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The Stability and Growth Pact requires each EU Member State to present 
an annual update of its medium-term budgetary programme, called “stability 
programme” for countries that have adopted the euro as their currency and 
“convergence programme” for those that have not.  
 
The attached technical analysis of the programme, prepared by the staff of, 
and under the responsibility of, the Directorate-General for Economic and 
Financial Affairs (DG ECFIN) of the European Commission, was finalised on 
18 February 2009. Comments should be sent to Bettina Kromen  
(bettina-maria.kromen@ec.europa.eu) and Janis Malzubris 
(janis.malzubris@ec.europa.eu). The main aim of the analysis is to assess 
the realism of the budgetary strategy presented in the programme as well 
as its compliance with the requirements of the Stability and Growth Pact. 
However, the analysis also looks at the overall macro-economic 
performance of the country and highlights relevant policy challenges. 
 
The analysis takes into account (i) the Commission services’ January 2009 
interim forecast, (ii) the code of conduct (“Specifications on the 
implementation of the Stability and Growth Pact and guidelines on the 
format and content of stability and convergence programmes”, endorsed by 
the ECOFIN Council of 11 October 2005) and (iii) the commonly agreed 
methodology for the estimation of potential output and cyclically-adjusted 
balances. Technical issues are explained in an accompanying 
methodological paper prepared by DG ECFIN. 
 
Based on this technical analysis, the European Commission adopted a 
recommendation for a Council opinion on the programme on 18 February 
2009. The ECOFIN Council is expected to adopt its opinion on the 
programme on 10 March 2009. 
 

* * * 
 
All these documents, as well as the provisions of the Stability and Growth 
Pact, can be found on the following website: 
 
http://ec.europa.eu/economy_finance/about/activities/sgp/main_en.htm 

 
 
 

mailto:bettina-maria.kromen@ec.europa.eu
mailto:janis.malzubris@ec.europa.eu
http://ec.europa.eu/economy_finance/about/activities/sgp/main_en.htm
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1. INTRODUCTION 

This document assesses the October 2008 update of Ireland's stability programme and the 
addendum to it submitted in January 2009. The analysis takes into account all currently 
available information, notably the Commission services' January 2009 interim forecast and 
the short-term measures adopted by the Irish authorities in response to the economic 
downturn. The programme, which was submitted on 14 October 2008, covers the period 
2008-2011 and builds on the 2009 budget. It was approved by the government and presented 
to the parliament for a debate without a vote. An addendum to the programme was submitted 
on 9 January 2009. The addendum contains updated macroeconomic and budgetary 
projections. Reflecting the deterioration of the economic and budgetary situation, it extended 
the programme horizon and the target date for the reduction of the general government deficit 
to a value below 3% of GDP to 2013. 

2. MAIN CHALLENGES IN THE ECONOMIC DOWNTURN AND THE POLICY RESPONSE  

After the high-growth period of the second half of the 1990s, Ireland’s economy settled down 
to a more steady growth phase in 2001-2007. Whereas Ireland's competitive position 
weakened somewhat during this period, due to price and wage inflation together with 
declining productivity growth, domestic demand became the main engine of the economy, 
with a particularly buoyant construction sector. The ratio of nominal construction investment 
to current price GDP had reached 21½% by 2006, the highest value in the euro area, while the 
housing subcomponent accounted for 14% of GDP. The associated levels of housing output 
proved unsustainable after the peak in 2006 and a significant rebalancing of the economy is 
now underway. The sharp adjustment in the housing market has spread to the wider economy 
through consumer and business confidence effects. It has been amplified by the financial 
crisis and the downturn in the main trading partners (euro area, US and UK). In view of the 
importance of the banking sector through for instance the International Financial Services 
Centre and the high degree of openness, Ireland is particularly exposed to the global economic 
and financial crisis1. Against this background, the economy entered into recession in 2008, 
with a further decline of real GDP by 5% in 2009 projected by the Commission services’ 
January 2009 interim forecast. A weak recovery should set in over the course of 2010, with 
real GDP remaining broadly constant for the year as a whole. The Irish economy is thus 
assessed to have entered economic 'bad times' in 2008 and to remain in bad times over the 
forecast horizon. The downturn translates into deteriorating labour market conditions, where, 
after having stood at an average 4½% in 2007, the unemployment rate increased to more than 
8% in late 2008, with a further rise expected in 2009. 

Reflecting to a large extent the economic downturn, the Irish public finances have seen a very 
sharp deterioration. While over the period from 1997 to 2007, the general government balance 
posted surpluses in all years but one, a deficit of 6.3% of GDP was recorded in 2008 
according to the January 2009 addendum to the October 2008 update of the stability 
programme (henceforth "the addendum"). The worse-than-expected outcome was due to a 
massive tax shortfall and some expenditure overruns. While the former was especially 
pronounced in property-related taxes in the context of the housing market correction, the 
lower-than-expected economic activity led to significant undershooting in all tax categories. 
                                                 
1 Exports and imports of goods and services accounted for around 180% of GDP in Ireland in 2007, making it 

one of the most open economies of the euro area (average: 88%). At the same time, the share of the sector 
"financial intermediation" in overall gross value added was 10.2% in 2006, nearly twice as high as in the 
euro area (5.2%).  
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Against the background of the projected continuing recession, the addendum targets a further 
fiscal deterioration for this year, with a deficit of 9½% of GDP. 

The budget for 2009 aims to balance the needs to provide direct support for the economy and 
to bolster market confidence by limiting the fiscal deterioration, while at the same time 
respecting the absence of fiscal space in Ireland, due especially to the size of the 2008 deficit 
and the probably permanent nature of part of the 2008 tax shortfalls. Measures providing 
direct support for the economy are geared at strengthening purchasing power and fostering an 
orderly adjustment in the property market, while the extent of the fiscal deterioration is 
limited notably through several tax-enhancing measures. At the same time, a significant 
public investment programme continues to be implemented, which has been prioritised 
towards “core economic infrastructure” in view of scarce resources2. As a reaction to the 
further deterioration of the economic and fiscal situation since the adoption of the budget, 
additional, unspecified consolidation measures worth 1% of GDP were announced in the 
addendum and the measures which should add up to this were subsequently clarified by the 
government in early February. 

 

 

In the coming years, implementing a credible and sustainable fiscal consolidation strategy 
with a view to restoring market confidence will be one of the key challenges for Ireland, 
together with the need to rebalance growth and to regain competitiveness. Rebalancing 
growth will involve redirecting resources from construction to more productive sectors. 
Repeating the success of Ireland's earlier FDI-based export-led growth strategy will, however, 
be demanding given that the economy's competitive position was gradually eroded in recent 
years, as reflected in a widening external deficit (estimated at around 5¾% of GDP in 2008). 
Competitiveness will have to be regained through both measures enhancing productivity 
growth and adequate wage policies, which would also support employment. Another 
challenge might stem from the fact that the return to trend growth might be delayed and the 
rate of trend growth itself reduced by temporarily lower investment due to the cyclical 
downturn and by the possibly permanent increase in the cost of investment financing after the 
current reassessment of risks. A reduction in the number of immigrants possibly resulting in a 
reversal of the net flow of migration would further contribute to the weakening of trend 
growth3. The impact of the financial crisis on the soundness of especially private schemes in 

                                                 
2 Details of the measures and their impact on the public finances are provided in section 4.2.  
3 Migration has traditionally contributed to the flexibility of the Irish labour market. Whereas the country had for 

a long time registered a net migration outflow, this trend reversed in the last years, also due to the 
significant positive wage differential vis-à-vis other euro area countries, which notably attracted immigrants 
from the recently-acceded Member States. Over 2001-2006, net immigration totalled around 215.000 or 
5½% of the 2001 population. In the Commission services' January 2009 interim forecast, a net migration 
outflow is again projected for 2009-10. 

Box: Measures to help stabilise the financial system 
 

Ireland adopted several measures to safeguard the stability of the financial sector. The statutory limit for the 
deposit guarantee scheme was increased to €100,000 per depositor in autumn 2008. At the same time, guarantees 
to covered banks were put in place, in an estimated amount of €400 billion (more than 200% of GDP). A 
recapitalisation programme of €10 billion (5% of GDP) for three major banks (Bank of Ireland, Allied Irish Bank 
and Anglo-Irish Bank), intended to be financed at least partly from the National Pension Reserve Fund (NPRF), 
was announced in December 2008. However, in January 2009, one of the concerned banks (Anglo Irish Bank) 
was taken into public ownership instead, citing persistent lack of investor confidence due to concerns about 
corporate governance. Capital injections of 3.5 billion for each of the two remaining banks (together 3¾% of 
GDP) were decided in February.  
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the pension system is a further challenge. In this context, reforming the pension system with a 
view to improving its long-term sustainability is another important challenge. 

3. MACROECONOMIC SCENARIO 

According to the addendum, the recession is set to continue in 2009-2010 with a recovery 
expected in the three following years (see Table I). Compared to the Commission services' 
January 2009 interim forecast, the addendum's macroeconomic scenario for 2009-2010 
appears broadly plausible. Although the 4% decline in real GDP projected for 2009 appears 
slightly optimistic compared to the Commission services' -5% forecast, the -1% growth in 
2010 seems to be slightly pessimistic vis-à-vis the stagnation of real GDP according to the 
interim forecast. The growth rates projected for the years 2011-2013, which are not covered 
by the Commission services' forecast, appear optimistic given in particular the reduction in 
trend growth to be expected as a consequence of the current crisis, especially on the back of 
the change in migration patterns and the lower investment profile. Summing up, the 
addendum's growth projections appear broadly plausible up to 2010 and rather optimistic 
from 2011 onwards.  

