
6. A Framework for the Future27

Seán Healy, Brigid Reynolds and Michelle Murphy

In this paper we challenge the core of the analysis that has underpinned the
current approach to economic and social policy across the EU. Instead of
this approach we outline a framework for the future that we believe would
be both desirable and sustainable. Austerity has been imposed by the
European Commission, the European Central Bank (ECB) and the
International Monetary Fund (IMF). They justify this approach on the basis
that Governments were profligate in their budgetary policy and reckless in
their borrowing. The data however, does not support this analysis. Austerity
imposed on the basis of a false analysis is severely hampering countries’
capacity to recover. It is ethically unacceptable because it has been grossly
unfair to most people particularly those who are poor and/or vulnerable.

Part I: The Road to Nowhere

i) Evidence versus assertion
In an interview given to six major newspapers in six different countries28

and published on 26th January, 2012 the German Chancellor Angela Merkel
argued that austerity was necessary because of the budgetary negligence of
countries over many years. She emphasised the “extreme debt of certain
countries, accumulated over many years”. This is an example of a selective
use of data that led to an inaccurate analysis which in turn has led to an
inappropriate policy response. What is demonstrably false has been
accepted as self-evident; this is a dramatic illustration of the failure of
politicians, public officials, academics and commentators who have
constantly supported this position. 

Inaccurate analysis is not confined to Angela Merkel. On 21st October 2012
Social Justice Ireland published a briefing29 it had presented to the Troika
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29 Available at www.socialjustice.ie



(European Commission, European Central Bank and the International
Monetary Fund) during their quarterly monitoring visit to Ireland. The key
issue addressed in that briefing was what Social Justice Ireland described as
“the selective use of data by Troika organisations which is leading to
inaccurate analysis which in turn is producing inappropriate policy
recommendations for Ireland”.

The briefing highlighted the selective use of data by ‘Troika’ members in the
analysis and documentation they had produced in the previous year. This
was leading to inaccurate analysis which in turn was leading to
inappropriate policy proposals being made. Five examples of this selective
use of data were identified in the briefing. These concerned (i) the poverty
rate, (ii) reducing unemployment payments over time, (iii) increases in
welfare rates in the previous decade, (iv) replacement ratios and (v) the
distribution of the ‘hits’ during the recession. In each of these cases the
Social Justice Ireland briefing identified the selective use of data in ‘Troika’
publications, showed how this led to inaccurate analysis and this, in turn,
led to inappropriate policy proposals.

ii)  Was there ‘budgetary negligence and extreme debt 
accumulated over many years’?

Let’s look at the evidence for Angela Merkel’s claim. The public finances of
member states in the EU before 2008 were keeping to the convergence
criteria of the Stability and Growth Pact (de Grauwe 2011). In 2007 the
average budget deficit of the 27 member states of the EU was 0.9 per cent of
GDP. This is a long way below the 3 per cent threshold. 

Public debts show a similar pattern. From 1999 to 2007 the average public
debt of the EU member states went from 65.7 per cent of GDP to 59 per cent.
This is below the 60 per cent threshold that applies to this issue. In the
following three years this average rose to 80.1 per cent and has continued
growing since.

In the period 2000 to 2007 the only Budget deficit in Ireland was in 2002;
even then it was minus 0.4 per cent which is very low. By 2010 it had reached
minus 32.4 per cent of GDP because of the bailout of the financial sector.
In another country currently at risk, Spain, in the period 2005-2007 there
were budget surpluses (see Table 1 and Table 2). The fiscal position of Spain
and Ireland sharply reversed in 2008 due to the bursting of credit fuelled

116 A Future Worth Living For



asset price bubbles, which had been inflated by poor regulation of both the
banking sector and commercial and residential construction sectors. 

Table 1 – General Government Net Table 2 - General Government Gross
Lending (+) or Net Borrowing (-) Consolidated Debt as a % of GDP in
for selected countries, 1999-2007 selected countries, 1999-2007

Source: AMECO database (2013). Source: AMECO database (2013).

