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Economic Overview

The economic situation is extremely bad, the worst in living memory. The severe financial crisis has been caused by external factors in the US and by domestic economic policy over a number of years. The world financial crisis which has caused some Irish bank shares to fall by as much as 80 percent in a few months was primarily the result of liberalisation and deregulation in the US. The lack of oversight of financial markets led to the world financial crisis.
The crisis here was coming for a long time and Congress had repeatedly warned of the need to change policy from one of the growth for growth’s sake to one of development, but to no avail.
 Instead the government pursued growth with its fiscal polices of business subsidies and inflating the property bubble at a time of very low interest rates.
  The bubble burst and the situation was exacerbated by the virtual collapse of the world financial system, spreading like a plague from the US. 
The good news is that the model of extreme ‘free’ market economics has imploded. What form of market governance emerges is yet to be seen. It could, perhaps, be more benign to labour. The neoliberal economic model of deregulation, liberalisation and privatisation was built on sand and has imploded.  In a ‘free’ market, without rules, the financiers made up their own rules. They packaged toxic debt up with good debt and sold it as ‘AAA rated’, rubber-stamped by private rating agencies, such as Moodys and S&P, and sold it off to banks all over the world.
The patriotic calls for social solidarity in the Finance Minister’s Budget speech were ridiculed as being extremely hypocritical and rightly so. This ‘patriotic’ Budget hardly imposed on the well off, asked nothing of companies and imposed additional burdens on the old, the low paid and children. 
There were some slightly progressive moves, but nothing was asked of
· companies, 
· the wealthy, 
· income from inherited wealth, 
· high earners (who avail of avoidance schemes), 
· tax exiles, 
· tax evaders. 
VAT and the various charges were increased and will be followed by more increases such as on public transport and tolls etc, in the Christmas break period
Strong intervention by Congress led to some rowing back on the Income Levy and there were u-turns on other issues, due to fierce public pressure. 
But a harsh budget would not have been necessary if the government had 
a) not cut taxes so heavily during the boom years and improved public services, had invested more and put aside some of the huge budget surpluses they enjoyed, and 
b) not inflated the property bubble with large tax subsidies to investors.

The huge tax surpluses on the current account that poured into the government coffers over many years - from 1998 to last year - is set out in Figure 1 below. From these, investments were made in capital projects, which was very important, but each year, taxes were cut, especially in the late 1990s and the early years of this decade, by Minister McCreevy. 

Figure 1
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Source: CSO and Stability Report in Budget 2009.
These current Budget surpluses totalled a staggering €58bn in the period. A prudent, progressive government would not have cut taxes so much, and a vast, counter-cyclical fund could have been raised to pay for improvement in 2009, instead of having cutbacks.
Growth Prospects - Zero

The following Table sets out the prospects, as the government sees it, for economic growth, prices and unemployment. It shows that there will be no growth for some years and we are in recession already and it is forecast to continue for 2009.  Prices will fall and unemployment will rise next year. 
Table 1  – Macroeconomic Prospects  per Government in Budget 2009,
	% change (unless otherwise indicated) 
	2008 
	2009 
	2010 
	2011 

	GNP growth at constant market prices 
	-1.6 
	-1.0 
	2.4 
	3.5 


	GDP growth at constant market prices 
	-1.3 
	-0.8 
	2.7 
	3.7 


	Price Developments 

	HICP 
	3.4 
	2.2 
	1.8 
	1.6 

	CPI 
	4.4 
	2.5 
	2.0 
	1.8 

	Labour Market 

	Unemployment (% of labour force) 
	5.8 
	7.3 
	7.0 
	6.5 

	Employment 
	0.0 
	-0.9 
	0.5 
	1.2 

	Labour productivity (GDP/person employed) 
	-1.3 
	0.2 
	2.1 
	2.4 


Source: Stability Statement in Budget 2009.