Table I: Comparison of macroeconomic developments and forecasts 
2011 2012 2013

COM SP COM SP COM SP SP SP SP
Real GDP (% change) -2.0 -1.4 -5.0 -4.0 0.0 -0.9 2.3 3.4 3.0
Private consumption (% change) -0.9 -0.5 -3.3 -2.7 0.4 -0.9 1.0 2.3 2.1
Gross fixed capital formation (% change) -18.4 -18.4 -26.3 -22.7 -4.1 -11.5 6.6 8.5 9.1
Exports of goods and services (% change) 1.2 0.9 -2.6 -0.5 1.4 0.7 3.0 3.5 3.4
Imports of goods and services (% change) -2.3 -2.9 -6.1 -4.5 1.3 -1.7 2.3 2.7 3.4
Contributions to real GDP growth:
- Final domestic demand -4.6 -4.7 -7.1 -6.1 -0.3 -2.3 1.5 2.4 2.5
- Change in inventories 0.0 0.7 0.0 -0.4 0.0 -0.1 0.0 0.0 0.0
- Net exports 2.6 2.8 2.1 2.7 0.3 1.7 0.9 1.1 0.6
Output gap1 0.1 0.5 -4.5 -3.5 -4.2 -4.1 -3.4 -1.6 -0.5
Employment (% change) -0.9 -0.3 -4.0 -4.0 -1.5 -1.9 1.0 1.3 1.2
Unemployment rate (%) 6.5 6.3 9.7 9.2 10.7 10.5 9.4 8.6 7.9
Labour productivity (% change) -1.2 -1.1 -1.0 0.1 1.5 1.1 1.3 2.1 1.7
HICP inflation (%) 3.1 3.1 0.7 0.5 1.8 1.5 1.8 1.8 1.8
GDP deflator (% change) -0.3 -0.3 -0.1 -0.1 1.3 0.9 2.0 2.2 2.4
Comp. of employees (per head, % change) 3.5 n.a. 0.9 n.a. 1.6 n.a. n.a. n.a. n.a.
Net lending/borrowing vis-à-vis the rest of 
the world (% of GDP)

-5.7 -6.3 -3.3 -4.2 -3.2 -3.5 -3.4 -3.0 -2.8

Note:

Source :

1In percent of potential GDP, with potential GDP growth according to the programme as recalculated by Commission services.

Commission services’ January 2009 interim forecasts (COM); Stability programme (SP)

2008 2009 2010

 

Regarding the projected composition of economic growth, there are some differences with 
respect to the latest Commission services’ forecast, especially in 2010. In that year, a much 
stronger contraction of domestic demand in the addendum (in particular due to a double-digit 
contraction of investment and a further decline in private consumption) than in the 
Commission services' forecast is only partly offset by a higher positive contribution from the 
external sector (on the back of a decline in imports also due to the strongly negative 
investment growth).  
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According to the Commission services' interim forecast, the cyclical downturn of the 
economy implies a moderation in price and wage inflation as well as a decline in the external 
deficit, reflecting much weaker domestic demand growth. The addendum's projections for 
inflation and the external deficit seem realistic. Both forecasts project job losses of similar 
magnitude over the period 2008-2010.  

In view of the very high uncertainty at the current juncture, the macroeconomic scenarios of 
both the addendum and the Commission services’ forecast are clearly subject to considerable 
downside risks, in particular a further worsening of the external environment as well as the 
risks related to the stability of the financial sector.  

The main challenges set out above, especially the need to regain competitiveness through 
adequate wage policies and the former's implications for the rebalancing of growth are not 
explicitly identified by the programme or the addendum. The latter's macroeconomic scenario 
includes the effects of all measures taken so far in reaction to the crisis, without however 
disentangling their individual estimated effects on growth. In the medium term, a positive 
effect on growth of the revised capital investment programme and of the other structural 
measures to promote resilience, including tax advantages for R&D activities and small start-
up companies, could reasonably be expected.  

4. BUDGETARY STRATEGY 

4.1. Budgetary implementation in 2008  

According to both the Commission services' January 2009 interim forecast and the addendum, 
the general government deficit is estimated to have reached 6.3% of GDP in 2008, compared 
to a planned deficit of 0.9% of GDP in the 2007 update of the stability programme4. This 
significantly worse-than-expected outturn reflects both a considerable tax shortfall and some 
expenditure overruns5.  

Revenue is estimated to have fallen by 7.8% year-on-year according to the January 2009 
interim forecast, compared to a planned increase of 4.1% in the 2007 update of the stability 
programme. Tax revenue shortfalls reflect the permanent loss of housing boom related 
revenue and lower-than-expected economic activity more generally. This also reflects a shift 
to a less tax-rich composition of growth than in previous years. Expenditure is estimated to 
have increased by about 10%, rather than the budgeted rise by just above 8%. This is 
explained by (i) higher-than-planned social transfers, (ii) increased interest expenditure and 
(iii) unbudgeted capital investment, including the purchase of the Westlink toll bridge (0.3% 
of GDP). Social transfers are fulfilling their role as automatic stabilisers, as reflected in higher 
unemployment-related spending (amounting to around 0.4% of GDP). The increase in interest 
expenditure is largely explained by higher borrowing. At the same time, the expenditure 
overruns would have been significantly more marked without the July 2008 set of corrective 
measures which according to the programme entailed savings of around ¼% of GDP in 2008, 
in particular in the areas of government consumption and capital expenditure. 

                                                 
4 See Table 1 in Annex 2. 
5 The negative base effect from the lower-than-expected 2007 surplus and the denominator effect from lower 

nominal GDP growth affect the revenue and expenditure ratios but are broadly neutral for the overall deficit. 
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Overall, the sharp deterioration in 2008 owing to the expansionary stance of the budget for 
2008 was made significantly worse by the extent of the collapse of the housing market and 
general downturn6. 

4.2. Near-term budgetary strategy  

The general government deficit is targeted to widen to 9.5% of GDP in 2009 according to the 
addendum. This implies a significant downward revision compared to the deficit target of 
6.5% of GDP in the budget for 2009 and the latest update of the stability programme, which 
were both presented to the Parliament on 14 October 20087. The downward revision is largely 
due to two factors, namely the deteriorated macroeconomic outlook and a negative base effect 
from the worse-than-expected 2008 outcome. The addendum plans to mitigate the negative 
effect of these two factors by additional consolidation measures amounting to 1% of GDP. 
This package was incorporated in the deficit target set in the addendum but without providing 
details on specific measures and was therefore not incorporated in the Commission services' 
interim forecast. The government clarified the package in early February (see below). 

Table II. Main budgetary measures for 2009 

Revenue measures1 Expenditure measures2 

• reduction of stamp duty top rate 
(-0.1% of GDP)3 

• widening of standard rate tax band 
(-0.1% of GDP)3 

• introduction of income levy (0.4% of 
GDP) 

• increase in standard VAT rate (0.1% 
of GDP)  

• increase in excise duties (0.2% of 
GDP) 

• advancing corporation and capital 
gains tax payment dates (0.3% of 
GDP; one-off) 

• increase in capital gains tax rate 
(0.1% of GDP)  

• reprioritisation of public investment 
(-0.7% of GDP) 

• social welfare package (0.3% of GDP) 3 
• reduction in public service payroll 

(-0.1% of GDP) 
• “pension levy” on public sector wages 

(-0.4% of GDP, taking into account tax 
deductibility)4 

• other expenditure saving measures 
(-0.2% of GDP)4 

• further cuts in public investment (-0.2% 
of GDP) 4 

Note: 
1 Estimated impact on general government revenue  
2 Estimated impact on general government expenditure  
3 Short-term measures in reaction to the downturn. 
4 Measures specified by the government in early February which should add up to the 1% of GDP consolidation 
package for 2009 announced in the addendum. For the “pension levy”, see also footnote 10 below. 
Source: Commission services and Budget for 2009 (including July 2008 package, the November 2008 Finance 
Bill and the addendum) 

                                                 
6 The fiscal stance in 2008 as measured by the change in the primary structural balance targeted in the 2008 

budget was identified as expansionary in the macro-fiscal assessment of Ireland's 2007 stability programme 
update, which is available at http://ec.europa.eu/economy_finance/publications/publication12213_en.pdf.  

7 Part of the measures were adopted by the Parliament on 14 October 2009 (Financial Resolutions), while other 
measures are in the process of being adopted (Finance Bill, the Estimates and the Appropriation Bill). 

http://ec.europa.eu/economy_finance/publications/publication12213_en.pdf
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The measures in reaction to the economic downturn aim not only at supporting the economy 
in difficult times but also seek to bolster market confidence by limiting the extent of the fiscal 
deterioration. To mitigate the effect of the economic downturn on the most vulnerable groups 
of the population, a social welfare package8 (0.3% of GDP) was adopted and the income tax 
standard rate band was widened (0.1% of GDP). Furthermore, the budget contains measures 
aimed at supporting the property market, in particular a lower top rate of the stamp duty on 
commercial property (estimated cost: 0.1% of GDP). In spite of a reduction compared to 
earlier plans by 0.9% of GDP in 2009, the continued capital investment programme should by 
its sheer size (4¼ % of GDP) provide significant support to the economy9. Section 7 assesses 
how the response to the European Economic Recovery Plan corresponds to the criteria of 
timeliness, targeted nature and temporariness laid out therein.  

Overall, the revenue-to-GDP ratio is according to the addendum expected to remain broadly 
stable at 33.7%, on the one hand supported by the net tax revenue-increasing measures in the 
budget for 2009, while on the other hand reflecting the economic downturn and low tax 
intensity of economic activity. In particular, taxes on production and imports in % of GDP are 
projected to decrease as a further drop in stamp duties (in line with the adjustment in the 
housing market) is foreseen, more than offsetting the additional revenue (0.1% of GDP) 
expected from the increase in the standard VAT rate. The ratio of revenue from current taxes 
on income and wealth to GDP is expected to decline, because the decrease in the wage bill 
and weak corporate profits more than compensate for the impact of a newly introduced 
income levy (0.4% of GDP) and the one-off effect of advancing the payment dates for 
corporation and capital gains tax (0.3% of GDP in 2009). However, a pick-up in the ratio of 
social contributions to GDP is projected. 

Based on the information in the addendum the expenditure ratio should rise to 43.3% of GDP. 
The increase would be driven by current expenditure, in particular social transfers and interest 
expenditure as public debt grows rapidly, whereas capital expenditure is set to decline as a 
share of GDP reflecting the decision taken at budget time to reprioritise public investment 
plans.  

It is not clear to what extent the individual revenue and expenditure projections for 2009 in 
the addendum as described above and depicted in Table III, which included an unspecified 
consolidation package of 1% of GDP, fully reflect the set of measures actually announced in 
February 2009. The February package includes a “pension levy” on public sector wages10 
(with a net yield tentatively estimated at 0.4% of GDP in 2009 once account is taken of the 
levy’s tax deductibility), a reduction in capital investment (0.2% of GDP), administrative 
savings (0.1% of GDP) and other smaller expenditure-saving measures (adding up to 0.1% of 
GDP). The measures would be introduced as of 1 March 2009, reducing their net effect to 

                                                 
8 The social welfare package includes increases in old-age and other pensions as well as in unemployment and 

child benefits and an extension of fuel allowances. 
9 Capital expenditure in an amount of 0.7% of GDP in 2009 was re-scheduled to a later date in the budget, while 

further across-the-board cuts amounting to 0.2% of GDP were announced in early February (see below).  
10 The national authorities regard the so-called 'pension levy' on wages paid by public service bodies as an 

expenditure-reducing measure, as effectively it is a pay cut for public servants without changing their 
pension entitlements. It is not clear, however, whether that recording is compatible with the ESA accounting 
rules. Notably, the fact that the 'pension levy' extends to employees of sectors other than general government 
(e.g. central bank which is classified in the financial corporate sector) might imply recording the measure as 
revenue-increasing. As usual, this technicality will be discussed between statisticians before Eurostat 
decides on which accounting option is consistent with ESA. Note that the technical issue concerns the 
measurement of total government expenditure and revenue; there is no issue concerning the impact on the 
government deficit as the direct impact of the measure is deficit-reducing. 
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around 0.8% of GDP in 2009 instead of 0.9% on a full-year basis11. Given that the measures 
are of a permanent nature, the estimated yield of 0.9% on a full-year basis would accrue next 
year. 

