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ABSTRACT 
 
In the context of sustained improvements in the public finances since the fiscal crisis of the 

earlier part of the decade, the scope and adequacy of public expenditure has reemerged as a 

major political and social concern in the Republic of Ireland. The most recent data show that 

public finances are moving to a state of compliance with European and domestic budgetary 

objectives, with the government deficit falling to €1.5 billion or 0.6% of GDP in 2016 and 

with concomitant declines in the public debt. These improvements notwithstanding, given 

currently signaled policy, additional resources available over and above current expenditure 

are very modest, and consistent with real declines in public service provision given 

demographic and inflationary pressures. 

 

This paper goes on to compare the aggregate level of expenditure with euro area averages 

under Classification of Functions of Government (COFOG) categories, generally 

demonstrating under-expenditure in the Irish case relative to comparators. Aware of both 

the issues surrounding comparisons using GDP in the Irish context and the misleading 

picture given by aggregates in some cases, we move to compare per capita relative spending 

data with similarly affluent EU countries. We find similar under-spends within many 

expenditure categories, some of which are likely attributable to demographic factors, such 

as the relative absence of elderly populations in Ireland in contrast to comparators. Other 

areas of relative under-expenditure, such as per pupil expenditure on education and per 

capita expenditure on gross fixed capital formation and public R&D are more concerning 

from a long run growth perspective.  We conclude that the limited fiscal resources should 

prioritise expanding the Republic’s productive capacity through investment in these areas 

along with measures such as enhanced childcare subsidies to improve employment 

outcomes, human capital development, equity and facilitate long run growth. 
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  1 .  INTRODUCTION 
 

In this paper we begin by discussing the current context for the public finances in the 

Republic of Ireland. We then proceed to compare per capita public spending levels in the 

Republic with that of similar high-income European Union (EU) countries. Following on from 

this we consider the implications of the Republic’s current fiscal policy stance and the 

Republic’s public spending profile for the Irish economy’s long-run productive capacity.  

 

The government finances have improved since 2010 and the most recent data from the CSO 

shows a 2016 general government deficit of €1.5 billion and 0.6% of GDP. The deficit was €5 

billion and 2% of GDP in 2015 and €7.2 billion and 3.7% of GDP in 2014 (CSO, 2017). The 

gross level of public debt has declined from its peak of 119.5% of GDP in 2012 and 2013 and 

had fallen to 75.4% of GDP by the end of 2016. While the improvement in the debt-to-GDP 

ratio partially reflects the once-off surge in nominal GDP in 2015, the improvement also 

reflects a decline in the value of the debt from €215.3 billion at end-2013 to €200.6 billion 

at end-2016. Notwithstanding these improvements the Nevin Economic Research Institute 

(NERI) estimate in the Summer 2017 edition of its Quarterly Economic Observer (NERI, 

2017) that the general government balance will remain marginally in deficit in 2017 and 

again in 2018. 

 

Application of the fiscal rules under the preventive arm of the Stability and Growth Pact 

(SGP) means that in the wake of the June 2017 public sector pay adjustment the net fiscal 

space available to Irish policymakers in Budget 2018 is in the region of €0.35 billion. This is 

around half of 1% of the Department of Finance’s estimated €70 billion of non-interest 

public expenditure in 2017 (Department of Finance, 2017). However, even this relatively 

small amount should be seen as misleadingly large because it does not fully account for price 

and demographic pressures on public spending.1 The net fiscal space opens up somewhat 

                                                           
1 For example, an increase in the headline rates for social transfer payments will be required in 
Budget 2018 just to cover cost of living increases and prevent an increase in poverty and deprivation 
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post-2018 with around €7.4 billion of net fiscal space available to policymakers over the 

2019-2021 period. 

 

The Irish Fiscal Advisory Council estimate that demographic and price pressures on public 

spending just to ‘stand-still’ in terms of public service delivery and benefits will cost €1 

billion of extra spending in 2018 and that €0.23 billion of this has not been factored into the 

2018 net fiscal space (IFAC, 2016).2 In addition, they argue that such is the scale of the stand-

still costs over the 2018-21 period that the government’s current allocation of the fiscal 

space to current spending will be insufficient even to meet stand-still costs This means that 

absent a change in government policy there will actually be a marginal deterioration in 

public service delivery and benefits in the absence of efficiency improvements. 

 

On a no policy change basis the Republic is scheduled to have one of the lowest public 

spending-to-output ratios in the entire EU by 2021, and a historically low spending ratio by 

modern Irish standards. Such a low level of spending has significant negative implications 

for the future provision and quality of public services and infrastructure, and has 

implications for the future sufficiency of welfare payments.  

 

In this paper we describe how the Irish state under-spends3 on a per capita basis compared 

to similarly high income EU countries in a number of areas fundamental to long-run 

economic growth. Most significantly from the perspective of the Republic’s long-run 

productive capacity are the under-spends in education, in infrastructure, and in Research 

and Development (R&D). In this context we argue that the Republic’s long-run economic 

growth; employment and equity goals can best be achieved by prioritising use of the 

available fiscal space to increase public capital investment levels; increase spending on 

education, along with family and child supports, and increase direct spending and subsidies 

for R&D and innovation capacity building. Priority should also be given to measures to 

reduce barriers to employment such as more generous subsidies for childcare.  

 

                                                           
rates. Similarly, the health budget and the pension budget will have to increase if they are to 
accommodate the demands of an ageing population. 
2 The Fiscal Council’s calculations predate the June 2018 agreement on public sector pay. This 
agreement is expected to cost €0.89 billion of net fiscal space over the 2018 to 2021 period. 
3 The terms under-spend and out-spend are used frequently in this paper. The terms refer to the 
Republic of Ireland’s per capita public spending compared to that of other high income European 
economies. The terms are not meant to carry positive or negative connotations and there is no 
assumption that the average level of spending in other high-income economies is in any way an ideal 
or optimal level of spending. 
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Our conclusions, in terms of the necessary direction for aggregate public spending, have 

clear implications for the needed direction of future reforms to government revenue raising 

and taxation. Suggested reforms that balance growth and equity considerations are 

discussed in a forthcoming working paper (Goldrick-Kelly and McDonnell, 2017). 

 

The paper proceeds as follows. Section 2 briefly describes the present situation in relation 

to the Republic’s public finances. Section 3 compares per capita public spending in the 

Republic with per capita spending levels in similar high income EU countries and 

identifies areas in which the Republic is a particul ar outlier in terms of public 

spending. Section 4 identifies relationships between different types of public 

spending and long-run inclusive and sustainable growth. The scale and 

composition of public spending as identified in Section 3 is then assessed from a 

long-run growth perspective and some recommendations ar e made. The paper 

concludes in Section 5 with some thoughts regarding the future direction of 

government revenue and its sufficiency given future demand and price pressures 

as well as the risk of ‘squeezing out’ productivity enhancing areas of public 

spending. 
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2. THE PUBLIC FINANCES 

 

The public finances in the Republic of Ireland have been on a steadily improving trajectory 

since 2010 and the most recent data from the CSO shows a 2016 general government deficit 

of €1.5 billion and 0.6% of GDP. The deficit was €5 billion and 2% of GDP in 2015 and €7.2 

billion and 3.7% of GDP in 2014. The NERI (2017) forecasts that the general government 

balance will remain marginally in deficit in 2017 and again in 2018. 

