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Highlighting the need for greater 
Fiscal Responsibility

As part of Budget 2012, significant changes to the way future budgets will be shaped and 
structured in Ireland were announced. They arise from requirements under the IMF/EU 
‘Bailout’ Programme and from commitments in the Programme for Government. It is 

imperative that the new arrangements are fully implemented and independently monitored. 
The newly created Irish Fiscal Advisory Council has an important job to do in monitoring, and 
commenting publicly on, the Government’s budgetary performance. Tom Ferris looks at the 

changes being introduced and the role of the Irish Fiscal Advisory Council

The IMF/EU ‘Bailout’ Programme, first 
initiated in December 2010, included 
explicit commitments which the Irish 
Government must adhere to. They 
included the initiation of a reformed 
budget formation process in a time-
bound manner, the introduction of 
a Fiscal Responsibility Law and the 
establishment of an independent Budget 
Advisory Council. The Programme for 
Government, published in March 2011, 
broadly endorsed these obligations. 
In particular, the Programme gave 
a commitment to “... establish an 
independent Fiscal Advisory Council 
(FAC), separated from fiscal decision-
makers in government, that would 
undertake official fiscal macroeconomic 
projections and monitoring”.

So what progress has been made? 
In fact, action has already been taken, 
or is in the planning process, in all 
three areas listed below: 
• A range of reforms to the processes 
for setting and overseeing public 
expenditure were announced by 
Minister for Public Expenditure and 
Reform, Brendan Howlin TD, in Dáil 
Eireann on 5 December 2011; 
• The Irish Fiscal Advisory Council has 
been set-up, to provide an independent 
expert assessment of the official 
forecasts and of the Government’s 
proposed fiscal policy stance; and 
• The Medium Term Fiscal Statement, 
delivered in November 2011, pointed out 
in relation to the Fiscal Responsibility 
Bill that “much technical work in drafting 
this Bill has been done, in consultation 
with the Office of the Attorney General 
and work is progressing well to ensure 
that the Bill will be published by the end 
of the first quarter of 2012”. 

Budgetary Reforms
The promised budgetary reforms were 
set out in the Budgetary Statement made 
in the Dáil by the Minister for Public 
Expenditure and Reform, Brendan 
Howlin TD on December 5 2011. In 
introducing the reforms, he pointed out 
that “...Ireland’s traditional system of 
budgeting no longer works for us. The 
old budgeting system that we have 
inherited from our past is secretive and 
opaque. It has not led to sustainable 
spending policies, to proper Value for 
Money (VFM), or to good outcomes for 
our citizens”. Under the Programme for 
Government there is a commitment to 
bring about a major transformation of 
Ireland’s old-fashioned budget system. 
The key elements of the reform 
agenda were first outlined in the plan 
for Public Service Reform which was 
launched on November 17 2011. The 
Comprehensive Expenditure Report 
presented to the Dáil on December 5 
2011 illustrated how the expenditure 

reform measures are to be rolled out. 
In brief, the main features of the new 
budgetary architecture, as outlined by 
Minister Howlin, contains five strands. 
Firstly, the Government is to plan for 
sustainable public expenditure. That 
means that Government’s spending 
plans, along with our tax plans, are to 
be anchored in a clear vision for how 
the public finances will be managed 
over the coming years. 

Secondly, a modern, multi-annual 
expenditure framework is to be 
introduced. The annual Estimates 
‘campaign,’ conducted privately within 
the system of public administration, 
is being replaced by a medium-term 
framework with transparency about 
the allocations available to each 
department over the three-year period. 
This will open the way for proper 
structural planning, based on priorities 
and upon reform, with full public input 
and Dáil scrutiny. 

Thirdly, an evidence-based 
expenditure policy is to be introduced. 
In a time when resources are 
exceedingly scarce, old expenditure 
lines are no longer sacrosanct and all 
areas of spending must be subject to 
rigorous scrutiny. As part of this year’s 
Comprehensive Review, all areas of 
spending have been examined. The 
momentum from this process must 
be maintained, however. Accordingly, 
a clear new Value for Money Code 
was also launched on December 5 
2011, to re-double the processes for 
ongoing scrutiny and evaluation across 
the entire Irish public service. 

Fourth, performance information is 
to be built into the annual Estimates. 
This year, for the first time, most 
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Departmental Estimates will be 
presented in a new format, so that 
performance information can be 
scrutinised by Dáil Committees at the 
same time that public money is being 
requested. 