Given the widening of the structural deficit (as recalculated by the Commission services on 
the basis of information in the programme) by 2 percentage points of GDP, the planned fiscal 
stance in 2009 appears to be expansionary. However, it should be noted that the budget for 
2009 and the addendum provide for deficit-reducing measures which limit the worsening of 
the fiscal position12. The widening of the structural deficit is therefore due to a deterioration 
of the economic environment beyond normal cyclical fluctuations, including the ongoing 
adjustment in the housing market and its impact on tax revenue, while it also reflects 
difficulties to bring down spending growth sufficiently quickly in response to changed 
economic circumstances. 

Table III: Composition of the budgetary adjustment 
2007 2011 2012 2013 Change: 

2008-2013

COM COM SP COM SP COM1 SP SP SP SP SP
Revenue 35.7 33.7 33.6 33.7 33.7 33.9 34.4 34.6 33.9 34.4 0.8
of which:
- Taxes on production and imports 13.2 12.0 11.9 11.5 11.3 11.5 11.3 11.1 11.1 11.4 -0.5
- Current taxes on income, wealth, etc. 12.6 11.0 11.0 11.1 10.8 11.1 11.0 11.3 11.0 11.4 0.4
- Social contributions 6.3 6.6 6.7 6.7 7.2 6.6 7.4 7.4 7.2 7.1 0.4
- Other (residual) 3.6 4.1 4.0 4.5 4.4 4.7 4.7 4.8 4.6 4.5 0.5
Expenditure 35.4 40.0 39.9 44.7 43.3 46.9 43.4 41.0 38.7 37.0 -2.9
of which:
- Primary expenditure 34.5 38.9 38.8 42.4 41.1 44.2 40.8 38.0 35.7 33.6 -5.2

of which:
Compensation of employees and 14.5 16.0 16.1 17.1 16.0 17.3 15.7 15.2 14.3 13.6 -2.5
intermediate consumption
Social payments 11.6 13.3 13.2 15.6 15.3 17.0 15.3 13.4 11.6 10.0 -3.2
Subsidies 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.7 0.6 0.0
Gross fixed capital formation 4.1 4.8 4.8 4.5 4.4 4.6 4.6 4.5 4.4 4.2 -0.6
Other (residual) 3.7 4.2 4.2 4.5 4.6 4.7 4.6 4.3 4.7 5.1 0.9

- Interest expenditure 1.0 1.1 1.1 2.3 2.2 2.7 2.6 3.0 3.0 3.4 2.3
General government balance (GGB)2 0.2 -6.3 -6.3 -11.0 -9.5 -13.0 -9.0 -6.4 -4.8 -2.6 3.7
Primary balance 1.2 -5.2 -5.2 -8.7 -7.3 -10.3 -6.4 -3.5 -1.7 0.7 5.9
One-off and other temporary measures 0.0 0.0 -0.3 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.3
GGB excl. one-offs 0.2 -6.3 -6.0 -11.3 -9.5 -13.0 -9.0 -6.4 -4.8 -2.6 3.4
Output gap3 4.4 0.1 0.5 -4.5 -3.5 -4.2 -4.1 -3.4 -1.6 -0.5 -1.0
Cyclically-adjusted balance3 -1.5 -6.3 -6.5 -9.1 -8.1 -11.3 -7.4 -5.0 -4.1 -2.4 4.1
Structural balance4 -1.5 -6.3 -6.2 -9.4 -8.1 -11.3 -7.4 -5.0 -4.1 -2.4 3.8
Change in structural balance -4.8 -4.7 -3.1 -1.9 -1.9 0.7 2.3 0.9 1.7
Structural primary balance4 -0.6 -5.2 -5.1 -7.2 -5.9 -8.6 -4.8 -2.0 -1.1 1.0 6.1
Change in structural primary balance -4.6 -4.5 -2.0 -0.8 -1.5 1.1 2.7 0.9 2.1

2The targeted general government balances include as yet unspecified additional annual consolidation measures of 1% of GDP in 2009, 2¼% in 2010, 
2% in 2011, 1¾% in 2012, and 1½% in 2013. 

2009 2010
(% of GDP)

2008

Notes:

Source :
Stability programme (SP); Commission services’ January 2009 interim forecasts (COM); Commission services’ calculations

1On a no-policy-change basis.

4Structural (primary) balance = cyclically-adjusted (primary) balance excluding one-off and other temporary measures.

3Output gap (in % of potential GDP) and cyclically-adjusted balance according to the programme as recalculated by Commission services on the basis 
of the information in the programme.

                                                 
11 Information on the yields has been provided on a cash basis. 
12 The budget for 2009 targeted a deficit of 6.5% of GDP as compared to the opening position of 7% of GDP set 

out in the estimates of the White Paper. 
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4.3. Medium-term budgetary strategy  

According to the addendum, the main objective of the medium-term budgetary strategy is "to 
restore stability to the public finances over the five year period out to 2013". After a targeted 
nominal deficit of 9.5% of GDP in 2009, it is planned that the headline deficit will decline 
strongly, reaching 2.6% of GDP in 2013, i.e. below the 3% of GDP reference value. In 
structural terms, this would, according to the Commission services' calculations, provide for 
an improvement by ¾ pp. of GDP in 2010, 2¼ pps. in 2011, 1 pp. in 2012 and 1¾ pps. in 
2013. This points to a planned fiscal stance that is restrictive from 2010 onwards.  

Regarding the fiscal consolidation measures planned from 2009 onwards, while the addendum 
expresses a commitment to reduce the deficit to below 3% by 2013, it sets out "in indicative 
form" an annual adjustment plan amounting to a cumulated effort of around 7% of GDP in 
nominal terms from 2010 onwards. The vague nature of the adjustment strategy seems to have 
remained unchanged compared to the October 2008 update of the stability programme, which 
specified that "this package will be spread across current expenditure and taxation with the 
intention to minimise the impact on capital expenditure given the importance attached to 
enhancing our infrastructure. The details of such future packages will be outlined in 
subsequent Budgets in light of later information and the performance of the economy". The 
projections in the addendum are therefore indicative and not supported by specific measures 
and the authorities have indicated that policy decisions in relation to the allocation between 
expenditure and revenue measures of the planned consolidation will be announced in 
subsequent budgets13. Taken as such, the projections in the addendum point to a mainly 
expenditure-based consolidation, as the expenditure ratio would be reduced by 6.3 percentage 
points of GDP over the period 2009-2013, whereas the revenue ratio would rise by 
0.7 percentage point. The envisaged back-loaded cuts in some expenditure categories appear 
very ambitious (for instance, between 2009 and 2013 -5.3 pps. of GDP in social payments and 
-2.4 pps. of GDP in the combined aggregate "compensation of employees and intermediate 
consumption"). 

While neither the stability programme nor the addendum revises the medium-term objective 
(MTO) for the budgetary position, the programme contains for the first time a quantification 
of the Irish MTO, which has hitherto always been defined as "keeping the [structural] budget 
close to balance". The MTO is thus clarified to imply a structural balance in the range of  
-0.5% to 0% of GDP. While according to the March 2008 Council opinion on the 2007 update 
the MTO would have been achieved throughout the period if the "contingency provisions" had 
not been used,14 the new programme and the addendum provide no indications as to when the 
MTO should be met. 

4.4. Risks to the budgetary targets  

The budgetary outcomes are subject to downside risks throughout the programme period. 
First, significant risks stem from the total lack of information on the envisaged consolidation 
measures after 2009, in particular as regards the planned trajectory for expenditure and 
revenue, especially in view of the importance given to expenditure restraint, for instance in 

                                                 
13 Suggestions on consolidation measures might follow later this year from the reports of two working groups on 

public finances. For details see Section 6.  
14 In previous Irish stability programme updates, contingency provisions were normally foreseen for the last two 

programme years not covered by the budget. In the official budgetary documents, this item was described as 
a “provision made against factors outside the control of government that may impact on the Budget but 
which cannot be foreseen at the time when the budgetary projections are carried out.” For further details see 
Box 3 in the macro-fiscal assessment of Ireland's 2007 stability programme update. 
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the area of social spending. The indicative nature of the revenue and expenditure projections 
in the addendum makes it impossible to evaluate the plausibility of the development of 
individual components. Second, an important downside risk is related to the economic 
outlook, which appears to be favourable, especially in the outer years of the programme. 

For 2009, as noted in Section 4.2 above, the consolidation measures unveiled in February 
2009 fall slightly short of the 1% of GDP package announced in the addendum. A further risk 
relates to interest expenditure given the increase in the spread between Irish and German 
government 10-year bond yields from below 10 basis points until mid-2007 to a peak of more 
than 280 basis points in late January 2009 before stabilising at slightly more than 200 basis 
points (until the cut-off date of this assessment)15. The track record points to weaknesses in 
the budgetary framework, whereby there might be asymmetric reactions to positive versus 
negative surprises. Specifically, in the case of negative surprises emerging in the course of the 
year, which appear more relevant in the current circumstances, insufficient same-year 
remedial action to ensure still meeting their nominal budgetary targets might be taken by the 
authorities (the July 2008 package was a notable exception).  

Moreover, there are specific risks related to contingent liabilities arising from the financial 
crisis. First, outcomes could be worse than targeted if the government's guarantees for banks 
were called16. While the guarantees currently cover the period up to 29 September 2010, 
banks are asking for an extension of this deadline to facilitate their longer-term borrowing17. 
Second, the pension system in Ireland may be more strongly affected by the financial crisis 
than in other euro area countries, due to a higher proportion of funded schemes exposed to 
investment risk. Against the background of recent market developments, a large number of 
private pension funds are expected to be entering a deficit position, summing to possibly 
around 15% of GDP18. Additional expenditure would arise for the general government if 
social assistance payments were needed for the concerned pensioners19.  