 

At the same time the gross level of public debt has declined from its peak of 119.5% of GDP 

in 2012 and 2013 and was 75.4% of GDP at the end of 2016. The improvement in the debt-

to-GDP ratio is partially a byproduct of the once-off and artificial surge in nominal GDP in 

2015. Table 2.1 shows the dramatic fall in Irish general government gross debt as a 

percentage of GDP in 2015. The headline rate should be understood as misleadingly benign. 

Even so, the improvement in the debt-to-GDP ratio does also reflect a decline in the value of 

the debt from €215.3 billion at end-2013 to €200.6 billion at end-2016. The debt ratio is 

likely to continue its downward trajectory over the medium-term. It is useful to consider 

other measures of debt sustainability given the problems associated with using GDP as the 

denominator. The government-debt-to-revenue ratio is an alternative measure of the health 

of the public finances. The Fiscal Council (2017) estimate that the Republic had a general 

government gross debt-to-revenue ratio of 282.9% in the third quarter of 2016. This was the 

fourth highest ratio in the EU28 after Greece, Portugal and Cyprus and over 100 percentage 

points above the EU average.4 The net debt ratio was also the 4th highest in the EU at 243.2% 

of revenue. This suggests that the public finances remain somewhat fragile and are 

vulnerable to a negative economic shock.  

 

The European Commission (2017) forecast a general government deficit of 0.5% of GDP in 

2017 and 0.3% of GDP in 2018 (see Table 2.1). The Commission is forecasting a structural 

deficit of 1.1% of potential output in 2017 and 0.3% of potential output in 2018. The 

Department of Finance (2017) is marginally more optimistic with a forecast general deficit 

of 0.4% in 2017 (€1.2 billion) and 0.1% in 2018 (€0.4 billion). The Department estimates 

the structural deficit will be 1.2% in 2017 and 0.5% in 2018. In the ESRI’s Quarterly 

Economic Commentary, McQuinn, Foley and Kelly (2017) are relatively sanguine about the 

                                                           
4 Note that this ratio is itself problematic for comparative purposes as the denominator government revenue is 
a policy choice. The Republic’s low revenue ratio as a percentage of output makes the Republic look 
comparatively worse. 
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public finances and project a deficit of just 0.1% in 2017 and a surplus of 0.5% in 2018.  

 

Table 2.1  Headline public finance indicators, Rep. Ireland and EU15, % of 
GDP 

 2014 2015 2016 2017 2018 
General government gross debt: Excessive Deficit Procedure (EDP) 

EU15 91.7 89.6 88.1 87.8 86.6 

Rep. Ireland 105.3 78.7 75.4 73.5 72.7 

Net lending (+) or net borrowing (-), general government, € billions 

EU15 -385.9 -328.0 -232.6 -221.3 -205.2 

Rep. Ireland -7.2 -5.0 -1.5 -1.5 -0.8 

Net lending (+) or net borrowing (-), general government 

EU15 -3.0 -2.4 -1.7 -1.6 -1.4 

Rep. Ireland -3.7 -2.0 -0.6 -0.5 -0.3 

Net lending (+) or net borrowing (-), general government, excluding gross fixed capital formation 

EU15 -0.2 0.3 0.9 1.1 1.3 

Rep. Ireland -1.6 -0.3 1.3 1.4 1.8 

Net lending (+) or borrowing (-), general government, excluding interest 

EU15 -0.4 -0.1 0.5 0.5 0.6 

Rep. Ireland 0.2 0.7 1.7 1.6 1.8 

Structural balance of general government: Adjustment based on potential GDP: EDP 

EU15 -1.7 -1.6 -1.3 -1.5 -1.5 

Rep. Ireland -3.8 -2.0 -1.7 -1.1 -0.3 

Sources: European Commission (2017) AMECO database  
Notes: ESA 2010 basis; 2017 and 2018 are European Commission forecasts. 

 

The parameters for Budget 2018 are set by the fiscal rules i.e. the requirements of the 

preventive arm of the Stability and Growth Pact (SGP). The preventive arm is assessed under 

two main pillars. These are the Structural Balance Rule and the Expenditure Benchmark 

Rule. An important implication is that the annual government finances must finish with a 

structural deficit of better than 0.5% of potential output or, alternatively, there must be an 

annual improvement in the structural deficit of more than 0.5% of potential output. If the 

institutional forecasts are realized the Republic will, in 2018, have achieved its Medium 

Term Objective (MTO) of a deficit in the structural balance of no worse than 0.5% of potential 

output as required under the preventive arm of the SGP. The institutional forecasts are based 

on a post Budget 2017 net fiscal space of around €0.5 billion available for new measures in 

Budget 2018. 

 

The European Commission’s economic model for the Republic of Ireland estimates that the 

Irish economy is overheating and that as a consequence the hypothetical structural deficit is 

worse than the measured general government deficit. One implication arising from this is 

that the structural deficit is not estimated to be at its MTO and in order that the Republic 

make the required improvement in the structural balance the fiscal space available to the 
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government to introduce new measures has been reduced by a convergence margin of circa 

€1.5 billion in 2018.  

 

The claim that the Republic’s economy is overheating would not appear to stand up to close 

scrutiny and is certainly contestable. While we cannot directly observe the Irish cyclical 

position there are a range of indicators that can be used to inform a view as to whether an 

economy might be overheating. Important indicators described in the direction of potential 

overheating include:  

 A falling and below the long-term average unemployment rate;  

 A rising and above long-term average employment rate;   

 A faster than average rate of growth in consumer prices,  

 A faster than average rate of growth in asset prices;  

 A faster than average rate of growth in wage inflation;  

 A faster than average rate of growth in underlying investment, 

 A rising and above long-term underlying investment rate as a per cent of output; 

 A faster than average rate of growth in private consumption or  

 A faster than average rate of growth in private sector credit;  

 A deterioration in the current account balance particularly if it is already negative,  

 A sustained deterioration in the savings rate or 

 A sustained deterioration in the net international investment position. 

The issue of overheating in the Irish economy is discussed further in McDonnell (2017 

forthcoming) and the general conclusion is that the Irish economy still has a modestly 

negative output gap and is only likely to reach its long-run potential output sometime in 

2018. If this analysis is correct it suggests that the structural deficit is lower than the 

Commission and Department estimates and is probably in the region of 0.5% of potential 

GDP. If this analysis is correct it implies that the government’s public finances are already at 

the MTO and that a convergence margin need not therefore be applied in Budget 2018. Even 

so, it is important to emphasise that there is great uncertainty around estimates of an 

economy’s cyclical position. 
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The Irish government has almost complete flexibility over the composition and scale of its 

public spending and revenue raising. The only significant constraint on governments under 

the fiscal rules is over the fiscal stance or fiscal space. The fiscal space is the projected 

amount of resources available to government for additional expenditure while ensuring 

compliance with the fiscal rules. The post-Budget 2017 estimate from the Irish Fiscal 

Advisory Council (2016) was that there was €500 to €600 million available on a net basis 

for new measures in Budget 2018.5 They estimate that the Budget 2017 estimate of €1.2 

billion is actually smaller because many of the Budget 2017 measures (e.g. pension increase 

and childcare subsidies) carry-over into the 2018 fiscal space. The June 2017 public sector 

pay adjustment reduces the 2018 net fiscal space by a further €0.18 billion meaning it now 

stands at close to €0.35 billion. The remaining fiscal space is a very small amount when one 

considers that government expenditure amounted to €74.39 billion in 2016. The fiscal space 

does increase from Budget 2019 onwards with an estimated €7.4 billion cumulatively 

available over the three budgets from 2019 to 2021.6 

 

However, the Fiscal Council estimates demographic and inflation pressures on public 

spending just to ‘stand-still’ in terms of public service delivery and benefits will cost €6 

billion extra public spending by 2021. While €2.3 billion has been pre-committed to current 

spending prior to the June 2017 public sector pay deal, ‘standing-still’ will use up a further 

€3.7 billion of fiscal space. As it stands just €3.6 billion of the fiscal space is presently 

earmarked for current spending by the Department of Finance. In other words, the 

government’s fiscal policy is consistent with a decline in the real quality of public services 

and rates for social transfers over the next few years. This deterioration can only be avoided 

if the government diverts money from capital spending (which would be economically 

damaging given that capital spending is already at a low level), from the proposed tax cuts, 

or from the government’s proposed rainy day fund.7 The fiscal space is adjusted to cater for 

                                                           
5 There is some flexibility in relation to capital spending. Under the fiscal rules the figure for capital 
spending is taken as the average expenditure on capital over the last four years. This means the 
government could in terms of nominal spending exceed the ‘headline’ net fiscal space available in 
Budget 2018 by allocating some of the available space to spending on fixed capital. 
 
