultation on the OECD international tax proposals,103 additional measures to neutralise
reverse-hybrid mismatches,104 on the Interest Limitation Ratio105 and on the application of the Authorised OECD
Approach to the attribution of profits to branches of non-resident companies.106
Other public consultations carried out in 2021 relate to tax treaty policy107 and to the Employment and Investment
Incentive108. It may be expected that changes will be made in the Finance Bill following from these consultations.
It is not clear what reviews will be published alongside Budget 2022.

Developments in the EU Fiscal Framework due to COVID-19
The COVID-19 pandemic impacted the implementation of the EU Fiscal rules. The European Semester shifted its focus
away from the Country Specific Recommendations towards the assessments of the Recovery and Resilience plans.
To facilitate the fiscal stimuli to combat the severe economic downturn in EU countries, the European Commission
activated the “general escape clause” of the Stability and Growth Pact in March 2020. This means that temporary
departures from the adjustment path towards the Medium-Term budgetary Objective (MTO) (i.e. a Structural Budget
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Balance of -0.5% of GDP for Ireland) are allowed. The rules will likely be suspended until 2023.
The European Commission is currently assessing the state of the EU economies based on economic activity compared to
pre-crisis levels (end-2019). The European Commission’s policy orientation is that fiscal policy should remain supportive
in 2021 and 2022 but become more targeted as the economy recovers.
Considering the high degree of uncertainty, Structural Budget Balance estimates may not be plausible. Therefore, the
focus should be on assessing the net growth of government spending (i.e. Expenditure Benchmark), adjusted for the
temporary emergency measures and the transfers from the Recovery and Resilience Facility. However, the Commission’s
fiscal policy guidance will likely remain largely qualitative.

103 Department of Finance, Minister Donohoe launches Public Consultation on the OECD International Tax Proposals July 2021.
104 Department of Finance, Minister Donohoe publishes Feedback Statement on Anti-Reverse Hybrid Rule July 2021.
105 Department of Finance Minister Donohoe publishes Feedback Statement on ATAD interest limitation ratio July 2021.
106 Department of Finance Ireland’s corporation tax rules: Public consultation on the application of the Authorised OECD Approach to the attribution of
profits to branches of non-resident companies March 2021.
107 Department of Finance, Tax Treaty Policy Ireland – Public Consultation, April 2021.
108 Department of Finance, Public Consultation on the Employment Investment Incentive (EII) December 2020.
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Figure 12: Structural budget balance and MTO
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Source: PBO based on Department of Finance SPU and SES. Cyclical budgetary component and once-off based on SPU
data as updated figures were not provided in the SES
According to the latest budgetary plans (SES 2021), it appears that the MTO will not be achieved by 2025. The deficit
in 2025 in the SES is €6.55 billion higher than set out in the SPU (-1.5% of GDP compared to -0.2% of GDP) and is higher
than the SPU forecasts each year between 2022 and 2025. The total gross debt in 2025 is now expected to be €281
billion (compared to €263 billion in the SPU) (see next section).

increasing the already elevated level of Government debt much further. Having said that a balance must be made
between that objective and funding growth-enhancing measures and structural reforms, which will allow the
economy to achieve its full potential, ultimately supporting fiscal sustainability.
The fiscal strategy set out in the SES effectively stops the closing of the deficit in 2024 and 2025. However, if the
economy is growing at over 3% at that stage (as forecast) this seems imprudent. It would be better to close the deficit
and reduce the burden of debt while the economy is growing to create fiscal room to manoeuvre as a hedge for future
adverse economic situations. A lesson from the current situation is that closing the deficit by 2019 as the economy
recovered allowed the State to have the fiscal space it needed to tackle the COVID-19 crisis.
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The PBO’s view is that government fiscal policy should seek to close the deficit as the economy recovers and avoid
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Debt issues
The ECB’s accommodative monetary policy response to the pandemic aimed to provide liquidity to the economy.
This included its expanded bond purchasing programme to help lower debt servicing. The Eurosystem holds more
than 21% of publicly placed Irish government debt. As Ireland’s refinancing needs for 2021 are likely to be close to
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Eurosystem asset purchases, this will result in a lower debt refinancing risk.109
According to the latest Government forecasts the debt-to-GDP ratio is expected to increase to 60.3% in 2021 (112%
of GNI*) before declining over the medium-term to 56.7% by 2025 (106% of GNI*). This is helped by low interest rates
and projected economic growth.
Spending projections for both current and capital were increased in the SES 2021 (July) compared to the April SPU.
The graph below, which is based off SES figures, shows that while the stock of public debt is high and forecasted
to increase out to 2025, the debt ratio will remain near constant.
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High and increasing debt levels can be harmful to a government’s fiscal position and can cause a problematic cycle
of growing debt111 decreasing the potential for economic growth.112 This is especially relevant as Ireland is a small
open economy with little insulation from global economic affairs.