5. DEBT AND LONG-TERM SUSTAINABILITY 

5.1. Debt developments  

Having stood at just 25% in 2007, the gross debt-to-GDP ratio is according to the addendum 
expected to have reached 41% of GDP in 2008 and to record a further steep increase by 
15 percentage points until 2012, before declining slightly to 64½% by the end of the 
programme period (2013). This implies that a breach of the 60% of GDP Treaty reference 
value is planned in 2010-2013. According to the Commission services' January 2009 interim 
forecast, mainly on the back of the higher projected deficits, the increase in the debt ratio 
should be even faster, resulting in a debt-to-GDP ratio of 68.2% in 2010. It should be borne in 

                                                 
15 A possible downward adjustment of the rating of Ireland's sovereign debt following the recent ratings warning 

issued by major rating agencies might lead to higher interest rates. 
16 On 30 September 2008, the government announced a guarantee scheme for the financial system, covering 

liabilities existing from that date onwards up to 29 September 2010, in an estimated amount of €440 billion 
or more than 200% of GDP. 

17 There is a small upside risk for revenue related to the fees paid by banks for the guarantees as a reserve for any 
payments to be made under the scheme, which are currently deposited at the Central Bank. Any amounts 
outstanding at the expiry of the scheme will be transferred to central government.  

18 Commission services' calculations based on a report in the Irish Times of 30 November 2008 on an internal 
memo to the Government from the Minister for Social and Family Affairs. 

19 While bank guarantees and the underperformance of pension funds might entail risks for both the government 
balance and the debt level, recapitalisations of banks and the nationalisation of Anglo-Irish Bank would 
affect the debt level only and are therefore discussed in Section 5.1. 
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mind that, owing to the accumulation of assets in the National Pension Reserve Fund (NPRF) 
in order to pre-fund part of future pension expenditure, with a 1% of GNP annual contribution 
to the NPRF20, Irish net debt is well below gross debt, standing at around 30% of GDP in 
2008 according to the addendum21. 

According to the addendum, the increase in the gross debt ratio in 2008 was mainly driven by 
a sizeable stock-flow adjustment as well as by the primary deficit. The projected contribution 
from the stock-flow adjustment is very significant by historical standards (9.1 percentage 
points of GDP, see Table IV) and is related to an increase in financial assets, specifically in 
the level of exchequer deposits (liquidity), to be held for precautionary purposes against the 
background of the current uncertainty in markets. The further increases in the debt ratio in 
2009-2012 would be mainly driven by the targeted primary deficits, whereas the contribution 
of the stock-flow adjustment would decline in spite of the continued annual contribution of 
1% of GNP to the NPRF. Snow-ball effects historically had a debt-reducing impact. Their 
impact has now turned positive, on the back of increasing interest expenditure and falling 
nominal GDP, which together should contribute significantly to the rise in the debt ratio 
especially in 2009. In 2013, the debt ratio would decline by 1.7 percentage points of GDP, 
driven by the improvement in the primary balance and a small negative contribution from the 
stock-flow adjustment, while interest expenditure should remain the single largest contributor 
to the increase in debt.  

Table IV: Debt dynamics 
2011 2012 2013

COM SP COM SP COM SP SP SP SP
Gross debt ratio1 28.9 24.8 40.8 40.6 54.8 52.7 68.2 62.3 65.7 66.2 64.5
Change in the ratio -2.2 0.1 16.0 15.8 14.0 12.1 13.5 9.6 3.4 0.5 -1.7
Contributions 2 :

1. Primary balance -2.4 -1.2 5.2 5.2 8.7 7.3 10.3 6.4 3.5 1.7 -0.7
2. “Snow-ball” effect -1.3 -0.8 1.7 1.5 4.5 3.9 2.0 2.6 0.3 -0.4 0.0

Of which:
Interest expenditure 1.1 1.0 1.1 1.1 2.3 2.2 2.7 2.6 2.9 3.1 3.3
Growth effect -1.6 -1.4 0.5 0.4 2.1 1.7 0.0 0.5 -1.4 -2.1 -1.9
Inflation effect -0.9 -0.3 0.1 0.1 0.0 0.0 -0.7 -0.5 -1.2 -1.4 -1.5

3. Stock-flow adjustment 1.6 2.0 9.1 9.1 0.8 0.9 1.1 0.6 -0.4 -0.8 -0.9
Of which:
Cash/accruals diff. 0.1 0.3
Acc. financial assets 1.3 1.8

Privatisation -0.1 0.0
Val. effect & residual 0.2 0.0

average 
2002-06

2010(% of GDP) 2007

Stability programme (SP); Commission services’ January 2009 interim forecasts (COM); Commission services’ calculations

Notes:
1End of period.

2008 2009

2The snow-ball effect captures the impact of interest expenditure on accumulated debt, as well as the impact of real GDP growth and inflation 
on the debt ratio (through the denominator). The stock-flow adjustment includes differences in cash and accrual accounting, accumulation of 
financial assets and valuation and other residual effects. 

Source :

 

Risks to the debt path, which stem from the risks to the deficit projections, are clearly on the 
upside. In addition, the risk of further capital injections into banks becoming necessary in the 
aftermath of the financial crisis cannot be excluded at this point. Such operations would 

                                                 
20 In accounting terms, the contribution generates a debt-increasing stock-flow adjustment. 
21 It is important to note that the NPRF has suffered significant losses in the context of the downturn and 

financial crisis, with its market value at the end of 2008 down to €16.4 billion or 8.8% of GDP, compared to 
11.1% of GDP at the end of 2007. 
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normally raise the gross debt level, unless the entirety of the required funds came from the 
NPRF.  

Regarding already implemented rescue operations (for an overview see box in Section 2), 
given that the amount and source of the financing required in the context of the nationalisation 
of Anglo-Irish Bank in January 2009 are not yet clear, a significant impact on the debt level 
cannot be excluded. Further, the required funds for the recapitalisations decided on 
11 February are planned to come from the NPRF’s current resources and from a frontloading 
of the government's regular annual contributions to it for 2009 and 2010. While the € 4 billion 
funding from the fund's current resources has no impact on the deficit and gross debt figures 
(only on net debt), it cannot be excluded that the remaining € 3 billion would be debt-
increasing. 

Summing up, while the debt level stood at 41% of GDP in 2008, a breach of the 60% of GDP 
reference value is according to the addendum planned for 2010-2013 and, given risks, actual 
debt levels could be still higher.  

5.2. Long-term sustainability  

This section presents sustainability indicators based on long-term age-related government 
spending as projected by the Member States and the EPC in 2006 according to an agreed 
methodology22.  
Table 3 in the Annex shows that age-related spending is projected to rise by 7.8 percentage 
points of GDP between 2010 and 2050, which is above the average of the EU. Sustainability 
indicators for two scenarios are presented in Table 4 in the Annex. Including the increase of 
age-related expenditure and assuming that the structural primary balance remained at its 2008 
level, the sustainability gap (S2)23 would amount to 11.8% of GDP; almost 7 percentage 
points more than in last year's assessment, which is due to a significantly worse estimated 
structural primary balance in the starting year. The starting budgetary position is not sufficient 
to stabilise the debt ratio over the long term and entails a risk of unsustainable public finances 
even before considering the long-term budgetary impact of ageing. 

In contrast to the "2008 scenario", which reflects the weakening of the budgetary position on 
account of the current economic crisis, the "programme scenario", which is based on the 
projected end-of-programme structural primary balance, shows a considerably smaller gap. If 
the budgetary consolidation planned in the programme was achieved, risks to long-term 
sustainability of public finances would be mitigated. 

Based on the assumptions used for the calculation of the sustainability indicators, Figure 4 in 
the Annex displays the projected debt ratio over the long term. 

For an overall assessment of the sustainability of public finances, other relevant factors are 
taken into account, as shown in Table 5 in the Annex. 

                                                 
22  Economic Policy Committee and the European Commission (2006), 'The impact of aging on public 

expenditure: projections for the EU-25 Member States on pensions, health care, long-term care, education 
and unemployment transfers (2004-50)', European Economy − Special Report No. 1/2006. European 
Commission (2006), The long-term sustainability of public finances in the European Union, European 
Economy No. 4/2006. European Commission (2008), Public finances in EMU – 2008, European Economy 
No. 4/2008. 

23  The S2 indicator is defined as the change in the current level of the structural primary balance required to 
make sure that the discounted value of future structural primary balances (including the path of property 
income) covers the current level of debt. 
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The long-term budgetary impact of ageing in Ireland is well above the EU average, mainly as 
a result of a relatively high projected increase in pension expenditure over the coming 
decades. The budgetary position in 2008 as estimated in the programme, which is markedly 
worse than the starting position of the previous programme, compounds the budgetary impact 
of population ageing on the sustainability gap. If the 2009 budgetary position as projected by 
the Commission services' interim forecast was taken as the starting point, the sustainability 
gap would widen substantially. While assets have been accumulated in the National Pension 
Reserve Fund (NPRF) in order to pre-fund part of future pension expenditure, gross debt is 
projected to exceed the Treaty reference value within the programme period. Reducing the 
high primary deficit over the medium term, as foreseen in the programme, and implementing 
reform measures that curb the substantial increase in age-related expenditure would contribute 
to reducing the high risks to the sustainability of public finances. The above-mentioned risks 
from financial sector stabilisation schemes put in place by Ireland could have a potential 
negative impact on the long-term sustainability of public finances, primarily via their impact 
on government debt, although some of the cost of the government support could be recouped 
in the future. 

6. INSTITUTIONAL FEATURES OF PUBLIC FINANCES  

Whereas weaknesses in the Irish fiscal framework were masked in recent years by high 
economic and tax revenue growth, the current more challenging circumstances reveal that 
Ireland still has margin to further improve in particular its medium-term budgetary 
framework. According to recent research by the Commission services among all EU27 
countries24, the country scores well below the EU average in relation to the efficiency and 
quality of its domestic budgetary procedures encompassing the preparation, approval and 
execution of the budget. Low transparency, a low degree of centralisation during budgetary 
execution and scant use of performance budgeting appear as the main weaknesses.  

Ireland has two elements of multi-annual budgetary planning in place. First, Ireland produces 
three-year budgetary projections, with the first year corresponding to the budget and the outer 
two years presenting revenue and expenditure trends, in a first stage on a no-policy change 
basis and subsequently modified by including an arbitrary envelope for subsequent budgets. 
These three-year projections are the basis for the stability programmes. Second, the National 
Development Plan is a 7-year multi-annual framework designed to manage and monitor 
investment expenditure over the medium term. The domestic framework is supplemented by 
specific rules, such as the 1% of GNP annual contribution to the National Pension Reserve 
Fund and deficit ceilings for local authorities.  

A key weakness of the domestic framework is that budgetary targets for the outer years, 
especially expenditure envelopes, can be changed in subsequent budgets. As recent 
experience has shown, this makes it more difficult for policymakers to maintain a prudent 
fiscal policy course in the presence of (persistent) windfall revenues. At the same time, it 
might limit their ability to credibly commit to a consolidation strategy in difficult times. The 
domestic framework should thus be strengthened so as to provide a more binding and 
stability-oriented medium-term planning tool and to improve monitoring and implementation 
procedures (“enforcement”). The resort to independent fiscal institutions, entrusted with 
specific fiscal policy-related tasks such as the preparation of prudent macroeconomic 
forecasts for the budget, may also be positive as has been proven in other EU countries. 

