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Abstract: Fiscal policy is often described as a simple choice between a high-tax, high-spending model and a low-
tax, low-spending one. This is true to a point. But the size of government is also shaped by factors such as
demographics and economic growth. This paper examines Ireland’s tax and government spending in comparison
with other high-income European countries, accounting for these factors. While Ireland appears to operate a low-
tax, low-spend model, this is largely explained by its relatively young population and strong economy. A younger
population means the government currently spends less on pensions and healthcare than it would otherwise.
Population ageing will increase spending in these areas and move Irish spending closer to European norms. Strong
economic growth also lowers spending relative to national income. On the revenue side, Ireland collects less than
its European peers, mainly due to comparatively low social contribution payments by employers and employees.
Keywords: Scope of Government, National Government Expenditures, Taxation, Subsidies and Revenue, Fiscal
Policy, Demographic Trends
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1. INTRODUCTION
Is Ireland a high-tax and high-spend country like many in Europe?’ Or is it more like other high-income countries
outside Europe, which tend to have smaller governments? It’s often thought that countries can choose between
being high-tax, high-spend or low-tax, low-spend when it comes to fiscal policy. While this is partly true, other
factors — like a country’s demographics and economic growth — also play a key role in shaping tax and spending
levels at any given time.

This paper looks at the size of government in Ireland compared to other countries, taking these factors into
account. At first glance, Ireland appears to be a low-tax, low-spend country relative to other high-income European
countries. However, this is mainly due to Ireland’s relatively young population and strong economic growth.
Ireland has a relatively young population, with fewer people aged 65 and over. A younger population means the
government currently spends less on pensions and healthcare than it otherwise would. As Ireland’s population
ages, spending in these areas is expected to rise. This demographic shift will gradually bring Ireland’s government
spending more in line with levels seen in other European countries.

Ireland’s strong economy also helps explain why its government is currently spending less as a proportion of its
national income than other European countries. After adjusting for these two factors, Ireland spends 3.3% of
national income less than other European countries (€1,800 per person). One area where Ireland is already a
relatively high spender is healthcare. As the population ages, this is likely to rise further, making Ireland even
more of an outlier. Ireland collects a lower level of government revenue than most other high-income European
countries. This is equivalent to 4.7% of national income, or €2,600 per person. When excess corporation tax is
excluded, the gap increases to 8.6% of national income, equivalent to €4,700 per person. This is mostly due to
social contributions. Both employers and employees pay fewer social contributions than in most European
countries. At the same time, Ireland collects a very high level of corporation tax. This is partly due to the large
number of multinationals based in Ireland.

* Niall Conroy. Corresponding author. Irish Fiscal Advisory Council. Email: niall.conroy@fiscalcouncil.ie - ORCID 0000-0001-8224-7303

! The title of this paper alludes to a quote from Mary Harney (the then Minister for Enterprise, Trade and Employment), when she was asked
what direction Ireland was going. She replied that Ireland was “Geographically (...) closer to Berlin than Boston, spiritually we are probably
a lot closer to Boston than Berlin”. See Fischer (2014) for further context around this quote.
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Looking ahead, Ireland faces major spending pressures from both an ageing population and climate change. The
recently introduced savings funds are a step in the right direction and can help offset some of these future costs.
However, these funds alone will not be able to cover all future spending pressures. As a result, additional revenue
will need to be raised, or some existing spending will need to be reallocated. The more the government saves
today, the smaller the fiscal adjustments required in the decades to come.

2. DEMOGRAPHY IS DESTINY?
Before looking at government spending and revenue as a share of national income, it’s important to consider
demographics. This section compares Ireland’s population age structure to that of other high-income European
countries.? First, we look at those aged 65 and over. This group is typically retired and more likely to receive
pension payments. They also tend to use healthcare services more regularly.® Ireland currently has a much smaller
share of older people compared to other countries (Figure 1).

Figure 1: Ireland’s Population is Ageing and Will Converge to European Norms:
Percentage of the Population Aged 65 or Over
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Sources: CSO, Eurostat and European Commission (2024).

Notes: Dashed lines indicate projections. Irish projections come from the M2 scenario of the CSO (2024) population projections. For other
countries, projections from the European Commission Ageing Report are used. High-income European countries shown are Austria, Belgium,
Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain and Sweden.

However, this is expected to change. According to CSO projections (2024), the share of people aged 65 and over
will reach 20% by 2035 and continue rising. By 2050, Ireland’s age profile is expected to match the European
average. In fact, the share of over-65s in Ireland by 2050 is projected to be higher than in any high-income
European country today. This shift will increase demand for pensions and healthcare.

Ireland has an unusually large share of its population aged 19 and under. These people are mostly in full-time
education and not yet in the workforce. They drive demand for education services and child-related social
protection spending. Ireland has a higher share of young people than other high-income European countries.
However, this is expected to decline over time and eventually align with European norms (Figure 2).

21f you compare Ireland’s demographics to high-income countries outside of Europe, a similar pattern emerges, with Ireland having a much
younger population.
3 See Rennemark (2009) for a discussion of the link between old age and healthcare utilisation.
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Figure 2: Ireland’s Population is Remarkably Young, For Now:
Percentage Of The Population Aged 19 Or Under
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Sources: CSO, Eurostat and European Commission (2024)

Notes: Dashed lines indicate projections. Irish projections come from the M2 scenario of the CSO (2024) population projections. For other
countries, projections from the European Commission Ageing Report are used. High-income European countries shown are Austria, Belgium,
Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain and Sweden.

3. ACCOUNTING FOR DEMOGRAPHY IN PUBLIC SPENDING
Because demographics can strongly influence spending, we would like to adjust observed government spending
for demographics.* We follow the approach used by Redmond (2012), to make this adjustment.® In our case, we
want to estimate what Ireland’s spending would look like if its population had the same age profile as other high-
income European countries. This involves adjusting spending in areas that are most sensitive to age — such as
pensions, healthcare, education and child-related social protection. For example, when examining spending on
pensions or healthcare, our adjustment parameter takes the form:

Adjusted Irish pensions spending =

European share of population aged 65+
Irish share of population aged 65+

Irish pensions spending*

In this case, “adjusted Irish pension spending” estimates what Irish government spending on pensions would be
if it had the same age profile as other high-income European countries. We focus on four key areas most affected
by demographics: education, child and family social protection, healthcare, and old-age social protection.

For education and child-related social protection, we use the population aged 19 and under as the main driver of
demand. For healthcare and old-age social protection, we use the population aged 65 and over. While these
populations are not the sole users of these services, they give the best proxy for population driving spending in
these areas. The adjustment factors used to scale Irish government spending up or down are shown below. For
example, the old-age adjustment factor in 2024 is 1.34. This means that if Ireland had the same age structure as
other European countries, spending on pensions or healthcare would likely be 34% higher. In contrast, the young-
age adjustment factor is 0.82. This suggests that if Ireland had a similar share of young people as other European
countries, education spending would likely be 18% lower (Figure 3).

* The practice of adjusting the population is very common in health and medical research. The WHO publish a “standard” demographic
structure of the population which allows other countries to compare to. See Ahmad et al. (2001) for details on the WHO population standard.
° This methodology has subsequently been used by Meaney, Oyewole and Bedogni (2018).
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Figure 3: Old-Age Spending Needs to be Adjusted Upwards to Account for Demographics:
Adjustment Factor for Old or Young Age-Related Spending
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Notes: Each line shows the ratio of the European share of the population in that age category to the Irish share of the population in that age
category. A number above one means you should adjust Irish spending upward in that area to compare to other countries. Conversely, a number
below one means you should adjust Irish spending in that area downwards to compare to other countries.

One limitation of this approach is that it implicitly assumes a broadly similar relationship between population
age-structure and age-related expenditure across countries. In practice, however, institutional features are likely
responsible for some of the cross-country variation. Health spending levels depend not only on the age structure
of the population but also on the organisation of each healthcare system, the balance between public and private
sector roles, and eligibility rules for free or subsidised care. Likewise, pension expenditure may be influenced by
differences in statutory retirement ages, contribution histories, replacement rates, and the relative roles of public
and occupational schemes. Two countries with identical demographic structures may therefore exhibit different
levels of age-related spending because their systems translate demographic pressures into budgetary costs in
different ways.

