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Introduction

Regulation (EU) 473/2013 of the European Parliament and of the Council (part of the so-called
‘two-pack’) introduces a common budgetary timeline for euro area Member States.
Specifically, Draft Budgetary Plans for the forthcoming year must be submitted to the
European Commission and to the Eurogroup between the 1°t and the 15" October each year.

The document herein is being submitted to the European Commission and Eurogroup in
accordance with the Regulation.

This Draft Budgetary Plan has also been laid before the Houses of the Oireachtas. It is
consistent with Budget 2020, which was presented to Dail Eireann on 8" October 2019,

The format and content of the document are in line with the requirements of the ‘Code of
Conduct’ which jnter alia requires macroeconomic and budgetary forecasts for the current and
forthcoming years (in this case 2019 and 2020). Pre-Budget macroeconomic forecasts for this
year and next were endorsed by the Irish Fiscal Advisory Council (IFAC), as required under
article 4(4) of the Regulation.

The analysis and forecasts contained in this document are based on data to early October. All
data presented herein are on an ESA 2010 statistical basis.
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Summary

Many of the risks identified in the Department’s spring forecasts have now come to pass. The
global economic backdrop is much less benign than previously assumed and, for budgetary
planning purposes, the UK is now assumed to exit the EU at end-October without ratifying the
Withdrawal Agreement.

This Draft Budgetary Plan is based on GDP growth of just 0.7 per cent for next year, following
a projected outturn of 5.5 per cent growth this year. The deceleration reflects the economic
impact of a disorderly UK exit from the European Union, the central scenario upon which the
Irish Government’s budget planning is based. Given the unprecedented nature of such a
shock, the uncertainty attached to this point-estimate is much higher than normal, with risks
skewed to the downside. The macroeconomic forecasts contained in this document were
produced by the Department of Finance and subsequently endorsed by the frish Fiscal
Aavisory Council on the 30" of September 2019."

A headline general government surplus of 0.2 per cent of GDP is projected for this year,
unchanged relative to the spring forecasts. For 2020, however, the headline balance is
expected to move into deficit, largely on foot of weaker revenue growth associated with the
Brexit-related slowdown. A deficit of 0.6 per cent of GDP is in prospect for next year.

The ratio of debt-to-GDP is projected to continue its downward trajectory, reaching to 59.3 per
cent by the end of this year, below the 60 per cent threshold set out in the Stability and Growth
Pact for the first time in the post-crisis era. A further decline to 56.5 per cent of GDP is
projected for next year.

' The endorsement |etter from the Chairman of the IFAC is available at;
https://fassets.qov.ie/34855/fe9db7202e7044089e8c0dbbc4207fal.pdf

The presentation provided by Department of Finance staff to the IFAC is available at:
https://assets.qov.ie/34856/7d7300227c4a4d418e62b47a 8a01dc2 pdf
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Section 1
Economic Developments and Outlook

1.1  External Environment: implications for the Irish economy

Several external factors appear to be weighing on the global economy at present. Some of
these are cyclical in nature, including a ‘natural’ end to what has been a prolonged cyclical
upswing in many regions. More problematic, however, are several structural developments
that are undermining growth prospects. For instance, the pace of global economic integration
has slowed, with evidence that cross-border supply chains have begun to unravel, a
phenomenon that pre-dates the economic tensions between the US and China. Heightened
uncertainty — including that related to the rules-based multilateral trading framework — is
weighing on investment in advanced economies, depressing demand in the short-term and
holding back productivity in the medium-term. From an Irish perspective, any rolling back of
globalisation is problematic, given the integration of Irish production in global value chains.

A more immediate concern from an lrish perspective is the United Kingdom's exit from the
European Union which, for budgetary purposes, is assumed to occur without ratification of the
Withdrawal Agreement at the end of October, i.e. a disorderly exit. This will involve a
significant shock to the Irish economy, albeit one with considerable sectoral heterogeneity.
UK-facing firms (especially small- and medium-sized enterprises (SMEs)) and the agri-food
sector are among those sectors most exposed to a fall in demand, while parts of the retail
sector — often characterised by just-in-time supply chains — are vulnerable to supply disruption.