The real growth in GDP has fallen from a previous government forecast of 3.5 percent to -0.8 percent, a whopping difference of 4.3 percent. The difference in the general government balance is even greater, at 5.4 percent. 
Budget 2009 stated that the increases in public spending, which have been high in the past, will fall substantially. For example the rise was over 10 percent in 2005 and 2006, and was as high as 12.2 percent in 2007, and was 10.4 percent in 2008, but is forecast to rise by only 3.6 percent in 2009. 
The government has forecast a substantial deterioration in the national debt due to the economic crisis (before it bails out the private banks). It was one of the lowest in Europe until last year. It will rise from only 36 percent of GDP this year to 47.8 percent in 2011. The government takes heart by adding in the National Pension Reserve Fund and netting it off to give a net figure of only 25 percent in 2008 and only 34 percent in 2011. 
If however, as most people expect, our Pension Reserve Fund has to be utilised to bail out the banking sector, due to the staggering incompetence in that sector, this debt figure will rise substantially. This will involves billions in taxpayers’ money. The Budget revealed that there was a difference of 15.8 percent in the level of the gross government debt between its previous stability update and the 2009 one!
Ireland’s Economic Outlook

	 
	2007
	2008
	2009

	GNP
	4.1
	-1.5
	-1.3

	CPI
	2.9
	4.5
	1.6

	Unmploymnt
	4.5
	5.9
	8.3

	Gen.govt Bal. % GDP
	+0.2
	-5.5
	-6.5


Source: Congress.
If unemployment is higher than the official forecast and if economic growth is lower than the government expects, and Congress believes that unemployment will be higher, as the above table shows, then government projections for revenue and for public spending will disimprove. While many economists have factored in the huge decline in taxes from the fall in construction, few have factored in the large decline in taxes from the banking crisis. While the nominal rate of Corporation tax in Ireland is very low, transfer pricing by banks into Ireland means that many financial institutions have located profits here, to the advantage of our Exchequer. This will slow up. Despite the protestations, there may well have to be another Budget in Spring 2009. 

Unemployment will rise further

It is our view that the government is optimistic on growth and on unemployment, but it is correct to state that prices will fall further due to the severity of the recession. Unemployment is likely to rise to over 8 percent in 2009 or to over 180,000 and emigration will increase. Net inward migration was 67,000 in 2007 and for year to April 2008 was down to 39,000. Total numbers at work will fall this year, the first fall since 1991. There will be a net emigration in 2009, the first outflow for many years, of perhaps around 30,000 to 40,000 people.
The Minister admitted that he was taking close to €2bn in tax revenue out of from the economy to meet his targets for 2009.  These will be done through the higher rates, levies and charges. While this is pro-cyclical the overall economic impact of the Budget will be slightly counter-cyclical. While it takes the same amount out in taxes from a shrinking economy (at €42bn in taxes and €43bn in total revenue) next year as in 2008, borrowing for day to day spending will be a hefty €4.7bn. The General Government balance will be -€12.2bn or -6.5 percent of GDP, up from -5.5 percent in 2008. 

The European Commission has rapped the government on the knuckles for its breach of the EU’s Growth & Stability Pact rules, where the Budget deficit is not to exceed 3 percent of GDP and debt over 60 percent. Ireland fails on the first rule. However, the Commission cannot be too severe because of the seriousness of the situation in Ireland and also because the Pact has been broken in other countries previously.
Yet had the Budget aimed its €2bn tax-take at high earners, companies, inherited wealth etc, it would be less deflationary, as these earners have less propensity to spend money in the economy. 
Prices will fall, but the recession will be hard

The government’s economic outlook may be optimistic. This is because of the widespread international nature of the crisis, generated largely by activity in the private banking sector. This downturn is not confined to Europe or to the West but it is affecting the entire world. Here and in some other countries it is manifesting itself in a recession, which is two quarters of negative growth. The upside of the downturn is that prices will fall and this is impacting also on interest rates too.

Budget Measures

When ‘Business Friendly’ becomes Anti-Worker 
The government characterised the budget as ‘patriotic’. Yet it imposed a ‘solidarity’ tax on labour and none on capital. Why should labour alone be expected to do its patriotic duty? Why does capital, in the form of companies, escape from contributing?

Indeed the owners of capital, i.e. of companies, were re-assured in the Budget speech that they would not be asked to contribute to the empty coffers. “I want to emphasise that this rate of (corporation) tax is not for changing upwards and it will continue to be a central part of Ireland’s economic brand,” Mr Lenihan said. Tánaiste Mary Coughlan emphasised this point also. There was even an implication that when the economy improves, the low rate of corporation tax might be further reduced!

