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Ireland’s Covid-19 bill better than feared,
thanks to the resilient services economy
The first available evidence shows that Ireland has fared better than the vast majority of other countries, and ironically,
better than its nearest neighbour, the UK, which, according to comparative economic data published by the OECD has
been (by far) the worst major economy affected by the pandemic to date.  Sectoral data, and GDP data, including leading
indicators for the Exchequer returns and monetary data, show that the Irish economy is faring remarkably well.

This month, six months into the
Covid-19 Pandemic, the three
chief diagnosticians of the state

of the Irish economy – the Governor of
the Central Bank, and the Coalition
Finance Ministers Donohoe and
McGrath have pronounced their verdict
ahead of the 2021 Budget. Their
prognosis is reassuring to anyone who
feared the worst, at the outset of the
pandemic.

The single most significant indicator
of economic health is the target
Exchequer deficit - which Donohoe and
McGrath indicated on September 16th at
4.5%  to 5.5% of GDP for 2021. This, on
trends to date, will not be dissimilar to
the outcome for this year, and which, as
the long term Exchequer borrowing
graph on this page shows, does not
threaten the long term trend line of
restoration of the national finances that
has been in place in the years after
Ireland’s economic and financial crisis of
2008-2012. So far so good. 

Relatively, the Irish economy has also
continued to outperform the rest of the
world, as the table of OECD data
accompanying below shows. Tax
revenues have performed remarkably
well, in some cases actually exceeding
pre pandemic forecasts, and, while, huge
increases in expenditure have been
sanctioned this year, there is no
suggestion of excessive concern
emerging from the Central Bank or from
other agencies.

The forecast for borrowing and the
budget deficit for 2021 is evident in the
statement from Ministers Donohoe and
McGrath in their “Ministers Donohoe &
McGrath announce Budget 2021
Strategy” press release issued on
September 16th 2020. 

In it they say: "For next year a budget
deficit in the region 4½ - 5½ per cent of
GDP appears to be in prospect; this includes
continued substantial COVID-related
expenditure, albeit not at the same level as
this year. This equates to ‘cash’ borrowing
in the region €15-19 billion for next year”.

The statement outlined six key features
of the forthcoming Budget: 

“a.Broad-based increases in taxation
would be counter-productive at this
stage of the cycle;

b. As set out in the Programme for
Government, in Budget 2021 there
will be no change to income tax
credits or bands;

c. Budget 2021 will prioritise a continued
response to the COVID-19 crisis rather
than ‘normal’ budgetary adjustments;

d. Preserving and maintaining existing
levels of service will be the priority;

e. As per the Programme for Government,
the sectoral priorities will be Health,
Housing and Climate change;

f. As set out in the Programme for
Government, a ‘Recovery Fund’ will
be established and we will provide the
details and mechanics of this on
Budget day. This Fund will be needed
to ensure continued support for the
economy. Decisions with respect to the
Fund will be made across the year.”

Finance Minister, Paschal Donohoe
said: “additional policy decisions – to be
announced on Budget day – will add to
this. Our objective is to ensure that the
overall deficit is in line with that of our
European neighbours....We can do this
while also begin the process of gradually
improving the deficit, at a pace that is
tailored to the needs of the economy. It is
my expectation that economic growth will
do most of the heavy lifting."

Donohoe is also president of the
eurogroup of eurozone finance ministers,
who earlier this month continued to
maintain suspension of the EU’s Stability
Pact for the continued duration of the
Covid-19 crisis. 

In his pre Budget Letter to the Minister
for Finance (September 16th), the
Governor of the Central Bank, Gabriel
Makhlouf,  focussed on three policy
issues, as follows:
“1. The need to support the productive

capacity of the economy to avoid
scarring effects such as long-term
unemployment.

2. The rise in the deficit and debt ratios
has been both warranted and necessary
but a path to lower and more
sustainable levels will eventually have
to be taken.

3. The need for a continued focus on
building resilience to future shocks,
such as the ongoing impact of the UK's
withdrawal from the EU, the
challenges of international tax reform,
climate change and, in the longer-term,
demographic change.”

