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Box 2: Update on the implementation of the Financial Measures Program 
 
Recapitalization 

Irish domestically owned banks were subject to a thorough and rigorous stress test in March 2011 

(PCAR 2011). Following this, a recapitalisation need of EUR 24 billion was identified, including EUR 5.3 

billion in additional capital buffers designed to shore up market confidence in the ailing domestic banking 

sector (see Graph 4). This capital requirement was some EUR 7.7 billion higher than the one identified by 

the subsequent EU-wide stress test conducted by the European Banking Authority (EBA). 

Graph 4: PCAR Stress Test underlies strong capitalisation for Ireland's banks 

EBA stress tests in 
July 2011 showed 
Irish banks with 
capital levels of 
€7.7bn in excess 
of requirement*  

 
Source: Department of Finance Banking Division.  
This chart shows graphically the conclusions of the 2011 PCAR exercise. As of end 2010, core 
tier-1 capital plus stock provisions plus the expected operating profits over the PCAR horizon 
totalled EUR 27.1 billion. Against projected losses of EUR 40.9 billion (of which EUR 13.2 
billion on the sale of non-core assets), capital would have been negative in the amount of EUR 
13.8 billion, against a target of EUR 8.4 billion required to ensure a core tier-1 ratio of at least 
6%. On top of this, some EUR 5.3 billion in additional capital buffers were deemed desirable. 
Considering that EUR 3.5 billion in new capital had already been injected after end-2010 and 
before the completion of the 2011 PCAR, the capital shortfall was identified at EUR 24 
(=8.4+13.8+5.3-3.5) billion. 

 

Irish domestically owned banks have been recapitalised according to schedule, by 31 July 2011, subject 
to adjustments for outstanding burden sharing with subordinated bondholders in BOI and for the completion 
of the then planned sale of ILP's insurance business. BOI has subsequently fulfilled the outstanding capital 
requirement of EUR 350 million through a series of debt buy-back transactions completed on 2 December. 
The authorities have committed to completing the recapitalisation of ILP, having sourced a considerable 
amount of the outstanding capital requirement via a series of LMEs with subordinated bondholders.5,6 

                                                 
5 All figures in this box exclude any additional possible public capital injection for ILP that may be required 
following the announcement on 25 November that the sale of Irish Life would not materialise as originally 
envisaged by the end of 2011. Core Tier 1 gains from LMEs do not benefit ILP's overall group capital 
requirement until after the insurance and banking businesses of the group are legally separated. 
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Box 3: The Cost of the Irish Banking Crisis for the Public and Private Sectors7 
 

A full picture of the incidence of the banking crisis should reflect both the costs to the public and 
the private sector. Despite the widely recognised need to recapitalise Ireland's financial sector in order to 
sever the negative feedback loop between the country's ailing banks and government finances, successive 
recapitalisations have not had broad-based public support. Limited reporting on losses borne by private 
investors in the banks may have contributed to a perception that virtually the whole cost of the banking 
crisis has been covered by the state. 

Indeed, the amount of private sector losses associated with the collapse of Ireland's banks is higher 
than the cost to the public purse:  

• Direct state support provided to date for Ireland's domestically owned banks amounts to some 
EUR 62.8 billion, equivalent to more than 40% of 2010 GDP, almost 74% of which was injected 
before end December 2010 (see Graph 8). 

 

Graph 8: Expected/actual direct State support 

 
Source: Department of Finance Banking Division 

• By comparison, the total cost for the private sector associated with the collapse of Ireland's 
banks, including voluntary contributions to the recapitalisation effort via burden sharing, has so 
far totalled about EUR 65 billion: 

• In terms of capital support, some EUR 15 billion has been contributed since 2009, 
including EUR 5.2 billion secured via a series of LMEs, executed since March 2011. 
Additionally, EUR 1.7 billion in private capital has been raised by BOI in 2011 (see 
Graph 9).  

• Since January 2007, some EUR 50 billion in shareholder value has been lost, as Irish 
banks' share prices collapsed in the wake of mounting losses resulting from the 

                                                 
7 All figures in this box exclude any additional possible public capital injection for ILP that may be required 
following the announcement on 25 November that the sale of Irish Life would not materialise as originally 
envisaged by the end of 2011. 
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escalating property crisis, and domestic banks were nationalised in response to this (see 
Graph 10).8 

 

Graph 9: Sources of 2011 EUR 24 billion PCAR Recapitalisation (EUR billion) 

  
Source: Department of Finance Banking Division  

Significantly, the state has also received income from support provided to Irish banks, with total 
cash return to date since the beginning of the programme amounting to some EUR 3.0 billion 
(including EUR 2.3 billion of fee income from government guarantee schemes and 0.7 billion from the 
sale of warrants as well as cash dividend generated from preference shares in BOI). Further revenues are 
expected in the future from some of these sources. In addition, the eventual sale of the state-owned banks 
can be expected to generate some further recovery of the government support, and reduce gross debt. 

 
Graph 10: Market capitalisation of Irish domestically owned banks (EUR million) 

Source: Bloomberg, Irish Stock Exchange 

                                                 
8 It is important to note that the estimate of private shareholder losses associated with the collapse of Ireland's 
banks depends on the selected reference period, as well as on the choice of listing for each entity. Considering 
only the listings of domestically owned banks on the Irish Stock Exchange, as graphically presented in Graph 
10, it should be noted that peak-to-trough private shareholder losses amounted to EUR 57 billion. 
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Box 4: Developments on Irish banks' balance sheets since the start of the 
programme9 
While the programme has an exclusive focus on restructuring the domestically owned banks in 
Ireland, developments in foreign owned banks matter equally from a macroeconomic perspective. 
Data10 from the Central Bank of Ireland on covered institutions (i.e. domestically owned banks covered 
by the government guarantees) versus foreign-owned retail institutions provide empirical material for a 
comparative analysis of trends since the beginning of 2011. Care has to be used when interpreting these 
data as these balance sheets are unconsolidated and can be heavily influenced by intra-bank trends. 

Covered institutions' total balance sheets shrank by EUR 91 billion (-14.6%). More than 60% of this 
reduction in amounts outstanding, EUR 57 billion, relates to loans to Irish residents. It should be noted 
that this decrease encompasses underlying transactions as well as reclassifications and valuation effects 
including securitisations. These non-transaction effects account for approximately 36 per cent of the 
decline in loans to Irish residents. Excluding non-transaction effects, the largest decline relates to loans to 
other Irish resident MFIs, which fell by EUR 25 billion (21.8%). The underlying flow of loans to the 
other domestic sectors, which include General Government and the private sector declined by EUR 879 
million (-2.8%) and EUR 10.5 billion (-5.6%) respectively. Loans to non-residents have contracted by 
EUR 37 billion (-26.8%) largely reflecting underlying transactions. This contraction mainly reflects a 
decline in loans to counterparties outside the euro area. While holdings of domestic securities increased 
by almost EUR 18 billion (+26.5%), this is almost exclusively due to valuation effects with underlying 
transactions accounting for less than EUR 1 billion. Conversely holdings of foreign securities went down 
by more than EUR 15 billion (-28.3%). 

With respect to resources, covered institutions faced a decline in resident deposits by more than 
EUR 38 billion (-16.4%), with deposits from the private sector (which includes pension funds and other 
financial intermediaries) down by EUR 12 billion (-10.4%). Non-resident deposits went down by more 
than EUR 33 billion (-32.1%). Long-term funding through securities issued on the capital market 
declined by almost EUR 9 billion (-14.1%). Total capital of covered institutions has increased by almost 
EUR 13 billion (+23.7%), largely reflecting capital injections from government. Borrowings from the 
Eurosystem related to the regular monetary operations contracted by EUR 23 billion (-24.9%). 

