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Ongoing healthy improvement in the economic environment, albeit at a more moderateOngoing healthy improvement in the economic environment, albeit at a more moderate 
pace than seemed likely prior to the UK referendum, continues to provide a very helpful 
backdrop to the Irish public finances

Budget 2016 SPU 2016* Budget 2017
October 2015 April 2016 October 2016

2015 6.2 7.8 26.3

Real GDP % Growth

2016 4.3 4.9 4.2

2017 3.5 3.9 3.5

2018 3.2 3.9 3.4

*Stability Programme Update 2016
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Away from the noise of the GDP figures, labour market developments offer y g , p
considerable encouragement as the jobs market continues to register very healthy 
improvement, both in and outside Dublin, including in the Midlands
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Solid improvement in the economy has seen the tax take rise  by 5.7% and exceed p y y
expectations by 1.5% so far this year (to Sept), with corp tax and excise more than 
making up for a shortfall in VAT and income taxes

End-Sept End-Sept Excess/ Excess/
Actual €m Target €m Shortfall €m Shortfall %

Tax Revenue Performance vs. Profile (cumulative)

Income Tax 12,953 13,067 -114 -0.9%
VAT 10,191 10,469 -278 -2.7%
Corporation Tax 4,159 3,515 644 18.3%
Excise 4,389 4,178 211 5.1%
Stamps 736 823 -87 -10.6%
CGT 185 136 49 36.0%
CAT 161 113 48 42.5%
Customs 231 285 -54 -18.9%
Levies 0 0 0 -
Local Property Tax 353 337 16 4.7%
Unallocated Tax Deposits 48 0 48 -

Total 33,406 32,923 483 1.5%

Source: Department of Finance
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The Medium Term Objective (MTO) is now the key anchor forThe Medium-Term Objective (MTO) is now the key anchor for 
fiscal policy…

• Ireland, like other countries in Europe, is now subject to a Medium-Term Objective 
(MTO).  Ireland’s MTO is to achieve a small budget deficit of 0.5% in structural 
t (i th b l dj t d f th li l iti f th d thterms (i.e. the balance adjusted for the cyclical position of the economy and the 
impact of any one-offs; in other words the balance that would prevail if the 
economy was operating at its full capacity)

• In normal economic times, an annual improvement in the Structural Budget 
Balance (SBB) of 0.6% of GDP or more must be delivered until the MTO is 
reachedreached

• Ireland’s estimated SBB in 2016 is a deficit of 1.9% of GDP and a deficit of 1.1% 
in 2017 meaning that the SBB needs to improve by a further 0 6% of GDP (i ein 2017, meaning that the SBB needs to improve by a further 0.6% of GDP (i.e. 
the required annual adjustment) before the MTO is reached, estimated to happen 
in 2018
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and is complimented by the application of the Expenditure…and is complimented by the application of the Expenditure 
Benchmark

The Expenditure Benchmark (EB) is a complimentary requirement which sets a• The Expenditure Benchmark (EB) is a complimentary requirement, which sets a 
limit on allowable expenditure growth after accounting for any discretionary 
revenue measures:

• If not at the MTO (as is the case currently in Ireland) allowable spending growth is reduced to aIf not at the MTO (as is the case currently in Ireland), allowable spending growth is reduced to a 
level below an estimate of long-run potential GDP growth to ensure  progress towards MTO.  For 
2017, permitted spending growth for Ireland is 2.4% - some way lower than the 4.4% ‘reference 
rate’ of potential GDP growth in nominal terms.  Note the 4.4% reference rate for 2017 is essentially 
unchanged from prior to the July GDP revisions and future estimates also rightly look through theunchanged from prior to the July GDP revisions, and future estimates also, rightly, look through the 
meaningless 26% growth figure for 2015

• If at or deemed to exceed the MTO, the EB no longer formally applies, resulting in a meaningful 
easing of fiscal constraintseasing of fiscal constraints.  

