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Ireland has been deemed not to have an "excessive deficit", despite the fact that the1    

level of public debt has been above the reference level of 60% of GDP, because - in the words
of Treaty Article 104c(2b) - "the ratio is sufficiently diminishing and approaching the reference
value at a satisfactory pace"
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Introduction

On the 25th March the Commission and the European Monetary Institute published their
separate reports on progress towards meeting the convergence criteria for Economic and
Monetary Union.  In addition, the Commission published its Recommendation on which Member
States had qualified to participate in the Single Currency on 1st January 1999. Its assessment
was that eleven countries met the criteria: Austria, Belgium, Finland, France, Germany, Ireland,
Italy, Luxembourg, the Netherlands, Portugal and Spain. Denmark and the UK had met the
criteria, but had exercised their right to "opt out" for the time being.

This Recommendation now has to be confirmed by the Council of Economic and Finance
Ministers (ECOFIN); by the European Parliament; and, for final decision, by the European
Council of Heads of State and Government on 2nd May.  

*

An article in The Economist of 17th May 1997 described Ireland as "Europe’s Tiger Economy".
The rate of growth was over 10% in 1995 and over 7% in 1996 ("an East Asian rather than West
European pace"). Inflation was stable at well under 2% a year. The budget deficit was under 1%
of GDP in 1996, and was only 1.2% by January 1998. The level of debt is falling rapidly towards
the 60% Maastricht reference level, after soaring to 120% of GDP in the ten years to 1987.
"From basket-case to ’emerald tiger’ in ten years", commented the Economist. "Is it too good to
be true?"

The recently-published Irish Convergence Programme for 1997 to 1999 indeed indicated that
recent Irish economic performance has taken even the authorities by surprise. "The targets and
projections set out in the last Convergence Programme were surpassed, in some cases by a wide
margin". 

As a result, Ireland has been identified  for over three years as one of the few Member States fully
meeting the Maastricht convergence criteria .1

In addition, political support for participation in the Single Currency is high, with some 65% of
the general public in favour. The Government of Mr. Ahern is as committed to Irish participation
in the Single Currency on 1st January 1999 as was its predecessor under Mr. Bruton. 

Nevertheless, certain problems may exist in relation to the position of the UK. Though the UK
economy meets the statistical criteria for participation in 1999,  Protocol 11 to the Treaty gives
the UK a right to "opt out". The new UK Labour Government, though not opposed to
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participation in the Single Currency in principle, has  exercised this option in relation to 1999.

Dependence of the Irish economy on trade with the UK has declined substantially from the
position before European Community membership. However, the UK still takes 27% of total
Irish exports, and supplies 36% of imports. The consumer products and food sectors, which are
large employers, invoice 60% of their exports in Sterling. A stable exchange rate with Sterling
is therefore of particular importance to Ireland. Yet the UK is not, at present,  even committed
to joining the new Exchange Rate Mechanism which will link the euro to the "out" currencies.

The recent rises in the Pound Sterling have also resulted in substantial upward pressure on the
exchange rate of the Irish Pound, with the result that it threatened to exceed the 15% upward
margin. Persistent rumours of a realignment of the Irish Pound within the ERM were finally
confirmed by a 3% revaluation on 16th. March 1998. This will prevent a "frozen" undervaluation
when the exchange rates are "irrevocably fixed" to form the euro, and permit reductions in
interest rates when the euro comes into existence. 

Compliance with the criteria

The statistics published by the Commission, the European Monetary Institute and the Irish
Government itself all show Ireland meeting all the Maastricht convergence criteria.

Table 1:  Irish indicators and the Maastricht Convergence Criteria

Inflation Long-term Budget deficit Public debt as a
interest rate as a % of GDP % of GDP

( - denotes
surplus)

1992 3.0 10.1 2.5 93.4

1993 1.5 6.2 2.7 96.1

1994 2.4 7.9 1.7 87.9

1995 2.5 7.0 2.2 81.6

1996 1.5 7.3 0.4 72.7

1997 1.2* 6.2* - 0.9 66.3

1998(est.) 2.8 - 1.1 59.5

1999(est) 3.1
Sources: EMI Annual Reports for 1994 and 1995. EMI and Commission Convergence Reports, March 25th. 1998.
* February 1997 to January 1998
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Ireland has itself, of course, been one of the reference countries determining the long-2  

term interest rate ceiling, since this is fixed in relation to the three best-performing countries in
terms of inflation rather than of the interest rates themselves.
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(a) Inflation

In 1993, an inflation rate in Ireland of 1.5% was the second lowest in the EU, making it in that
year one of the "three best performing" reference countries for the application of the Maastricht
inflation criterion. Over the following two years the annual rate was slightly higher, but stable,
at between 2% and 3%. In 1996 and 1997 the rate fell below 2%, reaching 1.2% during the
reference period of February 1997 to January 1998 (when Ireland was again one of the three
reference countries. Estimates for 1998 and 1999, however, show the rate rising again above 3%.