                                                 
24 See the report Public Finance in EMU 2006 (European Economy Nr 3. 2006, 

http://ec.europa.eu/economy_finance/publications/publication423_en.pdf). 

http://ec.europa.eu/economy_finance/publications/publication423_en.pdf
http://ec.europa.eu/economy_finance/publications/publication423_en.pdf
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Further reform plans in the broad area of quality of public finances are presented in the 
stability programme update and the addendum. In particular, the government has established a 
Commission on taxation and a "Special Review Group on Public Service Expenditure and 
Numbers" to examine the Irish taxation system and public expenditure programmes 
respectively and make recommendations for their improvement. The reports are expected in 
the course of 2009 and the national authorities have indicated that they will feed into the 
decision-making process for the 2010 and subsequent budgets. Some details on the continuous 
efforts to reform the budgetary process are also provided in the stability programme update, 
but further improvements to address the key weakness identified above are not currently 
planned. 

7. ASSESSMENT 

This section assesses the budgetary strategy, taking into account risks, in the light of (i) the 
adequacy of the recovery plan in response to the Commission Communication of 26 
November 2008 on the European Economic Recovery Plan (EERP) as agreed by the 
European Council in December 2008 and the overall fiscal stance, (ii) the criteria for short-
term action laid down in the above mentioned Commission Communication, and (iii) the 
objectives of the Stability and Growth Pact. 

In line with the EERP, Ireland adopted a package of measures to support economic activity 
and to enhance structural reforms, which is part of a broader consolidation effort, and which is 
adequate in view of the absence of fiscal space. In particular, fiscal space was reduced by the 
size of the 2008 deficit as well as the fact that part of the 2008 tax shortfalls can be expected 
to be permanent, since tax revenue related to the property market is likely to fall to its pre-
bubble levels. Indeed the strong deterioration in the structural balance, which occurred in spite 
of the fact that measures of the budget for 2009 are on balance deficit-reducing, reflects the 
further housing market adjustment affecting revenue rather than discretionary expansionary 
measures. In addition, whereas the current debt ratio is rather low, it is planned to rise very 
fast. The speed of the increase might be even faster considering the risk of rising debt 
servicing costs. Contingent liabilities related to bank guarantees and other rescue operations 
(recapitalisations and nationalisation) are high. This, together with the projected increase in 
age-related expenditures, points to high risks to the long-term sustainability of the Irish public 
finances. Finally, fiscal space is also determined by the competitive position and external 
balance; the significant worsening of the competitive position in recent years and the 
widening of the external deficit again point a much reduced fiscal space. 

The Commission Communication on the EERP sets out a number of criteria for assessing 
countries' measures in reaction to the downturn. In particular, measures should be timely, 
targeted and temporary. The measures taken by the Irish authorities can be regarded as timely, 
since they were introduced in the budget adopted in October. The adoption of the budget itself 
was brought forward by nearly two months vis-à-vis the usual practice, with a view to 
ensuring a timely reaction. The set of measures can also be regarded as being broadly 
targeted. In particular, specific measures were taken to support the adjustment process in the 
housing market, the domestic origin of the current economic downturn. Further, several 
expenditure and revenue measures providing support to the economy were targeted 
specifically at the most vulnerable groups likely to be most affected by the crisis, including a 
social welfare package. The measures are of a permanent rather than temporary nature, which 
has to be seen in the light of the fact that the overall thrust of the budgetary strategy is deficit 
reducing. Further support to the recovery would come from structural measures such as 
continued high public investment in the framework of Ireland's multi-annual National 
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Development Plan (around 4½% of GDP annually over the programme period) and tax 
advantages for R&D activities and small start-up companies. The measures adopted by the 
authorities are related to the medium-term reform agenda and the country-specific 
recommendations proposed by the Commission on 28 January 2009 under the Lisbon Strategy 
for Growth and Jobs.   

Regarding compliance of the budgetary strategy with the requirements in the Treaty and the 
Stability and Growth Pact, a reduction of the headline deficit below 3% of GDP by 2013, as 
envisaged in the programme, will require addressing the above-mentioned significant risks to 
the budgetary targets and standing ready to adopt additional measures if necessary. The fiscal 
consolidation plans should be backed up with measures. A breach of the 60% of GDP 
reference value for the debt level is planned for 2010-2013 and, given risks, actual debt levels 
could be still higher.  
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ANNEX 1. SPECIAL TOPIC: TAX REVENUE AND THE PROPERTY MARKET IN IRELAND  

1.  INTRODUCTION 

Following the predominantly export-led growth of the 1990s, which allowed Ireland's income 
per capita to reach and exceed the euro area average, domestic demand took over as the main 
driver of the strong growth rates in early 2000. In particular, economic momentum was 
increasingly sustained by a buoyant construction sector. Strong domestically-driven growth, 
led by the housing sector, produced revenue windfalls and a growing general government 
surplus until 2006. From 2007, however, the situation quickly turned. 

This annex examines the behaviour of tax revenues and tax elasticities in recent years in 
greater detail, with particular emphasis on the role of property market in driving tax 
developments. 

2. TAX REVENUES IN IRELAND AND THEIR EXPOSURE TO THE PROPERTY MARKET 

The long period of fiscal consolidation until 2000, when the general government balance 
improved from a deficit above 10% of GDP in the mid-1980s to a surplus of close to 5% of 
GDP in 2000, was driven by a cut in the expenditure ratio that more than offset the decline in 
the revenue ratio and was facilitated by the exceptionally rapid economic growth in the late 
1990s. Figure 1 shows that, after the peak in the surplus in 2000, the revenue ratio dropped 
further, to a trough of 33% in 2002, following a series of tax-cutting budgets. A gradual 
increase in the revenue ratio to GDP until the 2006 peak, by 3½ percentage points of GDP, 
was due to the tax-rich composition of growth (see also below). Some limited tax-increasing 
measures with an estimated effect of 0.6% of GDP on average were taken in 2002 and 2003, 
somewhat offsetting previous tax cuts. However, from 2005 to 2007 further tax-decreasing 
measures were introduced of an estimated effect of 0.5% of GDP annually25.  
 

Figure 1 Structure of Irish general government revenue, % of GDP 
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25 The estimated effects are taken from the successive budgets and are expressed in cash terms. They do not 
account for an impact of the budget measures on the economy with changes in consumption and investment 
patterns leading to additional tax buoyancy.  
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Ireland's tax revenue structure is not very different from that for the euro area on average, 
except for social contributions (see Figure 2). Much lower social contributions as a ratio of 
GDP in Ireland could be partly explained by lower welfare and pension payments due to the 
younger population and the fact that part of social protection is financed from general 
taxation. The levels of direct and indirect taxes as a percent of GDP in Ireland are similar to 
those in the euro area26. 

Figure 2: Ireland's tax revenue structure compared with the euro area, % of GDP 

0

4

8

12

16

IRL EA IRL EA IRL EA

Taxes on production and imports Current taxes on income and
wealth

Social contributions

2002 2006

 
Source: Ameco 
 

In Ireland, both indirect and direct taxes experienced a strong increase over the period 2002-
2006, by 1.8 pp and 1.5 pp of GDP respectively. Much of this increase can be attributed to 
revenues directly related to the property market, in particular stamp duties (part of indirect 
taxes), taxes on holding gains (part of income taxes) as well as value-added tax on new 
houses. All three property-related tax categories recorded exceptionally high growth rates 
during the housing boom period. Figure 3 shows that the share of property-related revenue in 
total tax revenue increased from 8.4% in 2002 to 18% in 200627. As percent of GDP these 
revenues rose by 2¾ percentage points over the period 2002-2006 (see Figure 4). 

Stamp duties related to land and property increased from 0.5% of GDP in 2002 to 1.7% of 
GDP in 2006, recording average growth of close to 50% per year between 2003 and 200628. 
According to the Revenue Commissioners, about half of these receipts can be attributed to 
residential housing. Revenue of property-related stamp duty accounted for 82% of overall 
stamp duty revenue in 2006 (most of the rest is charged on stock and shares), up from 58% in 
2002. 
                                                 
26 Capital taxes are not shown in the graph as they typically account for a small share of GDP (about 0.2% of 
GDP in Ireland as well as in the euro area). 
27 The analysis in the following paragraphs draws mainly on data on a cash basis for central government, for 
which more detailed information is available. 
28 Stamp duty is charged on new and second-hand housing as well as on commercial property sales and disposals 
of land. The tax rates are applied on a rising scale in line with transaction value. Data mentioned in this 
paragraph are taken from the Revenue Commissioners’ Statistical Report 2006, 
http://www.revenue.ie/index.htm?/publications/corppubs/statreports.htm 

http://www.revenue.ie/index.htm?/publications/corppubs/statreports.htm
http://www.revenue.ie/index.htm?/publications/corppubs/statreports.htm
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Capital gains tax, which is charged on the disposal of assets, increased from 0.5% of GDP in 
2002 to 1.7% in 2006, recording average growth of over 55% per year over that period29. 
While a breakdown of capital gains tax by asset type is not available, it is estimated that over 
this period more than half is related to property and land30, including about 20% from 
residential property31. Property-related capital gains tax revenue is estimated at 1.1% of GDP 
in 2006, up from 0.3% of GDP in 2002. 

Value added tax (VAT) on new housing is charged at a rate of 13.5%. According to the 
Revenue Commissioners, the VAT yield from housing increased from 1.1% of GDP in 2002 
to 1.8% of GDP in 2006, while its share in total VAT revenue reached 24.1% from 16.2% in 
200231.  

 
Figure 3: Property-related tax revenue, 
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Figure 4: Total property-related tax 
revenue, % of GDP 
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Going forward, property-related tax revenue is estimated to have decreased to 3.3% of GDP 
in 2007, from 4.6% in 2006. A further decline to 1.6% of GDP is expected in 2008. This 
would bring property-related taxes to just below the level in 2002 (see Figure 4). 

While the above analysis identified taxes related directly to property market activity, the 
property market cycle interacted with overall economic activity and thus affected the tax take 
more generally. In particular, the housing boom stimulated higher economic activity in other 
sectors so that overall economic growth and tax revenue were higher than would have been 
the case in a “sustainable development” scenario. According to the latest estimates, the 
economy recorded a positive output gap for a decade between 1997 and 2007, with domestic 
demand (and housing boom) driven growth starting from around 2002. 