6 This assumes the June 2017 public sector pay deal erodes the 2018-2021 net fiscal space by €0.89 
billion. 
7 Prior to Budget 2017 the government estimated it would have €11.3 billion fiscal space over 2017-
2021 and proposed to allocate €5.7 billion to spending (current and capital combined), €2.5 billion 
to tax cuts and €3 billion to a ‘rainy day’ fund. Budget 2017 subsequently allocated €0.3 billion to tax 
cuts and €0.9 billion to spending increases. Due to ‘carry-over’ some of the measures used up part of 
the 2018 fiscal space leaving approximately €8.7 billion of net fiscal space available for new measures 
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structural changes to the tax and social security system (e.g. a change in a tax rate). New 

policy measures taken to reduce government revenue will reduce on a one-for-one basis the 

fiscal space and therefore reduce the allowable increase in public spending and vice versa. 

Tax cuts therefore mean less money available for pensions, health, childcare, education, 

housing, and other areas of public spending while tax increases mean more money available 

for public spending. 

 

  

                                                           
over the next four budgets. The June 2017 public sector pay deal is estimated to absorb 
approximately €0.9 billion of this space. 
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3. PUBLIC SPENDING COMPARISONS 

We need some common basis for comparison if we are to make a determination as to 

whether the Republic of Ireland has a relatively high or a relatively low level of public 

spending. Spending as a proportion of economic output is the most commonly used 

indicator. This is because economic output is considered to be a good measure of a country’s 

revenue or fiscal capacity. GDP is generally taken as the standard measure of a country’s 

economic output. Table 3.1 shows total spending in the Republic and in the euro area in 2014 

expressed as proportions of GDP. A straightforward comparison of spending-to-GDP shows 

that the Republic has a relatively low proportion of public spending in the economy at 37.8% 

of GDP with a substantial ‘gap’ in 2014 of 11.5 percentage points to the euro area average of 

49.3% of GDP.  

Table 3.1  Public Spending by Function (COFOG) in 2014*, % of GDP 

 
Sources: Eurostat (2017a) General Government Expenditure by Function; CSO (2017) 

National Income and Expenditure 
Rounding affects totals. The GDP/GNP Hybrid is an alternative measure of the Irish 
state’s fiscal capacity and is calculated as GNP + 0.4(GDP-GNP). It was developed 
by the Irish Fiscal Advisory Council because of concerns that GDP overestimates 
the Irish state’s effective fiscal capacity (see IFAC, 2012). 
*2014 is used because the data for post-2014 nominal GDP in the Republic of 
Ireland is of very limited usefulness for comparison with other countries given the 
dramatic distortion to the Republic’s national accounts in 2015. 

Notes: 

 

 

The Fiscal Council (2012) point out that GNP may be a more meaningful measure of the 

Republic’s fiscal capacity given the large share of foreign multinational profits in GDP. They 

argue that multinational profits provide a lower, albeit not zero, tax yield per euro of income 

compared to other components of GDP. To take this reduced tax capacity into account the 

Fiscal Council have developed a hybrid measure of fiscal capacity that is greater than GNP 

but not as large as GDP. They contend that this hybrid measure better reflects the Republic’s 



12  

true fiscal capacity. Using IFAC’s hybrid output measure as the denominator for the Republic 

we find that the gap in spending between the Republic and the euro area average is reduced 

to 7.7 percentage points in 2014. Using the United Nation’s (2017) methodology for the 

Classifications of the Functions of Government (COFOG) we find that most of the gap is 

attributable to the Republic’s low level of spending on the ‘social protection’ category. The 

second largest gap between spending in the Republic and in the euro area is in the COFOG 

category ‘economic affairs’ while there are also notable gaps in the areas of ‘general public 

services’ and ‘defence’. 

Table 3.2  Spending on Social Protection by Function (COFOG) in 2014, % of 
GDP 

 Euro 
Area 

Ireland Gap  
(% 
GDP) 

Ireland  
(Hybrid) 

Gap  
(% 
Hybrid 
output) 

Social protection 20.2 12.6 -7.6pp 13.9 -6.3pp 

      

Sickness and disability 2.7 2.1 -0.6pp 2.3 -0.4pp 

Old age 10.9 3.0 -7.9pp 3.3 -7.6pp 

Survivors 1.8 0.8 -1.0pp 1.0 -0.8pp 

Family and children 1.7 2.6 +0.9pp 2.9 +1.2pp 

Unemployment 1.8 2.6 +0.8pp 2.9 +1.1pp 

Housing 0.4 1.1 +0.7pp 1.2 +0.8pp 

Social exclusion 0.6 0.1 -0.5pp 0.1 -0.5pp 

Other 0.3 0.3 0 0.3 0 

Sources: Eurostat (2017a) General Government Expenditure by Function; CSO (2017) 
National Income and Expenditure 

Note: Rounding affects totals. 

 
 
Table 3.3 Spending on Economic Affairs by Function (COFOG) in 2014, % of 
GDP 

 Euro 
Area 

Ireland Gap  
(% 
GDP) 

Ireland  
(Hybrid) 

Gap  
(% 
Hybrid 
output) 

Economic affairs 4.5 3.1 -1.4pp 3.4 -1.1pp 

      

General economic, 
commercial and labour 
affairs 

1.1 0.5 -0.6pp 0.6 -0.5pp 

Agriculture, forestry, 
fishing and hunting 

0.3 0.4 +0.1pp 0.4 +0.1pp 

Fuel and energy 0.3 0.2 -0.1pp 0.2 -0.1pp 

Transport 1.9 1.5 -0.4pp 1.7 -0.2pp 

R&D economic affairs 0.4 0.2 -0.2pp 0.2 -0.2pp 

Other 0.5 0.3 -0.2pp 0.3 -0.2pp 

Sources: Eurostat (2017a) General Government Expenditure by Function; CSO (2017) 
National Income and Expenditure 

Note: Rounding affects totals. 

 

Table 3.2, Table 3.3 and Table 3.4 show disaggregated breakdowns of public spending in the 
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areas of social protection, economic affairs and general public services respectively. We can 

see that the Republic’s relative under-spend on social protection is attributable to its 

relatively low level of spending on old age. Indeed once we exclude spending on old age the 

Republic is found to spend more than the euro area average on social protection. The under-

spend on economic affairs is mainly in the area of general economic, commercial and labour 

affairs8 while the under-spend on general public services is mainly divided between general 

services and executive and legislative organs, financial and fiscal affairs, external affairs.    