Against this difficult external backdrop, a sharp slowdown in the pace of Irish economic growth
is in prospect for next year, with GDP projected to increase by just 0.7 per cent. While the
economy is projected to expand, it is very much a “two-speed” economy: sectors dominated
by multinaticnal enterprises are assumed to step up a gear, while activity in UK-facing sectors
will hit the brakes.

1.2 Macroeconomic developments 2019

Against a background of elevated global economic growth uncertainty, the data-flow over the
summer confirm that economic conditions in many of Ireland’s export markets have taken a
turn for the worse. The pace of expansion since the start of this year has slowed almost to a
standstill in several regions and has even gone into reverse in some, with signs of distress
now evident in some large emerging market economies. Moreover, forward-looking indicators
suggest that this softness in the global economy may not be short-lived.

The slowdown in Ireland’s external markets has not yet fed through to exports, although the
headline figure is being boosted by very strong growth in pharma and computer services.
Taking into account the strong growth rates recorded in the first half, export growth this year
is now projected at just over 10 per cent.

Domestically, a range of indicators point to a moderation in the pace of (underlying) domestic
demand growth (the headline figure is distorted by a surge in investment in intangible assets
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in the second quarter — the transactions are GDP-neutral as the assets were sourced from
abroad). Retail sales and vehicle licenses, as well as the Department's own ‘now-cast’
models, point to growth in consumer spending of 2.7 per cent this year, a moderation on
growth rates recorded in recent years. Despite solid growth in employment and incomes, and
continued muted inflation, consumption growth appears to be lagging somewhat, with an
elevated savings rate as a result. Household consumption decisions appear to have been
affected by heightened uncertainty associated with Brexit, as reflected in very weak consumer
confidence in recent months.

Madified investment is now expected to grow by only 3.2 per cent this year, about 4 percentage
points below expectations in the spring forecasts. Private investment is being squeezed by
the twin uncertainties of Brexit and the broader global downturn, with machinery and
equipment investment (excluding aircraft) particularly weak as a result. On the housing side,
completions data for the year to date are indicative of a modest softening in the pace of
expansion; 21,000 additicnal units are expected to be completed this year, a 17 per cent
annual increase.

Import growth is projected at 22.6 per cent, broadly in line with final demand (headline final
demand is inflated by the impact of IP on-shoring in the second quarter). Therefore, overall
GDP growth this year is projected at 5.5 per cent, an upward revision of just over 1%
percentage points since the SPU publication last April.

1.3 Macroeconomic QOutlook 2020

For next vear, the external economic environment is expected to become even more
challenging. Rising trade tensions, wider geo-political developments and the prospect of a
disorderly Brexit are projected to weigh on Irish economic activity in 2020 (box 1). Most
notable is the impact on exports: model simulations suggest that the impact of a disorderly
Brexit will reduce Irish exports by around 5 percentage points, a figure which has been
incorporated into the short-term projections. Weaker demand in the UK and the impact of
(WTQ) tariffs are the main channels through which exports are affected.

Heightened uncertainty is expected to hold back investment, most notably in the small- and
medium-sized enterprise sector, while consumers are expected to adopt a cautious approach
by increasing savings from disposable income. In overall terms, a disorderly Brexit is
projected to slow GDP growth to just 0.7 per cent next year.
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Table 1: external assumptions, per cent change (unless stated)

2018 2019 2020
External GDP growth
: United States 4.6 29 2.2
Euro area 3.0 341 2.7
United Kingdom 0.7 2.7 1.0
Technical assumptions
Euro-sterling exchange rate (€1=) 0.88 0.89 0.90
Euro-dollar exchange rate (€1=) 1.18 1.12 1.10
Brent crude (dollars per barrel) 71.6 63.1 875

Qil prices (futures) in 2019 — 2020 are calculated on the basis of futures markets as of mid-September 2018.
Exchange rate outturns as of mid-September 2019 and unchanged thereafter.

It is important to note that the economic forecasts outlined in this table are on the basis of an orderly exit of the UK
from the EU. The Department of Finance forecasts are based on the assumption of a disorderly exit, necessitating
an element of judgement when compiling the external demand assessment.