As a result, the demographic adjustment should therefore be interpreted as capturing much of the predictable,
age-related cost pressures, while recognising that some residual variation between Ireland and its peers may arise
from differences in pension and healthcare system design. An exploration of the differing designs of these systems
is beyond the scope of this paper. For healthcare, there is evidence that the utilisation of healthcare, complexity
of cases and hence the costs of providing healthcare increase in a non-linear fashion with age. As a result, simply
using the fraction of the population aged 65 and over may not fully reflect the impact of demographics on
healthcare spending.®

4. EXAMINING GOVERNMENT SPENDING AREAS THAT ARE SENSITIVE TO DEMOGRAPHICS
Given that demographics impacts on different areas of spending, we examine specific parts of government
spending separately. Although government departments and functions vary across countries, we can still make
meaningful comparisons. We do this using COFOG (Classification of the Functions of Government) data, which
applies a consistent method for categorising spending across countries. To facilitate cross-country comparisons,
we examine general government spending relative to national income.” For Ireland, we use modified gross
national income (GNI*), while for other countries, we use GDP.?

Pensions Spending

First, we examine old-age social protection spending as a share of national income. This includes pensions paid
to citizens who meet qualifying criteria such as age and lifetime social contributions. It also covers pensions paid
to retired public sector workers. Before adjusting for demographics, Ireland consistently spends less in this area
than other high-income European countries (Figure 4).

®For example, using the population aged 75 and over would imply an old-age adjustment factor of 1.5. As a result, we should consider the
adjustment applied to health spending to be a lower bound.

7 For a historical perspective on government revenue and spending in Ireland, see FitzGerald (forthcoming).

8 For all countries, we exclude the costs of recapitalising banks in the aftermath of the Great Financial Crisis. To do this we use the dataset
compiled by Villar Burke (2017).
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Figure 4: Ireland Spends Less on Old-Age Social Protection Due to Having Fewer Older People:
General Government Spending On Old-Age Social Protection Payments, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. Countries used are Austria, Belgium, Denmark, Finland, France,
Italy, Ireland, Netherlands, Norway, Portugal Spain, Sweden, and Switzerland.

When we adjust old-age spending for demographics, Ireland’s spending is much closer to the average in high-
income European countries. About half of the gap can be explained by Ireland’s smaller share of older people.

Figure 5: After Adjusting For Demographics, Ireland’s Spending On Old-Age Social Protection Is Closer
To Average Levels: General Government Spending On Old-Age Social Protection Payments, Adjusted For
Demographics Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. Countries used are Austria, Belgium, Denmark, Finland, France,
Ttaly, Ireland, Netherlands, Norway, Portugal Spain, Sweden, and Switzerland.

Even after adjusting for demographics, Ireland still spends significantly less on old-age social protection — 2.1%
of national income below the European average in 2023 (Figure 5). Several factors may explain this gap. The
retirement age or other eligibility criteria could play an important role.’ The easier it is to qualify for old-age social
protection, the higher the level of spending you would expect. The number of retired public sector workers also
matters. Countries with larger public sectors in previous decades tend to have higher pension costs today.

Finally, the relative generosity of pension payments across countries would play an important role. Eurostat (2024)
data suggest that Irish pension payments per recipient are low compared to other high-income European countries

% The Pensions adequacy report (2024) suggests the pension age in most European countries is slightly lower than in Ireland (66). However,
many countries have multiple retirement ages for the main statutory pension scheme. This typically depends on factors such as the length of
time someone has been making contributions, the benefit level they are receiving and the number of children they have.
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after adjusting for prices.'® The 2024 Pensions Adequacy Report (European Commission, 2024) highlights that
Ireland is unusual in not having pension payments linked to any formal indexation rule. Almost all countries in
Europe have a formal rule linking payments to changes in prices and/or wages. While spending levels are
important, it’s also essential to consider the outcomes and effectiveness of that spending.

Old-Age Social Protection Qutcomes

One way to assess how well the social protection system supports older people is by examining the at-risk-of-
poverty or social exclusion rate.!! Of course, many other factors also influence this, such as past employment
patterns and private pension coverage. Roantree, Maitre and Russell (2024) show how the at-risk-of-poverty rate
among older people in Ireland fell sharply in the early 2000s. This was largely due to a 50% real increase in the
maximum State Pension during that decade, while median disposable income rose by 28%. The at-risk-of-poverty
rate among those aged over 65 in Ireland is now close to European average levels.

More generally, Roantree (2025) shows the key role taxes and transfer play in Ireland in redistributing income.
Market income inequality in Ireland has been relatively consistent in Ireland since the late 80’s. Taxes and transfers
have played a greater role and have reduced income inequality in Ireland over this period.'>!'3 We can see that the
fall in old-age poverty that Ireland experienced in the early 2000’s was unique in Europe. Since then, poverty rates
among older people have remained in line with other high-income European countries (Figure 6).

Figure 6: Poverty Rates of the Old-Age Population Have Fallen in Ireland:
Percentage of those Aged 65 or Over At Risk of Poverty or Social Exclusion
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Source: Eurostat and authors calculations.

Notes: Those at risk of poverty or social exclusion are those who meet one or more of the three criteria. First, those at risk of poverty, which
is those with an equivalised disposable income (after social transfers) below 60% of the national median. Second, those experiencing severe
material deprivation. Formally, this means experiencing an enforced lack of at least 7 out of 13 deprivation items. Thirdly, those living in very
low work intensity households. However, this is not applicable in this instance, as those aged 65 and above are assumed to be retired.

Health Spending

Healthcare is the other area heavily influenced by the size of the old-age population. Older people typically need
more healthcare due to their complex and costly medical needs.'* Given Ireland's relatively young population,
one might expect Ireland’s healthcare spending to be low compared to other European countries (Figure 7).

19Tn 2021, of the 14 high-income European countries examined, Ireland ranked 12 for pension payments per recipient after adjusting for
prices. In nominal terms, Ireland ranked 6" of 14 countries.

! This measure captures three concepts. First, those at risk of poverty. That is, those with an equivalised disposable income (after social
transfers) below 60% of the national median. Second, those experiencing severe material deprivation. Formally, this means experiencing an
enforced lack of at least 7 out of 13 deprivation items. Thirdly, those living in very low work intensity households. However, this does not
apply to those aged over 65, who are assumed to be retired.

12 As Thewissen et al. (2018) show, this is relatively unusual, most advanced economies have seen income inequality rise over this period.
131n 2019, Ireland had the fourth highest market income inequality in the Europe (EU27 plus Norway, Switzerland and Serbia). After taxes
and transfers, Ireland was thirteenth for income inequality. This suggests a stronger role for redistribution via taxes and transfers in Ireland
(Roantree, 2025).

14 See Soley-Bori et al. (2020)
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Figure 7: Health Spending in Ireland is amongst the Highest in Europe:
General Government Spending on Healthcare, Percentage of National Income
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Notes: GNI* is used for national income in Ireland, GDP for other countries. Countries shown are Austria, Belgium, Denmark, Finland, France,
Italy, Ireland, Netherlands, Norway, Portugal, Spain and Sweden.

However, government spending on healthcare in Ireland is among the highest in the OECD, as shown by Casey
and Carroll (2021).'> Wren and Fitzpatrick (2020) suggest that high general wage levels in Ireland contribute to
the high cost of healthcare.!® In addition, healthcare has a high elasticity of demand, meaning that demand for
healthcare tends to grow even faster than income. Sicari and Sutherland (2022) point to Ireland’s heavy reliance
on hospital care as a major driver of high healthcare costs.

After adjusting for demographics, Ireland stands out even more as a high healthcare spender.!” By this measure,
Ireland ranks as the highest health spender in every year examined (Figure 8). Using headline figures, Irish health
spending is almost €4 billion higher than an average high-income European country of similar size. After adjusting
for demographics, this gap widens to almost €13 billion.'®

15 Comparability of health spending across countries can be tricky due to differences in classification and measurement issues. This is
particularly acute when using the system of health accounts data, where long-term care can be attributed to health or social care in different
cases. While this dataset is very rich, different countries take different approaches as to what spending is classified as health spending as
opposed to social care spending. By contrast, COFOG data uses a consistent classification of all types of spending (including health) across
all countries. As a result, we use COFOG data as it allows us to make like for like comparisons across countries.

16 Wren and Fitzpatrick (2020) find that health costs are high in Ireland, even after accounting for differences in how social care expenditure
is allocated across countries. Some long-term care spending is classified as health spending in Ireland, which is classified as social spending
in many other OECD countries. Wren and Fitzpatrick (2020) show that Ireland’s ranking for public spending in the EU1S5 drops from 5th to
6th when combined with social spending on health.