Developments on non-covered retail institutions' balance sheets have been less pronounced. Their 
total assets declined by approximately EUR 3 billion (-2.2%), with the amount of loans outstanding to 
the private sector expanding by 2.0%. However, when non-transaction effects are excluded, there was a 
small underlying decline in lending to the private sector. Based on underlying flows, assets have 
remained broadly stable, although there were falls of over EUR 2 billion (-22.9%) in loans to residents 
outside the euro area, and in holdings of securities issued by the Irish private sector, which contracted by 
EUR 2.5 billion (-8.6%). With respect to their resources, foreign-owned retail institutions have seen a 
small decline in locally attracted funds. Deposits from Irish residents went down by almost EUR 4 billion 
(-6.4%), while deposits from non-residents declined by EUR 4.7 billion (-14.0%). Increases in capital 
and reserves of foreign-owned retail banks largely reflected intra-group movements. Regular Eurosystem 
borrowings declined by significantly less than EUR 310 million (-10.0%). 

These data suggest some differences between developments in covered and non-covered retail 
institutions. First, consistent with the programme's gradual deleveraging objectives, some balance-sheet 
contraction is taking place in the covered institutions. Second, when non-transaction effects are excluded, 
the decline in private sector lending by the non-covered retail banks is marginal, in contrast to much 
larger falls in the covered banks. There was also a greater decline in total deposits held in the covered 
banks (-21.2%), compared to those in the foreign retail banks (-9.2%).11 This underscores the possible 
role the foreign banks might play if long-term funding and short-term liquidity strains on the covered 
institutions were to hold back the availability of credit. Third, the contraction of funds attracted from 
abroad by non-covered institutions suggests that they may be suffering from a contagious reputational 
effect. 

 

                                                 
9 This box covers data up to October 2011. 
10 Data refer to un-consolidated resident offices' credit institutions' balance sheets. 
11 This is without prejudice to balance sheet contraction within non-covered institutions that has already 
occurred prior to December 2010, e.g. RBS (Ulster Bank) and Lloyds (BOSI).  
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Box 5: Implementation of the authorities' action plan to strengthen supervision 

 

Significant progress has already been achieved with respect to the Central Bank of Ireland's 
continuous efforts to strengthen supervision of credit institutions. All actions identified as 
priorities in the Bank's 2010 strategy for banking supervision have been taken and additional initiatives 
for 2011 and 2012 continue to be developed and implemented, including amongst others, new 
provisioning requirements, new public disclosure requirements, a new risk assessment framework, 
rollout of a new performance management system and an enhanced training programme for all credit 
institutions' supervision staff. Preparatory work on the PCAR 2012 programme has already started with 
a view to ensure high quality standards for the 2012 stress test exercise (see also section 4.2 below). 

The CBI published its regulations and standards on fitness and probity on 1 September. The new 
regime, which introduces requirements in terms of competence, capability, honesty, integrity and 
financial soundness for holders of control and pre-approved control functions, is to be introduced 
gradually by December 2012. It is meant to guarantee that holders of key management and operational 
functions will comply with stringent professional and ethical criteria. The gradual introduction of the 
standards will be consistent with the ongoing renewal (now almost complete) of executive and non-
executive directors at all credit institutions. 

The credit team within banking supervision is consolidating its work. The new credit risk 
assessment framework is based on a detailed credit risk ratings grid, which identifies eight components 
of credit risk. These will be informed by analysis, which is both quantitative and qualitative in nature. 
The work will involve onsite and offsite engagement, as well as monitoring of the external market. A 
quarterly Credit Panel is in place to inform on key issues. 

Separately, PRISM, the Central Bank’s new risk assessment system will be used to rate all 
regulated financial service firms including banks (both domestic and foreign-owned institutions). 
The introduction of PRISM has been motivated by supervisors' awareness of the need to consolidate 
analytical progress in order to safeguard financial stability. This new risk assessment framework will 
be based on management information and is expected to provide a judgmental tool for better 
understanding banks’ risk profile. 

The credit team is working on a stock-taking document, which seeks to draw lessons from the 
current crisis, and which will cover credit, legal and valuation issues. It will reference Basel Credit 
Principles and also include some good practice observations. It is intended to be used as a training 
guide for management. This report is expected to be complete by the end of December. 

A second report covering the use of certain types of credit limits, from a prudential point of view, 
is at an early stage of development. This would take under consideration policy tools including 
Mortgage Insurance Guarantees and Loan-to-Value (LTV) limits, as well as potentially fixing all 
interest rates for certain products such as mortgages. It would also consider the use of some 
portfolio/concentration restrictions on high-risk property lending. Due to low levels of lending at 
present, the urgency for completion of this report is reduced. The credit team intends to present a 
discussion document before the end of the year, outlining a wide range of policy options and assessing 
the associated benefits and disadvantages. The Financial Stability committee would then be able to 
decide on the key priorities for further research, with conclusions and recommendations for 
implementation to be agreed by the end of Q1 2012.  

With respect to disclosure of provisions, the supervisor is confident of a positive outcome from its 
consultation with credit institutions and representatives of the accounting industry (see also 
Section 4.2). Banks have agreed to about 70% of the new narrative and numerical disclosures 
requested by the CBI. The new disclosures will be included in the 2011 reports as non-audited 
addenda, but will be challenged by audits in the subsequent years. Relative to current international 
practice, the new public disclosure standards in Ireland are among the most transparent and detailed. 

With respect to actual provisions, the CBI is working on issuing new guidelines by end-
December. The Irish authorities have committed to ensuring that banks recognize provisions and 
losses on disposals as early as possible within the scope of IFRS, which mandates the incurred loss 
model to provision recognition. They are working with the banks to ensure that their impairment 
triggers, management judgments, assumptions and estimated are changed to a conservative basis which 
reflects the economic circumstances.  
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4. Policy Discussions 

4.1. Fiscal Policy 

Discussions took place against the background of a less supportive macroeconomic 

environment. As mentioned above, although real GDP growth was seen to exceed earlier 

projections for 2011, nominal GDP—a better measure of the revenue tax base—is now 

projected to be lower both this year and over the medium term. Moreover, higher 

unemployment weighs on social expenditure. As foreseen under the programme, the 

authorities have announced through a Medium-term Fiscal Statement and the 2012 budget 

their consolidation plans over 2012-15 (Table 2). This ambitious consolidation strategy 

builds on the significant consolidation efforts already undertaken since 2008 (Table 3).  

As far as 2011 is concerned, despite weak domestic demand, the authorities have kept 

the fiscal accounts on track to observe the 2011 deficit ceiling, supported by savings 

from the interest margin reduction on EU loans (0.2% of GDP). Staff's current forecast 

for 2011 deficit is at 10.1% of GDP,12 against a 10.6% of GDP programme deficit ceiling (in 

nominal terms the projection for the government deficit in 2011 has not changed as 

compared to the summer 2011 review of the programme):  

• Tax revenue performance on a cash basis was below the authorities' target in the 

second half of the year (see Graph 11) and slightly worse than under the original 

programme profile (see Box 6 comparing the current fiscal projections against the 

November 2010 programme projections). Earlier-than-planned tax receipts and 

positive effect from the measures introduced in the May's Jobs Initiative (0.2% of 

GDP net effect on tax revenue) masked the underlying revenue weakness (about 

0.3% of GDP relative to the forecast in the third review).13 

• Non-tax revenue (on an accrual basis) is now expected to be on balance higher-than-

programmed in 2011, as larger fees on the bank guarantees (increased by around 

0.4% of GDP, reflecting the banks' ratings downgrade) and interests on the bonds 

                                                 
12 Pending receipt of the final version of the business plans for the banks involved, the Irish statistical 
authorities (Central Statistics Office, CSO) provisionally treat these capital injections as financial transactions. 
By March 2012 at the latest, CSO, in consultation with Eurostat, will decide whether such statistical treatment 
complies with the rules of the European System of Accounts (ESA95). 
13 Monthly public finance cash reports monitor a large part of direct and indirect tax revenue performance 
against monthly targets set by the authorities. This revenue was projected at EUR 34.1 billion for 2011 in the 
original programme and at EUR 34.9 billion in the 2011 budget, based on information available to the 
authorities in early-December 2010. Currently, staff forecasts this revenue at EUR 34.2 billion in 2011 
including the effect of the Jobs Initiative. Excluding the latter, the current estimate is some EUR 185 million 
lower than that at the beginning of the programme. 
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injected as convertible contingent capital into the domestic banks (0.1% of GDP) 

more than offset the shortfall from the delay in the sale of the mobile telephony 

license (0.3% of GDP, now expected to be realized in 2012). 