Source; IMF World Economic Qutlook (April 2019 Update) with adjustments to 2019 and 2020 calculated based on
OECD Economic Outlook (September 2019).

Table 2: macroeconomic prospects

2018 2019 2020

) year-on-year per cent change
real GDP 8.2 55 0.7

nominal GDP 2 59 2.4
real GNP 6.5 4.3 -0.1
components of GDP year-on-year per cent change
personal consumption 3.4 27 14
government consumption 4.4 45 35
investment -21.1 50.4 -24.0
stock changes” -1.7 -0.1 0.0
exports 10.4 10.2 0.9
imports -2.9 22,6 -6.5
contributions to real GDP growth annual percentage point contribution
domestic demand (excl. stocks) -5.0 13.2 7.2
net exports 154 7.6 7.9
_stock changes -1.65 -0.1 0.0
statistical discrepancy -0.6 0.0 0.0

Rounding can affect totals.
A contribution to GDP growth.
Source: 2018 - CS0O; 2019 to 2020 - Department of Finance.
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1.4 Price Developments

For 2019, energy price inflation is expected to ease over the remainder of the year,
notwithstanding recent developments in wholesale markets and the geopolitical uncertainty
surrounding oil supply. The moderate appreciation of the euro-sterling bilateral exchange rate
may result in a slight decrease in goods import prices. On the domestic front, some pick-up
in services price inflation is expected inter alfa reflecting reasonably strong domestic demand
as well as increasing wage inflation. For the year as a whole, inflation in Ireland is forecast at
0.9 per cent, with ‘core’ inflation projected at 1.0 per cent.

For next year, a disorderly Brexit however is expected to increase the rate of consumer price
inflation in Ireland, largely due to higher tariffs on imported goods. HICP inflation in Ireland
next year is forecast at 1.3 per cent, with ‘core’ inflation projected at 1.5 per cent (table 3).

Table 3: price developments, per cent change

2018 2019 2020
GDP deflator 0.8 0.4 1.6
Personal consumption deflator 1.8 1.7 d.f
Harmonised index of consumer prices (HICP) 0.7 0.9 123
Core HICP inflation 0.2 1.0 1-5
Export price deflator (goods and services) -0.2 0.0 s
Import price deflator (goods and services) 2 0.6 15
Terms-of-trade (good and services) -1.3 -0.6 0.0
A*Core’ inflation excludes energy and unprocessed food.
Source: 2018 - CSO; 2019 to 2020 - Department of Finance.
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Box 1: constructing a disorderly exit macroeconomic forecast

The Irish Government decided in September that Budget 2020 will be based on the assumption of a
disorderly Brexit in the final quarter of this year. This necessitates the production of macroeconomic
forecasts based on a disorderly exit. Operationalising this involved a number of steps, set out in figure 1
below.

Figure 1: Operational Sequencing

Weaker
SPL external
: * demand

Source: Department of Finance

* Counter- Apply Budget
foctual CosMo 2020
) ccenario rmodel projection

First, an updated assessment — incorporating new economic information —was made regarding the short-
term outlook for the economy, based on the assumption that an orderly UK exit takes place. Since the
Department's spring forecasts, the outlook for the world economy has deteriorated, warranting a
downward revision to the export growth forecast for next year. |Implicit within this view is an assumption
that the rapid expansion in computer services tapers in 2020. On the domestic front, a moderation in
(modified) domestic demand has become evident, suggesting more modest growth, including in
employment.

Table 4: Deal Counterfactual Projection

Growth rate (unless otherwise stated) 2018 2019 2020
GDP 8.2 5.9 3.1
Employment growth 29 24 i1
Unemployment rate 5.8 5.2 5.1

Source: Department of Finance

The results of this ‘counterfactual’ deal scenario are presented in table 4. Once this counterfactual
projection has been produced, the results of joint work by the Department of Finance and ESRI using the
COSMO macroeconomic model are then applied to these projections in order to produce a disorderly exit
forecast? In applying these results to construct a short-term forecast, it is important to note that these
models are mainly anchored in the medium-term: the model results are primarily used to determine the
level of output and employment in the medium-term (see box 5 in the Budget 2020 Economic and Fiscal
QOutfook publication).