17 For example, in 2023, we take health spending as a share of national income (9.1% of GNI*). This is then multiplied by the demographic
adjustment factor of 1.35, giving spending of 12.2% of GNI*

'8 The €3.9 billion figure is based on Irish health spending being 1.3% of national income higher than in other high-income European countries.
This is based on 2023 nominal GNI*. The €13 billion figure is based on health spending being 4.5% of national income higher than in other
high-income European countries.
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Figure 8: Ireland’s Health Spending is Exceptionally High Given its Young Population:
General Government Spending on Healthcare, Adjusted For Demographics
(Percentage Of National Income)
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Notes: GNI* used for national income in Ireland, GDP for other countries. Countries shown are Austria, Belgium, Denmark, Finland, France,
Italy, Ireland, Netherlands, Norway, Portugal, Spain and Sweden.

Eurostat provides a broad breakdown of government healthcare expenditure. According to this data, Ireland's
spending on medical products and general hospital services is close to the average for high-income European
countries. However, spending on outpatient services in Ireland is significantly higher than in other countries. ' It
is important to note that this data reflects government spending on healthcare. Out-of-pocket expenses and private
health insurance also play significant roles in financing healthcare in Europe. Using the system of health accounts,
we can compare the relative roles of the private and public funding across countries. In Ireland, about 25% of
healthcare costs are financed by out-of-pocket payments and private health insurance. The remaining 75% is
funded by the State. Private sector funding plays a slightly larger role in Ireland than elsewhere (Figure 9).

Figure 9: The Private Sector Now Accounts for a Quarter of Health Costs in Ireland:
Percentage of Healthcare Costs Covered by Out-Of-Pocket Expenses or Private Health Insurance
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Source: Eurostat, system of health accounts. In order to calculate the high-income average for 2023, countries with missing data in 2023 are
assumed to be unchanged from 2022.

Health spending in Ireland has risen considerably in recent years. Shine and Hennessy (2024) compared spending
growth with activity levels in acute hospitals.?’ Between 2016 and 2022, there was a 3.8% increase in activity in

1 There are potential inconsistencies between classification of spending in different service areas. As a result, we encourage caution when
interpreting these results.
2 Acute hospitals account for about one third of healthcare spending in Ireland.
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acute hospitals.?! In contrast, inflation-adjusted spending rose by 45% and staffing grew by 29%.2? This suggests
that the cost of delivering health services has increased substantially faster than general prices since 2016.%
Improving productivity in the health sector will be key to meeting increased demand for services in the coming years.

Another potential explanation for high healthcare costs in Ireland is a lack of infrastructure. Conroy and Timoney
(2024) found that healthcare infrastructure in Ireland is 50% lower than in other high-income European countries.

This is reflected in Ireland’s low hospital bed capacity (Figure 10).

Figure 10: Irish Hospital Bed Capacity Remains Low: Hospital Beds Per Thousand of Population
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Sources: Eurostat.
Notes: Hospital bed capacity here includes both public and private facilities.

Health Outcomes

Healthcare expenditure is just one aspect to consider It’s also important to consider the health outcomes achieved
from this investment. Overall, Ireland performs well on health outcomes compared to other EU countries (OECD,
2024b).?* Self-reported health is notably higher than the average of other high-income European countries (Figure
11). This is the case in all age categories. While self-reported health has some limitations (it can be impacted by
cultural factors or norms), it remains a useful indicator of overall population health.

Figure 11: Ireland has High Self-Reported Health:
Percentage of Those Aged 65 or Over Describing Themselves as Being in Good or Very Good Health
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Source: Eurostat, authors calculations

2 This is after adjusting for complexity of treatment and the relative costs of different types of care. Covid-19 may have had an impact on
activity in 2022. Brick, Kakoulidou and Humes (2025) suggest activity increased in 2023 and 2024.

22 Nominal spending has increased by 68%.

2 While activity has risen by 3.8%, there could have been improvements to the health system apart from increased activity, such as
improvements to patient and staff experience.

2*The prevalence of cardiovascular disease is well below average. However, cancer rates are still relatively high in Ireland.
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Life expectancy has improved significantly in Ireland (Figure 12). Having been well below average in the 80s and
90s, Ireland has converged to high-income European levels of life expectancy.?’ Ireland also performs strongly
on healthy years of life expectancy — both at birth and at age 65.

Figure 12: Life Expectancy in Ireland has Improved: Catching up to other High-Income Countries
Life Expectancy at Birth, Years
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Source: Eurostat and authors calculations

Overall, health spending in Ireland is very high, but it does achieve relatively good health outcomes. This raises a key
question: could similar outcomes be achieved with a lower level of spending? Sicari and Sutherland (2022) estimate
that health spending in Ireland from 2004-2019 was less efficient than in most high-income countries. Their findings
suggested that other countries achieve similar outcomes while spending about 15% less than is the case in Ireland. If
Ireland was to do this, it would require improvements in productivity and the efficiency of delivering care. Shifting
more care from hospitals to community settings — like primary care centres and step-down facilities — could help reduce
costs. Recent IMF (2025) analysis also indicates that further gains in healthcare efficiency are possible.

Educating Spending

Demographics are also expected to play a significant role in education spending. The more young people in a country,
the higher the level of education spending one would expect.?® This demographic effect is the opposite of what is seen
with health or old-age social protection. Ireland has historically had a much higher proportion of its population aged 19
or under. However, this is expected to change in the coming decades as Ireland’s population ages (Section 2).

Figure 13: Education Spending in Ireland is Close to European Average Levels:
General Government Spending On Education, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries.

2 See Eighan et al. (2020), they find that age adjusted mortality rates had fallen in Ireland, particularly respiratory and circulatory diseases.
26 Naturally there are complexities as to how education services are funded. For example, secondary schools are funded through a variety of
grants and sources. These include (but are not limited to) capitation grants, the School Services Support Fund, schoolbook grants and DEIS
(Delivering Equality of Opportunity in Schools) grants. See Carroll, McCoy and Ye (2024) for an overview of funding of second level
education in Ireland.
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Given Ireland's unique demographics, one might anticipate higher levels of education spending to meet the
substantial demand. Education spending in Ireland has generally been around average (Figure 13). After adjusting
for demographics, Ireland’s education spending is below European average levels (Figure 14).2

Figure 14: Given its Demographics, Ireland is a Low Spender On Education:
General Government Spending On Education, Adjusted For Demographics
(Percentage Of National Income)
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Notes: GNI* used for national income in Ireland, GDP for other countries.

The COFOG database provides a breakdown of education spending across primary, secondary, and tertiary levels
of education. In Ireland, a consistent pattern emerges education spending at each level is at or just above the
average of other countries. When these figures are adjusted for demographics, Ireland’s spending is well below
average in each category.

The data discussed here represent government spending on education, but this does not encompass all the costs
associated with providing education services. In many countries, the private sector plays a significant role in
education, which reduces the costs borne by the government.?

OECD (2024a) data for 2021 highlights the extent of private expenditure on education, from primary to tertiary
levels. European countries generally have lower private sector spending compared to high-income countries
elsewhere. Ireland is one of the higher private spenders on education in Europe, with private expenditure at 0.8%
of national income, compared to an average of 0.5% elsewhere. If private spending were lower, government
spending on education in Ireland might be slightly higher.

Education Outcomes

In terms of outcomes, one way to measure the performance is the percentage of the population with high levels of
education. As a first step, we can compare the percentage of the population with at least a second-level education.
In the mid-90’s Ireland had a relatively low share of the population with at least second-level education. This has
changed rapidly, with Ireland catching up and surpassing other European countries (Figure 15). Only Finland now
has higher levels of educational attainment in Europe.?

27 Ordinarily, one would expect education spending to fall as a share of national income as the population ages. However, the impact of falling
demand for education services in Ireland may be smaller than one would expect, as there are already a number of unfilled teaching posts due
to teacher shortages. As a result, the impact of a falling number of children may result in lower pupil teacher ratios, rather than lower spending
on educators.

28 Currently in Ireland, the state makes a contribution to the salaries of teachers and special needs assistants in fee-charging schools. This is
done on the basis of one teacher per 23 pupils. In the Free Education Scheme, there is an average of one teacher per 19 pupils (see Irish Times,
2024). In addition, private tuition fees are exempt from VAT.