Table 3.4  Spending on General Public Services by Function (COFOG) in 2014, 
% of GDP 

 Euro 
Area 

Ireland Gap  
(% 
GDP) 

Ireland  
(Hybrid) 

Gap  
(% 
Hybrid 
output) 

General public services 7.1 5.9 -1.2pp 6.5 -0.6pp 

      

Executive and 
legislative, financial 
and fiscal affairs, 
external affairs 

2.2 1.3 -0.9pp 1.4 -0.8pp 

Foreign economic aid 0.2 0.3 +0.1pp 0.3 +0.1pp 

General services 1.2 0.3 -0.9pp 0.3 -0.9pp 

Public debt 
transactions 

2.8 3.9 +1.1pp 4.3 +1.5pp 

Other 0.7 0.1 -0.6pp 0.1 -0.6pp 

Sources: Eurostat (2017a) General Government Expenditure by Function; CSO (2017) 
National Income and Expenditure 

Note: Rounding affects totals. 

 

There are clearly fundamental problems associated with using either GDP or GNP as the 

denominator in cross-country comparisons, and this is particularly true in the Irish case 

given the pollution of the Irish national accounts by the tax planning activities of  foreign 

multinationals. As a consequence it may be more relevant to compare levels of public 

spending in different countries by comparing the per capita levels of expenditure, in other 

words by comparing the amount of resources actually spent on a per person basis on things 

like education or health or pensions. Unfortunately the EU and euro area averages are 

unsatisfactory bases for per capita comparisons as both of these blocs contain a number of 

countries that are much poorer than the Republic of Ireland. One way to ensure we are only 

comparing the Republic to other high income countries is to exclude all EU countries with a 

GDP per capita of less than €30,000 in 2014. Doing so excludes all bar 10 EU countries. In 

                                                           
8 General economic, commercial and labour affairs includes amongst other things: administration, 
formulation of policy, regulation of activities, consumer protection, operation/support of general 
programmes or schemes, production and dissemination of information and grants, loans and 
subsidies. 
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order of income per capita the remaining ‘peer countries’ used for comparative purposes are: 

Luxembourg, Denmark, Sweden, Netherlands, Austria, Finland, Germany, Belgium, United 

Kingdom and France. The next richest country after France, namely Italy, had a GDP per 

capita of just €26,700 in 2014.  

Table 3.5 shows per capita public spending excluding interest payments in 2016 for each of 

the 11 countries. What we find is that the Republic of Ireland had the second lowest level of 

per capita public spending in 2016. Only the United Kingdom had a lower level of spending. 

Three of the ten peer countries had a per capita spend that was over 50% higher than the 

per capita spend in the Republic. The per capita spend in the Republic was €14,502 

compared to a population weighted average of €17,112 per person across the 10 peer 

countries. Per capita spending in the Republic was 84.7% of the peer country average. The 

gap to the peer country average is €2,610 per person, which is equivalent to €12.3 billion 

when scaled over the Irish population.9  

Table 3.5  Per capita public spending excluding interest payments in 2016, 
€bn 

  Population 
 
(thousands) 

Public 
spending  

Per capita 
spending  
€  

1 Luxembourg 583.6 22.1 37,868 
2 Denmark 5,729.0 144.7 25,257 
3 Sweden 9,923.1 229.4 23,118 
4 Finland 5,494.6 117.9 21,457 
5 Austria 8,739.1 171.2 19,590 
6 Belgium 11,271.0 213.0 18,898 
7 France 66,671.0 1,215.2 18,227 
8 Netherlands 17,030.0 296.5 17,410 
9 Germany 82,484.8 1,344.3 16,298 
10 Rep. Ireland 4,716.5 68.4 14,502 
11 United Kingdom 65,572.0 938.1 14,306 
 Peer countries  

(weighted average) 
  17,112 

 
 Gap to peer countries 

(€) 
    2,610 

 
 Gap scaled to Irish 

population  
(€ billions) 

  

              12.3 
Sources: European Commission (2017) AMECO database: Total Population, 

AMECO database: Total expenditure excluding interest – ESA 2010  

 

While this appears to indicate the Republic is a low spending economy we must bear in mind 

that direct comparisons of aggregate data can be misleading. Table 3.6 breaks per capita 

                                                           

9 Adjusted for purchasing power parity 3.5A ( See Appendix) the peer country gap falls slightly to 

€2359 and €11.1 billion in per capita and scaled to population PPS terms. 
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spending into 10 functional areas, for example education and health. The 10 functional areas 

are known as the COFOG categories. As data for 2016 are not yet available we instead use 

2015 data. Total per capita public spending including interest payments was €16,225 in the 

Republic of Ireland while the weighted average across the ten peer countries was €18,000. 

Per capita public spending in the Republic was 90% of the peer country weighted average 

and the gap in spending was €1,775 per person. The Republic had the lowest per capita 

spending of the 11 countries with Germany the second lowest on €16,329 and the United 

Kingdom third lowest on €16,960. Scaling the gap in per capita public spending up to the 

Irish population reveals a public spending gap of €8.2 billion.10  Table 3.6 makes clear that 

the gap in per capita public spending is primarily attributable to the Republic’s relatively low 

level of spending on the COFOG category of social protection (see column J). The Republic 

spends €2,109 less per capita on social protection. This amounts to €9.8 billion when scaled 

over the population. In other words, if we exclude spending on social protection we find that 

the Republic actually out-spends the peer country average on a per capita basis. The other 

major under-spend appears to be in defence (see column B) where the per capita under-

spend is €346 per capita amounting to €1.6 billion when scaled over the population. The 

Republic out-spends the peer country average in five of the 10 COFOG areas with the most 

notable out-spends occuring in economic affairs (see column D) and health (see column G) 

in current euro terms.11  

                                                           
 
11 Adjustment according to GDP PPS € (Appendix Table 3.6A) narrows the overall expenditure gap to 5.2 
billion. Given the relative difference observed between 2016 adjustments as presented in 3.5A, it is likely 
that this reflects differences reflected in weighting due to relative changes in exchange rates and/or 
inflation within the country set. 
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Table 3.6  Total public spending in 2015, € millions 

 
 

Sources: Eurostat (2017a) General Government Expenditure by Function; European 
Commission (2017) AMECO database: Total Population 

Notes: A = General public services; B = Defence; C = Public Order and Safety; D = Economic 
Affairs; E = Environmental Protection; F = Housing and Community Amenities; G = 
Health; H = Recreation, culture and religion; I = Education; J = Social Protection 
Expenditure figures above are rounded to the nearest million. Rounding affects 
calculations. 
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country 
weighted average. 

 

However, even this level of disaggregation can provide a misleading picture. Decomposing 

the 10 COFOG areas into their main subcomponents allows us to better understand the 

differences between spending in the Republic and spending in the 10 peer countries. Public 

spending is less than €1,000 per person in five of the ten COFOG areas. Within these five 

areas the Republic is close to albeit slightly below the peer country average in terms of per 

capita spending on public order and safety (at 95.3% of the peer country average) but is well 

below the peer country average when it comes to recreation, culture and religion (80.1%); 

environmental protection (75.5%) and especially defence (35.8%). If we exclude spending on 

the ‘waste water management’ subcomponent of environmental protection we find that the 

Republic’s per capita spending on environmental protection falls to just 48.9% of the peer 

country average. On the other hand, the Republic spends 149.3% per capita of the peer 

country average on housing and community amenities. This apparent out-spend on housing 

and community amenities is accounted for by spending on ‘water supply’. The Republic 
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spends €194 per capita on water supply whereas the peer country average is just €25.12 If 

we exclude spending on water supply we find that the Republic spends just €124 on housing 

and community amenities compared to a peer country average of €188. Within the housing 

and community amenities category the Republic spends more per capita than the peer 

country average on housing development but just one third of the average on community 

development. 