Chart 1: Irish Inflation, 1992-1999

* estimate

(b) Long-term interest rates

By contrast, Irish long-term interest rates have been relatively high, remaining around 7% in 1996
when those of Germany and France fell to a range around 6%. Over the years, the rates on Irish
bonds have in fact remained close to those of the UK, the yields having seldom moved more than
a few tenths of a percentage point apart. 

The figure for the reference period February 1997 to January 1998, however, was only 6.2%, well
below the specified 7.8% reference level.2
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In this period, the lowest levels were achieved by Luxembourg3  
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(c) General public borrowing as a percentage of GDP

The Irish budget deficit has now remained below the 3% Maastricht reference level, at  between
2% and 2.5% of GDP, for eight years - a record which not even Luxembourg has been able to
match.  During the period of the 1994-96 Convergence Programme the General Government
Deficit averaged 1.5% of GDP - "the second lowest in the European Union", as the 1997-99
Programme points out.   In 1997 there was a budget surplus, expected to be even larger in 1998.3

Chart 2. Irish budget deficits as a percentage of GDP
(negative = budget surplus)

  

Sources: EMI reports.  Irish Convergence Programme 1997-99

This level of deficit in 1996 and 1997 was significantly lower than that projected in the 1994/96
Convergence Programme, which aimed for a percentage at or below the Maastricht 3% reference
level. "The principal reason for this outperformance", states the 1997/99 Convergence
Programme, "was that economic growth, at an annual average rate of 7 per cent per year, was
twice the rate expected..." 

Though this might indicate that the low levels of budget deficit have largely been attributable to
cyclical factors, the 1997/99 Convergence Programme warns against giving them too much
weight. An Annex to the Programme gives estimates of the "Cyclically Adjusted Budget
Balance" since 1994. The adjusted figure for 1994 is slightly lower than the actual deficit (0.8%
of GDP rather than 1.7%). In subsequent years the figures are slightly higher: 2.6% in 1995, 1.9%
in 1996 and an (at the time estimated) 2.5%  in 1997. All these are, of course, still well below
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the 3% Maastricht reference figure.

(d) Gross public debt as a percentage of GDP

The level of Irish public debt as a percentage of GDP rose above the 60% Maastricht reference
value in the late 1970s, and rapidly increased to a peak of  116% in the mid-1980s. Since then,
however - apart from a temporary "blip" in 1993 - the total has fallen steadily, and at a
sufficiently rapid rate for Ireland to avoid being classed as having "an excessive deficit".

In 1998, the level of debt is projected to fall below the 60% of GDP reference figure

Chart 3: Irish debt as a % of GDP, 1960 - 1998

      
      1970                 1980    1990       1998

Source: EUROSTAT, EMI and Convergence Programme 1997-99 (1998  forecast)

(e) Normal ERM fluctuation margins

Despite periods of intense pressure on parities in 1993, and again in 1995, the Irish Punt has
remained within the EMS Exchange-Rate Mechanism (ERM). The 1992/3 ERM crises resulted
in a devaluation of 10% on 1st  February 1993; but the Punt remained within the 15% bands of
fluctuation. 

If there was any threat to this position, it came from an unexpected direction: the sharp rise in the
parity of the Pound Sterling. There was a danger that the Punt would be dragged up, in the wake
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"The Economic and Financial Situation in Ireland: Ireland in the Transition to EMU"4    

(European Economy, No.1 1996)
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of Sterling, above its ERM ceiling.

Chart 4: Irish Pound against the D-Mark

Sources: EMI and Financial Times

In the event, this situation was resolved on 16th March 1998 by a 3% revaluation of the Irish
Pound’s parity within the ERM. This will make possible further falls in interest rates as these
converge towards a single euro rate on January 1st 1999. 

Table 2: Irish interest rate forecasts

Current 1 month 3 month 6 month

1 month money 6.00 5.90 5.30 4.50

3 month money 5.56 5.40 5.00 4.50

6 month money 5.06 4.90 4.70 4.50

Source: AIB Group Treasury, quoted in Business Post, 22.3.98

(f) Economic growth

A recent number of  European Economy  outlined in detail the progress of the Irish economy4
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"To judge living standards, it is better to add to GDP the income earned by foreign5  

assets, and to deduct from it the incomes paid to foreign creditors. That gives you GNP".
(Economist) 
 

  The Economist, 17th May 1997, p.236 
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from a position well behind the rest of Western Europe in the 1960s, through the large fiscal
expansion in the 1970s, with its legacy of public debt, to the present position of macroeconomic
stability and significant growth. When Ireland joined the European Community in 1973, per
capita GDP was only 58.7% of the average (EU 12). By 1994 the figure was 81.9%, having risen
by over 10 percentage points since 1991 alone. It is now at or even slightly above the average.