% This refers to the population aged 25-64 in the country. Ireland has experienced strong inward migration in recent years, which has typically
been highly skilled. If one examines the educational attainment of Irish citizens living in Ireland, it is slightly lower than that of all residents.
However, this would not materially alter Ireland’s relative position in the chart above.
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Figure 15: Ireland Now has A Highly Educated Population, Having Been Well Behind in the 90s:
Percentage of Population Aged 25-64 with Secondary or Tertiary Education
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Notes: The levels of education referred to here are levels 3-8 of the International Standard Classification of Education (ISCED 2011). High-
income European countries here are Belgium, Denmark, Germany, Ireland, Spain, France, Italy, Netherlands, Austria, Portugal, Finland,
Sweden, Norway and Switzerland.

Looking exclusively at third-level education, a similar pattern emerges. Ireland had around average European
levels of third-level educational attainment in the late-90s.3° Since then, the share of the population in Ireland
with a third-level qualification has almost trebled (Figure 16). Ireland now has the highest share of its population
with a third-level qualification in Europe.

Figure 16: Ireland Now has a Higher Share of Third-Level Graduates than Any Other European
Country:
Percentage of Population Aged 25-64 with Tertiary Education
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Notes: The level of education referred to here are levels 5-8 of the International Standard Classification of Education (ISCED 2011). High-
income European countries shown here are Belgium, Denmark, Germany, Ireland, Spain, France, Italy, Netherlands, Austria, Portugal, Finland,
Sweden, Norway and Switzerland.

By looking at adults aged between 25-34, this gives a sense of what percentage of the population have recently
availed of third-level education. This also indicates what the educational attainment of the working age population
will be in future decades.

30 Third level tuition fees were abolished in 1996. This has since been replaced by a ‘student contribution fee’. Students from lower-income
households also receive financial assistance.
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Figure 17: Ireland will Continue to have a Higher Level of Educational Attainment:
Percentage of Population Aged 25-34 with Tertiary Education
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Notes: The level of education referred to here are levels 5-8 of the International Standard Classification of Education (ISCED 2011). High-
income European countries shown here are Belgium, Denmark, Germany, Ireland, Spain, France, Italy, Netherlands, Portugal, Finland,
Sweden, Norway and Switzerland.

Ireland has the highest percentage of those aged 25-34 with a third-level qualification in Europe (Figure 17). This
suggests the Irish labour force is likely to be the most highly educated in the coming decades. OECD (2024a) data
suggests that the financial return to third-level education is extremely high in Ireland. Only in the USA is there a
larger earnings premium placed on third-level qualifications.

Standardised tests of students also allow for international comparisons. The Programme for International Student
Assessment (PISA) tests reading, science and mathematics. These standardised tests are taken by 15-year-olds.
Ireland scores well on all three test types compared to other high-income European countries. !

Like for all public spending, there should be a strong evidence basis for changes to education spending priorities.
For example, reducing pupil-teacher ratios has been a stated aim in Irish policy for some time. These ratios have
indeed fallen. However, there is limited evidence of substantial improvements in student outcomes due to smaller
classes (See Jepsen, 2015). More recently, there has been a substantial increase in the number of special needs
assistants in the Irish education system. It would be useful to have an assessment of the impact of these changes.

Overall, it appears that Ireland is spending less on education, compared to other European countries, given the
young population Ireland currently has. Despite this, the population in Ireland has higher levels of educational
attainment than in other European countries. Standardised test scores also compare favourably to other European
countries.?? This finding that Ireland seems to get good education outcomes from a relatively low spend is
consistent with recent work from the IMF (2025). This suggested that Irish spending on education was amongst
the most efficient in the OECD.

Child and Family Social Protection

The final aspect of spending that we can clearly link to demographics is social protection spending on child and
family supports. This includes cash supports to parents and guardians, as well as spending on services such as
preschool services provided by the state. Since these payments and services are based on the number of children,
the key demographic to consider is the number of children in a country. As a result, we adjust spending in this
area according to the proportion of the population aged 19 or younger. We can see that Ireland has consistently
had a lower level of spending in this area (Figure 18). This is driven by lower spending on services provided to
families. The most notable example of this is childcare, where in other countries the State invests more and plays
amore direct role in providing childcare facilities. Conversely, Ireland’s cash transfers to households with children
are at or above levels in other high-income European countries.

3 Trish scores are 7% above the high-income European average for reading. For science, Irish scores are 3% above average and 2% higher for
mathematics. The other high-income European countries which participate are Austria, Belgium, Denmark, Finland, France, Germany, Italy,
Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.

32 This is consistent with previous findings that Irish education outcomes were favourable given the level of spending in Ireland (Agasisti et
al., 2023).
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Figure 18: Given its Demographics, Ireland is a Low Spender on Child and Family Social Protection:
General Government Spending on Family and Children Social Protection, Adjusted for Demographics
(Percentage Of National Income)
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Notes: GNI* used for national income in Ireland, GDP for other countries. High-income European countries shown here are Austria, Belgium,
Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.

Children and Social Protection Outcomes

Similar to our analysis of the older population, we can compare poverty and deprivation rates of children in Ireland
to those in other European countries. If we simply look at the at-risk-of-poverty rate (those with less than 60% of
median equivalised income after social transfers), we see that Ireland performs relatively well. The at-risk-of-poverty
rates for children have fallen since 2013 and is now lower than in most high-income European countries (Figure 19).

Figure 19: At-Risk-Of-Poverty Rates for Children are Lower than European Averages:
Percentage of Those Aged Under 18 at Risk of Poverty
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Source: Eurostat
Notes: The at-risk of poverty rate here is defined as the share of under 18’s in households with equivalised income which is less than 60% of
the national median after social transfers. High-income European countries shown here are Austria, Belgium, Denmark, Finland, France,
Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.

However, when using a broader measure, the outlook is less favourable. Considering those at risk of poverty,
experiencing material deprivation, or living in low-work-intensity households, Ireland has above-average rates of
child poverty and deprivation.** This is primarily driven by the number of children in households facing material
deprivation or low work intensity. Nonetheless, there have been improvements since 2013, likely due to the
economic recovery and falling unemployment (Figure 20).

33 1n addition, Roantree, Maitre and Russell (2024) find that child poverty rates have been largely stable since 2005 if you account for increased
housing costs.
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Figure 20: Broader Measures of Children at Risk of Poverty have Fallen from a High Level in Ireland:
Percentage of Those Aged Under 16 at Risk of Poverty or Social Exclusion
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Source: Eurostat
Notes: The at-risk of poverty or social exclusion rate here is defined as the share of under 18’s in households which satisfy at least of the
following criteria: household equivalised income is less than 60% of the median after social transfers, material deprivation is apparent or the
household has very low work intensity. High-income European countries shown here are Austria, Belgium, Denmark, Finland, France,
Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.

Defence

Ireland has historically maintained lower levels of defence spending compared to its European neighbours.3*
Consequently, this has contributed to Ireland's overall lower government spending relative to other high-income
European countries (Figure 21).

Figure 21: Defence Spending in Ireland has been Consistently Lower than European Neighbours:
General Government Defence Spending, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries.

Many countries are now committing to increasing spending on defence. While it is not as certain a spending
pressure as an ageing population or climate change, it would seem likely that defence spending will increase in
future years from its (very low) current level.

3 Over 1995-2022, Treland’s defence spending has averaged 0.5% of national income. In high-income European countries, the average is
1.3%.
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Public Investment

Public investment has been much more volatile in Ireland than in other European countries. In periods when the
Irish economy was performing extremely well, public investment in Ireland has been above average European
levels. In contrast, after the financial crisis, public investment in Ireland fell sharply. Overall, public investment
has been highly procyclical. At present, Ireland’s public investment levels are higher than those in other European
countries (Figure 22).

The revised National Development Plan suggests that public investment is likely to increase further. This is part
of'a wider effort to upgrade Ireland’s infrastructure. Conroy and Timoney (2024) found that Ireland’s infrastructure
is about 25% lower than other high-income European countries.?> There are clear deficits in housing, healthcare,
electricity, transport and (to a lesser extent) water.

Figure 22: Public Investment has Reached Relatively High Levels in Ireland:
General Government Investment, Percentage of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. Countries shown are Austria, Belgium, Denmark, Finland, France,
Germany, Italy, Ireland, Netherlands, Norway, Portugal, Spain and Sweden.

A key consideration is how much of this public investment will be funded directly by government or via consumer
charges. Given domestic water charges are not levied in Ireland, public investment will be required to upgrade the
water infrastructure. This is in contrast to most European countries, where domestic water charges are
commonplace. This largely funds investments in the water infrastructure.

