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Key Messages

The Draft Stability Programme Update 2022 highlights some of the challenges facing the public finances
and presents Ireland’s new economic forecasts. The biggest change since Budget 2022 is that inflation
forecasts have been revised upwards and are expected to average 6.2% this year.

Despite inflationary pressures, the economy is expected to experience strong growth this year and in
the years ahead. However, there is still significant uncertainty and downside risks, especially related to
the war in Ukraine.

The PBO have prepared the following analysis to assist Members and Staff in their analysis of the Draft
Stability Programme Update 2022. The document contains key messages, economic analysis, and
commentary on tax and spending issues.

Global economic outlook

• The invasion of Ukraine brings further uncertainty as the global economy emerges from the worst
of the COVID-19 pandemic. The conflict will weigh on global growth and worsen inflationary
pressures in the short-term.

• Monetary authorities (Central Banks) have begun to gradually tighten monetary policy, i.e.
increase interest rates. However, the path toward normalisation is uncertain, as policy makers
seek to balance inflationary demands while safeguarding the recovery from the pandemic.

• A prolonged period of conflict, an escalation in geo-political tensions, the emergence of more
dangerous variants of COVID-19, persistent lockdowns and closures in China, and a mishandling
of fiscal and monetary policy normalisation, are all significant downside risks to the global
economic outlook.

Ireland’s economic outlook

• From 2009 to 2020, Ireland went through a sustained period of low inflation. As economies
opened following the pandemic, supply chain disruptions and energy costs caused prices to rise
in Ireland and across the world. While it was initially envisioned that inflation would be temporary,
the war in Ukraine has complicated these issues, and it is now likely that inflation will persist for
longer than had been anticipated. If inflation continues, it will bring a host of new challenges for
households, firms, and the public finances.

• The Draft Stability Programme Update 2022 highlighted some of the challenges facing the public
finances and presented new economic forecasts. As expected, inflation forecasts were revised
upwards significantly. However, high inflation is not expected to compromise GDP growth as these
forecasts have been revised upwards. So have estimates for employment, with unemployment
expected to be 6.2% on average this year. However, inflation is expected to curtail modified
domestic demand and consumer spending as these forecasts have been revised downwards.

• Despite the uncertainty, the public finances have performed well, in large part due to
higher-than-expected corporation tax receipts.
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• Given the significant level of uncertainty, forecasting economic variables is increasingly difficult in
the current environment. The SPU notes that “the projections set out in this document should be
seen more as a scenario rather than a forecast”. The forecasts assume that the war in Ukraine
“slows, rather than de-rails, the economic recovery” and that the current sanctions remain in place
and are not extended to energy products. Considering recent geo-political developments, this
might be considered an optimistic scenario.

• Forecasts are only provided from 2022-2025 (3 years) which is less than the five-year horizon
used in the past. A longer forecast horizon would be conducive to better medium-term planning.

Labour Market and Earnings

• The Covid-adjusted unemployment rate has fallen to 7% in early 2022, as Covid supports were
wound down and employment rebounded strongly. However, vacancy rates are up in many
sectors, including construction, and accommodation and food services, indicating potential skills
shortages/mismatches.

• Average earnings increased substantially between 2019 – end 2021 as job losses during the
pandemic were concentrated in lower average earning sectors and employment gains were
concentrated in high average earning sectors. Skills shortages in some sectors are also
contributing to recent wage growth.

• The combination of high inflation, falling unemployment and skills shortages, in addition to a
falling household savings rate, all point to a potential wage/price spiral as unions negotiate wage
increases and employers compete for limited labour. As things stand, real wage growth may
actually be negative in 2022, as inflation is set to outpace wage growth by some way for both
public and private sectors.

Tax revenue developments

• The projections included in the SPU are based on the Department’s central scenario. While an
alternative scenario is included in the publication, in which EU sanctions are extended to cover
Russian energy products, an alternative set of revenue forecasts are not provided as part of this
analysis.

• Tax revenue is expected to grow by 10.8% in 2022 and to average growth of 5.5% over 2023-2025.
While tax revenue is expected to continue out-performing the pre-pandemic baseline out to 2024,
this is largely driven by Corporation Tax – a volatile and unpredictable source of revenue for the
Exchequer.

• Relative to forecasts included in Budget 2022, tax revenue in the current year is expected to be
e5.6 billion higher (or 8%). Half of this is driven by an upward revision to the expected level of
Corporation Tax. Despite VAT reductions on electricity and gas, and the downward revision to
growth in personal consumption, VAT receipts are now expected to be e0.9 billion higher.

• Revenue estimates for certain tax heads appear to be in excess of what might be expected given
the anticipated growth rate of underlying macroeconomic drivers. A clear breakdown of the
factors driving these tax revenue estimates would help provide clarity and transparency and aid
budgetary scrutiny. Similarly, a reconciliation of the SPU estimates with figures published as part
of Budget 2022 would be helpful. A
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• The estimated impact of global tax reform on the level of Corporation Tax receipts appears
unchanged from estimates originally produced as part of the Medium-Term Fiscal Strategy in
January 2020. The PBO would welcome an updated analysis of this impact.

• The SPU makes no reference to the Rainy-day Fund. Since the onset of the pandemic, allocations
to the Fund were paused. The rationale for having an appropriately designed counter-cyclical
Fund that would act as a vehicle for storing excess or volatile revenue is well established.

Spending

• It is likely that the expenditure projections for the period ending 2025 are to understate the levels
of Voted spending which will occur given the emerging challenges – both domestic and global.

• Non-Core spending declines over the period illustrated in Figure 14; however, a provision for the
“Ukraine humanitarian contingency” (e3 billion) is only made in 2023. It seems likely there will
be a significant ongoing cost associated with the humanitarian needs of Ukrainian refugees.

• Since Budget 2022 a range of measures responding to inflationary pressures have been
announced and have a total cost of e1,008 million. Measures to date have primarily reduced
Exchequer revenue, with spending measures being more limited.