The five largest areas of public spending are general public services, economic affairs, health, 

education and social protection. Table 3.6 suggests that the Republic out-spends the peer 

country average on general public services. However, Table 3.7 makes clear that the 

Republic’s out-spend on general public services is entirely explained by the Republic’s 

relatively large public debt burden. In 2015 the Republic spent €700 more per person on 

public debt transactions than the peer country average. This amounts to €3.3 billion scaled 

over the population. If we exclude interest payments the gap in per capita spending between 

the Republic and the peer country average is close to €11.5 billion or €2,475 per person.  

 
Table 3.7 Per capita public spending on general public services including selected 
subcomponents in 2015, € 

  General 
public 
services 

Public debt 
transactions 

ELOFFAEA* General 
services 

 Ireland 2,247 1,450 511 109 
 Peer countries 2,199 749 634 430 

 Gap to peer 
countries 

-48 -700 123 321 

 Gap scaled to 
population (€ 
billions) 

-0.2 -3.3 0.6 1.5 

Sources: European Commission (2017) AMECO database: Total Population, AMECO database: 
Total expenditure excluding interest – ESA 2010  

Notes: *ELOFFAEA = Executive & Legislative Organs, Financial and Fiscal Affairs, External 
Affairs. 
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country 
weighted average. Numbers do not sum as smaller components are not included in 
the table. 

 

Table 3.6 showed that the Republic’s per capita spend on economic affairs was 21.9% higher 

than the peer country average with a per capita gap in spending of €335. Table 3.8 shows 

that spending on the subcomponent general economic, commercial and labour affairs 

                                                           
12 The Republic spends a combined €295 per capita on waste water management and water supply 
compared to a peer country average of €73. The difference of €222 per capita amounts to €1.03 
billion when scaled over the Irish population. Public spending on waste water management and 
water supply is ‘off-the-books’ in a number of other countries and therefore not fully accounted for 
under any COFOG category. 
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accounts for almost all of this gap. The Republic actually under-spends on both of the other 

major subcomponents of economic affairs, namely transport and R&D economic affairs. On a 

per capita basis the Republic spends just 67.9% of the peer country average on R&D 

economic affairs. 

Table 3.8 Per capita public spending on economic affairs including selected 

subcomponents in 2015, € 

  Economic 
affairs 

Transport GECLA* R&D 
economic 
affairs 

 Ireland 1,865 641 703 106 

 Peer countries 1,530 711 391 156 

 Gap to peer 
countries 

-335 70 -313 50 

 Gap scaled to 
population (€ 
billions) 

-1.6 0.3 -1.5 0.2 

Sources: European Commission (2017) AMECO database: Total Population, AMECO 
database: Total expenditure excluding interest – ESA 2010  

Notes: *GECLA = General Economic, Commercial and Labour Affairs. GECLA includes 
amongst other things: administration, formulation of policy, regulation of activities, 
consumer protection, operation/support of general programmes or schemes, 
production and dissemination of information and grants, loans and subsidies. 
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland outspends the peer country 
weighted average. Numbers do not sum as smaller components are not included in 
the table. 

 

Turning next to public spending on health we can see that the Republic appears to spend 

more per capita than the peer country average in current terms. Per capita spending in 2015 

was €3,138 in the Republic and averaged €2,864 in the peer countries.13  

 

Table 3.9 breaks down this spending into the main subcomponents. The Republic spends 

over 15% less per person than the peer country average on the largest item of health 

expenditure, namely hospital services. On the other hand the Republic spends 32.2% more 

than the average on outpatient services, 28% more than the average on medical products, 

appliances & equipment, and well over double the average on health n.e.c. While not strictly 

comparable given differences in how expenditure categories are defined, this is consistent 

with comparisons under the System of Health Accounts, which identify Ireland as a 

significant expenditure outlier in the regions of “Pharmaceuticals and other medical non-

durables” and “day curative and rehabilitive care” (Goldrick-Kelly, 2016). 

                                                           
13 Adjusted for relative GDP price levels the gap expands somewhat to €1.8 billion in PPS terms. This is 
mostly accounted for through a reduction in the underspend under the category “Hospital Services” 
which reduces from €1.1 to €0.6 PPS billion. 
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If we combine spendiing on hospital services and outpatient services we find that per capita 

spending in the Republic is, at €2,246, broadly equivalent to the peer country average of 

€2,230. This amounts to a difference of less than 1%. The relatively high spend on hospital 

services and relatively low spend on outpatient services may partially be a function of 

inconsistency across countries with regard to the assignation of particular services to 

particular COFOG subcategories. However, the large out-spends on ‘medical products, 

appliances and equipment’ and on ‘health n.e.c.’ do ostensibly suggest substantial scope for 

efficiency savings in these areas. Public spending on health and potential reforms are 

discussed at much greater length in a forthcoming NERI working paper (see Healy and 

Goldrick Kelly, 2018). 

 

Table 3.9  Per capita public spending on health including selected subcomponents 
in 2015, € 

  Health Hospital 
services 

Outpatient 
services 

Medical 
products, 
appliances 
& 
equipment 

Health 
n.e.c* 

 Ireland 3,138 1,250 996 525 275 
 Peer countries 2,864 1477 753 410 120 

 Gap to peer 
countries 

-279 227 -243 -115 -155 

 Gap scaled to 
population  
(€ billions) 

-1.3 1.1 -1.1 -0.5 -0.7 

Sources: European Commission (2017) AMECO database: Total Population, AMECO database: 
Total expenditure excluding interest – ESA 2010  
*Health n.e.c. refers to health affairs and services that cannot be assigned under a 
different COFOG code. It includes items such administration, operation or support of 
activities such as formulation, administration, coordination and monitoring of 
overall health policies, plans, programmes and budgets; preparation and 
enforcement of legislation and standards for the provision of health services. It alsoo 
includes activities such as licencing and dissemination of information.  
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country 
weighted average. Numbers do not sum as smaller components are not included in 
the table. 

Notes: 

 

The Republic spends 4.3% more per capita on education than the peer country average. As 

shown in Table 3.10 this includes above average spending on pre-primary and primary 

education as well as on tertiary education. However, the per capita indicator is not the 

appropriate cross-country comparator as countries have often very different demographic 

profiles and this leads to very different demand pressures on spending. What matters for 

comparison is the amount of spending per pupil. Eurostat (2017c) provide data for annual 

expenditure on educational institutions per pupil/student based on Full-Time Equivalent 

(FTE), by education level and programme orientation. 
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Table 3.10 Per capita public spending on education including selected 
subcomponents in 2015, € 

  Education Pre-primary 
and primary 
education 

Seconday 
education 

Tertiary 
education 

 Ireland 2,019 737 720 389 
 Peer countries 1,926 582 755 290 

 Gap to peer 
countries 

-93 -155 36 -99 

 Gap scaled to 
population (€ 
billions) 

-0.4 -0.7 0.2 -0.5 

Sources: Eurostat (2017c) Total Public Expenditure on Education per Pupil/student based 
on FTE by Education Level and Programme Orientation; European Commission 
(2017) AMECO database: Total Population, AMECO database: Total expenditure 
excluding interest – ESA 2010  

Notes: Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country 
weighted average. Numbers do not sum as smaller components are not included in 
the table. 

