National Economic Dialogue 2025

BREAKOUT SESSION 1:

A Fiscal Policy that Builds Resilience

CHAIR: Minister for Finance, Paschal Donohoe T.D.
RAPPORTEUR: Professor John McHale, University of Galway

POTENTIAL ISSUES/QUESTIONS FOR DISCUSSION

1. What is the best way to address critical infrastructural deficits without overheating the
economy?

2. What steps can be taken to “de-risk” the Irish public finances in light of the cyclical and structural
risks that the economy now faces?

3. What steps can be taken to improve the efficiency of existing government spending in the
economy?

4. The Medium-term plan will set binding net expenditure ceilings. How can government
departments, agencies and bodies ensure they stay within these constraints?

Introduction

Economic growth in Ireland is being supported by a combination of strong employment growth, a
moderation of inflation and supportive macroeconomic policies (monetary and fiscal). Working in the
other direction, heightened levels of uncertainty are weighing on consumer and business confidence,
prompting households to increase precautionary savings and firms to delay investment.

Against this background, Modified Domestic Demand (MDD) is projected to increase by 2.5 per cent
this year (figure 1A).1

While the Department’s baseline outlook for the economy is positive, these forecasts have been
calibrated on the assumption that an agreement can be reached to eliminate tariffs on trade between
the EU and US.

An alternative forecast incorporating the impact of tariffs now in place between the US and EU leads to
a cumulative downward revision in MDD of around 1% per cent by end-2026. From a labour market
perspective, roughly 25,000 fewer jobs could be created by end-2026 under this scenario, relative to
the baseline forecasts.

Beyond the short-term, the impact of fragmentation of the global trading system could also have more
far-reaching consequences for the Irish economy. Having been the beneficiary of reductions in trade
barriers and the elongation of global supply chains over the last three or four decades, Ireland’s
economy is now intertwined with global trade and investment flows. A sustained move towards a more
de-globalised economic environment would heighten the risk of a substantial slowdown in economic
growth in Ireland.

1 For further information see, “Annual Progress Report”, Department of Finance (May 2025). Available at:
https://www.gov.ie/en/department-of-finance/publications/annual-progress-report/
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Figure 1: Forecasted change in modified domestic demand and employment
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Background: Fiscal Outlook

The headline position for Ireland’s public finances is relatively positive. A budgetary surplus of €8.9
billion was recorded last year? with additional fiscal surpluses in prospect for this year and next,
assuming tariffs are not introduced.

As has been well documented, these favourable budgetary outcomes are largely reliant on volatile
corporation tax receipts that are not linked to the domestic economy. The Department of Finance
estimates that, if these revenue streams were excluded, the fiscal accounts would be in the red ink —
everything else being equal, deficits of between €4-7 billion (figure 2A) would be in prospect.

The risk is compounded by the narrowness of the Irish tax revenue base: €9 in every €10 received in
tax revenue in 2024 was sourced from income tax, corporation tax and VAT. This has been driven in
large part by a substantial increase in corporation tax receipts from a small number of highly profitable
firms in multi-national dominated sectors. Corporation tax revenues have risen four-fold from their 2015
level, from €6.9 billion to €28.1 billion in 2024. The growth in corporation tax revenues is at odds with
the experience of Ireland’s main trading partners.

The risks associated with so-called ‘windfall CT receipts are further heightened by the strong
interlinkages between corporation and income tax receipts. A sizeable amount of income tax receipts
are paid by employees working in a limited number of high-paying sectors, the same sectors that pay a
high percentage of corporation tax (figure 2B). In 2023, the three industries with the highest proportion
of persons working for foreign-owned MNCs (Manufacturing, Finance, ICT) paid c. 70 per cent of total

2 Surplus excluding €14.2 billion revenue arising from CJEU ruling.
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corporation tax and c. 30 per cent of total income tax. It follows that a shock to one or more of these
sectors could lead to a ‘snowballing’ deterioration of both corporation and income tax revenues.

Figure 2: Fiscal Vulnerabilities
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On the spending side of the equation, there have been significant increases in recent years. Total
government spending has risen by 44 per cent in nominal terms, or 23 per cent in real terms since 2019
(from €86.6 to €125.6 billion). This level of spending growth makes Ireland an outlier among Eurozone
peers (figure 3A). Growth is evident in all components of government spending, including pay, social
benefits and capital investment.®> On a sectoral basis, the largest increase in voted expenditure has
been in Children and Youth Affairs, Health, Social Protection, Further & Higher Education and Housing,
which cumulatively account for 77 per cent of voted expenditure growth over this period.*

Increasing the level of public capital investment has been a key focus of recent Governments. Following
a collapse in public investment expenditure during the financial crisis (a decline from a peak of 6.3 per
cent of GNI* in 2008 to 2.6 per cent of GNI* in 2013), capital investment has now recovered to around
4 per cent of GNI*.> The real increase in investment over this period has also been significant. Real

3 Intermediate consumption is a national accounts concept which measures the value of the goods and services
consumed as inputs by a process of production. Intermediate Consumption includes bank charges, including
indirectly measured charges on loans, insurance costs, accounting services, and rent of buildings and equipment
(see CSO 2024 for further details).