• Measures introduced to ameliorate the impact of inflation should be as well targeted as possible,
focussing on those most in need. This will allow measures to be more cost efficient (though not
necessarily less expensive).
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Introduction

From 2009 to 2020, Ireland went through a sustained period of low inflation. Prices fell in 2009 with the
onset of the financial crisis, and took 11 years to return to 2008 levels. This was unusual, as it was the
first time since the 1930s that Ireland went through a prolonged period of low inflation. Several factors,
including economic and technological trends, and monetary policy responses explain this. However,
inflation is back. As economies opened following the pandemic, supply chain disruptions and energy
costs caused prices to rise in Ireland and across the world.

While it was initially envisioned that inflation would be temporary, the war in Ukraine has complicated
these issues, and it is now likely that inflation will persist for longer than had been anticipated. In March
prices were 6.7% higher than the same month last year. This was the largest (annual) increase since
2000. If inflation continues, it will be a new economic era for Ireland, different from the last ten years. It
will bring a host of new challenges for households, firms, and the public finances.

The Draft Stability Programme Update 2022 highlighted some of the challenges facing the public
finances and presented the new economic forecasts. As expected, inflation forecasts were revised
upwards significantly, and inflation is expected to average 6.2% this year. However, high inflation is not
expected to compromise GDP growth as these forecasts have been revised upwards. So have estimates
for employment, with unemployment expected to be 6.2% on average this year. However, inflation is
expected to curtail modified domestic demand and consumer spending as these forecasts have been
revised downwards.

There is still significant uncertainty and downside risks. The war in Ukraine could deteriorate
significantly, and there are already proposals that the EU might ban oil imports from Russia.1 This would
cause inflation to rise further. As a net importer of energy, higher energy prices will hurt the Irish
economy. Higher inflation will hurt real incomes and reduce spending power, while further sanctions on
energy products would lead to further price increases and disrupt industry. At the same time, the
Government is expected to run a deficit this year, and borrowing costs are rising. While the ECB has not
raised rates, government bond yields (i.e., the cost of borrowing) are now double what they were at the
beginning of the year.

Despite the uncertainty, the public finances have performed well, in large part due to
higher-than-expected corporation tax receipts. This will provide the Government with more room to
manoeuvre and face the ongoing challenges. However, the Government will now have to balance a
delicate tightrope. Government fiscal stimulus could be used to support households to offset some of
the cost-of-living pressures. However, too much support, particularly if not targeted, would be
“procyclical”2 and could cause inflation to reach even higher levels and offset the support to
households. The best course of action would be to implement measures that are means-tested and
protect the lowest income households from price pressures. Not doing this could lead to measures that
are not enough to help those struggling most, while adding to the inflationary pressures building up in
the economy.

1 EU works to cut cost of Russia oil ban to win over sceptics | Reuters
2 Procyclical fiscal policy is when Government increases spending or cuts taxes when the economy is growing or increases taxes

or cuts spending during a recession.
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Overview of Economic Growth Forecasts

Given the significant level of uncertainty, forecasting economic variables is increasingly difficult in the
current environment. The SPU notes that “the projections set out in this document should be seen more
as a scenario rather than a forecast”. The forecasts assume that the war in Ukraine “slows, rather than
de-rails, the economic recovery” and that the current sanctions remain in place and are not extended to
energy products. Considering recent geo-political developments, this might be considered an optimistic
scenario. The Irish Fiscal Advisory Council3 noted forecasts are only provided from 2022-2025 (3 years)
which is less than the five-year horizon used in the past. A longer forecast horizon would be conducive
to better medium-term planning.

Figure 1: Summary of revisions to 2022 forecasts

Source: SPU 2022, Budget 2022.

GDP

GDP forecasts were revised up to 6.4% (from 5% in Autumn) in 2022 and 4.4% (4% in Autumn) in 2023.
This will be largely driven by exports, accounting for close to 70% of this growth in 2022. GDP growth is
expected to remain high in the medium term with growth of 4% and 3.8% in 2024 and 2025.

Consumer Spending
Forecasts for consumer spending were revised downwards to 6% in 2022 (compared to 9.6% in
Autumn). The primary reason for this is that higher inflation will reduce spending power and result in
lower consumer spending. Over the medium term, spending is forecast to grow by 3.5% in 2024 and
3.4% in 2025.

3 The Irish Fiscal Advisory Council’s endorsement letter is included as part of the draft SPU.
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Modified Domestic Demand
While GDP forecasts have been revised upwards, modified domestic demand has been revised down.
Modified domestic demand is expected to grow by 4.2% in 2022 (compared to 6.5% in Autumn). This is
largely due to weaker consumer spending. Growth is expected to slow to 3.6% in both 2024 and 2025.

Government consumption
Government consumption is expected to fall by 1.3% in 2022 as COVID-19 related supports and
spending are withdrawn. This is not as much as was previously envisaged (1.8% in Budget 2022).

Modified Investment
Modified Investment is expected to experience strong growth of 5.4% in 2022 and 6.4% in 2023. This
growth is forecast to remain high in both 2024 (5.1%) and 2025 (5.5%).

Exports
Forecasts for exports have been revised upwards and will be a key contributor to overall growth this
year. Exports are expected to grow by 7.5% in 2022 and 5.1% in 2023.Over the medium term, exports
are forecast to grow by 4.6% and 4.4% in 2024 and 2025.

Inflation
Ireland is experiencing a high level of inflation and economic uncertainty. As of March 2022, the HICP
(harmonised index of consumer prices) inflation rate stands at 6.9%,4 the largest increase since the turn
of the century.5

Figure 2: HICP Inflation Breakdown by Category (% annual change)

Source: : CSO6 and Eurostat7 - Note on Legend.8

4 CSO, Harmonised Index of Consumer Prices.
5 CSO, Consumer Price Index March 2022.
6 CSO, Harmonised Index of Consumer Prices.
7 Eurostat, HICP item weights.
8 HICP Categories: F.H.U.=4, T.=7, R.H.=9,11, FB=1,2, Other=3,5,6,8,10,12.
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The SPU expects that elevated levels of energy and commodity prices will cause higher inflation.
Headline inflation is expected to average 6.2% this year, peaking at roughly 6.75% in the second
quarter. Around half of this is accounted for by higher energy prices.