 
Table 3.11 shows per pupil spending on a Euro basis as it was in 2013 the most recent year 

for which data is available, while Table 3.12 shows per pupil spending on a purchasing 

power standard (PPS) basis. It is clear from Table 3.11 and Table 3.12 that the Republic 

spends well below the norm for advanced high-income economies when it comes to 

education. This is the case for each of primary, secondary and tertiary education. The 

Republic’s relative under-spend per pupil is smallest in the area of upper secondary and post-

secondary non-tertiary education where the Republic is found to spend close to 94% of the 

comparator country median.  

 

The Republic’s relative spend is in the region of 80%-to-82% with regard to primary and 

lower secondary education and in the region of 76%-to-80% with regard to tertiary 

education. Finally, out of the 13 countries compared the Republic is the 3rd lowest spender 

per pupil (euro basis) on primary and lower secondary education after France and 

Germany14 and the 5th lowest spender per pupil (euro and PPS basis) on upper secondary 

and post-secondary non-tertiary education. The Republic is the single lowest spender per 

pupil on tertiary education on a euro basis as well as on a PPS basis and spends less than 

90% of the amount spent in Belgium which is the 2nd lowest spending country (euro and 

PPS). Table 3.13 shows that public spending on education would have to increase by close 

to €2 billion per annum if the Republic of Ireland wanted to increase its level of spending to 

the comparator country median. In this instance most of the increase would be put towards 

primary and lower secondary education.    

 

                                                           
14 2nd lowest on a PPS basis after France. 
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Table 3.11 Annual expenditure on educational institutions per pupil/student 
based on FTE, by education level and programme orientation, 2013, Euros 

  Primary and 
lower secondary 
education (Levels 
1 and 2) 

Upper secondary and 
post-secondary non-
tertiary education 
(Levels 3 and 4) 

Tertiary 
education 
(Levels 5-8) 

Belgium  8,723.70 10,617.9 13,055.4 
Germany  7,189.30 9,704.3 13,132.1 
Rep. Ireland  7,220.70 9,763.6 11,611.5 
France  6,893.70 11,084.3 13,259.9 
Netherlands  8,027.70 9,852.3 15,302.9 
Austria  10,280.50 11,697.5 13,407.1 
Finland  9,266.80 8,020.5 16,312.3 
Sweden  10,938.80 11,111.0 23,540.5 
UK  9,368.00 9,470.0 20,968.6 
     
Norway  15,680.60 18,722.5  
Switzerland  18,566.10 19,847.8 26,986.8 
USA  8,515.20 10,261.5 20,765.7 
Japan  7,394.70 8,446.0 14,170.3 
Average  10,070.43 11,569.63 17,354.69 
Average (EU)  8,836.06 10,194.73 16,122.35 
Median  8,995.25 10,439.70 15,302.9 
Rep. Ireland 
gap to median 

 
1,774.55 676.10 3,691.4 

Rep. Ireland  
(% median) 

 
80.27% 93.52% 75.88% 

Source: Eurostat (2017c)  
Notes: 2013 data unless stated. Countries included are those where data is 

available and with GDP (PPP) per capita of at least $40,000 US (2016) 
and population of at least 1 million. 
All ISCED 2011 levels excluding early childhood educational 
attainment 
The unweighted average, the unweighted EU average and the median 
all exclude the Republic of Ireland. 
A negative gap means that the Republic of Ireland out-spends the 
comparator countries. 
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Table 3.12 Annual expenditure on educational institutions per pupil/student 
based on FTE, by education level and programme orientation, 2013, PPS 

  Primary and 
lower secondary 
education (Levels 
1 and 2) 

Upper secondary and 
post-secondary non-
tertiary education 
(Levels 3 and 4) 

Tertiary 
education 
(Levels 5-8) 

Belgium  7,894.6 9,608.8 11,814.7 

Germany  6,826.0 9,213.9 12,468.6 

Rep. Ireland  6,551.8 8,859.1 10,535.8 

France  6,213.4 9,990.5 11,951.5 

Netherlands  7,314.7 8,977.2 13,943.7 

Austria  9,198.6 10,466.5 11,996.2 

Finland  7,511.9 6,501.6 13,223.1 

Sweden  8,113.8 8,241.5 17,460.9 

UK  8,600.0 8,693.6 19,249.4 
     

Norway  10,043.0 11,991.3  

Switzerland  12,512.5 13,376.3 18,187.6 

USA  8,346.3 10,057.8 20,353.6 

Japan  6,887.1 7,866.2 13,197.6 

Average  8,288.5 9,582.1 14,895.2 

Average (EU)  7,709.1 8,961.7 14,013.5 

Median  8,004.2 9,411.0 13,223.1 
Rep. Ireland 
gap to median 

 
1,452.4 551.9 2,687.3 

Rep. Ireland  
(% median) 

 
81.85% 94.14% 79.68% 

Source: Eurostat (2017c)  
Notes: 2013 data unless stated. Countries included are those where data is 

available and with GDP (PPP) per capita of at least $40,000 US (2016) 
and population of at least 1 million. 
All ISCED 2011 levels excluding early childhood educational attainment 
The unweighted average, the unweighted EU average and the median all 
exclude the Republic of Ireland. 
A negative gap means that the Republic of Ireland outspends the 
comparator countries. 

 

Social protection is by far the largest category of public spending by function. Table 3.14 

shows that the Republic spends just 71.6% of the peer country average on a per capita basis. 

This amounts to €9.8 billion when scaled to the Irish population. As Table 3.14 also makes 

clear this under-spend is mostly attributable to the Republic’s low level of spending on old 

age benefits as well as significant under-spends on sickness and disability and on social 

exclusion. If we were to exclude spending on old age, we would find that the Republic spends 

more per capita than the peer country average on social protection. In particular, the 

Republic spends more per capita on the family and children, unemployment and housing 

categories.15 

 
 
 

                                                           
15 Adjustment for prices alters observed gaps somewhat, with some expansion of overspend gaps on 
Irelands part and reduction under some expenditure categories of the level of Irish underspend though 
gaps retain their sign (Appendix 3.14A) 
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Table 3.13 The scale of the Republic’s public spending gap on education 
  No. of 

students 
No. of 
students 

No. of 
students 

Total 

  First level Second 
level 

Third level Total 

 2012/13 526,442 362,847 164,863 1,045,162 

 2015/16 553,380 345,550 179,850 1,078,780 

  Levels 1 
and 2 

Levels 3 
and 4 

Levels 5-8  

 2012/13 707,866 181,423 164,863  

 Rep. Ireland gap to 
median 2012/13 
(€) 

1,774.55 676.10 3,691.40  

 Implied spending 
gap 2012/13 (€bn) 

1.3 0.1 0.6 2.0 

 2015/16 726,155 172,775 179,850  

 Implied spending 
gap 2015/16 (€bn) 

1.3 0.1 0.7 2.1 

Sources: Eurostat (2017c); Department of Education (2017) Key Statistics 2015-2016; 
Department of Education (2014) Key Statistics 2012-2013; author’s calculations.   

Note: The ‘gap’ is to the median of the countries included in Table 3.11. For simplicity 
it is assumed the per capita gap in 2016 remains as it was in 2013. 
 
 

Table 3.14  Per capita public spending on social protection including selected 
subcomponents in 2015, € 

 
Sources: 
Notes: 

European Commission (2017) AMECO database: Total Population, AMECO database: Total 
expenditure excluding interest – ESA 2010  
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country weighted average. 
Numbers do not sum as smaller components are not included in the table. 
 