• Aggregate cash expenditure to end-November was below the forecast. While delayed 

payments are generally expected to be settled towards the end of the year, savings of 

some 0.2% of GDP in current expenditure and 0.1% of GDP in capital expenditure 

are now expected (the unused capital appropriations are carried over to 2012).14 

Other small changes in the assumptions underlying the revenue and expenditure 

forecasts reflecting latest available information broadly balance each other out.  

Graph 11: Fiscal performance so far in 2011 
Authorities' revenue  

projections vs. outturn, monthly, 
cash 

Authorities' and Commission staff's cumulative tax 
revenue forecast as compared to outturn and the 

updated  
forecast, EUR million 
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Source: Department of Finance, Commission services 
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Source: Department of Finance, Commission services. 

Notes: The authorities' tax revenue forecast in the graphs refers to tax revenue profile published in February 2011. A 
more recent tax revenue estimate for 2011 is published in the 2012 budget, which is broadly similar to the current 
Commission services estimate. The outturn against November 2010 forecast is also affected by temporary timing 
adjustments and effect of the Jobs Initiative quantified in bars in the graph on the right.  

                                                 
14 Capital carryover from 2010 to 2011 was EUR 13.5 million, while carryover from 2011 to 2012 is estimated 
at EUR 115 million. The positive effect in 2011 is not expected in the following years as carryovers between 
the years of a similar size are assumed. 
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Table 2: Fiscal adjustment path, 2011-15, EUR billion 
2011 2012 2013 2014 2015

Permanent consolidation measures 5.2 3.8 3.5 3.1 2.0
of which new measures 5.2 3.2 3.2 2.9 1.7

Revenue 1.3 1.7 1.25 1.1 0.7
First year effect 1.3 1.1 0.95 0.9 0.4
Carryover from the previous year 0.6 0.3 0.2 0.3

Expenditure 3.9 2.15 2.25 2.0 1.3
Current 2.1 1.4 1.7 1.9 1.3
Capital 1.8 0.75 0.55 0.1 0.0

One-off measures 0.1 0.4
Memo item:

Jobs Initiative* 0.2 -0.1 -0.1 0.3  
Notes: Includes the measures of the budget for 2011 (with associated carry-overs for outer years) and the measures in 
the budget for 2012 and for 2013-15 as announced in the Medium-Term Fiscal Statement (MTFS). Permanent 
consolidation for each year is defined as consolidation from new permanent measures introduced in that year plus 
carry-over from permanent consolidation measures introduced in previous years. The total consolidation amount of 
EUR 3.8 billion for 2012 includes a carryover of EUR 0.6 billion agreed in the programme, but excludes an 
additional EUR 0.5 billion in carryover, resulting predominantly from the Universal Social Charge implemented in 
the 2011 Budget. Rounding may affect totals. 
*The Jobs Initiative is designed to be budgetary neutral over the period 2011-2014 and as such is not a part of the 
consolidation measures. It includes temporary measures stimulating economic activity in targeted sectors, in 
particular tourism sector, and is financed through the imposition of a temporary levy on pension funds.  
Source: Commission Services. 
 

Table 3: Fiscal consolidation measures since mid-2008, % of GDP 
2008 2009 2010 2011 2012 2013 2014 2015

Permanent measures 0.3 3.7 4.4 3.6 2.4 2.1 1.8 1.1
One-off measures 0.6 0.7 0.1 0.3  

Notes: Annual consolidation measures are net of fiscal stimulus measures and exclude banking support measures. 
The estimates do not consider second round effects of consolidation effort through fiscal impact on economic 
activity. Figures are comparable to those in Table 2, but it should be noted that consolidation effort of 3.6% of GDP 
in 2011 includes 0.2% of GDP carryover from the measures implemented in the previous years. 
Source: Commission Services. 
 
 

For 2012, the deficit is projected at 8.5% of GDP,15 in line with the programme and 

EDP deficit ceiling of 8.6%. The weak domestic demand and higher-than-expected 

unemployment are expected to continue weighing on the fiscal accounts in 2012, through 

lower tax revenue (0.6% of GDP) and higher unemployment spending (0.3% of GDP) than 

projected in the previous review of the programme. These pressures would be offset by 

higher-than-planned non-tax revenues (for 0.2% of GDP from bank guarantee fees, 0.2% of 

GDP from higher central bank profits, and 0.2% of GDP from the return on the convertible 

bonds in the banks) and savings from the interest margin reduction on EU loans (0.6% of 

GDP). An improvement in the 2012 nominal deficit vis-à-vis the previous review of 0.3% of 

                                                 
15 Excluding "direct effect" of banking support measures in 2011 and outer years (including for the possible 
capital injection in the credit union sector mentioned in the third update of the Memorandum of Specific 
Economic Policy Conditionality)—see also footnote 12. 
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detailed. Timely announcement of adequate measures is necessary to entrench the recent 

confidence gains against the background of deteriorated global sentiment. This point was 

also independently made by the recently established Irish Fiscal Advisory Council, which in 

its first publication of October 2011 argued for frontloading and possibly increasing the 

planned fiscal adjustment to maintain confidence in the achievement of programme targets 

even in difficult macroeconomic conditions. The Council suggested more frontloaded 

consolidation, allowing the completion of the fiscal adjustment by 2015 (in the sense that no 

further improvements in the primary balance would be required after 2015 to keep debt on a 

steady downward path). 

The Comprehensive Review of Expenditure provides a menu of consolidation 

measures. Each department has prepared a detailed assessment report looking at every 

spending item and identifying a menu list of savings at the same time examining options for 

reform measures. These reports have been presented to the government and informed the 

discussions on the 2012 budget and the medium-term fiscal consolidation plans. They will 

also inform the government's further expenditure decisions in the coming few years.21 The 

authorities have also prepared a list of possible taxation measures with detailed costing and 

impact assessments. The mission urged the authorities to underpin their consolidation efforts 

with high-quality structural measures. 

Authorities explained how hitherto unspecified savings on public sector pay bill in 2012 

to 2014 will be achieved (EUR 0.5 billion). The authorities intend to secure these savings 

via higher public service number reductions, in line with the Programme for Government. 

The numbers reductions are expected to be achieved by maintaining the previously planned 

retirement rates combined with lower new recruitments. Public service employment is 

expected to be reduced by 23,500 (full-time equivalents) between end-2010 and 2015, 

generating gross savings of EUR 1.2 billion on the public service pay bill. On a net basis the 

reductions will be somewhat less given the additional pension costs and the considerably 

lower tax paid by public service employees on retirement, although this effect is captured in 

the macro-fiscal baseline. This approach honours the existing public wage agreement for 

2011-14 (known as the "Croke Park Deal"), which envisages no further wage reductions or 

involuntary layoffs in exchange for flexible cooperation with wide scale reforms of the 

public service. The early retirement is promoted by a higher superannuation benefits 

                                                 
21 The Government has announced its intention to carry out a further Comprehensive Review of Expenditure in 
late 2013/early 2014 so as to inform its multi-annual expenditure approach for the following period. 
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(pension and lump sum) reduction of 7% on average after February 2012 as compared to the 

4% reduction prevailing for those who retire before that date. 

Table 6: Permanent consolidation measures over 2013-2015 

Revenue measures  
• Income tax measures (reduction in special exemption limits and PRSI reliefs on private 

pension contributions, elimination of legacy tax reliefs and tightening of other general tax 
expenditures). 

• Carbon tax increase. 
• Reform of motor tax. 
• Value-based property tax. 
• Pension system reform, 
• Excises on tobacco and alcohol. 
Expenditure measures 
• Further reductions in Public Service numbers – the number of public sector employees is to 

be reduced by additional 23 500 to 282 500 by 2015 from end 2010 levels. This would reduce 
staff numbers by 37 500 and generate savings in the gross pay bill of EUR 2.5 billion since 
the peak in 2008. 

• Rationalisation of State bodies–the plan foresees rationalisation, mostly via mergers, of 48 
State agencies by the end of 2012. Additional 46 bodies will be reviewed by the end of June 
2012. 