Table 1: Ireland’s Inflation Forecast

Source: SPU,9 CBI,10 IMF,11 ESRI,12 EC.13 ∗ CPI rather than HICP.

The SPU’s inflation forecasts are contingent on energy prices beginning to decrease in 2023, which is
difficult to predict depending on how the situation develops concerning Russian sanctions. However,
there are a number of risks that could lead to higher inflation. For example, the extension of sanctions
to energy products by the EU, a wage price spiral in the domestic economy and supply disruptions
related to further lockdowns in China are risks that could lead to higher inflation.

9 Department of Finance, Draft Stability Programme Update 2022, (April 2022).
10 CBI, Quarterly Bulletin No.2 2022, (April 2022).
11 IMF, World Economic Outlook, (April 2022).
12 ESRI, Quarterly Economic Commentary, Spring 2022.
13 European Commission, Economic forecast for Ireland, (February 2022).
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Labour Market and Earnings

Unemployment, Job Vacancies and Tightening Labour Market
The SPU highlights the recent upturn in the labour market with Covid-support recipient numbers falling
away and unemployment dropping to≈7%. Figure 3a shows the converging Covid-adjusted
unemployment rate (includes PUP recipients) and the traditional unemployment rate.

Despite falling unemployment, job vacancy rates are up in many sectors, indicating labour supply
and/or skills mismatch issues. Figure 3b shows the considerable increase in the job vacancy rate in the
accommodation and food services activities sector, the construction sector and the financial, insurance
and real estate activities sector in 2021.

In a Q4 2021 survey of difficult-to-fill vacancies by SOLAS,14 46% of employers in the science,
engineering and technology sectors reported difficulty in filling vacancies for IT developers and
engineers. 26% of employers in the construction sector reported difficulty in filling vacancies for project
managers and tradesmen. Labour supply issues in the construction sector is of particular concern, given
Government targets for housing construction and continuing unmet demand in the market. Overall, SPU
forecasts of unemployment in 2022 (6.2%) and 2023 (5.4%) are broadly in line with Central Bank and
ESRI forecasts, albeit more prudent than the 2023 ESRI forecast of 4.8%.1516

14 Difficult-to-Full Vacancies Survey, Skills and Labour Market Research Unit, SOLAS, October 2021.
15 Central Bank Quarterly Bulletin No 2 2022 (6% and 5.4% in 2022 and 2023 respectively)
16 ESRI Quarterly Economic Commentary Spring 2022 (6.3% and 4.8% in 2022 and 2023 respectively)
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Figure 3: Monthly Unemployment and Job Vacancy Rates (%)

A: Monthly Unemployment
B: Job Vacancy Rate, Selected Sectors, 4 Quarter Moving
Average

Source: CSO.

Employment Composition, Earnings & Wage/Price Spiral Risk

The SPU discusses pay developments, with compositional changes in employment during and
post-Covid a key feature. Job losses during the pandemic were concentrated in lower average earning
sectors such as the accommodation and food services sector and the administrative and support
services sector (Figure 4a). Converse to this, employment has grown substantially in many higher
average earning sectors, such as the financial, ICT and professional activities sectors. This resulted in
average earnings increasing over the period. This impact may be partly reversed as employment
increases in those sectors hardest hit during restrictions.17

As Figure 4b shows, earnings have increased across most sectors between 2019 and 2021, partially
driven by labour supply shortages in some sectors driving earnings upwards. However, real wage
growth18 in 2021 was tempered by increasing inflation and 2022 may actually see negative real earnings
growth for the first time since 2013 as inflation is set to outpace wage growth by some way.19 At a wage
growth level of 5% and an inflation rate of 6.7% in 2022, real earnings will fall by 1.6% in 2022. These
rates would equate to a 0.7% real increase in earnings for average earners since 2020, substantially
less than the cited nominal wage growth figures. This scenario also has consequences for social welfare
spending as Government may need to revisit social welfare supports and consider indexation of social
welfare rates, a more costly prospect for the Exchequer in a high wage growth / high inflation setting.

17 However, a recent IGEES/Department of Social Protection paper does indicate significant job churn between employers and
across sectors in the post-PUP era.

18 Real wage growth is nominal wage growth adjusted for inflation, e.g. if inflation is at 5%, nominal wage growth of 5% is
required just to maintain spending power at parity. Real wage growth is 0% in this scenario.

19 The Central Bank forecast inflation to be 6.5% in 2022 (HICP). The ESRI forecast is 6.7% for 2022 (CPI based). The SPU forecast
for 2022 is 6.2% (HICP).
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Figure 4: % Change in Numbers Employed & Average Weekly Earnings 2019 – 2021

A: Numbers Employed B: Weekly Earnings

Source: CSO (selected sectors only).

The rising cost of living and labour supply shortages are two factors fuelling the risk of a wage/price
spiral as unions negotiate for wage increases and employers compete for limited labour. If wage growth
increases to compensate for the rising cost of living, consumption may increase, leading to further price
increases. Although the household savings ratio increased dramatically during the pandemic
restrictions, as opportunities to spend were limited and households chose instead to save and/or pay
down debts, the rate has fallen again substantially in 2021 as the economy reopened and consumer
spending increased (Figure 5a). This trend, in addition to the wage increase risks, is a factor for
Government consideration of the wage/price spiral threat. Figure 5b shows the unusual relationship
between wage growth and unemployment from early 2020 to late 2021 (2020 and 2021 highlighted),
with high wage growth despite relatively high unemployment. This further highlights the risk as falling
unemployment and skills shortages, coupled with rising inflation, all point to a potential wage/price
spiral.
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Figure 5: Household Savings Ratio & Wage Growth/Unemployment Relationship, 2016Q1 - 2021Q4

A: Household Savings Ratio B: Wage Growth & Unemployment

Source: CSO (savings ratio data seasonally adjusted).
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Global economic outlook and risks

High rates of vaccination in advanced economies have facilitated the end of the acute phase of the
public health emergency caused by COVID-19. This has enabled the winding down or in some cases the
complete removal of the restrictions on economic activity.

