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Executive Summary
This document provides the context, both economic and fiscal, in which the ‘July Stimulus’
package has been introduced. It outlines the package of tax and expenditure measures
and sets out the impact the package will have on the fiscal deficit this year. At some €30
billion, or around 10 per cent of GDP, the deficit reflects the extraordinary level of support
provided in response to the Covid crisis. The scale and scope of the measures taken in
Ireland are in line with those in other European countries.
The July Stimulus is a key part of the second phase – the recovery phase — of the
Government’s response to the pandemic. Counter-cyclical fiscal policy is the appropriate
tool by which to ‘kick start’ economic growth.
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Background
The Covid-19 pandemic is, first and foremost, a global public health crisis. But the unique
measures necessary to suppress transmission of the virus – including temporarily closing many
sectors, enforced and voluntary social distancing – have had a severe impact on both the
global and Irish economies. It is estimated that around 95 per cent of the global economy1
will be in recession this year – the largest share ever recorded and confirming the
geographically synchronised nature of the shock. World trade is also declining, with potential
spill-overs to the export-dependent Irish economy. These external developments will
compound the large fall in domestic demand in Ireland this year, mostly concentrated in the
second quarter when containment measures were most severe.
Incoming data largely bear out the scenario depicted in the spring forecasts. Data from official
sources suggest an economic low-point around end-April, with a pick-up thereafter as
containment measures were gradually scaled back. To complement these official data, the
Department2 has exploited the information content in so-called ‘big data’ in an attempt to
capture economic trends in real-time; these very high frequency data confirm a turning point
has been passed and that a rebound is underway. Notwithstanding this partial rebound, the
level of activity remains below the pre-crisis peak, a position that is mirrored in other
European countries.
The Government has responded rapidly and with commensurate force in order to limit the
fall-out from the pandemic. The objective of the response – which was in line with
international best practice – was one of damage limitation and, without these sizeable
discretionary measures, the shock to household income and firm cash-flow would have been
significantly larger. The corollary of this, however, is that the fiscal landscape has been
transformed in the space of a few months. Of course, Ireland is not unique in this regard, with
large increases in public debt evident across all advanced economies.
By keeping households and firms afloat, the Government’s response in the initial phase has
helped lay the foundations for recovery in the period ahead. But having said that, the future
path for the economy is intertwined with that of the pandemic, and so highly uncertain. There
is also lack of clarity about the behavioural response of households and firms.
With a re-opening of the economy underway, the focus of budgetary policy is shifting towards
supporting economic recovery. Put another way, policy will pivot away from the damage
limitation phase to economic stimulus phase. That is why the Government is announcing
additional budgetary measures, including:




1
2

The introduction of a new wage subsidy scheme in order to help support employment
creation.
An extension to the Pandemic Unemployment Payment to provide income support to
households.
A tax rebate for the accommodation and food sector, the purpose of which is to boost
out-of-season demand for these important activities.

https://www.worldbank.org/en/publication/global-economic-prospects
https://www.gov.ie/en/publication/cc246-real-time-economic-and-financial-developments-2-july-2020/
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A reduction in the standard rate of VAT to support personal consumer spending and
boost demand.
An extension of help-to-buy to support new home-ownership
Enhanced corporate tax loss relief to provide additional liquidity supports for
businesses.
Additional public expenditure to fund re-start grants, a further six-month waiver of
commercial rates and other measures to support business.
The standard rate of VAT will be decreased from 23% to 21% for the period 1
September 2020 to 28 February 2021.
The Help-to-buy scheme will be enhanced for the remainder of 2020 so that the level
of support available to first time buyers will be increased to the lesser of €30,000 (up
from €20,000) or 10 per cent (up from 5 per cent).

In order to be effective, while at the same time being fiscally sustainable, a key principle
underlying counter-cyclical budgetary policy is that policy measures should be timely, targeted
and temporary. These measures announced by Government represent a timely and
significant stimulus to the economy at this important juncture, with almost-immediate
application. They are targeted to protect jobs and incomes in sectors most in need, thereby
limiting deadweight costs. They are largely temporary and so can be funded through
borrowing and not through raising taxation elsewhere.
Table 1: fiscal support provided by July stimulus
2020 € bl

2021 € bl

0.9

0.32

0.15
0.45
0
0.28
0
0
0.02

0
0
0.14
0.16
0
0.02
0

Expenditure measures
Job supports
: PUP extension
: EWSS
: activation measures
Business supports
: re-start grants
: commercial rates waiver
: other business measures
Other expenditure measures
Capital spending

2.81

1.47

0.3
1
0.13

0.4
0.9
0.07

0.3
0.5
0.15
0.03
0.4

0
0
0
0
0.1

TOTAL*

3.71

1.79

Taxation measures
Loss relief
: for self-employed
: for corporations
Stay and spend initiative
VAT
Cycle-to-work
Interest reduction on tax liabilities
Help to Buy

Source: Department of Finance calculations. Rounding may affect totals.
*CT loss relief acceleration is cost neutral over two years so total figure differs from package
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The overall size of the budgetary package amounts to €5.2 billion, the equivalent of 3 per cent
of this year’s estimated modified gross national income (so-called GNI*).3 Taxation measures
account for around €900 million of this, with the remainder (€4.3 billion) on the expenditure
side.
Table 2 shows the cumulative amount of policy support implemented by the Government.
The direct fiscal measures amount to €20.5 billion, or nearly 12 per cent of GNI*. The resulting
deficit, incorporating the decline in taxes and other general government expenditure, is in line
with international norms (figure 1).
Table 2: total fiscal support
€ bl

per cent GNI*

Taxation measures
Warehousing and deferrals
Other

2.9
2
0.9

1.7
1.1
0.5

Expenditure measures
Labour market supports
Health sector capacity
Business supports
Capital works
Other