• Govt has indicated that once a balanced budget is achieved (i.e. once the MTO is reached) 
spending can then grow in-line with the trend economic growth rate.  This step-up in possible 
spending growth from when the MTO is achieved is why estimated annual fiscal space increasesspending growth from when the MTO is achieved is why estimated annual fiscal space increases 
materially from 2019 on, reflecting the expected achievement of MTO in 2018 (see slide 48).

Note: Estimating structural balances (especially for small, open economies like Ireland) can be problematic and the EB calculation is complex so 
implementing this framework is not straightforward
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Budget 2017 sets out the planned use of Eur1 2bn of fiscalBudget 2017 sets out the planned use of Eur1.2bn of fiscal 
space for next year…

• The June Government Summer Economic Statement (SES) identified fiscal 
space of Eur1.0bn for Budget 2017

Th B d t it lf i d thi fi t E 1 2b• The Budget itself revised this figure to Eur1.2bn
• Reflecting several factors including revised estimates of past capital spending and of carryover 

effects from last year’s budget

• But note: this is an incomplete picture of government fiscal decisions & plans due to:
• An extra Eur500m of 2016 health spending announced in June which gets carried into the spending 

base for 2017
• A further additional Eur300m of extra spending in 2016 confirmed in the Budget estimates (Eur200m u t e add t o a u 300 o e t a spe d g 0 6 co ed t e udget est ates ( u 00

capital, over Eur100m current)
• Previously announced new spending commitments for 2017 which amount to an additional Eur900m

So total true total package is closer to Eur3bn (taking 2016 & 2017 together)• So total true total package is closer to Eur3bn (taking 2016 & 2017 together)
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Note that Budget 2017 falls short of full compliance with the newNote that Budget 2017 falls short of full compliance with the new 
fiscal rules:
• The projected change in the structural balance in 2107 = 0.8% of GDP which represents over compliance p j g p p

vs. the 0.6% required adjustment to MTO.

• However, planned nominal spending is ca. Eur200m (0.1% of GDP) above the permitted expenditure 
ceiling in 2017 i.e. the Expenditure Benchmark looks set to be breached next year.g p y

• In practice, this deviation is not likely to be deemed to represent a “significant deviation” from the rules as it 
is within the 0.5% of GDP leeway provided for by the European Commission.  Plus, as part of an “overall 
assessment” the government can point to expected over-achieving on the SBB adjustment.g p p g j

• But setting out a fiscal plan that at the outset does not aim for full compliance is somewhat disappointing, 
and dents the prudential credentials of the Government’s approach to fiscal policy despite (i) the 
confirmation of the intention to set up a Rainy Day fund from 2019 and (ii) a newly-unveiled domestic debt p y y ( ) y
target of 45% of GDP (which is lower than the 60% target specified in the SGP).

• Watch out for some critical comments from IFAC on this in its forthcoming Fiscal Assessment Report due in 
November, and possibly before then.p y
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Net income gains from USC cuts again skewed towards lowerNet income gains from USC cuts again skewed towards lower 
incomes; % gains trail off at higher incomes

Eur per Year % of Net Income Eur per Year % of Net Income

Single Person Married Couple, one income, 2 kids*
Decline in Combined Income Tax, PRSI and USC, % of Net Income

Eur per Year % of Net Income Eur per Year % of Net Income
Gross Income

12,000                131 1.1 131 1.1
14,000                219 1.6 219 1.6
18,000               242 1.4 282 1.68,
20,000                103 0.6 103 0.5
25,000                128 0.6 128 0.5
30,000                153 0.6 203 0.7
35,000                178 0.6 278 0.9
45,000                228 0.7 328 0.9
55,000                278 0.7 378 0.9
70,000                353 0.8 453 0.7

100,000              353 0.6 453 0.7
150 000 353 0 4 453 0 5150,000            353 0.4 453 0.5
175,000              353 0.4 453 0.4

Note: assumes private sector employee taxed under PAYE, full-rate PRSI contributor
Also assumes employees currently earning less than Eur18,556 p.a. earn all income at minimum wage
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The strong progressivity of the tax system is also highlighted by the levels ofThe strong progressivity of the tax system is also highlighted by the levels of 
average tax rates, and the (pre and post crisis) trends therein