• Improved management of property portfolio. 
• Establishment of shared services models for human resources, payroll and pensions. 
• Launch of the Public Services Card to improve access to government's services and help 

cutting welfare fraud (according to the Department of Social Protection estimates, the card is 
to bring about EUR 625 million in control savings in 2012). 

• Reform of public procurement processes. 
• Establishment of single awarding authority for student grants, including an online application 

process. 
Sources: Department of Finance and Public Service Reform Plan. 

 

 

4.2. Financial Sector Policies 

The restructuring plan of ILP, submitted to the European Commission in July 2011, 

requires additional work and options to strengthen it are being developed. An 

assessment of these options will be completed by end-December 2011 and discussed again in 

the next review mission in January.  

With respect to the credit union sector, the authorities indicated that the Interim 

Report of the Commission on Credit Unions noted that 56 out of 400+ credit unions 

(CUs) are undercapitalised, with 27 of these seriously undercapitalised.  

Staff urged the authorities to thoroughly restructure the sector, even at the cost of some 

additional public funds. The authorities were in agreement, and indicated that they intend 
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• The domestically-owned banks could suffer higher-than-anticipated losses as a result 

of continued weakness in the property market and higher-than-expected 

unemployment. Although current macroeconomic developments are broadly in line 

with the PCAR base case scenario and well within the stress scenario, it cannot be 

ruled out that they may deteriorate further.22  

 

                                                 
22 Moreover, calls are increasing in Ireland for some form of debt forgiveness for stretched mortgage 
borrowers. While the government has consistently indicated that no blanket forgiveness will be granted, and 
that banks will be urged to analyse the situation of borrowers in distress on a case-by-case basis, risks remain 
that the repayment culture might be affected, which would have an adverse impact on the quality of banks' loan 
portfolios (with NPLs already escalating) and ultimately on their capital. 
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List of Abbreviations 

AIB Allied Irish Bank 
BOI  Bank of Ireland 
DoF Department of Finance 
CBI Central Bank of Ireland 
CSO Central Statistics Office Ireland 
CCR  Centralized Credit Registry 
EC  European Commission 
ECB European Central Bank 
EBS Educational Building Society 
EDP Excessive deficit procedure 
EFC  Economic and Financial Committee  
EFSF European Financial Stability Facility 
EFSM European Financial Stabilisation Mechanism 
EROs Employment Regulation Orders 
ESB Electricity Supply Board 
GDP Gross domestic product 
GMS General Medical Scheme 
GP General Practitioner 
HICP Harmonised Index of Consumer Prices 
HoSG Heads of State or Government 
IFRS International Financial Reporting Standards 
IFS International Financial Statistics (IMF) 
ILP Irish Life & Permanent  
IMF  International Monetary Fund 
INBS Irish Nationwide Building Society 
IT Information Technology 
JLC Joint Labor Committee 
LDR Loan-to-deposit ratio 
LME Liability Management Exercise 
LTV Loan-to-value ratio 
MEFP Memorandum of Economic and Financial Policies 
MoU  Memorandum of Understanding 
MTFS Medium-term Fiscal Statement 
NAMA National Asset Management Agency 
PCAR Prudential Capital Assessment Review 
PLAR Prudential Liquidity Assessment Review 
PMI Purchasing Managers Index 
REAs  Registered Employment Agreements  
SDR Special Drawing Rights 
SLO Subordinated Liability Order 
SME  Small and Medium Enterprises 
UK  The United Kingdom of Great Britain and Northern Ireland 
USC Universal Social Charge 
VAT Value Added Tax 
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Annex 1—Commission Services' Macroeconomic Projections  

Table 1: Use and supply of goods and services (volume)

Annual % change 2010 2011 2012 2013 2014 2015

  1. Private consumption expenditure -0.9 -2.4 -1.3 0.5 1.8 1.9
  2. Government consumption expenditure -3.1 -2.9 -1.8 -2.4 -3.5 -3.7
  3. Gross fixed capital formation -25.1 -10.5 0.6 4.2 4.7 5.3

  4. Final domestic demand -5.8 -3.6 -1.2 0.3 1.0 1.2
  5. Change in inventories

  6. Domestic demand -4.9 -2.6 -1.2 0.3 0.9 1.2
  7. Exports of goods and services 6.3 4.5 3.8 4.3 4.8 4.9

  7a.  - of which goods 5.6 4.5 3.3 4.3 4.9 4.9
  7b.  - of which services 7.1 4.5 4.3 4.3 4.8 4.9

  8. Final demand 0.9 1.3 1.7 2.6 3.2 3.4
  9. Imports of goods and services 2.7 1.6 2.4 3.0 3.8 3.9

  9a.  - of which goods -1.8 1.6 1.7 2.9 3.8 4.0
  9b.  - of which services 5.4 1.6 2.9 3.1 3.8 3.9

 10. Gross domestic product at market prices -0.4 1.1 1.0 2.3 2.7 3.0

Contribution to change in GDP

 11. Final domestic demand -5.0 -3.0 -0.9 0.2 0.7 0.9
 12. Change in inventories + net acq. of valuables 0.9 0.9 0.0 0.0 0.0 0.0
 13. External balance of goods and services 3.7 3.2 1.9 2.1 2.0 2.1

Table 2: Use and supply of goods and services (value)

Annual % change 2010 2011 2012 2013 2014 2015

  1. Private consumption expenditure -3.0 -1.1 0.0 1.9 3.4 3.8
  2. Government consumption expenditure -8.4 -2.0 -0.6 -2.1 -2.7 -2.7
  3. Gross fixed capital formation -28.7 -12.3 0.4 7.2 9.2 10.8

  4. Final domestic demand -8.9 -2.9 -0.1 1.7 2.8 3.5
  5. Change in inventories -64.5 -177.1 0.0 3.0 -11.0 0.0

  6. Domestic demand -7.8 -2.0 -0.1 1.7 2.8 3.4
  7. Exports of goods and services 8.1 4.5 4.7 5.3 5.9 5.9

  8. Final demand 0.4 1.6 2.6 3.8 4.6 4.9
  9. Imports of goods and services 5.7 3.5 3.2 4.0 4.9 5.2
  10. Gross national income at market prices -3.2 -2.1 0.1 2.2 3.7 4.3
  11. Gross value added at basic prices -2.0 0.0 2.3 3.4 4.1 4.9

 12. Gross domestic product at market prices -2.9 0.2 2.2 3.6 4.3 4.7

Table 3: Implicit price deflators

% change in implicit price deflator 2010 2011 2012 2013 2014 2015

  1. Private consumption expenditure -2.2 1.3 1.3 1.4 1.6 1.9
  2. Government consumption expenditure -5.5 0.9 1.2 0.3 0.8 1.1
  3. Gross fixed capital formation -4.8 -1.9 -0.2 2.8 4.3 5.2

  4. Domestic demand -3.3 0.8 1.1 1.4 1.8 2.2
  5. Exports of goods and services 1.7 0.0 0.9 1.0 1.0 1.0

  6. Final demand -0.6 0.3 1.0 1.1 1.3 1.5
  7. Imports of goods and services 2.9 1.8 0.7 1.0 1.0 1.3

  8. Gross domestic product at market prices -2.4 -0.9 1.2 1.3 1.6 1.7

       HICP -1.6 1.1 1.3 1.2 1.4 1.8  
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Table 4: Labour market and cost

Annual % change 2010 2011 2012 2013 2014 2015

1. Labour productivity 4.0 3.1 1.6 1.7 1.3 0.9
2. Compensation of employees per head -3.0 0.2 1.3 0.8 1.2 1.6
3. Unit labour costs -5.7 -2.6 -0.4 -0.6 0.1 0.4
4. Total population 0.3 0.3 0.4 0.6 0.9 1.0
5. Population of working age (15-64 years) 0.3 0.5 0.5 0.7 1.1 1.2
6. Total employment -4.1 -1.9 -0.6 0.6 1.4 2.0
7. Calculated unemployment rate - Eurostat definition (%) 13.7 14.4 14.2 13.5 12.8 11.9