Accordingly, a number of adjustments are necessary. Firstly, expert judgement is used alongside the
model predictions to calibrate the short-term impact and to assess the year-to-year trajectory. Secondly,
an adjustment arises because of timing; the original modelling work assumed a Brexit shock in the first
quarter of this year and this has now shifted to the fourth quarter. Finally, an assumption is required
regarding the timing of increased FDI flows (relocation of existing investment from the UK and diversion
of new investment from the UK). In the no-deal forecasts, the additional FDI flows are assumed to occur
with a 2-year lag, I.e. there is no additional (Brexit-induced) inward FDI for 2 years (see figure 2).

Z A See Bergin et af (2019): Ireland and Brexit: modelling the impact of deal and no-deal scenarios. Available at:

https://www.gov.ie/en/publication/cad1b6-r/
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Figure 2: Impact of Brexit on Ireland (real GDP, employment 2018=100)

Source: Department of Finance

125
w0 brexit 114 o Brexit
e 22l baseline 4 s el baseline
-0 deal | 112 0 deal - g
120 |
4 o /
115
108
Mo deal scenario
110 = =
=3.8 percent Employment 2.1 per
below no Brexit cent below ‘no
- Counterfactual o g
deal scenario =
d Counterfactual deal
2 per cent lower 102 scenario = 1 per
cent below
100 100
2018 2019 2020 2021 2022 2023 2024 2018 2019 2020 2021 2022 2023 2024

The central forecast set out above in this document is the Department’s best assessment — combining
model results with expert judgement — of the short-to-medium term prospects for the Irish economy.
However, given the uncertainty associated with such an unprecedented event, the impacts could
potentially be more severe, especially in the short-run. These could arise, for instance, if a disorderly exit
was to have significant supply-chain disruption that inhibited the completion of final products, or if the
impacts were to disproportionally fall on certain groups for whom reallocation to other activities was not
feasible. Over the medium-term, output would be lower if the assumed uptick in foreign direct investment
did not materialise.
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1.4 The Labour Market

An expansion in employment of 2.4 per cent (54,000 persons) is projected for 2019, with the
unemployment rate averaging 5.2 per cent. The impact of the assumed disorderly UK exit in
the fourth quarter of this year is not expected to have an immediate impact on the labour
market, with some of the impact essentially already ‘priced-in’ to hiring decisions that have
already taken place. However, the impact in 2020 will be very significant, as the initial shock
to the traded sector feeds through to the rest of the economy. Employment growth of just 0.8
per cent (19,000 persons) is projected. With the labour force also growing due to natural
increase and net migration, the number of unemployed persons is projected to rise, with an
average unemployment rate of 5.7 per cent forecast for 2020.

Table 5: labour market prospects, per cent change (unless stated)

2018 2019 2020
Employment 29 24 0.8
Unemployment rate (QNHS basis) 58 o2 57
Labour productivity® 5.1 3.0 -0.1
Compensation of employees* 5.9 6.5 4.3
Compensation per employee* 1.9 3.5 3.0
AGDP per person employed. ' '
*Non-agricultural sector.
Source: 2018 - CS0O; 2019-2020 - Department of Finance.
Table 6: sectoral balances, per cent of GDP
2018 2019 2020
Net lending/net borrowing vis-a-vis the rest of the world 106 0.1 7.0
of which:
- Balance on goods and services 331 23.5 311
- Balance of primary incomes and transfers -226 -23.4 -24.1
- Capital account
Net lending / borrowing of the private sector 105 -0.1 7.6
MNet lending / borrowing of general government 0.1 0.2 -0.6
Statistical discrepancy 0.6 0.0 0.0

Source: CSO; Department of Finance. Rounding can affect totals.
Net lending to private sector residually determined as current account less general government balance.
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Section 2
Budgetary Developments and Outlook

Tax revenue is set to increase by 4.3 per cent next year. This figure takes into account the
assumed increase in customs receipts arising from the fact that imports from the UK will be
subject to tariffs (a direct consequence of the assumption of a disorderly exit at end-October).
The bulk of these receipts (80 per cent) pass-through directly to the EU budget contribution.

