
2. COUNTRY NOTES: IRELAND – 131 
 
 

RESTORING PUBLIC FINANCES © OECD 2011 

Ireland 

1. Economic situation 

Ireland’s economy is undergoing a number of significant adjustments following the 
14% of GDP peak-to-trough contraction experienced from Q4 2007 to Q4 2009. Major 
imbalances continue to unwind in the banking and property sectors, contributing to the 
significant deterioration of public finances. Indeed, on some measures housing prices 
have fallen by more than 30% from their peaks, and the unemployment rate has risen to a 
16-year high of 13.3%. 

Ireland had run consistent budget surpluses in the years prior to 2007, but the fiscal 
balance rapidly deteriorated to a deficit of 14.2% of GDP in 2009 (Figure 1B), and the 
government estimates it to widen to 31.9% of GDP in 2010 (including the costs of bank 
support measures in both years). The gross debt has grown significantly from 28.9% of 
GDP in 2007 to more than 70% in 2009 (Figure 1C). 

In November 2010, the government announced that a financial support package had 
been agreed with the European Commission, the European Central Bank and the IMF. In 
the medium term, the OECD is projecting a mild export-led recovery, offset by sluggish 
domestic demand. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Note: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

The key objectives of Ireland’s medium term fiscal strategy are to support economic 
growth through competitiveness, contain the increase in government debt, and restore 
expenditure and taxation at more sustainable levels. Ireland is targeting a reduction in its 
deficit to below 3% of GDP by 2014 (Figure 2A). With the release of budget 2011 in 
December 2010, the government projects that the gross debt will peak at 102.5% of GDP 
(Figure 2B). 

The Irish government began announcing its multi-year fiscal consolidation plans as 
early as 2008, with the 2011 budget marking the sixth consolidation initiative in two and 
a half years. The focus of consolidation efforts in 2009-10 was mainly on permanent 
expenditure cuts (just under two-thirds) aimed at reducing the structural deficit with the 
remainder of the adjustment comprised of revenue enhancement measures. Similar 
proportions will continue to apply to the adjustments planned for the next four years. 
Ireland’s cumulative consolidation effort from 2009-14 measures approximately 16.9% of 
GDP (Figure 2C). A discretionary fiscal adjustment measuring 5% of GDP was 
implemented in 2009, followed by 2.6% of GDP in 2010. In its four-year National 
Recovery Plan released in November 2010, the Irish government announced an additional 
EUR 15 billion (9.4% of GDP) in consolidation measures for implementation over the 
period 2011-14. The latest consolidation package has been significantly front-loaded with 
savings of EUR 6 billion (3.7% of GDP) planned for the 2011 budget alone. The 
consolidation plan is weighted two-thirds (EUR 10 billion) towards spending cuts, and 
one-third (EUR 5 billion) in revenue enhancements to be implemented over the four-year 
period (Figure 2D). 
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Figure 2. The government’s planned fiscal adjustments 
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a Maastricht basis as a per cent of nominal GDP. Fiscal consolidation is cumulative consolidation as a per cent 
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enhancements (total = 100%). OECD calculations. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

3. Major consolidation measures 

Ireland has announced significant expenditure reductions over the past two years. The 
initial focus of the consolidation effort was on reducing public service administration and 
wages, but a deteriorating fiscal position has seen the need for more wide-ranging 
reductions across departmental spending. In particular, the capital budget will contribute 
EUR 3 billion (1.9% of GDP) to the 2011-14 consolidation effort. Over the same period, 
reducing unemployment and welfare benefits will bring savings of EUR 2.8 billion 
(1.75% of GDP). 

To strengthen the income tax base, the minimum income tax threshold will fall from 
EUR 18 300 to EUR 15 300 by 2014, reducing the proportion of workers paying no tax 
from 45% to 35%. This will bring additional revenue of 1.2% of GDP. Furthermore, VAT 
will increase from 21% to 23% by 2014. 
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Table 1. Major consolidation measures 

Billions EUR (% of GDP1) 

  Budgetary impact 
2011-14 

Expenditures  10 
(6.25) 

1. Operational measures  1.2 
(0.75) 

– Public service wage cuts and 
hiring 

Public service wages (and benefits) were cut by an average of 
13.5% over 2009-10. An additional EUR 1.2 billion is to be cut from 
the public service wage bill across 2011-14 (24 750 job cuts over 
peak 2008 levels). 