In Ireland, companies already enjoy:
· One of the lowest rate of tax on profits 

· Many deductions from this very low tax – reducing their effective tax to much less, and sometimes to zero,
· The lowest social contributions on labour,
· Several state bodies dedicated to supporting industry and business, like IDA Ireland, Enterprise Ireland, SFADCO, SFI, Udaras na Gaeltachta, the Completion Authority, etc
Total corporation tax revenue will fall slightly in 2009 to €5,950m. The nominal rate is 12.5 percent maximum, with many older established companies having a top rate of only 10 percent. The average effective rate is not known but it is probably less than 5 percent of profits. Ryanair for example, paid an effective rate of only 3.4 percent on profits of €435m in 2007. Last year, 54 percent of national income was made up of €80bn wages and salaries and the balance was profits etc at €67bn.
There is clear discrimination against labour with the failure to impose some kind of levy on capital. Nor can it be represented as ‘social soldiarity’ when the many tax breaks continue unimpeded, and when inheritance’ income is hardly taxed.
It would be very reasonable, for reasons of ‘corporate patriotic duty’ for corporations to also be subjected to a levy on profits for the few years that workers are paying almost a billion euros from the levy on their incomes. Or does this government not ask corporations to do patriotism?
There was a small tax on inheritances until the end 2000. This Probate Tax was just 2 percent on all assets, but small estates valued at under £40,000 were exempt. Inheritance taxes used to be progressive and contributed to the state’s upkeep. They have been virtually abolished in Ireland, with so many exemptions and the progressive rates were eliminated by Mr. McCreevy. CAT only raised €320m in 2008 and will raise less in 2009. There is no logical reason why income from inheritances should be taxed so much less than income from work, especially in times of national crisis. Congress had suggested a restoration of the 2 percent Probate Tax on all inheritances, on amounts over €50,000, but with the crisis becoming more obviously worse, a higher levy must to be an option.
Levies differ from income tax in that there is no income tax credit to set against them. The levy was on all income from the very first cent of earnings until Congress persuaded the Government to row back, one week after the Budget was published. It then excluded all those on the minimum wage, which is a success. However, those who earn a cent above the minimum wage will have to pay the full levy on all income. This is not fair and needs to be addressed. 
The levy rises to 2 percent on that part of income from work which is over €100,000. Congress believes the levy should be set on an escalating scale for incomes above €100,000 and upwards. 
There is a 2 percent levy on Capital Gains, which is progressive too, though the rate of CGT at only 20 percent, is under half the marginal income tax rate. It used to be 40 percent and up to 60 percent on speculative gains. Dirt tax is to rise to 23 percent on unearned income on deposits. Unearned income is only taxed at 22 percent, whereas income from working is taxed at 41 percent plus levies like PRSI.
First time house buyers get a 5 percent increased in relief in the first 2 years of borrowing and it falls from then.

Credits and Bands

There will be fiscal drag after this Budget. Fiscal drag occurs where the changes do not allow for inflation and workers end up paying more tax. There was a 2.9 percent increase in the credit but none on the rate band. Inflation this year will average 4.5 percent and, with the recession worldwide, will fall further than expected next year. It may even fall below 2 percent. So the indexation of the credit will cover inflation on it, but workers will be hit by the lack of indexation of the tax band. And also by the income levy and higher user charges.
User Charges

The 50 percent hike in the hospital charge is unwarranted and is regressive. The halving of the tax relief on medical expenses, from 41 percent to the standard rate, while more equitable, will inflict further pain on middle income groups, who have medical expenses, particularly with the additional uncertainty of the threat against risk equalisation by the Courts under EU free market inspired laws.
The €200 tax on parking spaces is a user charge, but it is not unfair, but until public transport is improved and there is integrated ticketing and live timetables for buses it is premature. In January there will be further rises in bus and train fares and road tolls, which usually exceed inflation. 