Table 5: External balance

levels 2010 2011 2012 2013 2014 2015

1. Exports of goods (fob) 82.9 86.6 90.3 95.1 100.7 106.7
2. Imports of goods (fob) 46.4 49.7 50.6 52.5 55.2 58.1

3. Trade balance (goods, fob/fob) (1-2) 36.5 37.0 39.8 42.6 45.4 48.5
3a. p.m. (3) as % of GDP 23.4 23.7 24.9 25.7 26.3 26.9

4. Exports of services 74.7 78.1 82.2 86.5 91.6 97.1
5. Imports of services 81.5 82.7 86.1 89.6 93.9 98.8

6. Services balance (4-5) -6.7 -4.6 -3.9 -3.1 -2.2 -1.7
6a. p.m. 6 as % of GDP -4.3 -3.0 -2.4 -1.9 -1.3 -1.0

7. External balance of goods & services (3+6) 29.8 32.3 35.8 39.5 43.2 46.8
7a. p.m. 7 as % of GDP 19.1 20.7 22.4 23.9 25.0 25.9

8. Balance of primary incomes and current -29.0 -31.3 -33.5 -36.4 -38.8 -41.1
8a. - of which, balance of primary income -26.7 -29.7 -32.8 -35.8 -38.2 -40.4
8b. - of which, net current Transfers -2.3 -1.6 -0.6 -0.6 -0.6 -0.7

8c. p.m. 8 as % of GDP -18.6 -20.0 -20.9 -22.0 -22.5 -22.8

9. Current external balance (7+8) 0.8 1.1 2.4 3.1 4.4 5.7
9a. p.m. 9 as % of GDP 0.5 0.7 1.5 1.9 2.5 3.2

10. Net capital transactions -0.7 -0.5 -0.3 -0.7 -0.7 -0.7

11. Net lending (+)/ net borrowing (-) (9+10) 0.1 0.6 2.1 2.4 3.7 5.0
11a. p.m. 11 as % of GDP 0.1 0.4 1.3 1.5 2.1 2.8  
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Table 6: Fiscal Accounts 

2008 2009 2010 2011 2012 2013 2014 2015

% of GDP

Indirect taxes 12.3 11.3 11.4 11.4 11.3 11.5 11.6 11.3
Direct taxes 11.5 10.6 10.5 12.1 12.5 12.7 13.0 13.2
Social contributions 6.8 7.5 7.5 6.7 6.7 6.5 6.4 6.2
Sales 2.3 2.7 3.1 3.1 2.7 2.5 2.4 2.3
Other current revenue 1.3 1.4 1.5 1.1 1.2 1.1 1.0 0.9

Total current revenue 34.3 33.5 34.0 34.5 34.4 34.2 34.4 34.0
Capital transfers received 1.2 1.2 1.5 0.9 1.0 1.0 1.0 1.0

Total revenue 35.5 34.7 35.5 35.4 35.3 35.2 35.4 35.1

Compensation of employees 11.2 12.2 11.8 11.7 11.3 10.7 10.1 9.6
Intermediate consumption 5.8 6.3 6.0 5.6 5.2 4.9 4.3 3.8
Social transfers in kind via market producers 2.0 2.1 2.1 2.0 1.9 1.6 1.4 1.3
Social transfers other than in kind 12.2 15.2 15.9 15.9 15.2 14.2 13.1 12.5
Interest paid 1.4 2.0 3.1 3.4 4.2 5.6 5.7 5.6
Subsidies 0.5 0.6 0.5 0.6 0.6 0.5 0.5 0.4
Other current expenditure 2.5 2.8 2.4 2.4 2.3 2.3 2.2 2.1

Total current expenditure 35.7 41.3 41.9 41.6 40.7 39.8 37.4 35.3
Gross fixed capital formation 5.2 4.0 3.8 3.1 2.5 2.1 2.0 1.9
Other capital expenditure 1.9 3.6 21.1 0.9 0.6 0.8 0.8 0.8

Total expenditure 42.8 48.9 66.8 45.6 43.8 42.7 40.2 38.0

General Government balance (EDP) -7.3 -14.2 -31.3 -10.1 -8.5 -7.5 -4.7 -2.9

% change

Indirect taxes -11.8 -18.2 -2.3 0.6 0.9 5.1 5.7 2.1
Direct taxes -13.9 -17.3 -3.9 15.1 5.7 5.0 7.2 6.0
Social contributions 2.7 -2.1 -2.3 -10.6 1.4 0.8 2.9 2.1
Sales 6.6 2.5 13.8 0.4 -11.0 -4.0 -1.7 3.4
Other current revenue 38.0 -6.5 4.0 -23.0 6.2 -5.2 -3.2 -1.7

Total current revenue -7.6 -12.8 -1.3 1.5 1.8 3.1 4.9 3.6
Capital transfers received -27.6 -6.2 15.9 -37.0 6.5 8.9 4.8 4.2

Total revenue -8.5 -12.6 -0.6 -0.1 1.9 3.3 4.9 3.6

Compensation of employees 6.9 -3.2 -6.1 -0.8 -1.3 -2.0 -1.3 -0.8
Intermediate consumption 3.3 -2.9 -7.1 -6.4 -5.6 -3.6 -7.5 -6.7
Social transfers in kind via market producers 10.8 -3.9 -4.0 -4.9 -3.3 -10.9 -8.1 -8.1
Social transfers other than in kind 13.5 10.8 1.4 0.4 -2.5 -3.2 -3.5 -0.5
Interest paid 24.8 32.2 49.3 7.2 27.3 40.0 6.2 2.6
Subsidies 7.9 -4.9 -6.0 16.6 -2.0 -6.9 -5.3 -6.3
Other current expenditure 3.5 -0.9 -15.3 -0.8 -1.1 0.6 1.0 1.2

Total current expenditure 9.0 3.1 -1.3 -0.6 -0.1 1.3 -2.0 -1.1
Gross fixed capital formation 7.1 -30.7 -8.7 -19.3 -16.4 -13.0 -2.9 0.0
Other capital expenditure 77.6 70.7 467.8 -95.7 -29.1 40.9 0.0 0.0

Total expenditure 10.7 2.0 32.7 -31.7 -1.8 1.1 -2.0 -1.0  
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Table 7: Debt developments

2008 2009 2010 2011 2012 2013 2014 2015

EDP deficit (% of GDP) -7.3 -14.2 -31.3 -10.1 -8.5 -7.5 -4.7 -2.9
EDP gross debt (% of GDP) 44.2 65.2 92.5 104.6 114.4 118.8 118.6 116.3

levels, EUR billion

EDP deficit -13.2 -22.8 -48.8 -15.9 -13.5 -12.4 -8.2 -5.3
Gross debt 79.6 104.6 144.3 163.5 182.7 196.5 204.7 210.1
Change in gross debt 32.4 25.0 39.6 19.2 19.2 13.8 8.3 5.4
Nominal GDP 180.0 160.6 156.0 156.3 159.7 165.4 172.6 180.6
Real GDP 175.7 163.4 162.7 164.5 166.1 169.9 174.5 179.7

Real GDP growth (% change) -3.0 -7.0 -0.4 1.1 1.0 2.3 2.7 3.0
Change in gross debt (% of GDP) 18.0 15.6 25.4 12.3 12.0 8.3 4.8 3.0
Stock-flow adjustments (% of GDP) 10.7 1.4 -5.9 2.2 3.5 0.8 0.1 0.1

% of GDP

Gross debt ratio 44.2 65.2 92.5 104.6 114.4 118.8 118.6 116.3
Change in gross debt ratio 19.4 20.9 27.3 12.1 9.8 4.4 -0.1 -2.3

Contribution to change in gross debt

Primary balance 6.0 12.1 28.2 6.8 4.3 1.9 -1.0 -2.7
"Snow-ball" effect 2.8 7.5 5.1 3.2 2.0 1.7 0.9 0.4

of which
Interest expenditure 1.4 2.0 3.1 3.4 4.2 5.6 5.7 5.6
Real growth effect 0.8 3.5 0.3 -1.0 -1.0 -2.5 -3.1 -3.3
Inflation effect 0.6 2.0 1.6 0.8 -1.2 -1.4 -1.8 -1.9

Stock-flow adjustments 10.7 1.4 -5.9 2.2 3.5 0.8 0.1 0.1

Implicit interest rate 5.3 4.1 4.7 3.6 4.1 5.1 5.1 5.0

Notes: 
Gross debt projections include injections of EUR 16.5 billion into the banking system in 2011 and EUR 1.3 billion in 
2012. Cash balances are assumed to increase to round EUR 12 billion in 2013 in line with the programme's financing 
plan and to remain at this level thereafter.
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- Ensure that no further exemptions to the competition law framework will be 
granted unless they are entirely consistent with the goals of the EU/IMF 
Programme and the needs of the economy. 