For electricity, consumer charges have typically been used to finance investments in power generation and the
electricity grid. However, given the scale of the investment required in Ireland’s electricity sector, the government
plans to inject significant equity into ESB and Eirgrid in the coming years.” How these equity injections impact
on the public finances will largely depend on what rate of return the state receives from these investments.

Regarding housing, the Central Bank of Ireland (2024) found that government spending on housing has increased
substantially since 2015. As a share of national income, government spending on housing in Ireland is the second
highest in the Eurozone. At present, about 25% of the financing for housing comes from State sources (Central
Bank of Ireland, 2024). If housing output were to double, that would require approximately €12 billion of
additional funding per year.?® If one assumes that the State maintains a 25% share of financing, this implies almost
€3 billion of additional funding from the State annually.

35 Part of this infrastructure deficit can be explained by the fact that Ireland has not always been a high-income country. Prior to the 1990s,
Ireland did not have the same financial resources as many other European countries to invest in its infrastructure.

36 Recently, an increase in water charges in England and Wales were announced, which are designed to fund investments in the water
infrastructure.

37 Higher charges on households and firms will still be required to help finance investments, but to a lower level than otherwise would have
been needed.

3 To meet requirements for population increases, new households forming and pent-up demand, Conroy and Timoney (2024) estimate that
housing output would need to reach approximately 68,500 per year. This is approximately double the level of housing that was built in 2025.
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5. TOTAL GOVERNMENT SPENDING
We can now examine total general government spending across countries, adjusting for demographic differences.
FitzGerald (2026) gives a historical perspective on Irish government spending and revenue.* Spending has risen
from around 30% of GNI* in 1953 to over 40% in recent years. Much of this increase in spending has been in the
form of higher social transfers.

There is significant variation in government spending across European countries and over time. For 2023,
government spending in Ireland was just under 40% of national income, compared to an average of almost 49% in
high-income European countries (Figure 23). While 2020-2022 are heavily impacted by spending related to the
Covid-19 pandemic, the 2023 data is less impacted Covid related spending. However, some spending to assist
households and businesses with the elevated cost of living was in place in 2023. These supports were withdrawn
in Budget 2026. At the time of writing, COFOG data for Ireland was not yet available for 2024.

Figure 23: Ireland's Spending has Generally been Below the European Average
General Government Spending as a Percentage of National Income
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Notes: General government spending is shown as a share of national income. Modified Gross National Income (GNI*) is used for Ireland,
GDP is used for other countries. The countries shown are Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Netherlands,
Norway, Portugal, Spain and Sweden. The costs of bank recapitalisations are excluded for all countries. Estimates are taken from Villar Burke
(2017).

However, as outlined earlier, demographics has a significant impact on government spending. If Ireland had
similar demographics to other high-income European countries, spending on health and old-age social protection
would be higher. In contrast, spending on education and child/family social protection would be lower.

Overall, adjusting for demographics would imply higher spending in Ireland. In 2023, this adjustment would add
about 4% of GNI* to government spending.*’ This explains almost half of the gap between spending levels in
Ireland and other high-income European countries. After adjusting for demographics, Ireland’s spending is 5% of
national income lower than other European countries (Figure 24). This is equivalent to €2,700 per person in 2023.

3% Carroll (2022) shows how government revenue and tax rates have evolved over the history of the Irish state.

40 If Treland’s demographics were similar to other high-income European countries, old-age social protection spending would be higher,
equivalent to 3.2% of GNI*. Health spending would increase by the equivalent to 2% of GNI*. For education and child/family social
protection, the opposite is the case. These would fall by 0.9% and 0.3% of national income respectively with different demographics.
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Figure 24: Given its demographics, Ireland’s Spending is Just below Average European Levels:
General Government Spending, Adjusted for Demographics (Percentage of National Income)
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Notes: GNI* used for national income in Ireland, GDP for other countries. The costs of bank recapitalisations are excluded for all countries.
Estimates are taken from Villar Burke (2017). All countries have their spending adjusted for demographics. The countries shown are Austria,
Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain and Sweden.

The only period where Ireland had significantly above-average government spending (as a share of national
income) was the period between 2008 and 2013. This coincided with a deep recession, more severe than in most
other countries. The downturn led to a sharp rise in unemployment, which in turn increased spending on
unemployment supports. Ireland also experienced a steeper decline in national income than elsewhere. The
combination of rising spending and falling income caused the spending-to-income ratio to increase sharply during
this period.

The Impact of the Economic Cycle

A final factor that needs to be considered is how the economy is performing. The Irish economy has performed
extremely well in recent years, despite global challenges like the pandemic and conflicts in Ukraine and the Middle
East. Employment is at record highs, with strong labour demand being met via increased labour force participation
rates and inward migration.

A strong economy typically results in a lower government spending-to-income ratio. This operates through two
channels. First, this means national income is high. This makes the denominator in the fraction high, which keeps
the spending to output ratio low. For example, if a country has a spending-to-output ratio of 50%, and output falls
by 1%, this would mechanically increase the government spending to output ratio by 0.5%.

Second, a strong economy reduces government spending in certain areas. For example, social protection payments
for the unemployed fall when unemployment is low. Conversely, these payments rise during economic downturns.
Carroll (2019) estimated the elasticity of spending to output ratio to the economic cycle, finding that the elasticity
ranges between 0.5 and 0.6.*' This means a 1 percentage point change in the output gap leads to a 0.5 to 0.6
percentage point change in the government spending-to-GNI* ratio. For our analysis, we use an elasticity of 0.5.
Estimating potential output and output gaps is challenging — especially for a small, open economy like
Ireland. Distortions to the national accounts caused by foreign multinationals add to the complexity. To address
this, we use recent output gap estimates from the Fiscal Council (Figure 25).%? These follow the methodology
outlined by Casey (2019), which combines multiple models and uses the midpoint of the estimates.

*! This paper is unique in estimating the budgetary semi-elasticity. That is, the change in the government spending to national income ratio
resulting from a change in the cyclical position of the Irish economy. Papers such as Benetrix and Lane (2009) and Bergin et al (2017) estimate
fiscal multipliers. That is, the impact of changes in government spending on output in the Irish economy. These papers do not directly measure
the budgetary semi-elasticity.

42 These estimates were produced in March 2025. A wide variety of models are estimated, which provides a range of estimates. The largest
estimates of the output gap in 2024 is 2.9%, while the smallest estimate is 0%.

88



Figure 25: The Irish Economy is Operating Above Capacity, Unlike European Neighbours:
Output Gap, Percentage of Output
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Sources: IMF and Fiscal Council forecasts.
Notes: a positive output gap indicates that the economy is operating above its long run potential level. Conversely, a negative output gap
indicates that the economy is operating below its potential level. Countries used are Austria, Belgium, Denmark, Finland, France, Germany,
Ireland, Italy, Netherlands, Norway, Portugal, Spain and Sweden.

Estimates for 2023 suggest the Irish economy was operating 3.6% above its potential. In contrast, most high-
income European countries were operating at or near potential.*> This implies that if all economies had been
operating at potential in 2023, Ireland’s spending would have been 1.7% of GNI* closer to the European
average.* Even after adjusting for demographics and the economic cycle, Ireland’s spending remains slightly
below the high-income European average (3.4% of national income). This is equivalent to €1,800 per person
(Figure 26). Overall, most of the initial 9% of national income gap in spending can be explained by demographics
(3.9%) and the economic cycle (1.7%).

Figure 26: After Adjusting For Demographics And The Economic Cycle,
Ireland’s Spending Levels Are Much Closer To European Levels:
Government Spending as a Share of National Income, Adjusted for Demographics and the Economic Cycle
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Sources: Eurostat, IMF and authors calculations.
Notes: The costs of bank recapitalisations are excluded for all countries. Estimates are taken from Villar Burke (2017). Spending is adjusted
for the demographic structure of the population (see Section 4 for details) and for the economic cycle (see Section 5). Countries used are
Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Portugal, Spain and Sweden.

43 We use the IMF estimates of output gaps from their World Economic Outlook (IMF, 2024). We are focusing on 2023 as that is the latest year
we have detailed spending data, which allows us to adjust spending in demographics sensitive areas.
4 The average of high-income European countries shows a positive output gap of 0.3% of national income.
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What are the Key Areas of Difference?