 
It is reasonable to assume that demographics play an important role in aggregate old age as 

well as family and children spending. Table 3.15 and Table 3.16 show this to be the case. On 

a no policy change basis the Republic would have to spend an additional €2.5 billion per 

annum if it had the same ratio of over 65 year olds in the population as the peer country 

average. Against this, on a no policy change basis the Republic would have to spend €1.5 
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billion per annum less if it had the same ratio of under 15 year olds in the population as the 

peer country average.16As we will highlight in the following section, this underspend has 

further, growth impeding, implications for the economy as a whole. 

 

Finally, it is impossible to capture all of the heterogeneous country characteristics that lead 

to different amounts of per capita spending in different countries. The Republic’s relatively 

dispersed and low density population creates additional spending pressures in areas like 

public order and safety (e.g. rural Garda stations) and education (e.g. small rural schools) 

and means that provision of communication, energy and transport services and 

infrastructure becomes relatively expensive on a per capita basis. Scale economies 

associated with network infrastructure cannot be exploited to the same extent and per 

capita costs are commensurately higher. 

  
Table 3.15  Adjusted old age spending in the Republic of Ireland, 2015 

 
 

Sources: 
Notes: 

European Commission (2017) AMECO database: Total Population, 
AMECO database: Total expenditure excluding interest – ESA 2010  
The adjusted old age spend estimates the old age spend if the Republic of 
Ireland had peer country demographics and there was no policy change. 
The additional spend is the excess spending that would occur if the 
Republic had peer country demographics 

Table 3.16  Adjusted family and children spending in the Republic of Ireland, 
2015 

 
Sources: 
Notes: 

European Commission (2017) AMECO database: Total Population, 
AMECO database: Total expenditure excluding interest – ESA 2010  
The adjusted family and children (F&C) spend estimates the F&C spend 
if the Republic of Ireland had peer country demographics and there was 
no policy change. The reduced spend is the reduced spending that would 
occur if the Republic had peer country demographics 

                                                           
16 These totals remain similar when adjusted according to price levels. 
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4. IMPLICATIONS FOR SUSTAINABLE GROWTH 
 
Economic growth comes from the accumulation of labour and capital inputs combined with 

improvements in the productivity of labour and capital inputs arising from on-going 

scientific progress, technological change and innovation, scale economies and efficiency of 

factor use. 

 

As discussed in McDonnell (2015), per capita output is determined by:  

 the proportion of the working-age population as a percent of the total population, 

 the percent of the working age population working for pay or profit,  

 the average number of hours worked per person working and,  

 the average output per unit of hour worked (i.e. labour productivity).  

 

Policies to increase output are therefore those that either increase the amount of labour 

inputs employed or those that increase average labour productivity. 

 
Fiscal policy clearly has an extremely important role to play in determining an economy’s 

ability to sustain growth in productivity over the long-term. In particular: (1) investments in 

education and skills and in family supports will increase the average human capital and 

therefore productivity of the labour force, (2) investments in productivity enhancing 

infrastructure will increase the capital stock and thus labour productivity, while (3) public 

investments in R&D will enhance the production and diffusion of new ideas and therefore 

the productivity of the economy as a whole. Public spending can also influence the 

employment rate by removing barriers to employment such as through childcare subsidies 

and tapered family supports, or through supports for retraining and upskilling workers. 

Relative under-spends in any of these areas run the risk of being false economies as such 

under-spends are likely to impact negatively on the economy’s growth potential relative to 

peer countries. 

 

Human capital development, which is a life-long process, not only enhances labour 

productivity but is also a necessary input for and complement to innovation and technology 

adoption. The early years are the most important for development, and external factors, like 

poverty, can have extremely damaging and lasting effects on human capital. Spending on 

education generates positive externalities for the wider economy to the extent that it 

represents genuine investment in human capital. As discussed in section 3 it appears prima 

facie that the Republic of Ireland substantially under-spends on education relative to peer 
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countries. This is likely to be a false economy in the long run and there is a strong economic 

and fiscal argument that spending on education should be increased to the peer country 

average over the medium-term. The implied additional spending is in the order of €2 billion 

per annum in real terms 

 

Table 4.1 and Table 4.2 suggest that the Republic also under-spends on infrastructure (Table 

4.1) and on R&D (Table 4.2) relative to the peer country averages. Efficient investment in 

infrastructure is strongly related to long-run increases in the economy’s productive capacity. 

Increased investment in public infrastructure raises output in the short-term because of 

demand effects and in the long term as a result of supply effects. Public spending on gross 

fixed capital formation was close to 2% of GDP in 2015 - almost certainly lower than Ireland’s 

medium-term growth potential. Such a low rate of public investment, if maintained, is likely 

to produce infrastructure bottlenecks and impede Ireland’s growth potential. Infrastructure 

spending can be volatile from year-to-year. Taking a four-year average (2013 to 2016) we 

find that the Republic spent an average of €912 per capita on gross fixed capital formation. 

This was 86.11% of the peer country average (€1,059) and only Belgium and Germany spent 

less on average per capita. The ‘gap’ scaled over the population amounts to an average of 

€0.7 billion per year.17  

 

Innovation and R&D levels are determinants of long-run productivity gains, competitiveness 

and growth. An economy’s ‘innovative capacity’ refers to the ability to generate original ideas 

and communicate and assimilate existing innovations. The economy’s innovative capacity is 

a function of education and skills levels, the cost of knowledge, government policies that 

support R&D, and the quality of capital markets, among other things. Crucially, the inability 

of private knowledge producers to internalise all of the benefits of R&D investments reduces 

the incentive to undertake such activity, leads to a socially suboptimal level of knowledge 

production, and justifies state intervention. However, as it happens, we find that the 

Republic under-spends on R&D (Table 4.2) and had the lowest public expenditure per capita 

of all 11 countries in 2014 and again in 2015. The Republic’s per capita spending on R&D 

averaged just 61.3% of the peer country average over 2014-2015. The ‘gap’ scaled over the 

population amounts to €0.5 billion in both years. 

 

 The cumulative ‘under-spend’ on education, infrastructure and R&D appear to be in the 

                                                           
17 Data adjusted for GDP PPP deflators slightly changes totals, and the average Irish underspend falls 

to €0.6 billion PPS. 
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order of €3 per annum.18 If economic growth is deemed the priority over the 2018-2021 

period then strong consideration should be given to using a portion of the available net fiscal 

space to closing this under-spend. Of course economic growth is not just about productivity 

and public spending can increase the volume of output in other ways. For example, we can 

increase employment and the number of hours worked in the economy by removing barriers 

to labour market entry. The very high cost of childcare is one such barrier in the Republic 

and a compelling case can be made that state subsidised childcare would increase the labour 

force participation of second earners and lone parents. This would increase the effective size 

and quality of the available workforce while retaining human capital within the workforce. 

 

Economic growth is not the only policy goal. Environmental, equity and social concerns point 

to the need for increased spending on environmental protection and community 

development – both areas where the Republic significantly under-spends peer countries. In 

addition, social protection spending will need to increase each year in response to price and 

demand pressures. To do otherwise is to induce higher levels of poverty and deprivation and 

as we have already seen, the Republic is already a very low spender on, for example, per 

capita old age spending. Finally, the Republic is prima facie a relative out-spender on certain 

elements of health spending. This suggests possibilities for efficiency savings in the future. 