Prior to the invasion of Ukraine, growth rates in the Euro-area, the US and the UK were expected to
moderate slightly in 2022, but to remain robust at about 4%, before converging towards trend growth of
about 2-2.5% in 2023. Forecasts were revised down slightly in the Winter, accounting for the emergence
of the Omicron variant of COVID-19 and persistent supply-chain dysfunction.20

Key to the speed of the recovery among advanced economies, has been the extraordinarily supportive
fiscal policy environment. Across the US and Euro-area, consumption is expected to continue to support
demand, as emergency supports are withdrawn and replaced by the unwinding of household savings.

However, global supply shortages have persisted, arising from a combination of pandemic induced
supply-chain disruptions, and a sluggish recovery in the productive capacity of key sectors, for example,
in the manufacturing of machinery, electronics and cars. On the demand-side, consumers have
substituted the consumption of goods for services. This, along with increasing energy costs, has given
rise to significant inflationary pressures with advanced economies experiencing higher inflation rates
than had been seen in many decades.

War in Ukraine
The Russian invasion of Ukraine commenced on the 24th February and spurred the imposition of
sanctions on the Russian economy and certain named individuals.

Alongside the humanitarian cost, the invasion has yielded another supply-side shock to the global
economy. Both Russia and Ukraine, although relatively small in terms of global economic output, are
key sources of metals, wheat, corn and fertilisers, as well as oil, coal and natural gas – key inputs for
global supply chains.

The trajectory of the conflict, and the long-term impact on the global economy, remains highly uncertain.
However, in the short-term, the crisis is expected to drag on global growth and contribute significantly
to inflationary pressures. CPI data for March shows that annual price inflation reached 8.5% in the US,
7% in the UK and 7.5% in the Euro-area.21

Initial analysis from the ECB, OECD and IMF highlights the potential impact of the crisis on global growth
prospects in the short-to-medium term, which will have consequential impact on the Irish economy.22

20 The IMF estimates that global supply shocks reduced global GDP growth in 2021 by 0.5-1 percentage point.
21 Figures obtained from the US Bureau of Labor Statistics (US), the Office for National Statistics (UK) and Eurostat (Euro-area).
22 The ESRI have noted that as a small open economy, there is typically a 1:1 relationship between Irish economic activity and

global activity. Therefore, if global growth falls, the Irish economy tends to fall by the same amount (see: Pre-Stability Programme
Update 2022 Report, Select Committee for Budgetary Oversight, March 2022).
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Compared with Euro-system staff projections from December, the ECB have revised down Euro-area
growth for 2022 by 0.5 percentage points (to 3.7%), factoring in the early impact of the crisis on energy
prices, confidence and trade. Growth in 2023 has also been revised down, by 0.1 percentage points (to
2.8%). These projections, as well as forecasts relating to less benign (i.e. “adverse” and “severe”)
scenarios are shown in Figure 6.

Figure 6: ECB growth projections for the Euro-area under baseline, adverse and severe scenarios
(March 2022), versus pre-invasion forecasts (December 2021)

Source: Macroeconomic Projections, ECB, March 2022.

Initial analysis by the OECD suggests that Euro-area growth could be as much as 1.4% below baseline
over the 12 months from March 2022, as a result of the invasion. Accounting for the targeted
fiscal-policy response to cushion some of this impact, the war is expected to reduce Euro-area growth by
0.9% relative to baseline. These results, as well as the results of simulations for the World and US
economies, are shown in Figure 7.

In the SPU, the Department of Finance leverages this work and uses OECD estimates to calibrate the
impact on Irish growth using the COSMO model. The shock is modelled as a reduction in world demand
for Irish exports, weighted by the output loss in major trading partners as reported by the OECD. Other
shocks, such as oil prices, equity price and exchange rates are taken directly from the OECD’s NIGEM
outputs and applied to the COSMO model. The result is a decline in Non-traded Output (a proxy for
Modified Domestic Demand) of 0.4% in 2022 and 1.5% in 2023. Similarly, GDP is estimated to be 0.4%
lower in 2022 and 1% lower in 2023.

The IMF has also revised down global growth forecasts for 2022-2023, by 0.8 and 0.2 percentage points
respectively, with growth in the Euro-area now expected to be 1.1 and 0.2 percentage points lower. This
is shown in Figure 8.
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Figure 7: OECD: GDP impact of invasion

Figure 8: IMF revisions to Forecasts

Source: Economic and Social Impacts and Policy Implications of the War in Ukraine (OECD, March 2022);
World Economic Outlook (IMF, April 2022). Notes: Figure 7 shows the impact on global growth, as well
as growth in the Euro-area and the US, relative to baseline, as a result of the invasion of Ukraine (over
the 12 months from March 2022). Figure 8 shows the revisions to the IMF’s January forecasts, capturing
the early impact of the invasion on global growth prospects. Additional information on the exact
scenarios modelled in Figure 7 and Figure 8 can be found in the relevant reports.

Monetary Policy issues
Central banks are facing a difficult balancing act in fostering and safeguarding the recovery from
COVID-19 while staving off inflationary pressures, and the invasion of Ukraine has exacerbated the
challenges inherent in this policy trade-off.
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Prompted by rising inflation towards the end of 2021, the Bank of England and the US Federal Reserve
have begun to raise interest rates (in December 202123 and March 2022,24 respectively). While the ECB
has not deemed that a rate increase is necessary for the Euro-area at this time,25 the unwinding of
emergency asset purchases has been agreed.26 The asset purchasing programme involved central
banks purchasing financial securities to affect interest rates and increase the money supply.

However, further price increases could result in a more aggressive tightening of monetary policy than
had been anticipated, particularly if recent trends result in expectations of inflation becoming
entrenched which could risk a wage-price spiral.

Downside risks to the global economic outlook include a prolonged period of conflict, an escalation in
geo-political tensions, the emergence of more dangerous variants of COVID-19, persistent lockdowns
and closures in China, and a mishandling of fiscal and monetary policy normalisation.

Additional risks
Regardless of the duration of the current conflict, the crisis may lead to a long-term re-structuring of
trade, particularly for energy products, and a re-ordering of global supply chains. An escalation in the
current conflict, or a prolonged conflict, could trigger further disruptions, exacerbating inflation and
adversely impacting on global growth prospects. An escalation in tensions that would further limit the
supply of energy products could have severe implications for global productivity and growth.