The Governor’s Letter highlights two
issues that lie under the surface for now,

but which remain issues of concern for
the economic outlook in the medium
term or perhaps even sooner: tax, and
the demographic structure, in particular
‘intergenerational issues’, as he
describes them.

On the tax front, it is evident that
Ireland’s competitive 12.5 per cent

corporation tax rate has continued to be a
mainstay of the Irish economy. So far
rumours of its demise have proven
unfounded.  This is again evident from
the Tax returns for the year to date (see
panel, and the ‘Key Indicator’ table on
this page).

Given the nature of the corporation tax,

Source: CSO Ireland

The Covid Impact - the Worst and
least Affected Economies Quarter on
Quarter % GDP Changes in the first
half of 2020
Country Q1 on Q2 on
       Q4 Q1

1. United Kingdom -2.2 -20.4
2. Eurozone -3.6 -12.1
3. EU 27 -3.2 -11.7
4. G7 -2.0 -10.5
5. OECD -1.9 -9.8
6. Germany -2.0 -9.7
7. USA -1.3 -9.1
8. Finland -1.9 -3.2
9. China (PRC) -10.0 +11.5
10. Ireland +1.2 -6.1
Source:OECD & CSO, Ireland

General Government Finances 

Period Deficit/ Net 
Surplus % Debt %

€bn GDP* €bn GDP*

2018 Q1 -1.4 -1.8 177.5 57.8
2018 Q2 -0.4 -0.6 177.0 56.3
2018 Q3 -1.6 -1.9 177.7 55.4
2018 Q4 4.0 4.7 177.6 54.8
2019 Q1 -1.8 -2.2 178.7 54.3
2019 Q2 0.8 1.0 175.7 52.5
2019 Q3 -1.3 -1.4 175.5 51.5
2019 Q4 3.7 4.1 176.1 50.7
2020 Q1 -3.3 -3.7 179.0 50.8
*Surplus/deficit expressed as a % of Quarterly GDP; 
Net debt total in € as % of annual GDP value. 
Source: CSO, Ireland.

Exchequer borrowing requirement, € billions

Source: Department of Finance.  
Figures presented as a rolling sum and exclude one-off expenditure and receipts related to the financial sector. 
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The Irish Economy  2020 - Autumn Assessment  

Key Findings
1. The resilience of tech, financial services and the traditional export sectors that

have been the engine of the Irish economy in the past has continued to maintain
the outperformance of the Irish economy during the pandemic. 

2.  The nature of the crisis for Ireland will be less malign, and of shorter duration
than the GFC, which, in its Irish incarnation, had many unique home grown
features that are of their nature absent from this crisis. 

3.  Despite the enormous expenditure by Government in meeting the demands of
Covid-19 in 2020 and likely in 2021, the overall Exchequer Borrowing
Requirement looks like it can be contained at around 5% of GDP in both years.
This will be a major boost for the economy’s credit rating, and it means that
Ireland is not likely to have to follow the tortuous path of restoration of the
national finances that it had to follow in the five years following the GFC. 

4.  Relative to most other countries, the Irish economy, on this trajectory will
continue to be an outperformer, subject to a couple of caveats, referenced by
the Governor of the Central Bank in his pre Budget 2021 Letter this month. 

5. The Central Bank take is that there is a need to ‘support the productive capacity
of the economy’, and significantly, it highlighted two new factors, international
tax reform, and long term demographic change, in addition to more commonly
listed economic policy issues, including climate change and the UK’s withdrawal
from the EU. 

6. The inevitable heavy borrowing incurred by the Government in the immediate
response to the Covid-19 crisis will be accommodated more easily than in other
countries, significantly in the case of Ireland’s nearest neighbour, the UK. 

7. The chief diagnosticians of the Irish economy - the Governor of the Central Bank
and the Coalition Ministers for Finance, Donohoe and McGrath, have in their pre
Budgetary statement issued in September delivered a relatively benign
assessment. The most significant of which is the target Exchequer deficit
indicated on September 16th of 4.5%  to 5.5% of GDP for 2021. They say : "For
next year, work is ongoing at an official level but, at this stage, a budget deficit in
the region 4½ - 5½ per cent of GDP appears to be in prospect; this includes
continued substantial COVID-related expenditure, albeit not at the same level as
this year. This equates to ‘cash’ borrowing in the region €15-19 billion for next
year. Additional policy decisions – to be announced on Budget day – will add to
this. Our objective is to ensure that the overall deficit is in line with that of our
European neighbours.