109 Central Bank of Ireland, Financial Stability Review (June 2021).
110 Department of Finance (July 2021) Summer Economic Statement.
111 International Monitory Fund Ireland: Article IV Consultation Report, June 2021.
112 Central Bank of Ireland, Financial Stability Review (June 2021).
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Figure 13: Projected General Government Debt as % of GDP and GNI*
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The European Commission’s 2021113 debt sustainability analysis confirms that Ireland faces low debt sustainability risk in
the medium-term, particularly in comparison to other EU member states.114 The PBO’s current debt sustainability
analysis model agrees with the European Commission’s assessment that Ireland’s debt is sustainable, but only so long
as GDP growth remains stable and interest rates remain low. PBO discusses debt sustainability analysis in detail in a
previous publication.115
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Despite the currently favourable financing conditions, it will be prudent to limit the rise of public debt over the mediumterm. A significant and long-lasting increase in interest rates could prove ultimately unsustainable, though this would
only be felt as bonds are rolled over or newly issued.116
The higher the cost of servicing debt, means that there would be less resources available for investment in public
services and reduced scope for future borrowing.117 The figure below displays the cost for Ireland’s debt and
highlights that the trend relates closer to the interest rate rather than the total amount borrowed.

Figure 14: Cost of National Debt Servicing as % of Net Current Expenditure
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Source: Department of Finance Databank118
Inflationary pressures remain a risk, though while generally problematic, it brings the adjacent benefit of lowering
the real interest rates on government debt. The fixed rate nature and longer than average maturity of the majority
of Ireland’s debt does somewhat mitigate risk in comparison to EU counterparts.
Despite this, possible changes to Ireland’s borrowing situation could increase the cost of the current plans from
the SES to run a government deficit over the medium-term. It is essential to avoid the circumstance where a country
needs to borrow to meet its debt servicing obligations, either due to interest rate increases or financial crisis generally.

113 European Commission European Semester Country Report Ireland, February 2020.
114 Irish Fiscal Advisory Council (May 2021), Fiscal Assessment Report.
115 Parliamentary Budget Office (March 2021) The PBO analytical model for public debt sustainability analysis.
116 European Commission (2021), Post-Programme Surveillance Report – Ireland.
117 European Commission (2020) European Semester Country Report Ireland Country Report, Ireland.
118 Department of Finance (2021) Databank.
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Budgetary processes and reform

The reform of budgetary processes is an ongoing feature of Irish Budgets since the financial crisis. Reform is an iterative
process and reforms are trialled, evaluated, mainstreamed and evaluated again. The introduction of the Committee on
Budgetary Oversight and the Parliamentary Budget Office are part of these ongoing budgetary reform initiatives.
This section discusses some of these reforms and new initiatives in the context of Budget 2022.

Select Committee on Budgetary Oversight
In July 2020 the Select Committee on Budgetary Oversight (“the Committee”) was mandated by the Dáil to review
and make proposals on reforms to the framework for parliamentary engagement throughout the budgetary cycle.
The Committee reviewed its own role since it was set-up in 2016 and how it and the Oireachtas could better engage
in the budget process building on earlier progress.
Its final Report on the framework for parliamentary engagement throughout the course of the budgetary cycle119
made 18 recommendations to the sub-Committee on Dáil Reform, in order to give parliamentary committees a central
role in budgetary and financial scrutiny, co-ordinated and driven by the Select Committee on Budgetary Oversight.
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The recommendations specifically consider several areas including:
n

financial and performance oversight by Oireachtas Committees

n

pre-Budget scrutiny

n

Supplementary Estimates

n

scrutiny of the Finance Bill

n

work programme of the Committee on Budgetary Oversight

n

provision of data, information, briefing material and support, and

n

ex-post scrutiny

Changes to Dáil Standing Orders were made in July, relating to the timing of Government submission of the Estimates
(moved to early December), the timing of the sectoral committee consideration of these Estimates (within 60 days
of submission) and an explicit role for the Committee on Budgetary Oversight on scrutiny of capital spending
and Supplementary Estimates.120 The PBO and the Committee Secretariat are working together to progress
the other recommendations of the report.