- Consult ex-ante with the European Commission, the ECB and the IMF on the 
adoption of policies that are not included in this Memorandum but that could 
have a material impact on the achievement of programme objectives.  

To facilitate programme monitoring, the authorities will provide the European Commission, 
the ECB and the IMF with: 

- All information required to monitor progress during programme implementation 
and to track the economic and financial situation.  

- A compliance report on the fulfilment of the conditionality prior to the release of 
the instalments.  

- Reliable and regular availability of budgetary and other data as detailed in 
Annex 1. 

 

1. Actions for the fifth review (actions to be completed by end Q4-2011) 

Fiscal consolidation 

o Following the conclusion of the Comprehensive Review of Expenditure (CRE), 
Government published the Medium-Term Fiscal Statement on 4 November 2011, setting out 
a medium-term fiscal consolidation plan for 2012 – 2015 outlining the overall composition 
of revenue and expenditure adjustments for each year, consistent with the targets set out in 
the Council Recommendation in the context of the excessive deficit procedure. Moreover, by 
2012 Budget day in early December 2011, Government will anchor this consolidation plan in 
binding medium-term expenditure cash ceilings and will set out revenue and expenditure 
measures to deliver the needed adjustment. 

o Government will propose a budget for 2012 aiming to further reduce the general 
Government deficit in line with the fiscal targets set out in the Council Recommendation in 
the context of the excessive deficit procedure and including the detailed presentation of 
consolidation measures amounting to €3.8billion. The Government will introduce: 

o Revenue measures to yield €1.6 billion24 including: 

- An increase in the standard VAT rate  

- Increases in other indirect taxes 

- A Property tax 

- A reform of capital gains tax and capital acquisitions tax. 

o Expenditure reduction of EUR €2.2 billion  including: 

- Social expenditure reductions.  

                                                 
24 Inclusive of carryover of EUR 0.6 billion from the revenue measures committed in the original programme. 
For 2012, they exclude one-off measures and EUR 0.4 billion in carryover from the universal social charge 
which was introduced as part of Budget 2011. 
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- Reduction of public service numbers and public service pension adjustments. 

- Other programme expenditure, and reductions in capital expenditure. 

Without prejudice to the minimum consolidation amount referred to in the previous 
paragraph and in consultation with the staff of the European Commission, the IMF and the 
ECB, the Government may substitute one or more of the above measures with others of 
equally good quality following further analysis of the recently completed CRE.   

Financial sector reforms 

Recapitalization 

• Government will ensure that the recapitalization of banks, as identified in the 2011 
Prudential Capital Assessment Review, will be completed subject to appropriate adjustments 
for asset sales of IL&P.  

Deleveraging 

• An update on progress of the banks' implementation of their deleveraging plans under the 
PLAR 2011 and any related actions will be discussed with the staff of the European 
Commission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the 
staff of the European Commission, IMF, and ECB, will monitor closely the evolution of the 
Net Stable Funding Ratio (NSFR) and the Liquidity Coverage Ratio (LCR) in order to ensure 
convergence to Basel 3 standards by the relevant dates.  

Reorganisation 

• The Irish authorities will report on progress in implementing the strategy for the 
reorganisation of Irish credit institutions and discuss it with staff of the European 
Commission, the ECB and the IMF. The Irish authorities will continue to work to obtain the 
approval of the European Commission of the restructuring plans for the banks in the context 
of the ongoing State Aid cases.  

• The Irish authorities, in consultation with the staff of the European Commission, the IMF 
and the ECB, will complete the assessment of options to strengthen the restructuring plan for 
IL&P.  

Credit unions 

• The Irish authorities will act to underpin the solvency and viability of the credit union 
sector while minimising the fiscal cost. As an immediate step, the authorities will deal with 
weaknesses in the most troubled institutions in accordance with State aid rules while 
protecting depositors to ensure financial stability. A commitment to initial resolution funding 
of €250 million will be made from the Exchequer in Q4 2011 which will be based on a 
principle of recoupment over the medium term via a levy under the Central Bank and Credit 
Institutions (Resolution)(No.2) Act 2011.   
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Financial supervision 

• The Irish authorities will present a comprehensive report on progress in implementing the 
Central Bank of Ireland’s action plan for strengthening supervision of credit institutions and 
discuss it with the staff of the European Commission, the ECB and the IMF. 

• The Central Bank of Ireland will issue guidance to banks for the recognition of 
accounting losses incurred in their loan book.  Specifically, the Central Bank of Ireland will 
begin requiring the banks: (i) on core assets, to increase the consistency and conservatism in 
their impairment triggers and provisioning model inputs including inter alia: period of 
arrears, emergence periods, cure rates and collateral value, and treatment of restructured 
loans and forbearance; (ii) on non-core assets (assets under deleveraging) to provision to 
reflect losses arising from their planned disposal, taking account as appropriate of the 
PLAR/PCAR analysis. We will ensure that the principles governing these disclosure 
requirements are made transparent so as to ensure that bank reporting is fully understood. 

• The Central Bank of Ireland will publish new guidelines for the valuation of collateral for 
bank loans by end December 2011. 

Structural reforms 

To prepare for the introduction of water charges 

• Government will prepare proposals for implementation of the recommendations of the 
independent assessment of transfer of responsibility for water service provision from local 
authorities to a water utility in consultation with European Commission Services with a view 
to starting charging during the EU/IMF Programme period. 

To better target social support expenditure 

• The Department of Social Protection will build on their recent studies on working age 
payments, child income support and disability allowance with a view to producing, after 
consultation with stakeholders, a comprehensive programme of reforms that can help better 
target social support to those on lower incomes, and ensure that work pays for welfare 
recipients. To this end, the Department will submit a progress report by end-December 2011. 

To increase competition 

• Building on the Competition (Amendment) Bill, the Irish authorities will engage with 
European Commission services and discuss measures to further enhance the competition 
enforcement framework and present amendments to the Bill where appropriate.  

To reform labour market 

• Building on the time-bound action plan presented in September 2011, authorities will 
present legislation to the Dáil to modernise Registered Employment Agreements (REAs) and 
Employment Regulations Orders (EROs) with a view to reducing the possible negative 
impact on job creation and competitiveness of existing arrangements. The Irish authorities 
will engage with the staff of the European Commission, the IMF and the ECB on the basis of 
draft legislation in advance of publication. 
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Structural fiscal reforms 

To further reform key sectors of the economy 

• Government will consider options for an ambitious programme of asset disposals, based 
on the Programme for Government and the report of the Review Group on State Assets and 
Liabilities. Government will prepare a draft programme of asset disposals in this context and 
discuss it with the staff of the European Commission, the IMF and the ECB by end-
December 2011 in advance of taking final decisions on the programme to be pursued. The 
draft programme will include the identification of the potential assets to be disposed, any 
necessary regulatory changes and a timetable for implementation, and an assessment of their 
classification as financial or non-financial transactions. The draft programme will include the 
identification of the regulatory steps and changes deemed necessary, including those required 
to be consistent with relevant EU legislation, in relation to the options under consideration 
before the sale of a minority stake in the Electricity Supply Board (ESB) can be finalised.  

2. Actions for the sixth review (actions to be completed by end Q1-2012) 

Structural fiscal reforms 

To reinforce the credibility of the budgetary process 

•   Government will introduce a Fiscal Responsibility Bill consistent with the economic 
governance framework at the EU level, including provisions for a medium-term budgetary 
framework, fiscal rules and the Fiscal Advisory Council. The Bill will assure the Council’s 
independence through clear arrangements for Council memberships, including consultation 
with a relevant committee of the Oireachtas for nomination, appointment, extension and 
termination. The Government will ensure that the Council is adequately funded over time.  