 
                                                 
29 Disposals of residential and commercial property and of land are all subject to capital gains tax, except for 
disposal of the principal private residence. The rate of capital gains tax is 20% (22% as of 14 October 2008). 
30 Department of Finance, Report of the Tax Forecasting Methodology Review Group(2008), 
http://www.finance.gov.ie/viewdoc.asp?DocID=5176&CatID=62&StartDate=1+January+2008&m=p 
31 Parliamentary questions, Dáil Éireann - Volume 642 - 22 November, 2007; http://www.oireachtas-
debates.gov.ie/D/0642/D.0642.200711220078.html). 

http://www.finance.gov.ie/viewdoc.asp?DocID=5176&CatID=62&StartDate=1+January+2008&m=p
http://www.oireachtas-debates.gov.ie/D/0642/D.0642.200711220078.html
http://www.oireachtas-debates.gov.ie/D/0642/D.0642.200711220078.html
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Box: Housing market developments in Ireland 
 
The value of construction investment represented about 10% of GDP in 1995 but steadily increased to 
peak at 21½% of GDP in 2006, well in excess of the euro area average which remained at around 12% 
over this period. This is explained by both strong increases in construction volumes and rapidly rising 
property prices. In particular, an increase in the residential component accounted for over 80% of the 
total growth in the value of construction investment between 2000 and 2005 and new residential 
housing added an annual average of 1.1 pp to overall real GDP growth in this period. 
 
The number of housing completions provides an indication of activity in the residential construction 
sector. House completions strongly increased from about 20,000 units per year in the early 1990s to a 
peak of 93,000 units in 2006, which is estimated to be well in excess of the long-run equilibrium level 
of 50,000-60,000 units32. The number of house completions declined in 2007 (by 16.5%) to 78,000 
and this trend has continued into 2008, with completions in the year to September having declined by 
about 30% annually and annualised rate of about 50,000 units. Moreover, the leading indicator of 
housing starts was over 50% lower during the January-August of 2008 compared to the same period 
last year, suggesting a further decline in house completions in 2009 to 25,000 units.  
 
House prices began to fall in March 2007 and have been declining in year-on-year terms since July 
2007. The most recent data for September 2008 show house prices falling by 10.6% annually and 14% 
down from the peak. Empirical work suggests that house prices were overestimated at the end of 2007 
and that the current adjustment of the housing sector might involve some undershooting of the 
equilibrium level. 
 
Construction became a drag on economic growth and employment in 2007. In the first half of 2008, 
construction inflicted a drag of -3 pp on growth. 
 

3. A CLOSER LOOK AT TAX ELASTICITIES 

Over the period 2003 to 2006 budgetary outturns were better than planned largely due to 
revenue windfalls owing to the favourable economic conditions. Higher elasticities than the 
constant average value used in the fiscal surveillance framework could reflect different 
factors, which can reinforce each other. 

First, during periods of expansion, buoyant economic activity increases tax revenues with 
unchanged tax rates, as tax yields respond more than proportionally to a positive change in 
economic activity (and the other way around during the periods of slowdown). Second, 
composition effects can be at work. Tax revenue can change depending on the composition of 
GDP growth, i.e. tax yields may change due to the different evolution of GDP components 
subject to distinct tax regimes, while the level of economic activity remains unchanged. 

The representative tax bases for the different tax categories include gross operating surplus for 
corporate income tax and the total wage bill for personal income tax and for social 
contributions. For indirect taxation, the tax base is proxied by either private consumption or 
by the sum of private consumption and gross fixed capital formation. In the case of Ireland, 
the latter is considered more appropriate given the significant share of indirect taxation related 
to investment. 

 

 

                                                 
32 OECD (2008), Economic Surveys: Ireland, OECD publications. 
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Figure 5: Elasticities of taxes relative to their tax bases 
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Source: Commission services' calculations 
 

In Ireland, the total tax elasticity relative to GDP was above unity from 2003 to 2006. 
Individual elasticities relative to the respective tax bases were above unity between 2003 and 
2006 for all tax categories except corporate income tax in 2004-2005 and social contributions 
and personal income tax in 2005 (see Figure 5). The corporate income tax elasticity is more 
volatile between different years due to possibility to include previous years' profits and losses 
in the calculation of the taxable base. The elasticities of the tax bases private consumption & 
investment and the wage bill relative to GDP exceeded unity between 2003 and 2007 (see 
Figure 7), indicating the presence of composition effects in buoyant indirect and wage-related 
tax revenue, whereas the growth rate of the gross operating surplus was below that of GDP, 
except in 2002. 

Figure 6: Composition effect, % of GDP 
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Figure 7: Elasticities of tax bases to GDP 
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The composition effect can be calculated using the difference between the growth rate of the 
individual tax bases and the GDP growth rate33. It was positive between 2002 and 2007 (see 
Figure 6). The positive composition effect indicates that the tax base grew faster than GDP. It 
is important to bear in mind that the composition effect in each year is compared against the 
tax base in the previous year, which implies increasing and positive composition effects over 
the years related to expanding tax bases. This partly captures an increase in consumption, 
investment and incomes due to higher property market activity, while GDP growth was also 
above potential.  

4. CONCLUSIONS 

In recent years, strong economic growth driven by domestic demand led to revenue surprises 
and budgetary targets were regularly overshot. Between 2002 and 2006, when it peaked, the 
revenue ratio rose by 3½ percentage points of GDP. It is estimated that 2½ percentage points 
of this increase were directly related to property-related taxes, in particular from the booming 
housing market. At the same time, there has been sizeable expenditure growth, broadly in line 
with nominal GDP until 2006, in particular in the areas of social transfers, the public sector 
wage bill and public investment. The budgetary surplus rose to 3% of GDP in 2006. 

However, neither GDP nor revenue levels were sustainable in view of the housing boom. 
From 2007, with the housing market starting to correct, revenue growth moderated 
significantly, while expenditure growth rose further, well above nominal GDP. The general 
government balance deteriorated by some 3 percentage points of GDP in 2007, to a broadly 
balanced position, and is estimated to have worsened by some 6 percentage points in 2008 to 
a sizeable deficit not seen in Ireland for 20 years. 

This shows that maintaining a prudent fiscal policy course in the presence of persistent 
windfall revenues (and upcoming elections, as took place in Ireland in 2007) is difficult for 
policymakers, especially in the absence of a stability-oriented medium-term budgetary 
framework. In addition, the adverse effect of the adjustment in the housing sector on the rest 
of the economy and on the public finances was underestimated. 

Going forward, there is a need for a very significant structural adjustment to bring expenditure 
back in line with the sustainable revenue path. As the downturn in the property market has 
spread to the wider economy and has been amplified by the global downturn and financial 
crisis, this task has become much harder. Residential construction is even expected to 
undershoot its long-term equilibrium level, implying that housing-related tax revenue will do 
likewise. While revenues should ultimately pick up as economic activity resumes, part of the 
revenue losses are likely to be permanent because the record levels of housing output seen in 
recent years are unlikely to be repeated.  

                                                 
33 More precisely the “composition effect” measure is calculated as the change in the tax-to-GDP ratio under the 
assumption that the ratio of every tax to its tax base had remained constant at the level observed the year before: 
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Taxbase , where i represents the four tax categories: indirect taxes, social 

contributions, personal and corporation income taxes. 
For details see: European Commission, Directorate-General for Economic and Financial Affairs (2008), Public 
finances in EMU – 2008; http://ec.europa.eu/economy_finance/publications/publication12832_en.pdf 

http://ec.europa.eu/economy_finance/publications/publication12832_en.pdf
http://ec.europa.eu/economy_finance/publications/publication12832_en.pdf
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ANNEX 2: ADDITIONAL TABLES AND GRAPHS 

 
Figure 1: Good and bad economic times 
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to other variables in the graph. 
Source: Commission services’ January 2009 forecast (COM) 
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Table 1: Budgetary implementation in 2008 

Planned Outcome Planned Outcome

SP Nov 2007 COM SP Nov 2007 COM

Government balance (% of GDP) 0.5 0.2 -0.9 -6.3
Difference compared to target
Of which : due to a different starting position end 2007

due to different revenue / expenditure growth in 2008
p.m. Deno minato r e ffec t and res idua l 2,3

p.m. Nominal GDP growth (planned and outcome) 5.5 -2.3
Revenue (% of GDP) 36.6 35.7 36.1 33.7

Revenue surprise compared to target 1

Of which : due to a different starting position end 2007
due to different revenue growth in 2008
p.m. Deno minato r e ffec t 2

p.m. Res idua l 3

p.m. Revenue growth rate (planned and outcome) 4.1 -7.8
Expenditure (% of GDP) 36.1 35.4 37.0 40.0

Expenditure surprise compared to target 1

Of which : due to different starting position end 2007
due to different expenditure growth rate in 2008
p.m. Deno minato r e ffec t 2

p.m. Res idua l 3

p.m. Expenditure growth rate (planned and outcome) 8.1 10.1
   Notes:

1

2

3 The decomposition leaves a small residual that cannot be assigned to the previous components. The residual is generally small, 
except in some cases where planned and actual growth rates of revenue, expenditure and GDP differ significantly. 

   Source : Commission services

-0.3

A positive number implies that the outcome was better (in terms of government balance) than planned.
The denominator effect  captures the mechanical effect that, if GDP turns out higher than planned, the ratio of revenue or 
expenditure to GDP will fall because of a higher denominator. Although the denominator effect can be very significant for revenue 
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Table 2: Evolution of budgetary targets in successive programmes 

2007 2008 2009 2010 2011 2012 2013
General government SP Jan 2009 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6

balance SP Nov 2007 0.5 -0.9 -1.1 -1.0 n.a. n.a. n.a.
(% of GDP) COM Jan 2009 0.2 -6.3 -11.0 -13.0 n.a. n.a. n.a.

General government SP Jan 2009 35.4 39.9 43.3 43.4 41.0 38.7 37.0
expenditure SP Nov 2007 36.1 37.0 36.9 36.5 n.a. n.a. n.a.
(% of GDP) COM Jan 2009 35.4 40.0 44.7 46.9 n.a. n.a. n.a.

General government SP Jan 2009 35.7 33.6 33.7 34.4 34.6 33.9 34.4
revenue SP Nov 2007 36.6 36.1 35.8 35.4 n.a. n.a. n.a.

(% of GDP) COM Jan 2009 35.7 33.7 33.7 33.9 n.a. n.a. n.a.
SP Jan 2009 -1.7 -6.2 -8.1 -7.4 -5.0 -4.1 -2.4
SP Nov 2007 0.5 -0.4 -0.5 -0.7 n.a. n.a. n.a.
COM Jan 2009 -1.5 -6.3 -9.4 -11.3 n.a. n.a. n.a.
SP Jan 2009 6.0 -1.4 -4.0 -0.9 2.3 3.4 3.0
SP Nov 2007 4.8 3.0 3.5 4.1 n.a. n.a. n.a.
COM Jan 2009 6.0 -2.0 -5.0 0.0 n.a. n.a. n.a.