Local authority charges will rise too. There is also to be a €10 tax on outward air journeys. Child benefit and early childcare payments are to be reduced. Student registration is up by €600 to €1500 next year. The small tax on second homes is progressive and it will go to local authorities. The abandonment of the so-called programme of ‘decentralisation’ is welcome. The decision to reduce the earnings limit on maximum pensions from €275,000 in 2008 to €150,000 is most welcome, as it increases fairness, and almost meets a Congress demand.
Congress estimates that the imposition of the various increases in user charges, in petrol prices, in VAT, the travel tax etc and the forthcoming rise in public transport prices etc. will add about 0.8 percent to inflation in 2009. 
It would have been far more patriotic to 
a) increase the top rate of income tax

b) eliminate the many tax avoidance schemes which the 
government sponsors

c) impose meaningful taxes on inheritances and to 
d) impose some levy on corporations’ profits.
Education

The cuts in Education will cost much more in the long run. The three teacher unions, with a force of 55,000 teachers, have been united in opposition to the savage cuts across the education service. The proposed cuts will not only affect the initially purported 200 jobs at second level but more than 1,200 jobs will be targeted. In the more prosperous times and in the past, Irish educational expenditure was significantly below that of other OECD countries. For example, the spend per student at all levels from primary to tertiary was only $7,090 in Ireland compared to $8,553 in all 30 OECD countries in 2005.
 Now the future plan appears to greatly reduce our competitive advantage in education, for business, for society and of our citizens and their children. 

Class Sizes Irish classes are already the second highest in Europe. Next year, they will be even more crowded. In 2009 there will 450,000 primary children in classes of 20 or more. Six years ago these pupils were promised classes of less than 20 pupils. 
Every second-level school will lose s a consequence of the Budget 2009 education cuts
More Tax Breaks for Some
These are tough times and while some harsh decisions have been made, for Congress the test of fairness is that those with the highest incomes pay most in taxation. Regrettably, this was not the case in this Budget.
Stamp Duty on commercial property is reduced by one third i.e. 3 percent, while the R&D tax credit is again increased. Taxes are so low it probably does not work effectively anyway, for most firms. There are also reports of further tax breaks for investors in certain Dockland properties, which will add to the many tax shelters.
A New Tax Shelter?
The three year tax exemption scheme for start-up companies has all the hall marks of a new tax shelter for businesses. Under this scheme new companies will pay no company tax nor any capital gains tax up to €40,000 a year for each of the first three years. In short new companies can totally avoid any tax up to €120,000. The government will have to apply to Brussels as it admits it may be in breach of the EU strictures on state aid to business. This will mean €10m a year less in taxation every year from business. 

This scheme is another form of Businessmen’s Dole. It will be a real bonus to firms which have profitable areas of business which they will seek to establish ‘at arms length’ in new corporations. With a modicum of imagination they can avoid tax altogether!
High Earners, Evaders & tax exiles

There were no obvious measures to tackle high income earners, who avoid tax through tax shelters provided by this government, tax evaders and tax exiles who earn millions but contribute little or nothing in taxation.

Merger of State Agencies
Congress would be supportive of the rationalisation and or merger of the multitude of state agencies to boost efficiency and save taxpayers’ money, provided it is undertaken transparently and in partnership with those most affected, the staff and the public.

There is a good case to merge for example the economic regulators and to divisionalise them under one board into energy, transport and communications. However, the decision to cut the budget of the Equality Agency so severely, to abolish Combat Poverty Agency by incorporation into the Department indicates an attack on the most vulnerable through these actions.

Indeed, Congress is very concerned about the disproportionate nature of the cuts in the Equality and Human Rights infrastructure.  The budget of the Irish Human Rights Commission (IHRC) has been reduced by nearly a quarter (24 percent).  The Northern Ireland equivalent has a budget of €1.8m to service a population of 1.75 million.  The IHRC now has far less (€1.59m) to service a population of 4.5 million, which completely undermines the spirit of the Good Friday Agreement.   

The budget of the Equality Authority has been reduced by 43 percent which effectively means that it has lost its non-pay budget and cannot carry out key functions.  In addition, the government insistence on fast-tracking the decentralisation of the Equality Authority to Roscrea, when decentralization elsewhere has been effectively halted, will throw the agency into further chaos.   The halving of the Authority’s budget was announced in advance of a Value for Money Review being carried out by Deloitte Consulting, casting serious doubt on the bona fides of this exercise.

An overall cut of 30 percent in DJELR’s equality budget, including women victims of violence (the budget of COSC, the national office for the prevention of domestic, sexual and gender based violence has been cut by 18 percent) and positive action for women (the national women’s strategy has been cut by 45 percent) call into question the government’s commitment to equality and fly in the face of the many equality objectives in Towards 2016.   