8. Brexit brinkmanship issues will prevail until the last minute, as the UK & the
EU’s negotiating team, led by Michel Barnier is set on  a path that was always on
the cards - brinkmanship, with the UK Government inclined towards to a start
point after the break with the EU of a ‘clean slate’, approximating ‘WTO’ rules,
plus, probably the Irish Protocol, and to row back from there.  The outcome may
also be influenced by the economic news for the UK.

9.  Nevertheless, the debt clock has reversed, but, depending on progress, could
resume its downwards trajectory as soon as 2022.

10.   The Government has set an official target on borrowing as follows: “The
objective is to ensure that Ireland’s deficit position remains within average euro
area levels, in other words, that Ireland is not an outlier in terms of borrowing”
Source: “Ministers Donohoe & McGrath announce Budget 2021 Strategy”,
September 16th 2020.



The chart of performance in the tables
on this page illustrate this. Firstly, as the
income tax table on page 10 shows, the
main impact of the Covid-19 crisis was in
the first quarter, as tax revenues year-on-
year, declined through April, May and
June (the worst month). A recovery began
in July, as the year to year gap began to
narrow. With buoyancy under other tax
heads, notably CT and VAT tax revenues
for the month of August as a whole were
only down by 1.4 per cent compared with
a year earlier.

The overall growth and GDP data,
released this month for the first half of
2020 by the CSO, show that Ireland
performed relatively better than the
OECD and EU areas by a considerable
margin (as the Table on page 8 shows).

The sectors which have been most
affected have been sectors affected by the
lockdown, notably air transport, and
surface transport, as well as sectors such
as restaurants, arts culture and
entertainment, and other sectors involving
person to person contact. These sectors
tend to be lower on what the Department
of Finance economists described as the
‘progressive’ nature of taxation, and, as
such have not been the drag on aggregate
tax revenues that anecdotal evidence
during the pandemic might suggest.

These results were also evident in data
examined by the Central Bank, where
for example, Governor Makhlouf
observed:  

‘As the virus spread across the globe, a
number of studies used high-frequency
financial transactions data to show how
consumers changed their spending
patterns. Many goods and services were
simply not available for purchase due to
containment measures.  Meanwhile,
consumers stocked up on some food
items, hand gels and detergents and, as a
result, the share of these items in
households’ total expenditure increased.
In general, consumers were spending
relatively more on essential goods – such
as groceries – and spending less on
goods and services from sectors that
were most affected (directly or
indirectly) by the containment measures,
including entertainment, restaurants,
travel and transport’.

Similar trends were also observed in
Ireland, he said. ‘In the euro area during
the period of strict lockdown (March to
May), inflation rates increased the most
for food and non-alcoholic beverages
(driven by unprocessed food).
Meanwhile, the inflation rate declined
most sharply for transport, driven by
lower oil prices. As euro area consumers
on aggregate switched towards

consuming more food at home and using
less transport services while working
from home, the actual inflation rate that
households experienced was probably
higher than suggested by the HICP.
Similar results were found for the US,
Canada, Switzerland and the UK’. 

The Diagram on this page, is a graphic
representation by the CSO of the output
structure of the Irish economy. It depicts a
reality that is a far cry from the
agricultural economy of just a few
decades ago, and illustrates just how

profound the shift to an open, trading,
service economy there has been. 

In particular, it illustrates how
significant, not just internationally facing
services are, including financial services,
and technology and business services, but
also support sectors, including sectors
where state provision of goods and
services is the most dominant source of
supply, notably health and education. 

A moral of the tale has been that if there
is a strong, outward-facing economy
based on export sectors, there can be a
strong public service sector as well,
dependant, on and financed by the
primary commercial, taxpaying, sectors.