While we’ve focused on key areas of government spending, the COFOG database offers detailed insights across
many other categories. For an overview, Table 1 compares Irish government spending — as a share of national
income — with the average for other high-income European countries, using the latest data from 2023.

Table 1: Irish Government Spending is Lower than in Other High-Income European Countries:
Irish Government Spending Minus Average High-Income European Country, Share Of National Income.
Adjusted For Demographics

2023

Total -5.0

Health 4.5

Old-age social protection -2.3
Education -1.2

Other economic affairs -1.0
Children and family social protection -0.9
Defence -0.8
Transport -0.6
Research -0.6
Recreation and culture -0.4
Interest -0.4
Environmental protection -0.2
Foreign economic aid -0.2
Other social protection -0.1
Other public services -0.8

Sources: Eurostat, CSO and authors calculations.

Notes: Spending on old-age social protection, child and family social protection, health and education are adjusted for demographics as
described above. Positive numbers indicate that spending is higher in Ireland than in other high-income European countries. GNI* is used for
national income in Ireland, GDP for other countries. In each of these areas, total spending is shown (current plus capital). As a result, capital
spending is not shown separately here. ‘Other economic affairs’ refers to supports for industries, reimbursement of taxes paid, and capital
injections by the state into firms. Research here covers research funding/grants to universities and research institutes.

Overall, Irish government spending is lower — relative to national income — than in most other high-income
European countries. The most notable gap is in old-age and children/family social protection. This remains
lower even after adjusting for the age structure of Ireland’s population. This likely reflects a heavier reliance in
Ireland on flat rated payments, and means testing for some payments. Beyond this, Ireland also spends less in
several other areas. Education is an area where Ireland is spending less than other European countries, yet is
achieving good outcomes. Defence is an area where Ireland has persistently spent less than its European
counterparts.

There are a number of other areas where Ireland spends slightly less than other high income European countries.
These include transport, research, interest payments, and recreation/culture. These collectively contribute to
Ireland’s lower overall spending levels. Healthcare is the one major exception. Ireland spends significantly
more than its peers in this area, and this difference becomes even more pronounced when accounting for its
younger population.

Summing Up Spending

Overall, headline government spending in Ireland in 2023 was smaller relative to national income than in other
high-income European countries (9% of national income). Ireland’s younger population explains about 4
percentage points of this gap, due to lower demand for healthcare and pensions. The strong cyclical position of
the Irish economy also reduces the spending to national income ratio. This effect in 2023 was 1.7 percentage
points. After taking account of demographics and the strong position of the economy, government spending as a
share of national income is 3.4% lower than in other high-income European countries (Figure 27). This equates
to €1,800 per person.

90



Figure 27: Lower Government Spending in Ireland is Driven by Demographics and a Strong Economy:
Per Cent of National Income, Difference Between Irish Government Spending
and Other High-Income European Countries
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Sources: Eurostat and authors calculations.
Notes: Headline government spending in Ireland for 2023 was 9% lower as a share of national income, compared to other high-income
European countries. Ireland’s favourable demographics (a younger population) results in spending being 3.9% lower as a share of national
income. The cyclical position of the Irish economy (relative to the rest of Europe) results in Irish spending as a share of national income being
a further 1.7% lower as a share of national income. 3.4% is the remaining gap (9% - 3.9% - 1.7% = 3.4%)

Looking Beyond Europe

Advanced countries outside of Europe typically have lower levels of government spending than those in Europe.
Ireland appears to have similar levels of government spending to advanced economies outside of Europe (Figure
28). However, like when comparing Irish spending to the rest of Europe, Ireland is benefitting from a younger
population at present.

Figure 28: Irish Government Spending is Close to Developed Economies Outside Europe:
General Government Spending as a Share of National Income
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Sources: OECD and CSO.
Notes: Other high-income countries shown are Australia, Canada, Japan, Korea, New Zealand, United Kingdom and United States.
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6. TOTAL GOVERNMENT REVENUE
In this section, we examine general government revenue across countries. Given the significant impact of corporation
tax receipts in Ireland, we present results both including and excluding 'excess' corporation tax receipts.*> We also
exclude Norway from much of this analysis, as its general government revenue is heavily influenced by oil revenues
and returns from its sovereign wealth fund. Looking at general government revenue as a share of national income
reveals substantial variation across countries (Figure 29). Since government spending in Ireland is lower than in other
high-income European countries, we would expect a similar pattern in revenue, which funds that spending.

Figure 29: Government Revenue is Low in Ireland Compared to European Neighbours:
General Government Revenue, Percentage of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. Norway is excluded from this chart as revenue is distorted by oil
revenues and returns from investments made. Countries included are Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy,
Netherlands, Portugal, Spain and Sweden.

Ireland records one of the lowest levels of general government revenue as a share of national income in Europe.*® Irish
government revenue is 4.7% of national income lower than the European average. This is equivalent to €2,600 per
person. When excess corporation tax is excluded, this gap increases to 8.6% of national income, or €4,700 per person.

Looking Beyond Europe

Developed economies outside Europe also offer useful points of comparison for Ireland. Below, we present
general government revenue as a share of national income for various developed economies. High-income
European countries consistently collect the most government revenue.

Figure 30: Ireland Collects a Similar Amount of Revenue to Other Advanced Countries:
General Government Revenue, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. ‘Europe’ here is short for high-income European average. The other
countries shown are Australia, Canada, Japan, Korea, New Zealand, United Kingdom and the United States.

45 Excess corporation tax receipts are defined as corporation tax receipts above what would be expected due to the performance of the domestic
economy. Given these receipts are not strongly tied to economic activity in Ireland, they could fall. It is also noteworthy that these taxes are
paid almost exclusively by US multinational companies. As a result, this is not tax revenue that is paid by domestic residents and does not
impact on domestic demand in the Irish economy.

46 As expected, the highest revenue levels are found in Nordic countries such as Denmark, Sweden, and Finland.
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Ireland collects a larger share of national income than any advanced non-European country shown —when headline
figures are used. However, once ‘excess’ corporation tax receipts are excluded, Ireland’s revenue levels align more
closely with countries like the UK, Canada, Japan, Australia, and New Zealand (Figure 30). In contrast, advanced
economies such as the USA and Korea collect significantly less revenue than Ireland.

7. REVENUE IN DETAIL
We can compare different categories of government revenue across European countries. This helps
highlight where Ireland collects significantly more — or less — revenue than other high-income European nations.

Income Tax and Social Contributions

Ireland collects less revenue from employment taxes than other high-income European countries (4.8% of national
income). This gap is equivalent to €2,600 per person in Ireland.*’” This section compares taxes on employment
across countries. These taxes are made up of income tax and social contributions, with the balance between the
two varying by country. To account for this variation, we consider the combined total of income tax and social
contributions (Figure 31). Ireland’s lower level of revenue from employment taxes is primarily driven by low
social contributions. Both employer and household social contributions are well below the average seen in other
high-income countries.

Figure 31: Ireland Collects Less Tax/Social Contributions on Income than its European Peers:
Taxes on Individual or Household Income Plus Social Contributions, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries. Total government revenue from labour is defined here as taxes on
individual or household income plus social contributions paid by employers and employees. The countries shown are Austria, Belgium,
Ireland, France, Italy, Netherlands, Austria, Portugal and Finland.

One factor behind this may be Ireland’s relatively young population. The State Pension and Social Insurance Fund
operate on a pay-as-you-go basis. With lower spending on old-age social protection, Ireland doesn’t need to collect
as much revenue in the short term. However, as the population ages and government spending rises, policy changes
will be needed. The Pension Commission (2021) outlined several options to ensure the sustainability of the State
Pension. These include increasing PRSI rates for employees and the self-employed, broadening the PRSI base and
raising the State Pension age.

There are plans to gradually increase PRSI rates in the coming years.*® However, these changes are modest. They
are expected to raise social contributions by around 0.2% of GNI*.** As in most countries, employee social
contributions in Ireland are a fixed percentage of income. This means the effective rate varies little across income
levels.®® As a result, social contributions tend to be less progressive than income taxes (OECD, 2024c).

“TThis is calculated using the 4.8% gap as a share of national income. This 4.8% is then multiplied by GNI* for 2023 (€291 billion) and
divided by the population in 2023 (5.3 million).

4 All classes of PRSI were increased by 0.1% on 1st October 2024. Another 0.1% increase is planned for October 2025, gradually rising to
0.2% by October 2028. See Department of Social Protection (2024) for details.