Financial sector reforms 

PCAR 2012 

The Irish authorities will report on the evolution of the capital up to end December 2011, 
within the banks covered by the PCAR and will present and discuss its findings with the staff 
of the European Commission, the ECB and the IMF by end February 2012. 

• The 2012 PCAR exercise will be carried out in the context of the 2012 European 
Banking Authority (EBA) stress tests. The Irish authorities will agree with the staff of the 
European Commission, IMF and ECB on the specific features of the methodology building 
on the strengths of the PCAR 2011. 

Deleveraging 

• The Irish authorities, in consultation with the staff of the European Commission, IMF 
and ECB, will assess banks' performance vis-à-vis the agreed asset disposal targets. In line 
with the monitoring system set up, actual and forecast LDRs, NSFR’s and asset disposals 
shall be reported by the banks to the Central Bank of Ireland every six months (first report 
was issued on 31 July 2011). Such reports will include (i) progress achieved towards interim 
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target; (ii) forecast of LDR and NSFR for the end of the next period; (iii) a detailed plan of 
action to meet the next interim target; and (iv) actual and planned asset disposals. If actual or 
forecast asset disposals fail to meet the interim targets for the quantum of asset disposals, the 
Irish authorities will inform the staff of European Commission, IMF, and ECB within 14 
days of becoming aware of such failure. The Central Bank will then oversee the remedial 
actions to be taken by any bank in question including a prompt timetable for their 
implementation. In addition to providing the six-monthly report, the Irish authorities will 
update the staff of European Commission, the IMF and the ECB on progress in the 
intervening quarters. 

• The Irish authorities, in consultation with staff of the European Commission, IMF, and 
ECB, will monitor closely the evolution of the NSFR and the LCR in order to ensure 
convergence to Basel 3 standards by the relevant dates.  

Reorganisation 

• The Irish authorities will report on progress in implementing the strategy for the 
reorganisation of Irish credit institutions and discuss it together with the staff of the 
European Commission, the ECB and the IMF. 

Supervision 

• The Irish authorities will present a comprehensive report on progress in implementing the 
Central Bank action plan for strengthening supervision of credit institutions and discuss it 
together with the staff of European Commission, the ECB and the IMF. 

Structural reforms 

To reform the personal debt regime 

• Government will introduce legislation to reform the personal debt regime to the Houses 
of the Oireachtas with the objective of lowering the cost and increase the speed and 
efficiency of proceedings, while at the same time mitigating moral hazard and maintaining 
credit discipline. 

To further reform key sectors of the economy   

•  In line with the time-bound action plan submitted in September 2011, authorities will 
publish a public consultation draft of updated retail planning guidelines which include, inter 
alia, the agreed changes to the retail size caps in Ireland. Building on representations 
received by end-2011, authorities will issue finalised retail planning guidelines which 
include the agreed changes to retail size caps. 

To improve the activation of the unemployed 

• The Irish authorities will take steps to strengthen activation and training policies to help 
jobseekers get back to work and will commission and publish an external evaluation of the 
revised national employment action plan to ensure: 

• that the large numbers of unemployed across all regions, including the long-
term unemployed, have adequate incentives and skills needed to return to 
work; and 
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• the data and reporting systems required to ensure more effective interventions 
are put in place, including: 

o group intervention statistics (3 to 6 months); 

o ongoing intervention statistics (post 6 months) including numbers and 
level of penalty sanctions. 

• Based on its recommendations the Department of Social Protection will prepare an 
implementation plan by end-March 2012 

To better target social support expenditure 

• The Department of Social Protection will submit to Government the comprehensive 
programme of reforms that can help better targeting of social support to those on lower 
incomes, and ensure that work pays for welfare recipients. 

To increase competition  

• Authorities will undertake a review of the resourcing of the Competition Authority and 
report on whether it is sufficient to allow adequate enforcement capacity of the new 
legislative framework.  

3. Actions for the seventh review (actions to be completed by end Q2-2012) 

Financial sector reforms 

PCAR 2012 

• The PCAR for 2012 will be completed. Before publication, the results of the PCAR for 
2012 will be assessed, together with the staff of European Commission, the ECB and the 
IMF. The results and methodology used will then be published in detail and on a bank-by-
bank basis by 30 June 2012. Based on these results, the authorities will ensure that banks are 
adequately capitalised. 

Deleveraging 

An update on progress of the banks' implementation of their deleveraging plans under the 
PLAR 2011 and any related actions will be discussed with the staff of the European 
Commission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the 
the staff of the European Commission, IMF, and ECB, will monitor closely the evolution of 
the NSFR and the LCR in order to ensure convergence to Basel 3 standards by the relevant 
dates. Credit Unions 

• As recommended by the interim report of the Commission on Credit Unions, the legal 
provision that requires credit unions to maintain an amount, under the terms of the Deposit 
Guarantee Scheme, in the Deposit Protection account at the Central Bank will become 
effective in 2012 .  

• The restructuring process will take account of the interim report of the Commission on 
Credit Unions and any further recommendations made by the Commission on Credit Unions 
on the revised structure for the sector. The Irish authorities will publish legislation to 
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Financial Supervision 

• The Irish authorities will present a comprehensive report on progress in implementing the 
Central Bank of Ireland's action plan for strengthening supervision of credit institutions and 
discuss it together with the staff of the European Commission, the ECB and the IMF. 

• Government will present to Dáil Éireann legislation to establish a statutory credit risk 
register. 

5. Actions for the ninth review (actions to be completed by end Q4-2012) 

Fiscal consolidation 

• Government will propose a budget for 2013 aiming at a further reduction of the general 
Government deficit in line with the fiscal targets set out in the Council Recommendation in 
the context of the excessive deficit procedure and including the detailed presentation of 
consolidation measures amounting to €3.5 billion. The following measures are proposed for 
2013: 

o Revenue measures to raise at least €1.25 billion 25 will be introduced, including: 

- A broadening of personal income tax base 
- A restructuring of motor taxation 
- A reduction in general tax expenditures.  
- An increase in excise duty and other indirect taxes.  

o Expenditure reductions of no less than €2.25 billion, including: 

- Social expenditure reductions.  
- Reduction of public service numbers and public service pension adjustments.   
- Other programme expenditure, and reductions in capital expenditure. 

Without prejudice to the minimum consolidation amount referred to in the previous 
paragraph and in consultation with the staff of the European Commission, the IMF and the 
ECB, the Government may substitute one or more of the above measures with others of 
equally good quality following further analysis of the recently completed CRE.   

Financial sector reforms 

Deleveraging 

• An update on progress of the banks' implementation of their deleveraging plans under the 
PLAR 2011 and any related actions will be discussed with the staff of the European 
Commission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the 
staff of the European Commission, IMF, and ECB, will monitor closely the evolution of the 
NSFR and the LCR in order to ensure convergence to Basel 3 standards by the relevant 
dates.  

                                                 
25 Inclusive of carryover from 2012  
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TECHNICAL MEMORANDUM OF UNDERSTANDING (TMU) 
 

28 November 2011 
 
1.      This Technical Memorandum of Understanding (TMU) sets out the understandings 

regarding the definitions of the indicators subject to performance criteria and indicative 
targets under the arrangement supported by the Extended Fund Facility (EFF). These 
performance criteria and indicative targets are reported in Table 2 attached to the 
Memorandum of Economic and Financial Policies (MEFP). This TMU also describes the 
methods to be used in assessing the programme performance and the information 
requirements to ensure adequate monitoring of the targets. 

2.      For programme purposes, all foreign currency-related assets, liabilities, and flows will be 
evaluated at “programme exchange rates”, with the exception of the items affecting the 
government fiscal balances, which will be measured at current exchange rates. The 
programme exchange rates are those that prevailed on November 24, 2010 as shown on 
the European Central bank web-page, in particular, €1 = 1.3339 U.S. dollar and €1 = 
0.86547 SDR.  