On foot of these tax revenue developments as well as other factors, general government
revenue in 2020 is projected at €88.7 billion compared with €86.4 billion this year. General
government expenditure, including contingent expenditure associated with smoothing the
impact of the Brexit shock, is projected at €90.7 billion next year, up from €85.7 billion this
year. As a result, a general government deficit of €2.0 billion (-0.6 per cent of GDP) is in
prospect for next year.

Table 7: general government balance broken down by subsector, per cent GDP (unless stated)

ESA

2018 2019 2020
General government S.13 0.1 0.2 -06
: central government S.1311 0.1 0.3 -0.4
: local government S.1313 0.0 -01 -0.1
: social security funds S1314 M M M
Interest expenditure D.41 1.6 1.4 14
Primary balance 1e7 1.6 06
' One-off and other temporary measures -0.1 0.0 0.0
Real GDP growth 8.2 i) 0.7
Potential GDP growth 7S 4.9 3.2
Qutput gap (% of potential GDP) 253 2.8 0.4
Cyclical budgetary component (% of potential GDP) 1.2 15 0.2
Cyclically-adjusted balance -1.2 -1.3 -0.8
Cyclically-adjusted primary balance 0.5 0.1 0.4
Structural balance -1.1 -1.3 -0.8

Source: CSO; Department of Finance forecasts.

The debt-to-GDP ratio peaked in 2012/2013 at almost 120 per cent and has subsequently
been on a downward trajectory (almost entirely due to the large increase in nominal GDP).
This year, the debt-to-GDP ratio is projected at 59.3 per cent, below the 60 per cent threshold
set out in the Stability and Growth Pact. For next year, the debt-GDP ratio is projected at 56.5
per cent.

Net public indebtedness — which takes account of accumulated cash and other assets — is
much lower than the gross figure at 51.4 per cent of GDP at end-2019.
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Table 8: general government debt developments, per cent of GDP

2019 2020

Gross debt 58.3 56.5
Change in gross debt -4.2 -28
‘Contributions to change in gross debt ratio

Primary balance 16 0.6
Interest expenditure -1.4 -1.1
Stock-flow adjustment -0.5 -2.0
Composition of stock-flow adjustment

- Change in cash -0.2 -24
- Differences between cash and accruals P 0.3 0.3
- Net accumulation of financial assets © -0.4 -0.8
of which:

- Privatisation proceeds M M
- Valuation effects and other ¢ M M
Implicit Interest rate on debt © 2.3 2.0
Other relevant variables

Liquid financial assets ' 8.0 7.6
Net financial debt 51.3 48.9

Source: Department of Finance

Notes:

(a) As defined in Regulation (EC) No 479/2009.

(b) The differences concerning interest expenditure, other expenditure and revenue could be distinguished when
relevant or in case the debt-to-GDP ratio is above the reference value.

(c) Liquid assets (currency), government securities, assets on third countries, government controlled enterprises
and the difference between quoted and non-quoted assets could be distinguished when relevant or in case the
debt-to-GDP ratio is above the reference value,

(d) Changes due to exchange rate movements, and operation in secondary market could be distinguished when
relevant or in case the debt-to-GDP ratio is above the reference value.

(e) Proxied by interest expenditure divided by the debt level of the previous year.

(f) Liquid assets are here defined as AF.1, AF.2, AF.3 (consolidated for general government, i.e. netting out financial
positions between government entities), A.F511, AF.52 (only if quoted in stock exchange)

Table 9: Contingent liabilities, per cent GDP

2016 2017 2018
Public guarantees 1.5 01 0.0
of which linked to the financial sector
Eligible Liabilities Guarantee 05 01 0.0
National Asset Management Agency 1.0 0.0 0.0
Other 0.0 0.0 0.0
Source: Department of Finance B B
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Table 10: expenditure and revenue projections on a no-policy change basis, per cent GDP

ESA Code 2019 2020
Total revenue at unchanged policies TR 25.2 2541
of which:

Taxes on production and imports D.2 7.8 T
Current taxes on income, wealth, etc. D5 10.6 10.6
Capital taxes D.91 0.1 01
Social contributions D.61 4.4 4.4