17.6
11.4
2
1.5
0.5
2.2

10.1
6.5
1.1
0.9
0.3
1.3

TOTAL DIRECT SUPPORT

20.5

11.7

2
2

1.1
1.1

24.5

14

Credit Guarantee Scheme
Pandemic Stabilisation and Recovery Fund (ISIF)

TOTAL

GNI* relates to modified Gross National Income and is projected at c. €175 billion for 2020.
Rounding may affect totals.
Source: Department of Finance calculations

As well as discretionary policies to counteract the economic cycle, the Government has
allowed the automatic stabilisers to operate in full: tax revenues have automatically fallen in
tandem with the decline in economic activity, while (non-policy related) unemployment
spending has risen. The cumulative fiscal impact of counter-cyclical policy – both automatic
stabilisation and discretionary – has been very large, with a general government deficit of
some €30 billion (10 per cent of GDP, 17 per cent of GNI*) now projected for this year.
A full set of revised economic and fiscal forecasts will be published, as normal, in October
alongside the Budget.

3

Some of the costs arise in 2022 and, for simplicity, are not included in table 1.
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Figure 1: a) projected deficit in 2020 b) ‘above the line’ Covid responses, selected countries
14

-2

12

-4

10

-6

Luxembourg

Czech Republic

Austria

Finland

Slovenia

0

Portugal

-16

Belgium

2

Poland

-14

Euro area 17

4

France

-12

Ireland

6

Netherlands

-10

US
Ireland (GNI*)
Japan
Germany
Australia
UK
Denmark
Canada
Netherlands
Italy
Spain
Belgium
France

8

-8

United States

GG deficit as a per cent of GDP

0

Source: OECD Economic Outlook June 2020 (single hit scenario), IMF Covid response database (per June 9th) and
Department of Finance calculations. Does not take into account ‘below the line’ measures e.g. loan guarantees,
which inflate figures for many countries

Figure 2: evolution of the deficit from SPU, € billions
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Source: Department of Finance calculations.
Tax upside = estimated tax receipts outturn above SPU forecast
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Box 1: economic rationale for employer wage subsidy scheme
Economic theory, alongside a large body of empirical evidence, supports the view that transitory
economic shocks can inflict lasting damage to an economy’s productive potential. These so-called
‘scarring effects’ can arise through a number of channels. For instance, shocks to the economy bring
higher levels of uncertainty and, accordingly, tend to hold back investment spending (because
investment in new capital is costly and usually irreversible, high levels of uncertainty about future
revenue streams incentivise firms to postpone investment, dampening future productivity growth).
Perhaps the most important channel, however, is labour supply, where temporary shocks can result in
some workers permanently exiting the labour market. Additionally, depending on the duration of a
shock, labour market participants risk drifting from short- to long-term unemployment, gradually eroding
their skills-sets over time (a depreciation of human capital) inter alia via a loss of on-the-job training.
In the pre-pandemic world, several (mainly European) countries had short-term working schemes in
place in order to minimise labour market scarring effects. The German Kurtzarbeit (‘short-term
working’), for instance, is often seen as the gold standard in this area. While there are differences across
countries in terms of criteria, coverage, etc., the underlying rationale for these policy interventions was
essentially uniform: to maintain the employee-employer relationship during a temporary downturn in
activity and, accordingly, prevent scarring effects via the labour market channel.
In response to the pandemic, many countries have introduced (and subsequently extended) variations
on these wage subsidy schemes. Maintaining an employer-worker relationship following a temporary
negative shock enables a firm to keep specific human capital within the firm, thereby avoiding the costly
processes of separation, re-hiring and training when economic conditions improve. For the worker
perspective, it preserves experience and specific human capital and avoids the often very long-term
career costs of layoffs.
In Ireland, the Temporary Wage Subsidy Scheme helped keep workers attached to firms while,
simultaneously, providing an important lifeline to many firms and income support to households. From
September, this will be replaced by the Employee Wage Subsidy Scheme (EWSS). The purpose of the
EWSS is to subsidise employment creation, by way of a grant to a firm – whose turnover is 70 per cent
or less than pre-pandemic levels – for each employee.
Of course, subsidising the wage bill is only part of the story, with a range of complementary enterprise
supports to enable firms to re-open on a sustainable basis.
Beyond the short-term, a key policy consideration is to ensure that the design of such schemes allows
for enough flexibility for resources to be reallocated in line with permanent (structural) changes in the
economy. In other words, if a shock is permanent then it is necessary to facilitate the transition of firms
and workers from shrinking sectors to expanding sectors. There is no policy role for propping-up
unviable firms – so-called ‘zombie firms’ – or large-scale public subsidisation of low-productivity
employment in areas and sectors from which demand has permanently shifted. Instead, the role for
policy is to provide the necessary tools and skills to enable workers to move between sectors of the
economy.

Department of Finance | COVID 19 Policy Response: Overview of economic support measures

Page | 8

Tithe an Rialtas. Sráid Mhuirfean Uacht,
Baile Átha Cliath 2, D02 R583, Éire.
Government Buildings, Upper Merrion Street,
Dublin 2, D02 R583, Ireland.
Department of Finance | COVID 19 Policy Response: Overview of economic support measures

T:+353 1 676 7571
@IRLDeptFinance

Page | 9