I . QUANTITATIVE PERFORMANCE CRITERIA AND INDICATIVE TARGETS 

Floor on the Exchequer Primary Balance 

3.      The Exchequer balance is the traditional domestic budgetary aggregate which measures 
the net surplus or net deficit position of the Exchequer Account. The Exchequer Account 
is the single bank account of the Central Fund and is held at the Central Bank of Ireland. 
The annual audited accounts of the Exchequer Account produced by the Department of 
Finance are known as the Finance Accounts. An unaudited summary known as the 
Exchequer Statement is produced at the end of each month. Under the Irish Constitution, 
all Government receipts are paid in to the Central Fund and all Government expenditure 
is funded from it, unless provided otherwise by law.26 The Exchequer balance is the 
difference between total receipts into, and total expenditure out of, the Exchequer 
Account. It measures the sum of the current and capital balances. The current balance is 
defined as current receipts (tax and non-tax revenue) minus current expenditure (voted 
expenditure and non-voted expenditure charged directly on the Central Fund, including 
the Sinking Fund). The capital balance is defined as capital receipts (Sinking Fund and 
other capital receipts) minus capital expenditure (voted and non-voted expenditure). The 
Sinking Fund provision is a transfer from the current account to the capital account to 
reduce national debt and has no effect on the overall Exchequer balance.  

                                                 
26 Receipts of the Central Fund comprise Exchequer tax revenues, non-tax revenues, receipts from the European 
Union and other capital receipts. Charges on the Central Fund include the expenditure of Government departments 
and offices, payments related to the servicing of the national debt, payments to the European Union Budget, the 
salaries, pensions and allowances of the President, judiciary, and Comptroller & Auditor General and the running 
costs of the Houses of the Oireachtas (Parliament). Extra-budgetary funds (including the National Pensions Reserve 
Fund), the Social Insurance Fund, semi-state bodies and local governments are not part of the Exchequer system. 
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4.      The performance criteria are set on the Exchequer primary balance (the Exchequer 
balance excluding net debt interest payments in the service of the National Debt).27  

5.      For the purposes of the programme, the floor on the Exchequer primary balance 
(quantitative performance criterion) will be adjusted downward by payments for bank 
restructuring carried out under the programme’s banking sector support and restructuring 
strategy. Such payments may include, inter alia, loans to banks, investments in their 
equity (requited recapitalisation), unrequited recapitalisation, and purchases of troubled 
assets, which are carried out in line with programme objectives. The floor will be 
adjusted upward by the amount of proceeds from sales of bank equity held by the 
government or NPRF that are treated as Exchequer receipts. The floor will also be 
adjusted downward for Exchequer outlays for the resolution of credit unions, and upward 
for any return of such outlays to the Exchequer and also for the recoupment of such 
outlays by the Exchequer from the Resolution Fund. Any other financial operation by 
Government to support banks, including the issuance of guarantees or provision of 
liquidity, will be reported to EC, IMF, and ECB staffs.  

                                                 
27 Net debt interest payments are as per the end-month Exchequer Statements.  
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6.      The floor on the Exchequer primary balance (quantitative performance criterion) in each 
year will be measured cumulatively from the start of that calendar year.  

Cumulative Exchequer primary balance (In billions of Euros) 

From January 1, 2011: 
 
End-December 2011 (performance criterion) 

 
 

-15.0 
 

From January 1, 2012: 
 
End-March 2012 (performance criterion) 
End-June 2012 (indicative target) 
End-September 2012 (indicative target) 
 

 
 

-7.5 
-9.0 

-11.0 

7.      The performance criterion on the Exchequer primary balance (floor) will be adjusted 
upward (downward) for the full amount of any over-performance (under-performance) in 
Exchequer tax revenues, pay-related social insurance contributions (PRSI) and national 
training fund contributions against the current projection which is listed below: 28 

Cumulative Exchequer tax revenue & other receipts (as outlined in 
7. above)  

(In billions of Euros) 

From January 1, 2011: 
End-December 2011 (projection) 
 

 
42.4 

From January 1, 2012: 
End-March 2012 (projection) 
End-June 2012 (projection) 
End-September 2012 (projection) 

 
9.7 

19.7 
30.7 

 

8.      Any policy changes, including in administration and enforcement of taxes, which impact 
the revenue projection set out in paragraph 7 will lead to a reassessment of the adjustor in 
the context of program reviews. 

Ceiling on the Stock of Central Government Net Debt 

9.      The stock of net central government debt, for the purposes of the programme, is defined 
as the National Debt less liquid assets of the National Pensions Reserve Fund (NPRF). 
The National Debt is defined as the total outstanding amount of principal borrowed by 
central government and not repaid as of the test date, less liquid assets available for 
redemption of those liabilities at the same date. These liquid assets comprise the 
Exchequer cash balances (including cash in the Capital Services Redemption Account), 
Exchequer deposits with commercial banks and other institutions, and investments in 
investment grade sovereign bills. For the purposes of the programme, NPRF liquid assets 
include the asset classes listed above, and also all marketable securities such as equities, 
government bonds and other listed investments. NPRF shares in domestic Irish banks are 
excluded from the definition of liquid assets.  

                                                 
28 Exchequer tax receipts are comprised of income tax (including the universal social charge), value added tax 
(VAT), corporation tax, excise duties, stamp duties, capital gains tax, capital acquisitions tax and customs duties.  
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10.      For the purposes of the programme, the ceiling on the central government net debt 
(indicative target) will be adjusted upward by debt arising from payments for bank 
restructuring carried out under the programme’s banking sector support and restructuring 
strategy. These payments may include, inter alia, loans to banks, investments in their 
equity (requited recapitalisation); unrequited recapitalisation; and purchases of troubled 
assets, which are carried out in line with programme objectives. The ceiling will be 
adjusted downward by the amount of proceeds from sales of bank equity held by the 
government or NPRF that are treated as Exchequer or NPRF receipts. The ceiling will 
also be adjusted upward for Exchequer outlays for the resolution of credit unions, and 
downward for any return of such outlays to the Exchequer and also for the recoupment of 
such outlays by the Exchequer from the Resolution Fund. The programme exchange rates 
will apply to all non-euro denominated debt.  

11.      The ceiling on the outstanding stock of central government net debt will be adjusted 
upward (downward) by the amount of any final upward (downward) revision to the stock 
of end-September 2011 central government net debt. 

Central government net debt (In billions of Euros) 

Outstanding stock:  

  

End-September 2011 (provisional) 111.7 

End-December 2011 (indicative target) 116.9 

End-March 2012 (indicative target) 126.2 

End-June 2012 (indicative target) 129.9 

End-September 2012 (indicative target) 132.4 

 
Non-accumulation of External Payments Arrears by Central Government 

12.      The central government will accumulate no external payments arrears during the 
programme period. For the purposes of this performance criterion, an external payment 
arrear will be defined as a payment by the central government on its contracted or 
guaranteed external debt that has not been made within five business days after falling 
due, excluding any contractual grace period. The performance criterion will apply on a 
continuous basis. 

13.      The stock of external payments arrears of the central government will be calculated based 
on the schedule of external payments obligations reported by the National Treasury 
Management Agency.  

I I . REPORTING REQUIREMENTS 

14.      Performance criteria under the programme will be monitored using data supplied to the 
EC, IMF, and ECB staffs. The Irish authorities will transmit promptly any data revisions 
in a timely manner.  
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• The Department of Finance will report the Exchequer primary balance to the EC, 
IMF and ECB staff, with a lag of no more than seven days after the test date.  

• The National Treasury Management Agency will provide provisional figures on the 
outstanding stock of net government debt with a lag of no more than seven days after 
the test date. The revised figures will be provided within three months of the test date. 

• The National Treasury Management Agency will provide the final stock of the central 
government system external payments arrears to the EC, IMF and ECB staff, with a 
lag of not more than seven days after the arrears arise in accordance with the 
definition of external payments arrears as set forth in paragraph 12 of this 
memorandum. 

• The Central Bank of Ireland will provide on a quarterly basis, bank by bank data on 
the assets of government guaranteed banks, including loans and provisioning by 
period overdue (90+days and less than 90 days) and category of borrower, 35 
working days after the end of each quarter. 
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