Regarding the pandemic, new variants of COVID-19 could require new restrictions, particularly if more
contagious or more deadly forms of the virus emerge. Relatively low rates of vaccination in developing
countries could be a contributing factor.

Among key trading partners, localised outbreaks of COVID-19 risk are causing ongoing disruption in
certain regions of the US and Europe, where vaccination rates are relatively low. In addition, China’s
commitment to a zero-tolerance approach may contribute to further disruptions to supply chains and
slowdowns in global trade, further weighing on global growth in the event of future outbreaks of the
disease.

Finally, a mishandling of fiscal and monetary policy normalisation risks either worsening inflation on the
one hand or undermining the post-COVID-19 economic recovery on the other.

23 Bank Rate increased to 0.25% - December 2021 | Bank of England
24 Federal Reserve Board - Federal Reserve issues FOMC statement
25 The ECB’s latest forecasts from March 2022 suggest that the medium-term inflation target of 2% is expected to be achieved

by 2023/2024.
26 Monetary policy decisions (europa.eu)
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Developments in tax revenue

The projections included in the SPU are based on the Department’s central scenario. While an
alternative scenario is included in the publication, in which EU sanctions are extended to cover Russian
energy products, an alternative set of revenue forecasts are not provided.

Tax revenue in 2022 – revisions to Budget 2022 forecasts
Relative to Budget 2022, tax revenue in the current year is expected to be e5.6 billion higher (or 8%).
Half of this is driven by an upward revision to the expected level of Corporation Tax receipts, by e2.8
billion, with a further e2 billion expected in Income Tax. In line with this, an upward adjustment was
also made for wage growth for the year (by 3.8 percentage points).

However, despite VAT reductions on electricity and gas, and the downward revision in the estimated
growth of personal consumption for 2022 (by 3.6 percentage points), VAT receipts are now expected to
be e0.9 billion higher (a 5.4 percentage point increase in growth, despite the 2021 outturn being largely
as forecast).

Tax revenue estimates out to 2025
As shown in Figure 9a and Figure 9b, strong revenue growth is expected over the forecast horizon, with
tax revenue expected to grow by 10.8% in 2022 alone (with certain base effects playing a role here), and
to average growth of 5.5% over 2023-2025. This exceeds expected GDP growth over the same period, of
6% in 2022, averaging 4% over 2023-2025.

The bulk of this revenue growth is coming from Income Tax and VAT, while more modest growth is
expected for Corporation Tax than has been the case in recent years, in line with the Department’s
assumption regarding the impact of global tax reform from 2023 onwards (i.e. a loss of e2 billion
relative to baseline by 2025).

It is worth noting that this estimate of the impact of global tax reform on the level of Corporation Tax
receipts, appears unchanged from estimates included in the Medium-Term Fiscal Strategy from January
2020.27 An updated analysis of this impact would be welcome, particularly given the scale and pace of
change in the international tax environment arising from BEPS 2.0 as well as recent proposals for tax
reform in the US.

Also worth noting is that the absence of a more detailed update could be due to difficulties in the
implementation of the BEPS process. Firstly, the EU has not achieved a consensus on a directive on
Pillar Two, the global minimum corporation rate of 15%. This issue could delay the implementation of
Pillar Two to 2024, instead of 2023. Secondly, there are issues with the passing of legislation to enact a
minimum tax rate in the US.28 This high level of uncertainty makes it very challenging to forecast future
Corporation Tax receipts.

27 Medium-Term Fiscal Strategy, Government of Ireland, 9 January 2020.
28 Irish Times (15/04/2022) “Significant doubt hangs over landmark 15% global corporate tax deal”.
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Figure 9: Tax revenue

9a: Estimates of tax revenue 2022-25
9b: Annual tax revenue changes 2022-25

Source: PBO based on SPU 2022.

Income Tax revenue is expected to grow by 10.6% this year, and to average 6.5% over 2023-2025. This is
broadly in line with expected wage growth, which is estimated to be 9.8% in 2022 and to average 7%
over 2023-2025. However, while VAT receipts are expected to grow by 15% in 2022, and to average 6.4%
over 2023-2025, more modest growth in personal consumption is expected, at 6% in 2022, averaging
3.5% over 2023-2025.

The SPU examines this relationship between growth in tax revenue, and growth in the underlying
macroeconomic driver or revenue base, in the context of the over-performance of tax revenue in 2021.
For Income Tax, VAT and Corporation Tax, receipts were far in excess of what would be expected based
on the performance of the underlying base.

The SPU proposes several possible explanations for this, including policy changes introduced in
response to the pandemic that effectively lowered the base in 2020 thereby inflating growth in 2021
(e.g. the warehousing of receipts), and other factors specific to individual tax heads. For Income Tax, the
composition of wage growth (i.e. among higher paying sectors) and the progressivity of the Income Tax
system are possible explanations. For Corporation Tax, the divergence could indicate that the
underlying base (i.e. Gross Operating Surplus) is an imperfect predictor of receipts.29

It is unclear if these factors have been accounted for in the estimates of tax revenue for 2022-2025,
which appear to be in excess of what might be expected given estimates of the underlying
macroeconomic drivers for those years. A clear breakdown of the factors driving these tax revenue
estimates would increase transparency and aid budgetary scrutiny.

Performance relative to the pre-pandemic baseline
Figure 10 compares tax revenue forecasts published in the SPU with those published as part of Budget
2020 (in October 2019).30 Receipts for 2020 were 4% below what was expected before the onset of the
pandemic, driven mostly by the sharp fall in VAT receipts. However, by end-2021 receipts were 10%
above their pre-pandemic baseline, largely due to the over-performance of Corporation Tax.

29 More information on the relationship between estimates of tax revenue and the underlying base, can be found in: PBO
Publication 16 of 2019 – An introduction to tax revenue buoyancy.