Chart 5: Irish Growth and Unemployment rates

Source: EMI Convergence Report

However, the picture given by these figures may be slightly too rosy. One complicating factor
is the proportion of the Irish economy owned by foreign companies, the legacy of massive inward
investment over recent years.

 "Each year some of [Ireland’s] GDP must go to foreign owners in the form of remitted
profits. As a result, Ireland’s GNP  is about 12% lower than its GDP. Allowing for this,5

the average Irishman is still poorer than the average Briton..."6

Nevertheless, as far as economic growth is concerned, there is no doubt that the Irish economy
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Economist, May 17, 19977  
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has  recently been recording  rates substantially above the EU average - and the figures for GNP
have been much the same as those for GDP.  The +6.7% in 1994, the +11.1% in 1995, the +8.1%
in 1996 and +8.6% in 1997 (EU 2.9%, 2.4%, 1.8 and 2.6%) were, by a significant margin, the
highest in the European Union.

Moreover, the volume of inward investment has dramatically modernised the structure of the
Irish economy, major new sectors of expansion being food processing, pharmaceuticals, tele-
marketing and computers. As the Economist also observed:

"The website (www.ida.ie) maintained by the Industrial Development Agency (IDA)...tells
browsing capitalists that nearly a third of the personal computers sold in Europe are now
made in Ireland, and that the country has  received 40% of all American investment in
European electronics since 1980."

(g) Unemployment and the labour market

By contrast, the Irish rate of unemployment remains one of the highest in the EU, and has only
declined since a peak of 15.6% in 1993 to 10.8% in 1997. This is despite the fact that faster
growth has created some 20,000 new jobs each year since 1990. 

In the past, this continuing problem has been partly solved by emigration. The Economist notes
that:

"more than half those who left school in the early 1950s had emigrated by 1961." 
 
In recent years, however, this trend has reversed - more people are now moving to Ireland than
are leaving. In addition, the rate of economic participation by women is rising rapidly. These, as
well as demographic factors, are greatly expanding the work-force.

Nevertheless, this work-force has a number of advantages. It 

"combines the English language with a zealously pro-European outlook", and is "well-
educated...., particularly at the upper end.  

If it is any guide to priorities, Ireland pays teachers more in relation to average earnings
than any other OECD country" .7

(h) The balance of payments

Finally, Ireland has continuing and substantial trade and current account surpluses. Exports
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continue to grow strongly, despite the appreciating currency and low growth rates among some
of Ireland’s main EU trading partners.

Chart 6: Irish Current Account surplus (% GDP)

   

Source: EMI Convergence Report. The series is based on the definition contained in the 5th edition of the IMF
Balance of Payments Manual.

(i) Economic prospects

The Irish economic growth rate is now expected to continue at an average rate of above 5% per
annum (in terms of GDP) over the next few years. Moreover - and in contrast to the period since
1990 - the "employment intensity" of growth is expected to be higher from now on. The 1997-99
Convergence Programme forecasts that total employment will grow by 114,000 jobs (i.e. + 2.9%)
per annum over the three-year period.  However, the population of working age will also increase
by 15% over the next few years, increasing the pressure to create more jobs. Among the
necessary policy responses, the European Economy study identifies, in particular, reform of the
taxation and welfare systems and correcting skills mismatches. 

The Convergence Programme outlines the policies which the Irish Government is putting in place
to meet these challenges, a key element of which is the Partnership for Inclusion, Employment
and Competitiveness agreed between the Government and the social partners. This maintains the
consensus approach to economic policy formation which has been developed over the years since
the 1988-1990 Programme for National Recovery. These "social partnership arrangements", the
1997-99 Convergence Programme argues, have been important in delivering "wage moderation,
low inflation, fiscal discipline, and in recent years, strong employment growth".
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Colm McCarthy in the Sunday Independent, 15th December 19968  
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Political issues

All major Irish political parties broadly support the move to a Single Currency, as does business,
the trade unions and public opinion. This reflects a high degree of optimism about the economic
consequences of EMU for the Irish economy. A survey of the Irish financial service industries
in May 1996, for example, found a substantial majority believing that the industry’s
competitiveness would increase as a result, with 80% of the insurance industry taking that view.