This situation is summarised well by Christohe Degryse: “With the
exception of Greece – which is a special case – there has been no general drift
that might have justified the constriction of budgetary rules and the
imposition of forced austerity. The great upheaval has resulted from the
bailout of the banking and financial industry and support for the real
economy to avoid a great depression” (Degryse 2012). He goes on to cite
Martin Wolf in support of this position: “it is not budgetary indiscipline
that was at the origin of this crisis. The indiscipline of the financial sector
and, generally speaking, of the private sector, including lenders in the
countries at the heart of the zone, played a much more important role”
(Wolf 2011). 
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iii) How not to respond to an irresponsible financial sector
An accurate analysis would identify that the crisis of 2008 was caused by the
financial industry, how it was framed and regulated and how it operated in
the real economy. Such an analysis should have led on to the development
and implementation of measures at an EU level to regulate financial
institutions and to secure good governance in this area. Such initiatives
could have included rigorous regulation of the sector, the introduction of a
financial transaction tax, the elimination of tax havens, the tackling of
financial fraud and tax evasion, the separation of commercial and
investment banking, and so on. Little if anything effective was done in these
areas. Instead what we did get - especially from 2010 onwards - has been a
very strong focus on the false claim that the crisis was caused by a
catastrophic profligate drift in public finances. 

The capacity and success of the financial sector to delay introduction of the
necessary changes has been in inverse proportion to the social resistance to
austerity. The financial sector has got most, if not all of its money back, bank
debt has been transferred to the sovereign and the bills are, for the most part,
being paid by ordinary citizens who had no hand, act or part in causing the
crisis. 

Since 2009 the authors of this paper have consistently pointed out that this
was the likely outcome of the policies put in place to address the 2008 crisis.
The analysis was not accurate so the policy pathway has been inappropriate.
In 2010 Paul Krugman, Nobel Prize winner in economics, pointed out that
erroneous diagnosis by Europe’s leaders was producing bad remedies
(Krugman 2010). 

The EU has focused principally on increasing supervision of public finances
and introducing draconian sanction mechanisms in cases where thresholds
are crossed or targets are missed. The Fiscal Compact which has become part
of the European Treaty has imposed extraordinary limitations on any
country trying to work its way back to fiscal solvency and to produce high
levels of employment for its labour force. The justification for this approach
is that it ‘reassures the markets’ so that they continue to provide finance to
governments at low interest rates (while making it exceedingly difficult for
groups such as small and medium enterprises to borrow at any interest rate).
The former president of the European Central Bank, Jean-Claude Trichet
argued that this approach was necessary to satisfy the financial markets. The
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ECB, the European Council and the Ecofin Council also argued that the first
priority was to re-establish the confidence of these markets. A series of
initiatives were to be prioritised. In practice this meant the ‘social’
component of government policy in practice became the main adjustment
variable in the management of the debt crisis. Social services and the social
infrastructure that supports the delivery of such services were to be reduced
dramatically and the savings used to support the on-going dominance of a
financial sector that had gambled recklessly, acted illegally in some cases
and succeeded in having much of their gambling losses repaid, in many
cases repaid in full.

To this end austerity was imposed. Austerity, however, has been exposed as
having an unsound academic basis, as being a failure in practice and as
morally unethical because poor and middle-income people have borne an
unfair share of its consequences.

iv) Austerity – a road to nowhere
What austerity has produced in practice in Ireland is structural
unemployment, rising poverty levels, a sustained child poverty problem,
on-going adult literacy challenges, high emigration, lengthening social
housing waiting lists and declining physical and social infrastructure. The
Irish Government’s austerity approach has, however, protected the rich at
the expense of the rest of us. In practice it has produced the single biggest
transfer of resources from low and middle income people to the rich and
powerful in Ireland’s history. The main beneficiaries of this transfer have
been parts of the corporate sector (mostly multinationals) and wealthy
individuals. This situation has been mirrored in other vulnerable countries.
In the period 2010-2012 substantially more than €700 billion in public
spending cuts were decided on in fifteen EU countries30 (Degryse 2012).
These cuts, for the most part, were made in the areas of social protection,
public employment and public investment. In most cases the budget cuts
were accompanied by tax rises particularly VAT (which disproportionately
impacts low-income people) and wage freezes. 