Finally, the role of the Oireachtas 
is to be enhanced. All of the reforms 
announced by the Minister for 
Public Expenditure and Reform will 
support Oireachtas members, as 
representatives of the public, in holding 
the Government to account. The 
Government is also moving to a new 
‘whole of year’ budgetary timetable to 
allow for Dáil Committees to engage 
earlier, and more extensively, on 
Estimates allocations before they are 
settled for the year. 

Independent Advice
The announcement of the foregoing 
changes demonstrates that the 
Government is prepared to take difficult 
yet necessary decisions. It is now 
the responsibility of the Irish Fiscal 
Advisory Council to assess the extent 
to which the Government will meet 
its budgetary targets and objectives. 
The responsibilities of the new Council 
are set-out in the Box 1. And the 
Fiscal Responsibility Bill, when it 
is enacted in 2012, should provide 
fiscal rules designed to underpin 
the credibility of Ireland’s system of 
budgetary management, by ensuring 
that minimum rules of good practice 

are observed throughout the economic 
cycle. This Bill will also put the Irish 
Fiscal Advisory Council on a statutory 
footing.

The experience of the Irish Fiscal 
Advisory Council to date has been 
interesting. The Council issued its first 
report on October 12 2011. While it 
agreed broadly with the Government’s 
current economic stance, the Council 
suggests, for the years 2012 to 2015 
that additional adjustment measures 
of approximately €4bn will be needed 
to meet a one percent General 
Government deficit target in 2015 
(recommendation of the Council). The 
Government’s target for the General 
Government deficit in 2015 is for a 
deficit of 2.8 percent. The Council 
admits that this ambitious suggestion 
is not being made lightly, given the 
painful adjustment measures taken 
since 2008. More specifically, it 
stated that  “...on balance the Council 
believes that a more rapid restoration 
of sound public finances, as well as 
being highly desirable in its own right, 
will have important favourable effects 
on the country’s creditworthiness. 
It would also provide a degree of 
insurance that the existing programme 
targets will be met. The longer term 
implications for the economic and 
financial health of the country should 
not be underestimated”. 

However, the Government has 
decided to reject the Council’s advice. 

The rejection is politely recorded in 
the Government’s Medium Term Fiscal 
Statement, made in November 2011, 
as follows: “while cognisant of the 
views of the Council… on balance the 
Government is of the view that adhering 
to its commitment to reduce the deficit 
to below 3 percent of GDP by 2015 and 
delivering on the EU/IMF Programme 
commitments will be sufficient to 
engender confidence in the country’s 
ability to restore the public finances 
to health”. The Irish Fiscal Advisory 
Council should not be discouraged 
by this rejection. It is an independent 
body and it should continue to do the 
job it has been asked to do. It should 
continue to make its assessments and 
present them to the Government and 
to the public without fear or favour. 
It is not a question of whether the 
Government likes what it hears; it is 
more a question of having independent 
assessment of the Government’s 
budgetary performance available to all, 
and on the record.

Tom Ferris is a consultant 
economist. He was formerly the 
Senior Economist at the Department 
of Transport.

To view the December/January issue 
of the PAI Journal, click here. 

What is the Irish Fiscal Advisory Council?

• The Irish Fiscal Advisory Council was established in June 2011. The role of the Council is to independently 
assess, and comment publicly on, whether the Government is meeting its own stated budgetary targets and 
objectives.

• The Council will measure the appropriateness and soundness of the Government’s macroeconomic projections, 
budgetary projections and fiscal stance. The Council will also examine the extent of compliance with the 
(forthcoming) legislated fiscal rules. The Council will report on its findings at least three times per year.

• The Council is an independent body; legislation to be published later this year under the Fiscal Responsibility 
Bill will underpin its independent status. The Council has been established as part of a wider agenda of reform of 
Ireland’s budgetary architecture.

Council membership: Prof. John McHale (Chair, and Head of Economics NUI Galway), Mr Sebastian Barnes 
(OECD), Prof. Alan Barrett (TCD, on secondment from ESRI), Dr. Donal Donovan (adjunct professor University 
of Limerick and formerly IMF staff), Dr. Róisín O’Sullivan (Associate Professor, Smith College, Massachusetts). 
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