A poll of company directors carried out by the Irish Institute of Directors in November 1996
found that 91% were in favour of Irish participation in EMU at the beginning of 1999; and 87%
that Ireland should join the Single Currency even if the UK stayed out.

The UK problem

Outright opposition to Irish participation in EMU on any terms is indeed very limited. However,
at a hearing in the Finance Committee of the Daíl (the lower house of the Irish Parliament) in
1996, representatives of Small and Medium-sized Irish companies raised doubts about Irish
membership in the event of the UK remaining outside.  The employment effects of any reduction
in the competitivity of Irish exporters to the UK would be even greater than indicated by the trade
statistics alone (see Introduction to this Briefing).

A detailed sectoral analysis of the issue carried out by the Irish Economic and Social Research
Institute, published in mid-1996, indeed found that the benefits of Irish participation in Stage 3
of EMU would be considerably greater if the UK were also to participate. If both Ireland and the
UK joined, total employment in Ireland would be 20,000 higher, with GNP 1.4% higher on
average. If the UK stayed out, the gains might only be 10,000 jobs and a 0.4% rise in GNP.

Certain commentators have recalled the problems that beset the Irish economy after the £ Sterling
left the EMS Exchange Rate Mechanism in the crisis of September 1992. The Irish Punt
remained within the Mechanism's narrow band of fluctuation, but 

"Sterling collapsed, and the Irish pound soared from the low 90s [value of Irish Pound as
a % of £ Sterling] to 110 at the highest point. The sharp revaluation put severe pressure
on many Irish businesses, and eventually the Government devalued to end the crisis".8

The current situation is, however, the reverse of that experienced in 1992-3. The Pound Sterling
has now risen well above its pre-1992 ERM central rate, whereas the Irish Pound, even after the
March 1998 revaluation, is at a parity only just above 80% of the Pound Sterling.
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"EMU and the euro: Ireland’s National Changeover Plan" (Department of Finance,9  

1997)
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EU transfers post-1999

A further matter for concern is the possibility that transfers to Ireland from the European
Community Budget will be reduced after 1999. Between the late 1970s and the early 1990s,
transfers from the European Community were equivalent to between 4% and 7% of Irish GDP
each year.  EU funds have boosted Irish growth by some 2.5% a year, and have created some
30,000 jobs since 1989.

In addition, though much of the EU funding does not go through the Irish budget, it does play a
significant part in supporting public finances, and hence helping to reduce the budget deficit.

Since 1993 (the years, as it happens, when the economic growth rate has been at its highest) the
volume of European Community funding has fallen, to figure just above 4% of GDP. Ireland’s
per capita income now exceeds the EU average, and funding is likely to fall off even further.
This trend will be accentuated by  reforms to the Common Agricultural Policy - from which
Ireland has benefited substantially - and by the eventual enlargement of the European Union itself
to include the much poorer economies of Central and Eastern Europe.

After 1999, indeed, Ireland is unlikely any longer to have any special status as poor or
"peripheral". There is nevertheless confidence that the economy will  be able to hold its own. 

Preparations for the euro

Ireland’s preparations for Monetary Union are already well-advanced. A National Changeover
Plan has been published , "based on the assumption that...EMU will start on 1 January 1999 and9

that Ireland will be a member of it from the outset". It outlines the arrangements which are being
made in the fields of finance, taxation, social security payments, etc. both when EMU Stage 3
starts at the beginning of 1999, and when euro notes and coins are introduced in Ireland in 2002.

Among the initiatives being taken under the Plan is a National Information Programme, the
first phase of which includes the Forfás Business Awareness Campaign. Task forces
established by the Department of Finance include representatives of Trade Unions, employers’
organisations, farmers, small businesses, professional bodies, etc., as well as branches of the
administration. 

Once the decision on EMU participation has been made in 1998, a Currency Changeover
Board will be established to oversee detailed implementation. The Plan outlines the action to be
taken by the Department of Finance itself, the Central Bank of Ireland, commercial banks and
building societies, the National Treasury Management Agency, the Irish Stock Exchange, the
Revenue Commissioners, the Department of Social Welfare and other government departments.
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Among these changes in 1999:

! All new Irish Government bonds, etc., will be denominated in euros. Outstanding bonds
will be redenominated in euros.

! Irish equities will be quoted, traded and settled on the Irish Stock Exchange in euros only

! The Revenue will accept the submission of tax returns, and the payment of any tax, in
either Irish pounds or euro.

Social welfare payments, however, will continue to be made in Irish pounds until the euro notes
and coins come into circulation.