4 By contrast, the Pensions Commission (2021) proposed an increase in Class A PRSI which is double what is currently planned (see Package
1 of proposals). Smaller increases would be required if the pension age was raised (Package 2 and Package 4).

S However, those earning less than €352 per week do not pay employees PRSI. In addition, those earning between €352 and €424 per week
receive a tapered credit. As a result, they pay less than the headline rate (4.1%).
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Corporation Tax

We can also assess taxes on corporate profits or incomes. It is well understood that Ireland collects an extraordinary
amount of corporation tax (Figure 32). Some of this revenue exceeds what would be expected based on Irish economic
activity. This exceptional portion is referred to as 'excess' corporation tax. Cronin (2023) detailed that these receipts are
heavily concentrated, with just three firms paying more than 40% of Ireland's corporation tax in 2022.

Figure 32: Ireland is Collecting an Extraordinary Level of Corporation Tax:
Taxes on Corporate Profits or Income, Percentage of National Income
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Sources: Eurostat, CSO, Budget 2025 and Fiscal Council estimates.
Notes: GNI* used for national income in Ireland, GDP for other countries. Excess corporation tax receipts for 2022-2023 are taken from
Budget 2025. Figures for previous years are Fiscal Council estimates. Countries shown are Belgium, Denmark, Ireland, France, Italy,
Netherlands, Austria, Portugal, Finland and Sweden. Detailed data for Spain and Germany was not available.

Compared to national income, Ireland collects more than twice the average amount of corporation tax of other
high-income European countries. Even when “excess” corporation tax is excluded, Ireland still collects well above
average levels of corporation tax. This partially reflects the unique structure of the Irish economy (Figure 33).
According to Cronin (2023), 90% of Irish corporation tax in 2021 came from the ICT and pharmaceutical sectors.
Ireland has a much larger presence of pharmaceutical and tech firms than other European countries.>! Ireland has
historically had a larger presence of these sectors, and this gap has widened since 2019.

Figure 33: Ireland has Unusually Large Pharma and Tech Sectors:
Percentage of Total Employment Accounted for by Pharmaceuticals and ICT
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Sources: Eurostat.
Notes: Employment in the information and communications sector (NACE code J) and pharmaceutical sector (Nace Code C21, Manufacture
of basic pharmaceutical products and pharmaceutical preparations) as a share of total employment is shown. Countries shown are Belgium,
Denmark, Germany, Ireland, Spain, France, Italy, Netherlands, Austria, Portugal, Finland, Sweden and Norway.

51 We use the category “Manufacture of basic pharmaceutical products and pharmaceutical preparations” (NACE Code C21). For more on
how the pharmaceutical sector has developed in Ireland, see Van Egeraat and Barry (2009).
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Taxes on Production and Imports

Taxes on products and imports are another important source of government revenue. Consumption taxes, such as
Value Added Tax (VAT) in Ireland, make up a large portion of this revenue. This category also includes other taxes
like excise duties and taxes on imported goods.3? Historically, taxes on products and imports have been higher in
Ireland than in other high-income European countries. However, this has steadily declined in recent years, mainly
due to decreasing revenue from excise duties on alcohol, tobacco, and petrol. As a result, this revenue source is
now below average for a high-income European country (Figure 34).

Figure 34: Taxes On Production And Imports Have Fallen In Ireland:
Taxes On Production And Imports, Percentage Of National Income
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Notes: GNI* used for national income in Ireland, GDP for other countries.

As Ireland transitions away from fossil fuels, certain government revenue streams are expected to diminish.
Notable examples include excise duties and the carbon tax. According to Casey and Carroll (2023), this shift could
result in a reduction of approximately 1.5% of GNI* in government revenue over the medium term.

8. CONCLUSIONS
While countries can choose to pursue a high-tax, high-spend model or a low-tax, low-spend one, there are other
factors that play a role. Demographics and economic growth have a sizeable impact on tax and spending levels at
any given time. This paper looks at the size of government in Ireland compared to other countries, taking these
factors into account. At first glance, Ireland appears to be a low-tax, low-spend country relative to other high-
income European countries. However, this is largely driven by Ireland’s relatively young population and strong
economic growth.

Ireland has a relatively young population, with fewer people aged 65 and over. A younger population means the
government currently spends less on pensions and healthcare than it otherwise would. As Ireland’s population
ages, spending in these areas is expected to rise. This demographic shift will gradually bring Ireland’s government
spending more in line with levels seen in other European countries. Ireland’s strong economy also helps explain
why it is currently spending less as a proportion of its national income. After adjusting for these factors, Irish
government spending is 3.3% of national income lower than other European countries (€1,800 per person).

One area where Ireland is already a relatively high spender is healthcare. As the population ages, this is likely to
rise further, making Ireland even more of an outlier compared to other countries. Education is another area of
interest. Ireland spends less than the European average but delivers above-average results. This suggests strong
efficiency in education spending.

Ireland collects a lower level of government revenue than most other high-income European countries. This is
equivalent to 4.7% of national income, or €2,600 per person. When excess corporation tax is excluded, the gap
increases to 8.6% of national income, equivalent to €4,700 per person. This is mostly due to social contributions.
Both employers and employees pay fewer social contributions than in most European countries. At the same time,
Ireland collects a very high level of corporation tax. This is partly due to the large number of multinationals based
in Ireland. These firms are highly profitable and make large payments of corporation tax in Ireland.

52 Excise duties are typically levied on goods such as tobacco, alcohol and fuel.
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Looking ahead, Ireland faces major spending pressures from an ageing population and climate change. The
recently introduced savings funds are a step in the right direction and can help offset some of these future costs.
However, these funds alone will not be able to cover all future spending pressures. As a result, additional revenue
will need to be raised, or some existing spending will need to be reallocated. The more the government sets aside
today, the smaller the fiscal adjustments required in the decades to come.

The Commission on Taxation and Welfare (2022) suggested many areas where government revenue could be
raised and the tax base broadened. Its suggestions included limiting the use of zero and reduced rates of Value
Added Tax, increasing taxes on capital and wealth, and broadening the PRSI base. These recommendations have
been largely ignored to date. The recent Future Forty publication (Department of Finance, 2025) highlights the
scale of the challenges the public finances face. Without policy changes, substantial deficits would be run from
the mid 2030’s onward. This would result in the debt to GNI* ratio reaching 100% by 2057 and continuing to
increase thereafter.
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FIRST VOTE OF THANKS PROPOSED BY THOMAS CONEFREY, CENTRAL BANK OF IRELAND

Overview and Research Question

Congratulations to the author on this insightful paper addressing the research question of how Ireland's
government spending and revenue compare to other high-income European countries. Using a methodology that
adjusts for demographic differences and economic cycle effects, the key finding is that Ireland appears as a low
tax, low expenditure country. The analysis finds that this characterisation largely reflects favourable demographics
and strong economic growth rather than deliberate policy choices. The research provides clear, policy-relevant
analysis that moves beyond simple headline comparisons, offering insights into the structural factors shaping
Ireland's fiscal position relative to peers.

Methodology

A central element of the analysis involves age-adjusting spending to account for demographic differences,
particularly the proportion of the population aged 65 and over. The methodology takes the ratio of the EU
population over 65 to the 65+ Irish population to derive an adjustment factor. This implicitly assumes that
expenditure increases in a linear manner with age. When these adjustments are applied, Ireland's old-age social
protection spending appears much closer to Berlin (EU levels) than headline figures suggest. However, the
presentation raises important methodological considerations. These include whether the over-65 age-adjustment
assumption adequately captures non-linear spending patterns for the oldest cohorts (80+). The old-age adjustment
factor based on the population aged 80+ stood at 1.7 in 2024, versus 1.3 in the paper using the 65+ population
(Figure 1).

Figure 1: Old-Age Adjustment Factor Using Population Aged 80+
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Moreover, it is worth considering whether the demographic adjustment fully accounts for other determinants of long-
term ageing costs, such as differences in the role of migration and family structure in Ireland compared to other
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countries. Another potentially useful extension of the analysis would be to consider more explicitly the role of public
investment. Over the period 2020 to 2016, this fell to very low levels in Ireland by historic comparison and relative
to the euro area, such that the increase in the public capital stock fell behind the growth in population. To what extent
did the low levels of public investment expenditure in Ireland over this period affect the cross-country comparison?