' Property income D.4 0.5 0.4
Other 1.8 1.8
p.m.: Tax burden (D.2+D.5+D.61+D.91-D.995) 23.0 234
Total expenditure at unchanged policies TE 25.0 25.2
of which:

Compensation of employees DA 6.7 6.7
Intermediate consumption P2 39 4.0
Social payments D.62 /D.632 8.7 8.7
of which unemployment benefits

Interest expenditure D.41 14 11
Subsidies D3 0.5 0.4
Gross fixed capital formation P.51g 23 2.5
Capital transfers D9 05 0.7
Other 1.0 1.1

Source: Department of Finance forecasts
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Table 11: Expenditure and revenue targets, broken down by main components, per cent GDP

ESA Code 2019 2020
Total revenue target TR 252 25.2
of which:
Taxes on production and imports D.2 7.8 7.8
Current taxes on income, wealth, etc. D.5 10.6 10.7
Capital taxes D.91 0.1 01
Social contributions D.61 4.4 4.4
Property income D.4 0.5 0.4
Other 1.8 1.9
p.m.: Tax burden 23.0 23.4
(D.2+D.5+D.61+D.91-D.895)
Total expenditure target TE® 25.0 25.8
of which:
Compensation of employees DA 6.7 6.8
Intermediate consumption P.2 3.9 4.0
Social payments D.62, D.632 8.7 8.8

of which: unemployment benefits

Interest expenditure D.41 14 1.1
Subsidies D.3 0.5 0.4
Gross fixed capital formation P.51q 2.3 2.5
Capital transfers D.9 0.5 0.7
Other 1.0 i

Source: De'bartrhent of Finance forecasts

Table 12: Amounts to be excluded from the expenditure benchmark, per cent of GDP (unless stated)

2018 2018 2019 2020

€billion
Expenditure on EU programme matched by EU funds 0.6 0.2 0.2 0.2
Cyclical unemployment benefit expenditure* -0.4 -0.1 -0.1 0.0
Effect of discretionary revenue measures** 0.9 0.3 0.3 0.3
' Revenue increases mandated by law M M M M

*The cyclical component of unemployment benefit expenditure is derived by applying a projected cost per person
employed to an estimate of the unemployment gap (i.e. difference between the actual and structural unemployment
rates. The latter is the estimated NAWRU consistent with the harmonised EU methodology

**This captures the multi-annual impact of all discretionary revenue measures enacted in all budget
announcements to date (not just those in excess of 0.05% GDP)

M = not applicable

Source: Department of Finance forecast
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Section 3
Comparison with April 2019 Stability Programme

Tables 14 and 15 below compare the projection for the general government balance and
general government debt in the Draft Budgetary Plan (the Department's autumn forecasts)
with that at the time of the April 2018 Update of Ireland's Stability Programme (the
Department's spring forecasts).

Table 14: General government balance, per cent GDP

2018 2019 2020
GG Balance — April Stability Programme 0.0 0.2 0.4
GG Balance — Draft Budgetary Plan 0.1 0.2 -0.6
Difference (pp) 0.1 0.0 -1.0
Source: Department of Finance forecasts
Table 15: General government debt, per cent GDP
2018 2019 2020
GG Debt — April Stability Programme 64.8 61.1 55.8
GG Debt — Draft Budgetary Plan 63.5 59.3 56.5
Difference (pp) -1.3 -1.8 0.7
Source: Department of Finance forecasts
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Section 4
Distributional Impact of the Main Budgetary
Measures

Article 6(3) of Regulation 473/2013 requires Member States, where possible, to provide
information (either qualitative or quantitative) on the distributional effects of budgetary
measures. Material on the effect of Budget 2020 measures on different income categories is
presented in the Budget and some of it is reflected in this section.

The full documentation is available at:

http:/Amawv. budget. gov.ie/Budgets/2020/Documents/Budget/Budget%202020 Economic%20and%20F
iscal%200Qutlook B.pdf

The Departments of Finance, Public Expenditure and Reform, and Employment Affairs and
Sacial Protection conduct distributional assessments of proposed tax and welfare measures
in line with the Government's commitment to undertake a Social Impact Assessment (SIA) of
the Budget. An extensive volume of distributional analyses of various tax and social welfare
options has been carried out by the three Departments in the lead-up to the Budget. These
analyses are in addition to the comprehensive social impact assessment document that the
Department of Social Protection publishes in the months following the Budget.