Note:

Source :

Real GDP
(% change)

Stability programmes (SP); Commission services’ January 2009 interim forecasts (COM)

Structural balance1

(% of GDP)

1Cyclically-adjusted balance excluding one-off and other temporary measures. Cyclically-adjusted balances according to the 
programmes as recalculated by the Commission services on the basis of the information in the programmes. One-off and other 
temporary measures are 0.3% of GDP in 2008 (deficit-increasing) according to the most recent programme and 0.3% in 2009 
(deficit-reducing) according to the Commission services' January  interim forecast.

 
 
 

Figure 2: Government balance projections in successive programmes (% of GDP) 
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Figure 3: Debt projections in successive programmes (% of GDP) 
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Table 3: Long-term age-related expenditure: main projections  
 

(% of GDP) 2004 2010 2020 2030 2040 2050 Change 
2010- 50 

Total age-related spending 15.5 15.4 17.1 18.8 20.7 23.3 7.8 
- Pensions 4.7 5.2 6.5 7.9 9.3 11.1 5.9 
- Healthcare 5.3 5.5 5.9 6.4 6.9 7.3 1.7 
- Long-term care 0.6 0.6 0.6 0.7 0.9 1.2 0.6 
- Education 4.1 3.5 3.4 3.2 3.0 3.1 -0.4 
- Unemployment benefits 0.7 0.6 0.6 0.6 0.6 0.6 0.0 
Property income received 1.0 1.0 1.0 0.9 0.9 0.9 -0.1 
Source: Economic Policy Committee and Commission services. 

 
 
 
 
Table 4: Sustainability indicators and the required primary balance 

2008 scenario Programme scenario  
S1 S2 RPB S1 S2 RPB 

Value 9.1 11.8 6.1 2.7 5.6 6.0 
of which:       

Initial budgetary position (IBP) 5.7 6.1 - -0.4 -0.1 - 
Debt requirement in 2050 (DR) 0.1 - - -0.2 - - 
Long-term change in the primary balance (LTC) 3.3 5.7 - 3.3 5.7 - 

Source: Commission services. 
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Figure 4: Long-term projections for the government debt ratio  
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Note: Being a mechanical, partial-equilibrium analysis, the long-term debt projections are bound to show 
highly accentuated profiles. As a consequence, the projected evolution of debt levels should not be seen as a 
forecast similar to the Commission services’ short-term forecasts, but as an indication of the risks faced by 
Member States. 
Source: Commission services. 

 
 
 
Table 5: Additional factors  

 Impact on 
risk 

 

Debt and pension assets na  
Decline in structural balance until 2010 in COM January 2009 interim forecast  -  
Significant revenues from pension taxation na  
Alternative projection of cost of ageing na  
Strong decline in benefit ratio na  
High tax burden na  
Non-age related budgetary measures with intertemporal effect na  
 
Note: '-': factor tends to increase the risk to sustainability, '+': factor tends to decrease the risk to sustainability. 
'na': not applicable. 
Alternative projections are often presented in the programmes, whose assumptions often diverge from the common 
method. Projections currently discussed in the Economic Policy Committee but not yet published, are for the time being  
also considered "unofficial".  
An explanation on these factors can be found in chapter IV of: European Commission (2006), The long-term sustainability 
of public finances in the European Union, European Economy No. 4/2006. 
Source: Commission services. 
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ANNEX 3: CODE OF CONDUCT COMPLIANCE AND STANDARD TABLES FROM THE PROGRAMME 

The tables on the following pages show the data presented in the October 2008 update of the 
Irish stability programme, following the structure of the tables in Annex 2 of the code of 
conduct. Compulsory data are in bold, missing data are indicated with grey-shading. 

The programme update broadly adheres to the code of conduct model structure. The 
programme uses the broad section outline with subsections corresponding to the model 
structure. There are two significant exceptions in section 2, however, whereon subsections on 
sectoral balances and the growth implication of structural reforms are included. Additional 
useful information is provided in a supplementary table comparing the main macroeconomic 
forecasts for Ireland in 2009.  

As regards the code of conduct data requirements, all compulsory data have been provided 
with the exception of the nominal effective exchange rate; EU GDP growth, and growth of 
relevant foreign markets. Gaps in optional data remain as follows: Table 1b (deflators for 
public consumption and investment); Table 1c (labour productivity, hours worked); Table 1d 
(components of sectoral balances); Table 2 (general government compensation of employees 
and intermediate consumption); Table 3 (general government expenditure by function); Table 
4 (decomposition stock-flow adjustment; liquid financial assets and net financial debt); Table 
7 (total and interest rate expenditure, total revenue and decomposition into property income 
and social insurance contributions; decomposition of pension reserve fund assets).  
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Table 1a. Macroeconomic prospects

2007 2007 2008 2009 2010 2011 2012 2013

Level
rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

1. Real GDP B1*g 187971 6.0 -1.4 -4.0 -0.9 2.3 3.4 3.0

2. Nominal GDP B1*g 190603 7.5 -1.7 -4.1 0.0 4.3 5.7 5.4

3. Private consumption expenditure P.3 88975 6.3 -0.5 -2.7 -0.9 1.0 2.3 2.1
4. Government consumption expenditure P.3 25761 6.0 2.9 0.7 0.6 0.4 0.0 0.0
5. Gross fixed capital formation P.51 48203 1.2 -18.4 -22.7 -11.5 6.6 8.5 9.1
6. Changes in inventories and net acquisition 
of valuables (% of GDP)

P.52 + 
P.53

-111.0 -0.1 0.7 0.3 0.2 0.2 0.2 0.1

7. Exports of goods and services P.6 151273 6.8 0.9 -0.5 0.7 3.0 3.5 3.4

8. Imports of goods and services P.7 127611 4.1 -2.9 -4.5 -1.7 2.3 2.7 3.4

9. Final domestic demand - 4.1 -4.7 -6.1 -2.3 1.5 2.4 2.5
10. Changes in inventories and net acquisition 
of valuables 

P.52 + 
P.53

- -0.7 0.7 -0.4 -0.1 0.0 0.0 0.0

11. External balance of goods and services B.11 - 2.6 2.8 2.7 1.7 0.9 1.1 0.6

Table 1b. Price developments
2007 2007 2008 2009 2010 2011 2012 2013

Level
rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

1. GDP deflator n.a. 1.4 -0.3 -0.1 0.9 2.0 2.2 2.4
2. Private consumption deflator n.a. 2.9 3.7 -0.1 1.1 2.0 1.9 1.8
3. HICP1 n.a. 2.8 3.1 0.5 1.5 1.8 1.8 1.8
4. Public consumption deflator n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
5. Investment deflator n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
6. Export price deflator (goods and services) n.a. 0.1 -1.4 0.3 0.6 1.6 2.1 2.4

7. Import price deflator (goods and services) n.a. 2.6 1.6 1.2 1.6 1.6 2.1 2.0

Contributions to real GDP growth

ESA Code

1 Optional for stability programmes.

ESA Code

Components of real GDP
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Table 1c. Labour market developments

2007 2007 2008 2009 2010 2011 2012 2013

Level
rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

rate of 
change

1. Employment, persons1 2117 3.6 -0.3 -4.0 -1.9 1.0 1.3 1.2
2. Employment, hours worked2  n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
3. Unemployment rate (%)3  100.5 4.5 6.3 9.2 10.5 9.4 8.6 7.9
4. Labour productivity, persons4 n.a. 2.3 -1.1 0.1 1.1 1.3 2.1 1.7
5. Labour productivity, hours worked5 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
6. Compensation of employees D.1 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

7. Compensation per employee n.a. n.a. n.a. optional optional optional optional optional

Table 1d. Sectoral balances
% of GDP ESA Code 2007 2008 2009 2010 2011 2012 2013

1. Net lending/borrowing vis-à-vis the rest of 
the  world

B.9 -5.4 -6.3 -4.2 -3.5 -3.4 -3.0 -2.8

of which :
- Balance on goods and services n.a. n.a. n.a. n.a. n.a. n.a. n.a.
- Balance of primary incomes and transfers n.a. n.a. n.a. n.a. n.a. n.a. n.a.
- Capital account n.a. n.a. n.a. n.a. n.a. n.a. n.a.
2. Net lending/borrowing of the private sector B.9 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
3. Net lending/borrowing of general government EDP B.9 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6

4. Statistical discrepancy 1.0 1.0 1.0 1.0 1.0 1.0 1.0

5Real GDP per hour worked.

3Harmonised definition, Eurostat; levels.
4Real GDP per person employed.

1Occupied population, domestic concept national accounts definition.
2National accounts definition.

ESA Code
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Table 2. General government budgetary prospects

2007 2007 2008 2009 2010 2011 2012 2013

Level
% of 
GDP

% of 
GDP

% of 
GDP

% of 
GDP

% of 
GDP

% of 
GDP

% of 
GDP

Net lending (EDP B.9) by sub-sector
1. General government S.13 444 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6
2. Central government S.1311 171 0.1 -6.1 -8.8 -8.1 -5.9 -4.4 -2.3
3. State government S.1312 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
4. Local government S.1313 -343 -0.2 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1

5. Social security funds S.1314 616 0.3 -0.1 -0.6 -0.9 -0.4 -0.3 -0.2

6. Total  revenue TR 68007 35.7 33.6 33.7 34.4 34.6 33.9 34.4

7. Total  expenditure TE1 67563 35.4 39.9 43.3 43.4 41.0 38.7 37.0
8. Net lending/borrowing EDP B.9 444 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6
9.  Interest expenditure  EDP D.41 1819 1.0 1.1 2.2 2.6 3.0 3.0 3.4
10. Primary balance2 2264 1.2 -5.2 -7.3 -6.4 -3.5 -1.7 0.7

11. O ne-off and other temporary measures3 420 0.2 -0.3 0.0 0.0 0.0 0.0 0.0

12. Total taxes (12=12a+12b+12c) 49550 26.0 23.0 22.2 22.4 22.5 22.3 22.9
12a. Taxes on production and imports D.2 25155 13.2 11.9 11.3 11.3 11.1 11.1 11.4
12b. Current taxes on income, wealth, etc D.5 24002 12.6 11.0 10.8 11.0 11.3 11.0 11.4
12c. Capital taxes D.91 392 0.2 0.2 0.2 0.2 0.2 0.2 0.2
13. Social contributions D.61 11947 6.3 6.7 7.2 7.4 7.4 7.2 7.1
14. Property income  D.4 2013 1.1 1.3 1.4 1.5 1.5 1.5 1.4
15. O ther 4 4497 2.4 2.6 2.9 3.0 3.2 2.9 2.9