 

  

                                                           
18 It should be noted that public R&D expenditure may be included under the heading Education given 
inconsistencies in classification. These effects are likely relatively small in relation to the overall ‘under-
spend’. 
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Table 4.1 Per capita Gross Fixed Capital Formation at current prices, € 
Country 2013 2014 2015 2016 4 Year 

Average 

Luxembourg 2984 3209 3436 3519 3287 
Sweden 2025 1963 1903 2055 1986 
Denmark 1689 1815 1729 1792 1756 
Finland 1552 1573 1491 1515 1533 
Netherlands 1414 1382 1439 1396 1408 
France 1279 1203 1146 1142 1192 
Austria 1162 1153 1180 1203 1175 
United Kingdom 840 982 1063 946 958 
Rep. of Ireland 767 904 936 1038 911 
Belgium 832 847 863 863 851 
Germany 755 758 788 810 778 
Peer countries 

1042 1060 1075 1060 1059 
Gap to peer countries 

275 156 139 22 148 
Gap scaled to 

population  

(€ bn) 
1.3 0.7 0.6 0.1 0.7 

Sources: European Commission (2017) AMECO database 
Notes: Peer country is the population weighted average.  

 
 
 
 

Table 4.2 Per capita public R&D expenditure, € 
 

 

Sources: Eurostat (2017); author’s calculations. 
Notes: Peer country is the population weighted average. Figures represent combined 

spending by the government and higher education sectors. 
 

Country 2014 2015 

Belgium 250.6 247.9 

Denmark 528.2 538.3 

Germany 340.0 346.4 

France 243.5 244.2 

Luxembourg 532.2 583.8 

Netherlands 346.7 358.4 

Austria 341.4 350.3 

Finland 
376.5 361.3 

Sweden 
461.8 453.2 

UK 
194.9 219.2 

Rep. Ireland 
176.9 182.2 

Peer countries 289.9 296.4 

Gap to peer countries 
113 114.2 

Gap scaled to population  

(€ bn) 
0.5 0.5 
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5. CONCLUDING THOUGHTS 
 

We have described the extent to which the Republic under-spends relative to its peer 

countries on a number of areas crucial to long-run economic growth.  Our conclusions, in 

terms of the necessary direction for aggregate public spending, have clear implications for 

the needed direction of future reforms to government revenue raising and taxation. Plans to 

cut taxes in future budgets should be reconsidered as they will reduce the scope for eating 

into the Republic’s under-spend in the growth enhancing areas of spending. Suggested 

reforms that balance growth and equity considerations will be discussed in a forthcoming 

working paper (Goldrick-Kelly and McDonnell, 2017). 
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APPENDIX 
Table 3.5A  Per capita public spending excluding interest payments in 2016, 
€bn 

  Population 
 
(thousands) 

Public 
spending  

Per capita 
spending  
€  

1 Luxembourg 583.6 19.7 33724 
2 Denmark 5729.0 116.3 20305 
3 Austria 8739.1 167.7 19186 
4 Sweden 9923.1 188.9 19032 
5 Finland 5494.6 101.8 18521 
6 Belgium 11271.0 207.8 18435 
7 France 66671.0 1181.5 17721 
8 Netherlands 17030.0 287.9 16908 
9 Germany 82487.8 1349.9 16364 
10 Ireland 4716.5 66.1 14008 
11 United Kingdom 65572.0 866.0 13207 
 Peer countries  

(weighted average) 
  

16366 

 Gap to peer countries 
(€) 

  
2,359 

 Gap scaled to Irish 
population  
(€ billions) 

  
11.1 

Sources: European Commission (2017) AMECO database: Total Population, 
AMECO database: Total expenditure excluding interest – ESA 2010; 
Eurostat (2017) Purchasing Power Parities (PPPs), Price Level 
Indices and Real Expenditures for ESA 2010 Aggregates. 
 

Notes: The PPS deflator used here corresponds to that attached to GDP. 
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Table 3.6A  Total public spending in 2015, € PPS millions 

 
 

Sources: European Commission (2017) AMECO database: Total Population, 
AMECO database: Total expenditure excluding interest – ESA 2010 
Eurostat (2017) Purchasing Power Parities (PPPs), Price Level Indices 
and Real Expenditures for ESA 2010 Aggregates. 
 

Notes: GDP PPS deflator.  

 
 
 
 
 
 
 
 
 
 
  



 

Table 3.9A  Per capita public spending on health including selected 
subcomponents in 2015, € PPS 

  Health Hospital 
services 

Outpatient 
services 

Medical 
products, 
appliances 
& 
equipment 

Health 
n.e.c* 

 Ireland 3,110 1,239 987 520 272 
 Peer countries 2,729 1,378 734 405 116 

 Gap to peer 
countries 

-381 139 -254 -115 -156 

 Gap scaled to 
population  
(€ billions) 

-1.8 0.6 -1.2 -0.5 -0.7 

Sources: European Commission (2017) AMECO database: Total Population, AMECO database: 
Total expenditure excluding interest – ESA 2010; 
Eurostat (2017) Purchasing Power Parities (PPPs), Price Level Indices and Real 
Expenditures for ESA 2010 Aggregates, 
 
*Health n.e.c. refers to health affairs and services that cannot be assigned under a 
different COFOG code. It includes items such administration, operation or support of 
activities such as formulation, administration, coordination and monitoring of 
overall health policies, plans, programmes and budgets; preparation and 
enforcement of legislation and standards for the provision of health services. It alsoo 
includes activities such as licencing and dissemination of information.  
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country 
weighted average. Numbers do not sum as smaller components are not included in 
the table. 
The PPS deflator used here corresponds to GDP expenditure as a function of EU15 
price level scaled as 1. 

 
 
Notes: 
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Table 3.14A  Per capita public spending on social protection including 
selected subcomponents in 2015, € 

 
 
Sources: 
 
 
Notes: 

European Commission (2017) AMECO database: Total Population, AMECO database: Total 
expenditure excluding interest – ESA 2010;  
Eurostat (2017) Purchasing Power Parities (PPPs), Price Level Indices and Real Expenditures for 
ESA 2010 Aggregates, 
 
Peer country is the population weighted average. 
A negative gap means that the Republic of Ireland out-spends the peer country weighted average. 
Numbers do not sum as smaller components are not included in the table. AIC PPS deflator. See 
Table 3.15A note. 

 

  



 

Table 4.1A  Per capita Gross Fixed Capital Formation at current prices, € 
Country 2013 2014 2015 2016 4 Year 

Average 

Luxembourg 2,606 2,849 3,107 3,131 2,924 
Sweden 1,593 1,598 1,591 1,692 1,619 
Denmark 1,339 1,446 1,413 1,440 1,409 
Netherlands 1,385 1,349 1,424 1,356 1,378 
Finland 1,340 1,359 1,315 1,308 1,331 
France 1,232 1,170 1,143 1,110 1,164 
Austria 1,140 1,135 1,182 1,178 1,159 
Ireland 739 867 928 1,003 885 
United Kingdom 803 895 894 874 866 
Belgium 807 831 862 842 836 
Germany 762 774 813 813 790 
Peer countries 

993 1,007 1,019 1,006 1,006 
Gap to peer 

countries 
254 140 91 3 122 

Gap scaled to 

population 

(€ bn) 1.2 0.6 0.4 0.0 0.6 

 

Sources: European Commission (2017) AMECO database; 
Eurostat (2017) Purchasing Power Parities (PPPs), Price Level Indices and Real 
Expenditures for ESA 2010 Aggregates. 
 

Notes: Peer country is the population weighted average. The PPS deflator used here 
corresponds to GDP as a function of EU15 price level scaled as 1. 
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