Table 16 shows the impact on net income of changes in Income Tax and Universal Social
Charge for various categories of income earners. The calculaticns are based on specimen
incomes with the basic tax credits including the Home Carer Credit and Earned Income Credit,
where relevant. The examples do not take account of additional tax reliefs such as Mortgage
Interest Relief. Variations may arise due to rounding.
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Section 5
European Union’s Strategy for Growth and Jobs

The European Council adopted the following Country Specific Recommendations (CSRs)
for Ireland. These may be found at:

https://fec.europa.eu/info/publications/2018-european-semester-country-specific-recommendations-
commission-recommendations _en

Table 17 summarises measures taken to address the CSRs.

Europe 2020 was adopted by the European Council in June 2010 and is the growth strategy
for the Union over the period to the end of this decade. The strategy is aimed at promoting
smart, sustainable and inclusive growth inthe EU. Five headline targets for 2020 have been
set at the level of the EU as a whole, covering employment, research and development,
climate change, education and poverty. All EU Member states have committed to achieving
Europe 2020 targets and have translated them into national targets. Table 18 shows the
Irish national targets and the most important policy measures that are being taken in order
to achieve the targets set within the framework of the European Union’s Strategy for Growth
and Jobs
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Annex

Table A: Methodological aspects

Estimation
Technique

Step of the
Budgetary
Process

Relevant features of the model

lterative-analytic approach:
several partial models based on
various national account outputs.

Assumptions

Technical assumptions on trading
partner growth, exchange rates
and commodity prices are
assumed.

Demand In advance of

side endorsed and final
forecasting budgetary forecasts
Supply side  |n advance of
forecasting endorsed and final

budgetary forecasts

Potential GDP is modelled as per
the harmonised methodology
endorsed by the EPC and with
changes to reflect revisions to
Ireland's national accounts in
2015

Supply side variables modelled
endogenously to 2021 in line with
Commission approach with
mechanical closure of the output
gap between 2022 and 2024.

To forecast the capital stock from
2019 to 2021, the adjusted capital
stock level in t-1 is grown by the
net change (as opposed to the
growth rate) of the unadjusted
AMECO capital stock.

Tax forecast In advance of final

budgetary forecasts

lterative-analytic approach: partial
models based on relationship of
tax trends to macro variables

The short-term impact of tax
policy changes is included

Source: Department of Finance forecasts
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Taxation Measures for Introduction in 2020

Additional details on the meastres below may be found in the Summary of Budgetary Measures
in the 2020 Tax Policy Changes Book. The forthcoming Finance Bill will include legislative
provision where necessary.

Yield/Cost Yield/Cost

Measure 2020  Full Year
Personal Income Tax
Income Tax
An increase in the Home Carer Tax Credit from €1,500 to €1,600 £7m €8m

An increase in the Earned Income Credit from €1,350 to €1,500
-€20m £35m

usc
1 year extension of reduced rate of USC for medical card holders

Measures to support Enterprise/SMEs/Agri-sector

Key Employee Engagement Programme (KEEP)
Enhancements to the programme

Employment and Investment (Ell)
Enhancements to the programme

Special Assignee Relief Programme (SARP)

Extension in its present format until 31 December 2022,
Foreign Earnings Deduction

Extension in its present format until 31 December 2022,
Research and Development Tax credit

¢ Enhancements to credit for small and micro companies.
e |ncrease third level outsourcing limit.

Microbrewery relief
Production ceiling for qualification raised from 40,000h! to 50,000h|

Diesel Rebate Scheme
Relief for users of the scheme from increase in carbon tax

Betting Tax

Introduction of a relief from betting duty and betting intermediary duty
up to a limit of €50,000 per calendar year. This relief only applies to
single undertakings.