This is a road to nowhere. The austerity approach has been challenged by a
wide range of people and institutions. While all agree that it is crucial that
countries manage their finances in a responsible manner and pay their way
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over time there it is clear that the ‘austerity’ approach is based on a deeply
flawed analysis and that a change of direction is needed if we are not to
“cause the economic suicide of the entire continent” (Krugman 2012). 

In moving beyond the flawed analysis and inappropriate policy responses
that have characterised the response to the 2008 crisis particularly in the
EU there are two issues that need to be included in the discussion which
have been more or less omitted to date. These are the social dimension and
the issue of governance. The authors have dealt with these issues extensively
elsewhere (Healy et al 2013; Reynolds and Healy 2012, 2011). We wish simply
to make a few comments on these issues here.

v) The social dimension
On the social front the political leadership of the EU has failed to provide
the necessary support for countries in difficult situations. These have been
forced into a situation of ‘internal devaluation’ in which the financial sector
has been protected but services such as healthcare and pensions have been
cut back, unemployment has been allowed to rise dramatically and
emigration of people of working age has in practice been encouraged even
though every government denies that this is the case. Their deeds, or lack
of same, give the lie to their words where these issues are concerned. The
social dimension has been the adjustment variable for managing the crisis.
The claim by the president of the European Central Bank Maria Draghi that
the European social model is dead simply serves to highlight how ‘taken for
granted’ this position has been among the EU’s unelected elite. 

This situation is going to be exacerbated even further by the structural
reforms that have been put in place. These are focused on reducing each
Government’s borrowing and debt while ensuring they cannot increase
their expenditure at more than a very low rate even though such
expenditure in many cases is the only hope these governments have of
getting out of the crisis. It should be noted that without investment there
won’t be jobs on the scale required. Without these jobs there won’t be
recovery. Without recovery then austerity will continue. But the rules of
institutions such as the ECB and the European Commission put very
inappropriate barriers in place to block such necessary investment even
when its repayment is ensured. In such a situation one must question the
motivation of those putting these rules in place.
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Respect for human dignity is a founding principle of the European Union,
whose aims include promoting full employment and social progress,
combating social exclusion and discrimination and promoting social justice
and social protection (European Commission, 2008). The Treaty provides
that the EU should support the activities of member states in integrating
people excluded from the labour market (Article 137(1) (h)). The right to
social and housing assistance so as to ensure a decent existence for those
who do not have sufficient resources is enshrined in the Charter of
Fundamental Rights of the European Union. 

The Europe 2020 Strategy, adopted by the Council in 2010, aims to turn the
EU into a ‘smart, sustainable and inclusive economy delivering high levels
of employment, productivity and social cohesion’ (European Commission,
2010). Its setting of targets to increase levels of employment and education,
reduce poverty and social exclusion and improve environmental
sustainability are significant, because they highlight the importance of
social policy goals to a vision for Europe’s future well-being. They also point
to the possibility of a more integrated and coordinated approach to
economic, social, employment and environmental governance.

What is missing from most European documents is any real commitment
to redistribution, fair taxation, solidarity or the elimination of poverty;
there is a distinct lack of focus on outcomes. There are weak commitments
on a few relevant issues in the EU2020 Strategy but there has been a total
lack of support on the scale needed for the initiatives required to achieve
even these modest targets. Many countries are further away from these
targets today than they were when they were introduced in 2010. Other
countries ignore the targets in practice and there is little or no effort to insist
that even these limited targets might be achieved. 