30 While this is a useful exercise for benchmarking the recovery, it is important to note that forecasts included in Budget 2020 do
not represent the perfect counter-factual baseline, and it is likely that these forecasts would have been revised even if the pandemic
had not occurred.
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Although tax revenue is expected to continue out-performing the pre-pandemic baseline out to 2024,
much of this is being driven by Corporation Tax – a volatile and unpredictable source of Exchequer
revenue. As has been stated previously, these receipts are volatile and difficult to predict, particularly in
light of international tax reform via BEPS 2.0 and potential policy reforms in the US on the taxation of
Global Intangible Low-Taxed Income (GILTI). Accordingly, this revenue should not be relied on to fund
permanent increases in public spending.

Figure 10: Tax revenue forecasts pre-pandemic (October 2019) vs. SPU 2022 (April 2022): 2020-24

Source: PBO based on Budget 2020 and SPU 2022. Note: While an update of the budgetary forecast for
aggregate tax revenue was published in January 2020 as part of the Medium-Term Fiscal Strategy, this
did not include a break-down by tax head.

Tax revenue volatility during the pandemic
As shown in Figure 11, the last two years have been marked by considerable tax revenue volatility. The
growth rate of total tax revenue remained below the long-term average throughout 2020, the most
acute period of the pandemic. However, as shown, Q1 2021 marked a key turning point, with a rebound
in tax receipts evident from Q2 2021. Figure 11 also shows the sharp decline in VAT in 2020, relative to
other tax heads, and the relative resilience of both Income Tax and Corporation Tax throughout the
course of the pandemic.

Figure 11: Heat map capturing tax revenue volatility throughout the COVID-19 pandemic

Source: PBO based on data from Department of Finance. Note: For each tax, the colours in the map
indicate how different annual revenue growth for the quarter was, relative to the long-term average
growth rate for the tax in that quarter, in terms of standard deviations. Shades of green indicate that
annual revenue growth was above average for the tax in that quarter, while shades of red indicate that
annual revenue growth was below average.
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The volatility of receipts over the last two years can also be seen in the revisions made to revenue
forecasts during this time. As shown in Figure 12, relative to forecasts prepared as part of last year’s
SPU (April 2021), those included in this year’s SPU represent the third time that these figures have been
revised in 12 months. In terms of the scale of these revisions, for 2022-2025, the average annual growth
rate of tax revenue was revised up by about 8% between July and October, and a further 8% between
October and April (SPU 2022).

Figure 12: Revisions to tax revenue forecasts over the last 12 months

Source: PBO based on SPU 2021, SES 2021, Budget 2022 – Economic and Fiscal Outlook, and SPU 2022.
Notes: The figure for 2020 represents the actual revenue outturn for that year.
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Spending (2022-2025)

Gross spending (including from the Social Insurance Fund31 and the National Training Fund)32 has risen
from over e67 billion in 2019 to a peak of close to e87 billion in 2021. However, while gross spending of
almost e83 billion33 is projected for 2022 this may well increase given the significant external factors
creating increased pressures on public spending this year. The 2022 expenditure ceiling (e87,593
million) includes the voted allocations set out in the 2022 Revised Estimates for Public Services (c.e83
billion) and c.e4.6 billion in other funds (primarily the Covid-19 Contingency Reserve).

The Draft Stability Programme Update (Draft SPU) (2022, p.35) notes that, in relation to the Covid-19
Contingency Reserve, with “the pandemic now running out of road, part of the contingency will be used
to finance the additional expenditure associated with re-settling the large number of refugees from
Ukraine.” This repurposing of existing funds may avert the need for an increase to the expenditure
ceiling already set out for 2022 (e87.6 billion).

While increases in gross spending associated with the pandemic in 2020 and 2021 (primarily related to
income and business supports) were anticipated to subside in 2022, inflation and the Russian invasion
of Ukraine are placing upwards pressure on public spending in Ireland. Figure 13 illustrates the
composition of gross spending in the period 2019-2022 (not including the e4.6 billion in funds not
allocated to specific Votes in 2022). The pandemic’s impact was most evident in relation to non-pay
(Current) spending.

Figure 13: Gross Spending (including SIF & NTF) 2019-2022

Source: DPER Databank (accessed 11 April 2022).

31 For more information on the Social Insurance Fund (SIF) see PBO, An Overview of the Social Insurance Fund (SIF) (2018).
32 For more information on the National Training Fund (NTF) see PBO, The National Training Fund (2018).
33 Approximately e83 billion in allocations are set out in the Revised Estimates for Public Services 2022 (December 2021).
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Figure 14 illustrates the rapid growth rate in Voted expenditure between 2015 and 2025, particularly
resulting from the response to the pandemic from March 2020, with associated spending remaining a
significant component (e7 billion / 8%) of Voted spending in 2022. The Draft SPU projects growth in
‘Core’ Voted spending of 8.1% in 2022, and 5% per annum for 2023-2025. This means that ‘core’ voted
spending in 2025 is projected to be e18.7 billion higher than in 2021, an increase of approximately 25%.

Figure 14: Gross Voted Spending 2016-2025

Source: 2016-2020 Department of Public Expenditure and Reform Databank, 2021-2025 Department of
Finance, Draft Stability Programme Update 2022 (13 April 2022) p.38. (F) indicates forecast.

Non-Core expenditure declines over the period illustrated in Figure 14; however, a provision for the
“Ukraine humanitarian contingency” (e3 billion) is only provided for 2023. It seems likely there will be a
significant ongoing cost associated with the humanitarian needs of Ukrainian refugees. The Draft SPU
makes no such provision beyond 2023.34

It is likely that the spending projections for the period ending 2025 understate the actual levels of Voted
spending given the emerging challenges – both domestic and global. However, forecasting spending in
the current climate - and just as the impact of the pandemic begins to recede – is complicated. This is
evident in the estimated e37 billion in pandemic related measures, spent since March 2020 which
would not have been part of any projections just 24 months ago.

Short Term – 2022 Spending
Table 2 illustrates the composition of gross spending allocations in 2022 (Voted and non-Voted)35 and
outlines the additional funds not allocated to specific Votes which together form the 2022 Expenditure
Ceiling.

34 This approach is explained in the Draft SPU at page 33.
35 These figures include non-Voted spending associated with the Social Insurance Fund (SIF) and the National Training Fund

(NTF).
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Table 2: REV Estimates & Expenditure Ceiling Composition 2022 (emillions)

Source: PBO based on Revised Estimates for Public Services 2022 (December 2021) p.3. ∗ Rounding
affects totals.