Married Couple 1 Income 2 Children Private Sector

Average Tax Rate (%) Average Tax Rates, %
Married Couple 1 Income 2 ChildrenMarried Couple, 1 Income, 2 Children, Private Sector

Gross Income Increase from 
2008-2014

Decline since 
2014 high 

point
2017 Rate

15 000 2 7 1 8 0 9
30
35
40
45

Married Couple, 1 Income 2 Children

15,000 2.7 -1.8 0.9
20,000 4.9 -3.9 3.7
25,000 5.4 -2.1 6.2
30,000 4.4 -2.9 6.6
40,000 5.5 -2.8 12.1 5

10
15
20
25

60,000 6.8 -3.1 23.5
100,000 7.6 -2.2 34.6
120,000 7.7 -1.8 37.5

0

 30,000  60,000  100,000
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Re Help to Buy: the microeconomics of the housing market suggest sustained policy p y g gg p y
effort on the supply side is what is required, not measures to further boost excess 
demand relative to the existing supply shortfall

Projected Annual Avg. Increase in Household 
Numbers 2011-21 v.s. 2015 House Completions
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E.g. accelerated delivery of the welcome commitment in the Action Plan for Housing to g y g
significantly increase direct social housing build activity to over 5,000 units by 2021 would be very 
useful and potentially more helpful in helping to restore the supply-demand balance  
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Following the end of a very painful 6 ½ year correction in 2014 (after a Eur30bn g y p y (
adjustment) Budget 2017 provides for a 3rd consecutive year of modest loosening of 
the fiscal purse strings…
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…while the overall deficit is on track to be fully eliminated by 2019y y
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After a 65% collapse from peak in government capital spending, the increased p p g p p g,
allocations to capex spending over the past two years are very welcome…
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…as capital spending now set to pick up meaningfully, albeit from an extremely low p p g p p g y, y
base
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Following the GDP revisions, the debt / GDP ratio is not painting a meaningful picture g , p g g p
of Ireland’s debt position; the more meaningful debt to revenue metric shows Ireland’s 
debt remains uncomfortably high, albeit clearly declining
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the debt servicing burden also continues to decline helped by the ongoing improvement in…the debt servicing burden also continues to decline, helped by the ongoing improvement in 
growth and revenue trends not to mention the marked declines in the average interest rate on our 
debt …
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… with favourable international developments (including the ECB’s QE programme) combining with firm belief 
in the robustness of Ireland’s creditworthiness taking Irish sovereign borrowing costs to all-time record lows 
this year; Ireland’s sovereign now trades much closer to France than to Spain & Italy…
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Debt levels look set to continue to decline into the medium-term, butDebt levels look set to continue to decline into the medium term, but 
sustainability remains vulnerable to shocks and downside risks
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Note: Lines provide an indication as to how  far the debt to GDP ratio w ould be pushed aw ay from the baseline 
scenario  (as projected in Budget 2017) under different shocks to economic grow th in each year.
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The balance of risks to the Irish outlook will likely remain skewed to the downside for 
some time…

• International Risks
• Brexit
• Euro area macro-financial developments and policy settings• Euro area macro-financial developments and policy settings
• Emerging Market slowdown
• Global financial (markets) stability
• FDI climate / international tax policy changes
• Politics / Geopolitics• Politics / Geopolitics

• Domestic Risks
• Property market developments

C titi• Competitiveness
• High debt 
• Politics

Slide 21Slide 21



However, a number of helpful mitigants are at play

• A range of indicators show that Ireland’s overall macrofinancial vulnerability is much-reduced g y
reflecting the large-scale rebalancing and restructuring of the economy in the aftermath of the 
financial crisis e.g. the balance of payments current account is back in surplus, the public 
finances are back on a sustainable course following the major, multi-year discretionary fiscal 
tightening which completed in 2014, and the banking sector has been restructured and g g p , g
significantly down-sized.

• The UK-centric nature of the shock points to the likelihood of a relatively modest negative 
impact on growth prospects in Ireland’s other key trading partners including the euro zone and p g p p y g p g
US with which Ireland does three times more export trade in aggregate than it does with the 
UK. 