Extension of Section 604B Capital Gains Tax Relief for
Farm Restructuring

Housing
Help to Buy (HTB) €40m? €40m
Extension in its present format until 31 December 2021.
? Full cost of this measure is estimated to be €100 million of which €60 million is in the tax base.
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Living City Initiative
Extension in its present format until 31 December 2022 - -

Climate and Environmental measures

Carbon Tax +£90m +£130m

Increase the rate by €6 to €26 per tonne

Electricity Tax
Equalise the rate for businesses with that of non-business

Vehicle Registration Tax
VRT Environmental Health (NOx) Surcharge

Extension of VRT relief for hybrids and plug-in hybrid electric
vehicles

Anti-Avoidance

Allowance for capital expenditure on scientific research
« Correction of unintended additional relief

+E4m +£4m

Corporation Tax — Collective Property Investment
Corporation Tax — Compliance Measures

e |rish Real Estate Funds (IREFs) and Section 110 anti-
avoidance
o Real Estate Investment Trusts (REITs) — capital disposals

+€80m +£80m

Corporation Tax — BEPS Implementation

e |ntroduction of Anti-Hybrid Rules (EU Anti-Tax Avoidance
Directive — ATAD)

e Modernisation of Transfer Pricing rules

+€10m +€10m

Stamp Duty on Schemes of Arrangement involving a
‘Cancellation Scheme’ where used for the sale of a
Company

The Stamp Duties Consolidation Act 1999 will be amended by
financial resolution to provide that a stamp duty charge of 1% is
applicable where a scheme of arrangement, in accordance with Part
9 of the Companies Act 2014, is used for the acquisition of a
company.

Additional Taxation Measures
Tobacco Products Tax +€57.1m

Increase in 50c on pack of 20 cigarettes with pro-rata increase on
other tobacco products

Increase in Stamp Duty on Non-residential Property

The rate of stamp duty applicable to non-residential property
transactions will be raised from 6% to 7.5% from Budget night.

This will be subject to transitional arrangements whereby the existing
6% rate will apply to instruments executed before 1 January 2020
where a binding contract existed prior to Budget day (8" October
2019).
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Consequential amendments will also be made to the legislation
relating to the repayment of stamp duty where the land involved is
subsequently used for residential development, so as to ensure that
the rate of stamp duty chargeable after a full refund remains at 2%.

Amendment to section 126AA of SDCA 1999 - Further
Levy on Certain Financial Institutions (Bank Levy)

Section 126AA of the Stamp Duties Consolidation Act 1999 will be
amended by Financial Resolution in order to increase the rate of the
"Bank Levy" from 59% of DIRT in base year 2015 to 170% of DIRT
for base year 2017 in order to protect the €150m yield in 2019 and
2020.

Capital Acquisitions Tax

The current Group A tax free threshold which applies primarily to gifts
and inheritances from parents to their children is being increased
from €320,000 to €335,000. This increase applies in respect of gifts
or inheritances received on or after the 9th of October.

Compliance

Increase rate of Dividend Withholding Tax from 20% to
25% from 1 January 2020

As the first step in a two-stage process, the rate of Dividend
Withholding Tax (DWT) will be increased from 20% to 25% from 1
January 2020. This will better align the amount of tax remitted by
companies with the income tax and USC that is ultimately payable
by the individual taxpayer. The 25% rate is considered to be a
reasonable combination of the standard 20% rate of income tax and
the most common rate of USC which is the 4.5% that applies to
income between €19,874 and €70,044. |n the event that the 25%
rate results in an overpayment of tax, the relevant amounts will be
refunded, as is the normal procedure. It is important to highlight that
this measure does not alter the underlying liability to tax for Irish tax
residents.

The second step is to introduce a modified Dividend Withholding tax
regime from 1 January 2021. Utilising real-time data collected under
the newly modernised PAYE system, it is intended that Revenue will
apply a personalised rate of DWT to each individual taxpayer based
on the rate of tax that they pay on their PAYE income. Revenue will
shortly be launching a consultation in order to engage with
stakeholders on how the proposed new system will operate.

Irish Draft Budgetary Plan
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Rialtas na hEireann
Government of Ireland

Tithe an Rialtais, Sraid Mhuirfean Uacht, Baile Atha Cliath 2, D02 R583, Eire
Government Buildings, Upper Merrion Street, Dublin 2, D02 R583, Ireland

T: +353 1676 7571 | @IRLDeptFinance
www.finance.gov.ie
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