In the short-term, new measures are likely to be concentrated on responses to inflation and to providing
housing and services to Ukrainian refugees. In both cases there are opportunities to contain spending.
Measures introduced to mitigate the impact of inflation should be as targeted as possible, limiting the
number of recipients to those most in need. This will allow measures to be more cost efficient (though
not necessarily less expensive). Measures which support people housing Ukrainian refugees may be
more cost effective than alternative methods such as using hotels; however, this will have to be
balanced to ensure that accommodation is both safe and suitable. Additionally, reliance on vacant
and/or holiday homes36 could result in an unfavourable distribution of refugees, in areas potentially
isolated from key services, and will make meeting their needs (for example transport needs) more
challenging.

Early indications for 2022 suggest a continued period of volatility with no end in sight to the war in
Ukraine at the time of writing, and considerable inflationary risks. The Draft SPU (p.31 & p.35) indicates
that Voted spending in 2022 may remain within the existing expenditure ceiling; however, this will be
facilitated by the use of contingency funds for purposes other than they were initially intended which
was as a pandemic response.

Cost of Living Expenditure

Since Budget 2022 a range of measures responding to inflationary pressures have been announced and
have a total cost of e1,008 million.37 Measures to date have primarily reduced Exchequer revenue,
with expenditure measures being more limited. Expenditure measures include:

• Fuel allowance lump sum payments totalling e225; and

• e100 per week haulier support (for 8 weeks).38

Spending measures represent a relatively small proportion of the total cost of the ‘Cost of Living’
measures announced to date. For example, additional Fuel Allowance payments (totalling e225) for the
current Fuel Allowance period (September to April); will cost e87.75 million (on the assumption of
390,000 recipients)39 for the current Fuel Allowance season.

In the likely event inflationary pressures persist, these measures may be carried forward in their current
form, at least for the Winter-Spring season of 2022-2023. Alternatively, the rate of payment of Fuel
Allowance could be amended. As Fuel Allowance is currently paid over a 28-week period, the additional
payments of e225 would amount to a weekly rate increase of approximately e8.40 This would bring the
payment rate to just over e41 per week (an increase of 24.2%).

36 Dr Lorcan Sirr, ‘Ukrainian refugees can be housed quickly and easily if government acts now’ (The Journal, 13 April 2022).
37 Department of Finance, Draft Stability Programme Update (April 2022) p.32.
38 Department of Transport, ‘Licensed Haulage Emergency Support Scheme’ (Accessed 19 April 2022).
39 Department of Public Expenditure and Reform, ‘MinistersMcGrath and Donohoe announcee505million package inmeasures

to mitigate the cost of living’ (11 February 2022).
40 Department of Social Protection, ‘Operational Guidelines: Fuel Allowance Scheme’ (Accessed 12 April 2022).
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The scrapping of the Public Service Obligation (PSO) on energy bills in Autumn will provide a saving to
households; however, due to “its inverse relationship with wholesale fuel costs” the PSO was already
falling and would continue to reduce as energy costs rise.41 While “the Government does not receive
revenue from the PSO levy” it supports “the development of renewable electricity and to enable Ireland
reach national and EU renewable energy and climate targets.”42 Stopping or pausing this levy could
potentially impact on the Renewable Electricity Support Scheme (RESS) in particular43 and on the
scheme’s goal of promoting “investment in renewable energy generation in Ireland”.44 Should this arise
compensatory Exchequer funding may be required.

The Select Committee for Budgetary Oversight has recommended that any further measures in response
to the rising cost of living be targeted at those who require them most.45

Capital Expenditure

Higher construction costs may impact delivery of capital projects in the near future. The nature of
existing contracts may mean that some projects are not commenced as contractors deem them
unviable. Alternatively, where contracts provide for inflationary increases, those projects may proceed
but at considerably greater cost than initially budgeted for.46 Rising costs in the construction sector may
be driven by rising prices for materials but also to some extent by the increased cost and scarcity of
labour in the sector. Recent survey data suggests strong growth in input costs alongside the rising cost
and scarcity of subcontractors.47

Public Sector Pay

Public sector pay may drive additional public spending not currently budgeted for. As the cost of living
rises, the demand for increased wages will grow. At present it is unclear whether an extension to the
current public service agreement Building Momentum: A new public service agreement, 2021-2022
(December 2020), a new deal of some form, or no deal whatsoever is the most likely outcome. However,
the contention that some measures are required in the face of inflation appears to form at least some
shared basis for agreement.48 It is important to note that while a pay deal will directly result in
increased spending on pay for the Exchequer – it will also be partially offset by additional revenue from
taxes levied on pay.

Medium Term – 2022-2025
The Draft SPU uses a technical assumption to project ‘core’ spending for 2022 to 2025. It assumes a
growth rate of core expenditure of 8.1% in 2022, and 5% annually for 2023 to 2025. The Draft SPU
outlines significant temporary or non-core spending in 2022 (e7.5 billion), declining sharply in 2023
(e4.6 billion) before reducing to comparatively negligible amounts for 2024 and 2025 (e700 and e400
million respectively).

The technical assumption relates only to core spending. This means that, core spending is projected to
increase by e18.7 billion (25.2%) from 2021 to 2025 but Voted expenditure is only projected to increase
by e5.7 billion (6.5%). This reflects the limited forecasting of non-core spending – particularly in
relation to costs associated with Ukrainian refugees. While considerable uncertainty exists in this
regard, there may have been merit in providing a ‘placeholder’ estimated cost pending more data.