• The adverse impact on Ireland’s overall competitiveness from sterling’s large depreciation is p p g g p
being dampened by declines (albeit much more modest) in the euro’s value vs. other 
currencies, including the USD & JPY since the referendum.

• The Irish economy’s strong pre-Brexit momentum (growth had generally been expected at y g p (g g y p
around 5% or more this year, and 3.5-4% next year) offers a very helpful buffer against any 
shock, including Brexit. 
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While incoming news suggests that imminent recession may be avoided in the UK, g gg y ,
Brexit remains the key source of risk facing the Irish economy; the recent intensification 
of downward pressure on sterling is very unwelcome from an Irish perspective
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Note that post-referendum downgrades of the international outlook have been p g
concentrated in the UK suggesting that US and euro zone growth may provide a very 
helpful buffer for Irish exports
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Indications of some loss of momentum in very recent readings of the Irish PMI y g
surveys and in tax receipts bear close watching in the months ahead in terms of 
assessing prospective underlying economic and fiscal performance

Slide 25



While there can be no room for complacency (or unrealistic expectations) given the downside risks to the outlook 
and our status as a highly indebted small open economy, current estimates indicate that the public finances are 
likely to continue to improve and that further modest easing of fiscal policy is likely to be possible in the years 
ahead 

Estimated Net Fiscal Space Eur bnEstimated Net Fiscal Space, Eur bn

2018 2019 2020 2021 Cumulative

Summer Economic Statement 1.2 3.0 3.1 3.0 10.3

Budget 2017 1.2 2.7 2.7 2.7 9.3

Source: Department of Finance

Note:
1. The coming step-up in estimated fiscal space from 2019 (i.e. after the MTO is 

reached): what odds on an election before Budget 2019 (scheduled for Oct 
’18)..?!!

2. Estimated cumulative fiscal space for 2018-21 has been revised modestly 
lower since June due to lower estimates of trend growth, consistent with lower 

th f t d t B it
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This document is intended for clients of Ulster Bank Limited and Ulster Bank Ireland DAC (together and separately, "Ulster Bank") and is 
f ffnot intended for any other person. It does not constitute an offer or invitation to purchase or sell any instrument or to provide any service 

in any jurisdiction where the required authorisation is not held. Ulster Bank and/or its associates and/or its employees may have a position 
or engage in transactions in any of the instruments mentioned.

The information including any opinions expressed and the pricing given, is indicative, and constitute our judgement at time of publication 
and are subject to change without notice. The information contained herein should not be construed as advice, and is not intended to be j g ,
construed as such. 

This publication provides only a brief review of the complex issues discussed and recipients should not rely on information contained here 
without seeking specific advice on matters that concern them. Ulster Bank make no representations or warranties with respect to the 
information and disclaim all liability for use the recipient or their advisors make of the information.  

Over-the-counter (OTC) derivatives can involve a number of significant and complex risks which are dependent on the terms of the
particular transaction and your circumstances. In the event the market has moved against the transaction you have undertaken, you may 
incur substantial costs if you wish to close out your position. 

Ulster Bank Ireland DAC. A private company limited by shares, trading as Ulster Bank, Ulster Bank Group, Banc Uladh and Lombard. 
Registered in Republic of Ireland. Registered No.25766. Registered Office: Ulster Bank Group Centre, George’s Quay, Dublin 2, D02 
VR98. Ulster Bank Ireland DAC is regulated by the Central Bank of Ireland. 

Ulster Bank Limited. Registered in Northern Ireland. Registration Number R733 Registered Office: 11-16 Donegall Square East, Belfast 
BT1 5UB. Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority and entered on the Financial Services Register (Registration Number 122315) except in respect of our consumerRegulation Authority, and entered on the Financial Services Register (Registration Number 122315) except in respect of our consumer 
credit products for which Ulster Bank Limited is licensed and regulated by the Office of Fair Trading.

Member of The Royal Bank of Scotland Group.

Calls may be recorded.
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