16=6. Total revenue TR 68007 35.7 33.6 33.7 34.4 34.6 33.9 34.4

p.m.: Tax burden (D.2+D.5+D.61+D.91-D.995)5 32.5 30.0 29.8 30.2 30.2 29.8 30.3

17. Compensation of employees + 
intermediate consumption

D.1+P.2 27642 14.5 16.1 16.0 15.7 15.2 14.3 13.6

17a. Compensation of employees  D.1 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
17b. Intermediate consumption  P.2 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

18. Social payments (18=18a+18b) 22177 11.6 13.2 15.3 15.3 13.4 11.6 10.0

18a. Social t ransfers in kind supplied via market  
producers

D.6311, 
D.63121, 
D.63131

3460 1.8 2.1 2.3 2.3 2.1 2.0 1.8

18b. Social t ransfers other than in kind D.62 18717 9.8 11.1 13.1 13.0 11.3 9.6 8.2

19=9. Interest expenditure EDP D.41 1819 1.0 1.1 2.2 2.6 3.0 3.0 3.4

20. Subsidies D.3 1120 0.6 0.6 0.6 0.6 0.6 0.7 0.6
21. Gross fixed capital formation P.51 7812 4.1 4.8 4.4 4.6 4.5 4.4 4.2
22. O ther6 6993 3.7 4.2 4.6 4.6 4.3 4.7 5.1
23=7. Total expenditure  TE1 67563 35.4 39.9 43.3 43.4 41.0 38.7 37.0
p.m.: Government consumption (nominal) P.3 30032 15.8 17.6 17.5 17.1 16.8 16.3 15.9

6 D.29+D4 (other than D.41)+ D.5+D.7+D.9+P.52+P.53+K.2+D.8.

3A plus sign means deficit-reducing one-off measures.

1Adjusted for the net flow of swap-related flows, so that TR-TE=EDP B.9.
2The primary balance is calculated as (EDP B.9, item 8) plus (EDP D.41, item 9).

5Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995),
 if appropriate.

ESA Code

General government (S13)

Selected components of revenue

4 P.11+P.12+P.131+D.39+D.7+D.9 (other than D.91).

Selected components of expenditure
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Table 3. General government expenditure by function

1. General public services 1 n.a. n.a.
2. Defence 2 n.a. n.a.
3. Public order and safety 3 n.a. n.a.
4. Economic affairs 4 n.a. n.a.
5. Environmental protection 5 n.a. n.a.
6. Housing and community amenities 6 n.a. n.a.
7. Health 7 n.a. n.a.
8. Recreation, culture and religion 8 n.a. n.a.

9. Education 9 n.a. n.a.

10. Social protection 10 n.a. n.a.
11. Total expenditure (=item 7=23 in Table 2) TE1 n.a. n.a.

Table 4. General government debt developments
% of GDP ESA Code 2007 2008 2009 2010 2011 2012 2013

1. Gross debt1 24.8 40.6 52.7 62.3 65.7 66.2 64.5
2. Change in gross debt ratio 0.1 15.8 12.1 9.6 3.4 0.5 -1.7

3. Primary balance2 1.2 -5.2 -7.3 -6.4 -3.5 -1.7 0.7

4. Interest expenditure3 EDP D.41 1.0 1.1 2.2 2.6 3.0 3.0 3.4

5. Stock-flow adjustment 2.0 9.1 0.9 0.6 -0.7 -0.7 -1.0
of which:
- Differences between cash and accruals4 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
- Net accumulation of financial assets5 n.a. n.a. n.a. n.a. n.a. n.a. n.a.

of which: - - - - - - -
- privatisation proceeds n.a. n.a. n.a. n.a. n.a. n.a. n.a.

- Valuation effects and other6 n.a. n.a. n.a. n.a. n.a. n.a. n.a.

p.m.: Implicit interest rate on debt7 4.2 4.2 5.3 5.0 5.0 4.9 5.4

6. Liquid financial assets8 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
7. Net financial debt (7=1-6) n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Contributions to changes in gross debt

O ther relevant variables

5Liquid assets, assets on third countries, government controlled enterprises and the difference between quoted and non-quoted assets could be 
distinguished when relevant.

7Proxied by interest expenditure divided by the debt level of the previous year.
8AF1, AF2, AF3 (consolidated at market value), AF5 (if quoted in stock exchange; including mutual fund shares).

1Adjusted for the net flow of swap-related flows, so that TR-TE=EDP B.9.

4The differences concerning interest expenditure, other expenditure and revenue could be distinguished when relevant.

1As defined in Regulation 3605/93 (not an ESA concept).
2Cf. item 10 in Table 2.

6Changes due to exchange rate movements, and operation in secondary market could be distinguished when relevant.

3Cf. item 9 in Table 2.

% of GDP
COFOG 

Code 2006 2011
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Table 5. Cyclical developments

% of GDP ESA Code 2007 2008 2009 2010 2011 2012 2013
1. Real GDP growth (%) 6.0 -1.4 -4.0 -0.9 2.3 3.4 3.0
2. Net lending of general government EDP B.9 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6

3. Interest expenditure EDP D.41 1.0 1.1 2.2 2.6 3.0 3.0 3.4

4. O ne-off and other temporary measures1 0.2 -0.3 0.0 0.0 0.0 0.0 0.0
5. Potential GDP growth (%) 4.9 3.0 1.5 1.3 2.6 2.7 2.9
contributions:
- labour 1.7 1.1 0.4 0.4 1.5 1.4 1.4
- capital 2.1 1.4 0.7 0.5 0.5 0.7 0.8
- total factor productivity 1.0 0.6 0.5 0.5 0.5 0.6 0.7
6. Output gap 3.2 -1.8 -7.1 -9.2 -9.4 -8.8 -8.7
7. Cyclical budgetary component 1.3 -0.7 -2.8 -3.7 -3.8 -3.5 -3.5
8. Cyclically-adjusted balance (2 - 7) -1.1 -5.6 -6.7 -5.3 -2.6 -1.3 0.9
9. Cyclically-adjusted primary balance (8 + 3) -0.1 -4.5 -4.5 -2.7 0.4 1.7 4.3
10. Structural balance (8 - 4) -1.3 -5.3 -6.7 -5.3 -2.6 -1.3 0.9

Table 6. Divergence from previous update
ESA Code 2007 2008 2009 2010 2011 2012 2013

Real GDP growth (%)
Previous update 4.8 3.0 3.5 4.1 n.a. n.a. n.a.
Current update 6.0 -1.4 -4.0 -0.9 2.3 3.4 3.0

Difference 1.2 -4.4 -7.5 -5.0 n.a. n.a. n.a.

General government net lending (% of GDP) EDP B.9
Previous update 0.5 -0.9 -1.1 -1.0 n.a. n.a. n.a.
Current update 0.2 -6.3 -9.5 -9.0 -6.4 -4.8 -2.6

Difference -0.3 -5.4 -8.4 -8.0 n.a. n.a. n.a.

General government gross debt (% of GDP)
Previous update 25.1 25.9 27.6 28.7 n.a. n.a. n.a.
Current update 24.8 40.6 52.7 62.3 65.7 66.2 64.5

Difference -0.3 14.7 25.1 33.6 n.a. n.a. n.a.

1A plus sign means deficit-reducing one-off measures.
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Table 7. Long-term sustainability of public finances 

% of GDP 2005 2010 2020 2030 2040 2050
Total expenditure n.a. n.a. n.a. n.a. n.a. n.a.
 Of which: age-related expenditures 15.2 15.4 17.1 18.8 20.7 23.3
 Pension expenditure 4.6 5.2 6.5 7.9 9.3 11.1
 Social security pension 3.4 3.8 4.5 5.5 6.8 8.4
 Old-age and early pensions 2.3 2.5 3.3 4.2 5.5 7.1
 Other pensions (disability, survivors) 1.1 1.2 1.3 1.3 1.3 1.3
 Occupational pensions (if in general government) 1.2 1.4 2.0 2.4 2.6 2.7
 Health care 5.3 5.5 5.9 6.4 6.9 7.3
 Long-term care (this was earlier included in the 0.6 0.6 0.6 0.7 0.9 1.2
 Education expenditure 4.0 3.5 3.4 3.2 3.0 3.1
 Other age-related expenditures 0.7 0.6 0.6 0.6 0.6 0.6
 Interest expenditure n.a. n.a. n.a. n.a. n.a. n.a.
Total revenue n.a. n.a. n.a. n.a. n.a. n.a.
 Of which: property income n.a. n.a. n.a. n.a. n.a. n.a.
 Of which : from pensions contributions (or social 
contributions if appropriate)

n.a. n.a. n.a. n.a. n.a. n.a.

Pension reserve fund assets 8.0 11.1 18.1 26.0 28.3 21.9
 Of which : consolidated public pension fund assets 
(assets other than government liabilities) n.a. n.a. n.a. n.a. n.a. n.a.

Labour productivity growth 3.3 3.8 2.2 1.7 1.7 1.7
Real GDP growth 5.7 5.2 3.0 2.1 1.4 1.6
Participation rate males (aged 20-64) 86.2 87.3 88.4 88.1 87.7 88.3
Participation rates females (aged 20-64) 64.5 68.5 73.3 75.3 75.3 75.6
Total participation rates (aged 20-64) 75.4 77.9 80.9 81.7 81.5 82.0
Unemployment rate 3.6 3.1 3.1 3.1 3.0 3.1
Population aged 65+ over total population 11.2 11.8 14.8 18.4 22.2 26.2

Table 8. Basic assumptions
2007 2008 2009 2010 2011 2012 2013

Short-term interest rate1 (annual average) n.a. 4.9 4.4 4.4 4.4 n.a. n.a.

Long-term interest rate (annual average) n.a. 4.1 4.0 4.1 4.1 n.a. n.a.

USD/€ exchange rate (annual average)  (euro 
area and ERM II countries)

n.a. 1.47 1.38 1.38 1.38 1.38 1.38

Nominal effective exchange rate n.a. n.a. n.a. n.a. n.a. n.a. n.a.

(for countries not in euro area or ERM II) 
exchange rate vis-à-vis the € (annual average) 

n.a. n.a. n.a. n.a. n.a. n.a. n.a.

World excluding EU, GDP growth n.a. 4.5 3.5 4.3 4.3 n.a. n.a.
EU GDP growth n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Growth of relevant fore ign markets n.a. n.a. n.a. n.a. n.a. n.a. n.a.
World import volumes, excluding EU n.a. 6.4 4.8 5.9 5.9 n.a. n.a.

O il prices (Brent, USD/barrel) n.a. 97.0 55.0 64.0 67.0 67.0 67.0
1If necessary, purely technical assumptions.

Assumptions

 
*  *  * 
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