 
1.2 

(0.64) 

2. Programme measures  8.8 
(5.50) 

– General departmental 
spending 

Net government spending fell a cumulative 6.5% from 2008-10. An 
additional EUR 3 billion will need to be cut from departmental 
budgets across 2011-14. 

1.6 
(1.0) 

– Unemployment and welfare 
benefits 

Unemployment and welfare benefits were cut by around 10% in 
2009-10. A further EUR 2.8 billion is to be cut from 2011-14 budgets. 

2.8 
(1.75) 

– Child benefits Child benefits have been reduced in budget 2011 by EUR 10 per 
month for the first and second child and EUR 20 per month for the 
third child accounting for annual savings of EUR 149 million. 

n.a. 

– Health  Cuts of about EUR 750 million for health care in budget 2011. 1.4 
(0.87) 

– Capital spending The capital budget will contribute EUR 3 billion to the 2011-14 cuts. 3.0 
(1.87) 

3. Other initiatives Ireland’s national minimum wage is to be cut by 12% to EUR 7.65 in 
2011. 

n.a. 

Revenues  5.1 
(3.18) 

– Carbon tax A carbon tax on fossil fuels (petrol, diesel, gas, coal, and peat) 
equivalent to EUR 15 per tonne of emitted CO2 was introduced at 
the 2010 budget (average price increase of 5%). Increased to 
EUR 30 per tonne in the National Recovery Plan. 

0.3 
(0.19) 

– Income tax The minimum income tax threshold will fall from EUR 18 300 to 
EUR 15 300 by 2014, reducing the proportion of workers paying no 
tax from 45% to 35%. Including the elimination of tax breaks, these 
initiatives provide EUR 1.9 billion in additional 2011-14 revenue. 

 
1.9 

(1.19) 

– VAT VAT will rise from 21% to 22% in 2013, and to 23% in 2014. 0.57 
(0.36) 

– Property tax A site value tax on land and property owners will be implemented 
from 2012. In addition, a water charge for domestic users is planned 
for implementation by 2014. 

0.53 
(0.33) 

– Pension-related tax  Pension-related tax changes yielding EUR 865 million (including 
EUR 240 million in savings on public service pension-related 
deduction). 

0.87 
(0.54) 

– Tax expenditures Abolish or curtail a range of tax expenditures. 0.67 
(0.42) 

– Other tax measures including 
capital taxes 

 0.26 
(0.16) 

1. OECD calculations using OECD forecasts of nominal GDP for 2014. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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Pension reform 

A new single pension scheme for new entrants to the public service is being 
introduced in 2011. The main provisions of the new scheme are: 

• raising the minimum pension age to 66 years initially to bring it into line and link 
it henceforth to the state pension age, which is to increase to 67 in 2021 and to 68 
in 2028; 

• a maximum retirement age of 70 years; 

• pensions to be based on career average revalued earnings rather than final salary 
as currently applies; 

• pension increases linked to inflation (CPI) rather than pay. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation 2009 2010 2011 2012 2013 2014 
Consolidation measures (cumulative) 5.0% 7.6% 11.3% 13.5% 15.3% 16.9% 
Total deficit/surplus 

including bank rescue 
-11.9% 
-14.4% 

-11.6% 
-31.9% 

-9.4% 
 

-7.3% 
 

-5.8% 
 

-2.8% 
 

Total level of debt  66% 94% 99% 102% 102% 100% 
Fiscal consolidation by expenditure reductions and 
revenue enhancements (total = 100%)       

Expenditure reductions   73.6% 58.3% 64.5% 64.5% 
Revenue enhancements   26.4% 41.7% 35.5% 35.5% 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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