41 Commission for Regulation of Utilities, ‘CRU Publishes Public Service Obligation Levy for 2021/2022’ (03 August 2021).
42 Minister for the Environment, Climate and Communications, Eamonn Ryan TD, ‘Public Service Obligation Dáil Éireann Debate,

Thursday - 10 March 2022’ (Accessed 12 April 2022).
43 Government of Ireland, Renewable Energy Support Scheme (RESS): High Level Design (Accessed 12 April 2022).
44 SEAI, ‘Renewable Electricity Support Scheme (RESS)’ (Accessed 19 April 2022).
45 Select Committee for Budgetary Oversight, Pre-Stability Programme Update 2022 Report (March 2022) p.5.
46 Harry McGee, ‘Cost of the national children’s hospital could rise to more than e2bn’ (The Irish Times, 17 April 2022).
47 BNP Paribas Real Estate, BNP Paribas Real Estate Ireland Construction PMI (11 April 2022).
48 Pat Leahy, ‘Intricate dance of the pay deal about to begin again’ (The Irish Times, 8 April 2022).
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Some aspects of the PBO’s commentary in the Summary and Analysis of the Stability Programme
Update 2021 (April 2021) remains applicable in relation to the Draft SPU for 2022:

• The Draft SPU’s technical spending scenario lacks detail. Excluding the limited incorporation of
measures relating to the Ukraine crisis (in 2023 only), there is no indication of what spending is
needed to ‘stand still’ i.e. maintain public services at their current level and thus what funds are
available for new policies. There is little analysis of medium-term spending pressures or costing of
new policies. Without such analysis the spending figures lack credibility.

• The difference in 2022 between overall Exchequer spending at e92.1 billion49 (excluding
transactions with no General Government impact) and General Government Spending at e107.8
billion (p.37) is unclear. An explanation of the ‘walk’ between Exchequer spending and General
Government Spending, similar to the ‘walk’ reported between the Exchequer Balance and the
General Government Balance would increase transparency of budgetary information.

Medium to Long-term Implications of the Russian Invasion of Ukraine

Housing, Education, and Social Protection

The key issues in determining the cost implications of the war in Ukraine on domestic spending are (i)
how soon the conflict will draw to a close; (ii) the extent to which people want/or are able to return to
Ukraine; and (iii) whether or not their return is feasible pending post-war reconstruction. The volume of
refugees which Ireland may ultimately support cannot be known;50 however, the longer the conflict
continues the greater that number is likely to be and the slower their potential to return to Ukraine (due
to the widespread damage to housing and infrastructure).

The volume of refugees and the duration of their residency in Ireland will be key to determining costs.
The prudent approach would be to estimate high levels of refugees and to presume a considerable
duration of stay. In the interim, funding will be required to provide additional housing (an area already
under significant pressure),51 52 additional educational capacity,53 social protection supports, among
others. While some refugees will be able to participate in the labour market and may make valuable
contributions therein, many refugees will be children, elderly, and frequently lone parents.54 The
capacity of these people to contribute to the labour market is likely to be limited in the short-term.55

49 This is the sum of Voted Current, non-Voted Current, Voted Capital spending (p.34)minus debt servicing (interest expenditure)
(p.37).

50 RTÉ News, ‘Upwards of 200,000 Ukrainian refugees may travel to Ireland in next few months’ (22 March 2022).
51 See PBO, Snapshot of the Housing Market in 2021 (Part 1) (December 2021);
52 PBO, Housing Ireland: Trends in Spending and Outputs of Social and State Supported Housing 2001-2020 (March 2022).
53 This will impact across all levels of education but may be most pronounced in primary and secondary education. The

challenges faced may be exacerbated by the spatial distribution of refugees. If reliance is placed on the use of holiday homes
to house refugees, then it may be necessary to increase resourcing (funding and staffing) to schools in rural locations.

54 Men aged 18-60 are generally prohibited from leaving Ukraine. See: DW, ‘Ukraine president orders general mobilization’ (24
February 2022).

55 The Draft SPU (p.33) seems somewhat optimistic in this regard.
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https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2021/2021-04-23_summary-and-analysis-of-the-stability-programme-update-2021_en.pdf
https://www.rte.ie/news/player/2022/0322/22076192-upwards-of-200000-ukrainian-refugees-may-travel-to-ireland-in-next-few-months/
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2021/2021-12-06_snapshot-of-the-housing-market-in-2021-part-1_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2022/2022-03-02_housing-ireland-trends-in-spending-and-outputs-of-social-and-state-supported-housing-2001-2020_en.pdf
https://www.dw.com/en/ukraine-president-orders-general-mobilization/a-60908996
https://www.dw.com/en/ukraine-president-orders-general-mobilization/a-60908996


General Government balance and Debt

Borrowing Projections

Figure 15: GGB to GDP Projections

Source: Budget 2022, SPU 2022.

The SPU projections are substantially more favourable than those from Budget 2022. Real GDP and
revenue forecasts have been revised up for every year out to 2025 and a budget surplus is now
predicted from 2023 rather than 2025.

It must be noted that there are significant risks on the spending side, due to costs arising from
Ukrainian refuges and inflation. The modest surplus planned for 2023 would be eliminated if there was
a greater than predicted increase in energy prices.56

56 Department of Finance, Draft Stability Programme Update 2022, (April 2022).
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https://www.gov.ie/en/publication/1ca1d-draft-stability-programme-update-2022/


Debt Sustainability

Figure 16: Debt to GDP Projections

Source: Budget 2022, SPU 2022

Ireland’s debt dynamics are sustainable so long as the plans are maintained for a budgetary surplus
from 2023 onwards. BOC (Committee on Budgetary Oversight) has advocated for the current surge of
corporate tax receipts to be put towards the rainy-day fund, so as to help ensure fiscal sustainability.57

Due to the comparatively long maturity of Ireland’s debt, even a doubling of the current market interest
rate on Ireland’s debt would only have a mild effect on the debt servicing costs out to 2025.58 The PBO’s
Debt Sustainability Analysis Calculator which allows one test Ireland’s exposure to interest rate
increases and project debt to GDP based off of input variables.

57 Select Committee for Budgetary Oversight, Pre-Stability Programme Update 2022 Report, (April 2022).
58 Department of Finance, Annual Report on Public Debt in Ireland 2021, (February 2022).
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https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2021/2021-10-12_debt-sustainability-analysis-calculator-budget-2022_en.xlsx
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/reports/2022/2022-04-08_pre-stability-programme-update-2022-report_en.pdf
https://www.gov.ie/en/publication/c9954-annual-report-on-public-debt-in-ireland-2021/
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