4 Social Protection figures are inclusive of growth in spending on the Social Insurance Fund. Expenditure on
Children and Youth Affairs makes up 20.4 per cent of the total rise in expenditure, with this in part attributable to
the transfer of functions of disability from health to this department. In spite of this development, health made up
the second largest component of overall expenditure growth in this period (18.5 per cent).

5 National Development Plan 2021 — 2030, Government of Ireland (2021). Available at:
https://www.gov.ie/en/publication/774e2-national-development-plan-2021-2030/
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public investment has risen by 128 per cent since 2013, and in 2023 was equivalent to investment
during the height of ‘Celtic Tiger’ period (figure 3B).

Figure 3: Expenditure developments
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Structural Challenges

In addition to the risks posed by the external economic environment, Ireland also faces a number of
structural issues that will have a profound impact on the economy.

Most pressingly, Ireland needs to address infrastructural deficits and to improve business
competitiveness.® This is evidenced by the poor performance on rankings of global competitiveness
vis-a-vis infrastructure quality. Ireland ranks below other EU countries in many categories identified
from a range of organisations (figure 4A).

Discussions on the review of the National Development Plan (NDP) are ongoing and the Government
has prioritised five key areas — housing, energy, water, transport and health digitalisation.
Notwithstanding the additional resources available via the sale of bank shares and the decision by the
Court of Justice of the Europe Union (CJEU), the scale of the infrastructural deficits mean that significant
trade-offs exist in effective management of the public finances. For example, between current and
capital expenditure or between tax reductions and increased spending.

Moreover, there are a number of long-term structural issues that will act as a draw on the public purse.
Sometimes referred to as the “4Ds” — demographics, decarbonisation, de-globalisation and
digitalisation — these will have major implications for the public finances over the medium- and longer-
term and maintaining living standards will require an active response from successive governments.

6 see Programme for Government, Securing Ireland’s Future, Government of Ireland, January 2025 available at:
https://www.gov.ie/en/department-of-the-taciseach/publications/programme-for-government-2025-securing-
irelands-future/
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Most notably, Ireland’s population is set to age significantly in the coming decades. By 2050, the
population aged 65-79 will rise by 80 percentage points and the population aged over 80 will rise by
166 percentage points. This compares to a 9 percentage point increase in persons aged 20-64 over
the same period. These trends mean that Ireland is set to have one of the largest increases in its old
age dependency ratio among EU countries, rising from 26 per cent in 2022 to 47 per cent in 2050.

In short, by 2050 Ireland will have a similar age profile to that of Italy or Greece today. Population
ageing will place significant pressure on the public finances. Total-age related expenditure is expected
to increase from 22 per cent of GNI* in 2022 to 28 per cent by 2050. As a share of national income,
this increase is the largest in the EU (figure 4B).

Figure 4: Age-related expenditure projections
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Global Quality Infrastructure Index calculations.

The need to decarbonise the economy will also have implications for the public finances. Ireland has
committed to a range of legally binding climate and energy targets by 2030, with the ultimate objective
of carbon neutrality by 2050. A failure to meet these commitments could result in Ireland facing
substantial costs (financial penalties, or the purchase of compliance credits from other EU Member
States). The Climate Change Advisory Council has estimated that the cost of failing to meet these EU
targets could exceed €8 billion between now and 2030.7 More recently, the Irish Fiscal Advisory Council
(IFAC) estimated this cost at between €8 and €26 billion.8

”For more information, see Annual Review 2024: Cross-sectoral Review, Climate Change Advisory Council
(October 2024). Available at:

https://www.climatecouncil.ie/councilpublications/

8 For more information, see A colossal missed opportunity: Climate action and potential costs of missing targets
(March 2025). Available at:

https://www.fiscalcouncil.ie/a-colossal-missed-opportunity/
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Digitalisation will continue to have a significant impact on the Irish and global economy. It impacts
economic growth through a number of channels, including inter alia long-run trends in productivity,
investment and employment.

Like all Member States, Ireland is subject to the revised EU fiscal framework. The Government is
required to commit to a Medium-Term Fiscal Plan (MTP) setting out a binding net expenditure path that
cannot be changed during the five years covered by the plan. This represents a sea-change in how
budgetary policy is calibrated and presents significant challenges.

Once agreed, the new plan will need to balance several competing aims; managing cyclical risks and
avoiding overheating; investing in infrastructure to maintain economic competitiveness; strengthening
public services; and addressing longer-term structural issues such as aging.

The establishment of the Future Ireland and Infrastructure, Climate and Nature Funds are positive
developments in this context, with contributions to these funds saved and invested to support State
expenditure in the future. Nonetheless, further consideration will be needed regarding how to better
balance short-term needs with longer-term requirements.
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