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Introduction
The Medium-Term Expenditure Framework is a set of administratve procedures employed for the 
management of Voted Current Expenditure over the medium term by way of three-year ceilings. The legal 
basis for these ceilings is set out by the Ministers and Secretaries (Amendment) Act 2013 (the Act). These 
ceilings	were	first	introduced on	an	administrative basis in	2012,	under	the	Comprehensive	Expenditure
Report 2012-2014, and were subsequently place on a legal and procedural footing. 

Ceilings are set out in each Budget for the following three years (e.g. Budget 2019 includes ceilings for 
2019, 2020 and 2021). These ceilings cover Voted Expenditure in addition to the National Training Fund ) 
and the Social Insurance Fund. The ceilings are set at an aggregate level, and also at Ministerial Vote Group 
level.

Capital and Current Expenditure
Since 2014, ceilings have been given for both capital and current expenditure in the Budget. However, the 
process for	setting	these	ceilings	is	different. The	capital	expenditure ceiling	is	mostly	set	and	modified	as	
part of the National Development Plan. Meaning that while the proportional growth in capital expenditure 
ceilings is very large, changes to capital ceiling tend to be the result of conscious decisions and central 
planning for the level of capital invest to be made in the coming years. However, as Figure 2 shows, 
the relationship is inverted when absolute values are used. The absolute value of revisions in current 
expenditure ceilings	is	significantly	larger than	those	for	capital.
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Phillips curve

What is a Phillips Curve? Introductory note

The Irish inflation rate hit a 40-year high of 9.6%1 in July 2022. Simultaneously the economy has reduced 
unemployment to 4.2%2, with many firms reporting difficulty in attracting new workers. To show the 
relationship between inflation and unemployment economists often point to a Phillips Curve, a concept 
first developed in the 1950s. The PBO have prepared this short note to explain this and why it is relevant. 

The Phillips curve shows the inverse relationship between inflation and the unemployment rate. 
This means the higher an economy’s inflation rate, the lower the unemployment rate, and vice-versa. 
The rationale behind the curve is that if labour demand increases, the pool of unemployed workers 
subsequently decreases, and companies increase wages to attract more workers. Companies pass on 
increased costs (higher wages) to consumers in the form of price increases, creating inflation. On the 
other hand, if labour demand falls then unemployment rises. The increase in unemployment reduces 
spending power and subsequently reduces demand for goods, leading to a decline in inflation. 

Figure 1 compares the inflation rate with the seasonally adjusted unemployment rate for Ireland from 
2015 to June 2022. In 2017, inflation was low at near 0% but the unemployment rate was high at 8.34%. 
So far in 2022 we have seen the opposite, inflation is high at 9.1% while unemployment is low at 4.86%. 
Energy is the single biggest contributing factor to inflation. Energy prices are estimated to have risen by 
54%3 in Ireland and 41.9%4 across the Eurozone since June 2021. 

Figure 1: The Phillips Curve 
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Figure 1: Phillips Curve

1  CSO (2022) Consumer Price Index
2  CSO (2022) Monthly Unemployment
3  RTE (2022) Irish inflation estimated at 9.6% in June
4  Eurostat (2022) Euro area annual inflation and its main components, June 2012 - June 2022
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Disclaimer: This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members of the Houses of 
the Oireachtas and to aid them in their parliamentary duties. It is not intended to be 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.

Source: CSO MUM01, CSO CPI Table 1.

The Phillips curve claims that with economic growth comes inflation, which in turn should lead to more 
jobs and less unemployment. However, the original concept has been somewhat rebutted due to the 
occurrence of stagflation5 in the 1970s, when there were high levels of both inflation and unemployment.

5  Stagflation refers to an economy that is experiencing a simultaneous increase in inflation or slowdown of economic output while 
unemployment remains high