119 Committee on Budgetary Oversight (Feb 2021), Final report on the framework for parliamentary engagement throughout the budgetary cycle.
120 Committee on Standing Orders and Dáil Reform (July 2021), Rota for Leaders’ Questions rota pursuant to Standing Order 36, and amendments to
Standing Orders arising from recommendations of Committee on Budgetary Oversight.
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Well-being Framework
The 2020 Programme for Government committed to developing a Well-being Framework for Ireland, including
a dashboard of well-being indicators to inform policy and polices to improve the well-being of the Irish people.
The Department of Finance published a research paper, as part of Budget 2021 (October 2020), entitled Well-being
and the measurement of broader living standards in Ireland and this has been followed by parallel reports (July 2021) (i)
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A Well-being Framework for Ireland (National Economic and Social Council (NESC), No 155) and (ii) First Report on a
Well-being Framework for Ireland (Department of the Taoiseach). The Mid-Year Expenditure Report also devoted a
chapter to the new Well-being Framework and its relationship to Irish policy making.
The Department of the Taoiseach’s report, which is ‘deeply reflective’ (p.5) of the NESC report, sets out a Well-being
Framework for Ireland set around the three broad dimensions of well-being: its relationship to Place; the Person; and
Society. The Framework will be used across Government to inform policymaking, while complementing existing tools
for policy analysis. It also sets out a Well-being Dashboard of indicators across eleven areas. Changes in these
indicators will be the benchmark to measure progress in Irish well-being.
It is intended that the development of a Well-Being Framework will act as a complementary tool alongside evaluation
processes, performance budgeting, spending reviews and equality budgeting to enhance the effectiveness of public
services. The next steps for progression involve the integration of the Well-being Framework with policy making and
agenda setting and improving the collection of data around the well-being indicators chosen.
To add value to the available literature, the PBO surveyed other countries’ parliaments to gain a greater insight into
how parliaments embed similar well-being frameworks into their processes. This research is presented separately in the
PBO’s A Well-being Framework for Ireland – the Parliamentary perspective and is intended to widen Oireachtas Members’
understanding of the challenges in implementing the Well-being Framework, including adding a Parliamentary scrutiny

The Spending Review
Spending Reviews refer to the systematic and in-depth scrutiny of baseline expenditures with the objective to
detect efficiency savings and opportunities for cutting low-priority or ineffective expenditures in a coordinated
effort. The Irish Spending Review is a three-year cycle of examining and evaluating Irish government spending.
The PBO has previously stated that the Spending Review could more clearly feed into the preparations for each
Budget, and has suggested reforms to assist parliamentary scrutiny, including amendments to promote consistency
and accessibility. 121 It is thus welcome that summary papers of each tranche of the Spending Review have been
prepared.

121 Parliamentary Budget Office (2019), The future of the Governments Spending Review: A parliamentary scrutiny perspective (publication 48 of 2019).
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dimension.
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The PBO had suggested that clarity as to the relevance of each paper to the Budgetary and Estimates process
would assist scrutiny. In 2021, thus far, 12 papers have been released, in three tranches.122 These look at: trends
in capital expenditure, 2 papers on enterprise supports, 2 papers on education issues, and 4 papers on aspects of
health expenditure. There are also papers on pension issues, an assessment of living standards and industrial relations
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expertise in the civil service. It is unclear how these latter papers relate specifically to spending. Publishing papers
under the Spending Review framework which are tangentially related to spending (though having merit in of themselves)
would seem to dilute the focus of the Spending Review. Additional Spending Review papers are expected to be
published with the Budget.

Commission on Taxation and Welfare
The Commission on Taxation and Welfare123 was established on 19th April 2021 and is required to submit its report
by 1st July 2022. The Commission is the latest iteration of a Commission on Taxation, with previous Commissions on
Taxation set up in 1980 and 2009 with a Committee of Inquiry on the Taxation of Industry set up in 1953 and a
Commission on Income Taxes set up in 1957.
The Commission’s Terms of Reference aim to independently consider how best the tax and welfare systems can support
income redistribution, economic activity, increased employment, and prosperity. It must take account of relevant issues
such as the impact of the COVID-19 emergency, ageing demographics, poverty, digital disruption and automation and the
long-term strategic commitments of Government regarding health, housing, and climate change. Its wide-ranging
mandate includes considering changes to the social insurance system, including structural issues, benefits coverage and
pension issues. The Commission will also consider climate change commitment impacts on the taxation system, public
health, the merits of a Site Value Tax, and Ireland’s taxation environment for FDI and SMEs. The Commission will in
addition examine the process for reviewing taxation measures and expenditures and consider taxation practices
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in similarly sized open economies.
The wide-ranging remit is an obvious cause of concern as it may dilute the focus of the Commission. In addition, the
Commission on Pensions has separately covered some of the issues. This gives rise to the possibility of conflicting
recommendations. If the Commission completes its work by July 2022, some of its recommendations will likely feed
into Budget 2023.

122 Department of Public Expenditure and Reform (2021), Spending Review 2021.
123 gov.ie – Commission on Taxation and Welfare (www.gov.ie).
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