Conclusion

Ireland faces the harshest economic environment in living memory. Its private banking system, the arteries of the market system, is in intensive, public care. It may need costly, invasive surgery. It cannot pay the bill itself, in spite of years of huge profits. It expects the taxpayer, the PAYE worker, to pay the bill. 
In the UK, most of the private banks have been nationalised. They are paying the taxpayer a coupon of 12 percent a year for the pleasure. Ireland may yet have to follow this path. The taxpayer MUST share the gain on the upside for underwriting the private banks.

In spite of the worldwide downturn, the Irish economy is well placed, compared to the 1980s, as it has a greater balance of modern economic activity. It is a member of the Euro, the world’s strongest currency and so it faces no threat there. While fiscal policy is in tatters, the national debt is low and we have a reserve in an albeit declining Pension Reserve Fund. We are still investing substantially in our future through the NDP. The crisis in public finances is new and rapid. It will take a few years to revive the economy to its trend rate of growth of around 4 per cent a year – but only if fiscal policy is correct.
While the philosophy that supposedly underlay the Budget was totally correct - we should face this huge financial crisis together in social solidarity – is was contradicted by the regressive nature of many of the provisions it contained. 
While inflation will fall next year due to the recession, the Budget will push it up by 0.8 percent than it would be therwise. As Irish prices are way above those in Europe and the world, we are missing an opportunity to reduce consumer prices overall. And the actions are regressive. Unemployment will continue to rise. The public finances may need addressing with another Budget in Spring 2009.

The Budget antagonised Irish citizens, immensely. The government and much of the media failed to understand the anger of citizens and workers. The world is a very different place than it was last year at the end of 17 years of boom. The banking system worldwide crashed. It has been rescued by the public purse. The rules have changed, utterly. It is a new era. It requires new policies. 

Recommendations 

Social solidarity was a good starting point. The Finance Bill and the anticipated Spring Budget is the chance to adopt it properly. In that regard, Congress recommends that government use the Finance Bill as an opportunity to reverse some of the more unjust measures introduced in Budget 2009 and thereby reflect a more equitable sharing of the burden: 
1. The Income Levy was a hamfisted and foolish effort to avoid having to raise taxes. While Congress welcomes the government exemption of those on the minimum wage, it needs to ensure that people do not starting paying as soon as they earn one cent over and above that rate. Equally, Congress believes the levy should be on an escalating scale for high earners above €100,000.

2. Congress is also of the belief that business must also be asked to shoulder the burden. It is not equitable to impose an income levy on labour – which already pays higher taxes – and completely exempt corporations
3. Reverse the education cuts. Education spending is not a burden, but an investment in our future and the key to future growth and stability;
4. Reverse and revisit some of the decisions made with regard to health spending. The abandonment of the programme of Cervical Cancer Vaccination for teenage girls is a case in point. This is both wrong and wrong-headed. Not only does this represent and potential death sentence for some, but as any medical professional will confirm preventive medicine saves money in the long-term. 
5. In addition, the issue of medical card coverage needs to be revisited particularly as this Heath Minister had previously committed to extending medical card coverage, not reducing it. The implications of the recent Supreme Court case on community rating must also be addressed.

6. If the Minister is looking for spare funds, she should immediately abandon the destructive and costly co-location programme. 

7. The cuts in funding for the country’s equality and human rights infrastructure were wrong and, in all likelihood, motivated by reactionary politics. It is also very likely that place Ireland in breach of our commitments under the Good Friday Agreement. 
8. Terminate all tax breaks around property, now.

9. With the threat of deflation, action my have to be taken in a Spring Budget to stimulate the economy. If so, the stimulus package must be progressive, for it is the lower paid who will spend most of any tax benefits/reductions. 
10. Consideration should be given to cutting the standard rate of VAT by 2 per cent as previously suggested by Congress and to borrow more for an enhanced capital investment programme in schools, hospitals, public clinics etc.  

Ends 
�For example in Pre Budget Submissions, 2004 -2008.


� For example, tax breaks to property investors to end of 2007 have cost over €3,000m in lost taxes.


� Education at a Glance 2008, OECD Paris.
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