All of this points to the threat adverted
to by the Governor of the Central Bank,
in his reference to the medium and
perhaps shorter term threats to the
continued efficiency and
competitiveness of Ireland’s
international corporation tax offering.
How this plays out in the medium term
will be fundamental importance to the
overall economic outcome. 

revenue flows under this tax head lag
prior year events (i.e. accounting periods).
As a result, there will not have been tax
returns on the corporation tax front that
have yet covered the Covid period in the
Exchequer returns so far seen. These
returns will not be made until after the
end of the current tax year, and there is
bound to be a (depressing) impact yet to
be seen as a result. 

However, other Tax heads have proved
surprisingly resilient, including VAT in
the latest period, where returns are up
substantially in August (+71% year on
year) at least, compared with last year.
This latter is remarkably striking, and
may represent anticipatory VAT billing
ahead of the September 1st VAT cut in the
‘July Stimulus’. (If so, it will provide the
economists in the Department of Finance
with some useful macro-economic
evidential knowledge about tax efficacy,
on a par perhaps with the CGT lore
created in the time of Charlie McCreevy).  

The returns have also reflected, as the
Department of Finance has observed, (see
below) the ‘highly progressive nature’ of the
income tax system’, referring to the fact that
the greater bulk of tax revenues are accruing
on the income tax side, from higher paid
taxpayers, paying tax at the standard rate of
tax of 40 per cent. It is evident also that
these taxpayers have been engaged in
sectors that have been relatively unaffected
by the Covid-19 crisis, particularly people
in internationally-focussed services sector
employments, for example. 

The Central Bank Governor’s other
reference to demographic issues suggests
the impact of property ownership and
housing supply, as well as pensions
issues, which at both an economic and
political level are matters that have
received attention in the Government’s
Programme, but which will merit
continued attention in the coming months.

The Service Economy
The remarkable performance of tax

revenues since the start of the Covid
crisis, and the relative outperformance of
the Irish economy compared with almost

all OECD countries and China, (in the
second Quarter) are rooted in the output
structures of the Irish economy, and in
particular its outward facing, export-
based, sectors.
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Ireland’s services economy
Services exports by sector Q2 2020/Q2 2019

Tax Revenues in Ireland - August 2020: Dept of Finance 

1. “An Exchequer deficit of €9,452 million was recorded to end-August 2020. This compares with a deficit of €625 million in the same
period last year. The €8,827 million year-on-year deterioration in the Exchequer balance is primarily driven by increases in voted
current and capital expenditure. Cumulative tax receipts for the year are €34,248 billion, down by €802 million, or 2.3 per cent, on the
same period last year. Receipts-to-date have benefitted from a strong performance in January and February as well as solid corporate
tax receipts, which have compensated - to an extent - for sharp declines in other tax heads, notably VAT and excise receipts.

2. Cumulative income tax receipts to end-August are down, on a year-on-year basis, by 1.4 per cent, or €194 million. The highly
progressive nature of the income tax system continues to provide some resilience to receipts, but this revenue stream nonetheless
suffered a further year-on-year decline in August, falling by 5.7 per cent, or €106 million. Reflecting the fall in personal consumer
spending in recent months, VAT is down €2.1 billion to end-August compared to the same period last year, while excise receipts are
down €579 million. Corporation tax receipts in the month were up by €100 million on August last year, although August is not a
significant month for corporation tax receipts.

3. Overall, the aggregate outturn to end-August continues the trend of recent months, reflecting a steep year-on-year decline in VAT and
excise duties, but offset to some extent by strong corporation taxes and, to a lesser extent, some resilience in income tax receipts.

4. Total net voted expenditure to end-August was €43,200 million. In year-on-year terms, this was up €9,460 million, or 28 per
cent on the same period in 2019. The rise in expenditure reflects increased departmental drawdown in response to the Covid-19
pandemic, particularly in relation to the Department of Health & the Department of Employment Affairs and Social Protection”.

“As the virus spread across the
globe, a number of studies
used high-frequency financial
transactions data to show how
consumers changed their
spending patterns. Many goods
and services were simply not
available for purchase due to
containment measures.”

     

Income Tax receipts y-on-y, € millions

    

      

    

Key indicator:          
Monthly Income Tax Payments Ireland  - 2020/2019 

     

   

Source: Department of Finance 

      

    

0

500

1,000

1,500

2,000

2,500

Jan Feb Mar Apr May Jun Jul Aug

2020 2019