Policy Considerations

The analysis highlights several policy-relevant concerns. It draws attention to dimensions of narrowness in Ireland’s
tax base, focussing in particular on income tax and corporation tax. There is evidence of narrowness beyond these
headings, and it would be worthwhile for the analysis to consider indirect taxes, in particular VAT. Additionally, the
presentation identifies a substantial increase in general government expenditure between 2019 and 2025 that has not
been fully matched by increases in sustainable revenue, alongside concerns about (too) low public capital spending.
These findings raise important implications for the assessment of long-term fiscal sustainability. The analysis
focusses on benchmarking the level of public spending in Ireland relative to peers — a useful extension for further
work would be to draw out what the analysis implies for the longer-term sustainability of the public finances.

SECOND VOTE OF THANKS PRPOSED BY JOHN FITZGERALD,
ECONOMIC AND SOCIAL RESEARCH INSTITUTE
It gives me great pleasure to second the vote of thanks to the author, Niall Conroy, for an important and very informative
paper. The comparative perspective adopted is valuable, helping us see where Ireland is different and where there are
similarities with our partners. In doing this it points us to how our performance might be improved in the future. In
particular, it provides detailed analysis of how the expenditure in Ireland on key areas is affected by the rather different
demographics relative to our EU neighbours. This is important as it provides guidance as to how our public finances
will be affected in the longer term by the changing population structure, including ageing. The results of this detailed
analysis are generally consistent with the analysis in the Department of Finance paper Future Forty.

Ageing

One interesting conclusion of this paper is that “Even after adjusting for demographics, Ireland still spends
significantly less on old-age social protection - 2.3% of national income below the European average in 2023.” As
the author indicates, this lower expenditure has not resulted in significant rates of poverty among pensioners.
However, to date in Ireland most of the elderly population own their own homes. In the future this may not be the
case and this could require a significant increase in state support for the growing elderly population in the future.

Public Sector Pay

In the run up to the financial crisis public sector pay rates rose very rapidly, in some cases moving the public sector
out of line with what was happening in the private sector. With the huge challenges facing the public finances, a very
painful downward adjustment had to be made in public sector pay rates in the period 2009-2012. Figure 1 shows the
relative development of public and private sector pay rates since 2008. Average earnings in the public sector peaked
in 2009 at 1.55 times rates in the private sector. By 2016 this ratio had fallen to 1.4 and it has fallen further to 1.3 in
2021 and stabilised at that level in recent years. A very important factor in the decline in the ratio in more recent
years has been the rapid growth in key sectors dominated by private sector firms (and MNEs), which have
dramatically increased their employment of people with third level qualifications. (Figure 2). This means that
graduates entering the labour market face a much wider range of opportunities than they did 40 years ago, or even
20 years ago, and this has been reflected in rising average earnings.

Figure 1: Private / Public Earnings
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Figure 2: Graduate Share of Employment
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This rise in private sector earnings (and employment) relative to the public sector has resulted in a rapid increase
in revenue from taxes on income, which are disproportionately driven by the growth in higher incomes. At the
same time, as average public sector earnings rose more slowly than the private sector, this eased the pressures
from increases in public sector employment. Together these factors served to reduce government deficits and
increase surpluses. The question is will this continue.

Figure 3 shows average earnings for the three key public dominated sectors and for two key private sector
dominated sectors where there is a very high share of graduate employment (Figure 2). What it shows is that
average earnings in the IT and professional services sectors have risen much more rapidly than in the 3 public
sectors shown. There is now a growing gap between these public and private sectors.

Figure 3: Average Earnings
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While a major readjustment was needed after the boom years of the early 2000s, the public sector needs to continue
to hire skilled graduates in administration, education and health. Increasingly these sectors are having to compete
with private sector employers.

For existing employees in the public sector in their mid-30s, or older, most of them are housed. However, for
younger labour market entrants the cost of living, including housing, is different, and jobs in teaching or the civil
service may look uncompetitive relative to what is on offer elsewhere. This may mean that in the future public
sector pay rates will have to track private sector rates, putting greater upward pressure on public expenditure than
we have seen over the last decade.
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Education

As the paper shows Ireland spends less on education than would be suggested by our larger youth population.
During the 1980s fiscal crisis, while cuts were applied in all areas of public expenditure, teachers remained
relatively well paid. This was sustained by having much larger class sizes than in many other EU countries. The
relative scores on pupil attainment in the 1990s and 2000s showed that this policy was a success. Good teachers
produced good outcomes, and these outcomes were relatively unaffected by class size. (See research by Hannan
et al. in the 1990s).

As shown in Figure 4, in the past 25 years the pupil teacher ratio has fallen very substantially in Ireland. While
the outcomes for pupils still appear to be very good, the greater teaching resources don’t appear to have produced
obvious major long-term benefits. This raises the issue as to whether, if in the future pay rates in education are to
keep pace with rapidly growing salaries in related private sector businesses, part of the cost might be offset by a
reversion to the slightly larger class sizes common 15 years ago.

Figure 4: Pupil-Teacher Ratio
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Public Investment

The share of public sector expenditure going on investment is being ramped up. It is widely acknowledged that
this is essential for future growth and the welfare of the population. It will put increasing pressures on the public
finances. The problems of implementation have rightly received major attention in recent months. Hopefully, they
will begin to be addressed. However, there are a number of other features of public investment that need to be
considered to ensure, not only value for money, but also that the financial cost to the state of its investment
programme is minimised.

Water is an example of what not to do and one where, in particular in the aftermath of the financial crisis, the
financing model adopted severely constrained necessary investment while, simultaneously, adding to budgetary
pressures. If Water were financed by a commercial utility, which funded itself through charges for services
rendered, while still being owned by the state, it would not be part of government revenue, expenditure and
borrowing. Instead, as its activities are part of the government’s budget, its investment was severely constrained
in the period 2013-20 at a time when the state-owned ESB was able to invest as required.

We need major investment in water services. In 2024 the total of the wage bill, investment, and depreciation in
the water sector amounted to just under €2.5 billion. If water were a commercial state-owned company this
expenditure would be taken off the government’s budget. Future activity would be determined by what the
economy needed, even in times of budgetary stress, to be funded by user charges. Thus, in comparing the Irish
public sector investment with that in other countries account should be taken of differences in the coverage of the
public sector.
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The state owned energy utilities shows the success of this model. The ESB were able to borrow to fund their
ongoing investment before the Irish government returned to the market. Importantly, as a commercial company,
it has paid a significant dividend to the state, while retaining profits to build up its equity. In turn this equity has
allowed it to borrow at competitive rates to finance a large investment programme. The commercial nature of this
firm is reflected as a substantial state financial asset, which is deducted from the national debt to arrive at the net
debt.

This year the state will borrow an additional €3 billion to inject additional equity into the ESB and EirGrid to
allow them to undertake an even more ambitious investment programme. This will add to the national debt, but
also to the state’s assets, leaving the net debt unchanged. As a purely financial operation it is not part of the
government borrowing requirement.

There have been some suggestions that the equity investment will allow lower electricity bills. This is wrong — it
is not a subsidy to energy utilities and they will be expected to return a larger profit to fund their larger asset base.
In a very unwise move the French government forced their state-owned electricity utility EDF to borrow to keep
bills low after the Ukraine war. This was a hidden subsidy, off the French State’s balance sheet. We should ensure
no such repetition here.

A final aspect of state investment is housing. As the paper shows, as a share of national income, government
spending on housing in Ireland is the second highest in the Eurozone. The paper highlights the fact that the state
cannot hope to maintain its share of a hopefully much larger investment in housing in the coming years. The issue
of the return on the housing investment of the state is rarely discussed. The investment is primarily destined to
increase the supply of social housing. Initially the rent received from most new tenants under the differential rents
scheme will not reflect the financial cost to the state. This reflects the low incomes of new tenants. However, the
rent scheme needs to be reformed so that, if the household income rises substantially, the rent also rises towards
more commercial levels. With welcoming the return to growing the stock of social housing, the financing model
for this investment needs further analysis, and the way that housing stock is maintained needs reform. Too often
the stock has been allowed to decay over time, something that is not reflected in the valuation of that state asset.

Adaptation

Finally, the state will have to fund much greater investment in adapting to climate change, including sea level rise.
Failure to do so could result in huge damage to the physical infrastructure of the country in the future. While this
will play out over the rest of the century, a detailed assessment is needed now of the likely investment needs and
its likely timing.

Conclusion
I would like to end by thanking the author for a very useful and stimulating paper. It shows the challenges that the
state is likely to face in the future, and also some of the opportunities.
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