In its 2013 Social Investment Package, the European Commission
recognised that welfare systems fulfill three functions – social investment,
social protection and stabilization of the economy and that member states
that take a social investment approach in their social policies have more
inclusive growth than others (European Commission, 2013). A social
investment approach involves putting greater focus on policies such as
childcare, education, training, active labour market policies, housing
support, rehabilitation and health services that have both immediate effects
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and returns over time – strengthening current and future capacities and
preparing people to face life’s risks rather than just repairing the damage.

More integration of social policies has recently been underlined again by
the Commission in its Communication on strengthening the social
dimension of the EMU (2013). This Communication discusses the
possibility of an insurance system to pool the risks of economic shocks
across member states thereby reducing fluctuations in national incomes.

In 2008, the European Commission adopted a Recommendation on the
active inclusion of people excluded from the labour market (subsequently
endorsed by the Council and the Parliament). The Recommendation
commits to a balanced approach to active inclusion involving three equally
important pillars: 

(1) inclusive labour markets – ensure ‘effective help to enter or renter and
stay in employment’, 

(2) adequate income support – ‘recognise...[the] basic right to resources and
social assistance sufficient to lead a life that is compatible with human
dignity as part of a comprehensive, consistent drive to combat social
exclusion,’

(3) access to high-quality services – ‘appropriate social support through
access to quality services... including….services…essential to supporting
active social and economic inclusion policies’ (European Commission,
2008). 

The Resolution recommends a ‘comprehensive policy design defining the
right mix of the three strands….taking account of their joint impact on the
social and economic integration of disadvantaged people and their possible
interrelationships, including synergies and tradeoffs’ (European
Commission, 2008).

In this context it is also important to realise that, despite all of these
commitments and claims that the social dimension is crucial for the EU’s
future, inequalities have been growing during this period. An OECD report
(2011) shows that even traditionally ‘egalitarian’ societies such as Germany,
Sweden and Finland, have seen inequality grow during the decades leading
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up to 2008. This, however, has not received the attention it should have
even though again the research shows clearly that there will be no
permanent exit from this crisis without a reduction in inequalities
(Wilkinson and Pickett 2010; Reich 2013). 

What is also notable at EU level is that, more and more, social policy is being
transformed into a tool with the single purpose of making enterprises and
the economy more productive. So it is not surprising to see the Directorate
responsible for economic and financial affairs in the EU increasingly being
the one that is responsible for social policy. Rather than protecting the
vulnerable such an approach undermines the protections that exist. This is
a myopic approach that sees everything as being at the service of the market
economy. Side by side with these developments there has been a down-
playing of social dialogue. On this, as on so much else, the research is
ignored. Recent studies have shown that where there have been effective
institutions of social dialogue they have helped to reduce the impact of the
crisis (Laulom et al. 2012).

Grahl and Teague (2013) have warned that without a ‘social union’ to
complement the monetary union the Eurozone and European Union will
increasingly lose legitimacy. They have recommended a range of social
policy co-ordinations and adjustments to current European policies. For
example, they note that if programme countries are to continue with
internal devaluation, such a development should be pursued by reducing
high income and wage inequality rather than reducing the wages of the low-
paid. Conversely, those countries with current account surpluses should
boost income to the low-paid and reform of their welfare states, thus raising
Eurozone demand and reducing inequality within the surplus countries.
The current European assessments of employment policy - the Lisbon
assessments and the Europe 2020 targets – would thus take on a very
different character. 

vi) A word on governance
One further issue needs to be highlighted before we move on to Part 2 of
this paper and look to the future. Many questions are being raised about
democracy in the context of what has been happening in the EU since 2008
(de Witte 2011). The crisis of the financial industry exposed a major
democratic deficit when the EU came to develop its response. Huge effort
and major resources were put into saving the euro but with little or no public
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discussion or real democratic scrutiny. Parliamentary discussions, where
they did take place, were often guillotined and little notice was taken of any
critique provided. It’s important to remind ourselves of the range of
developments in recent years: the European Stability Mechanism was
established; the ‘golden rule’ was inserted into national constitutions; the
procedure for adopting national budgets was Europeanised and the powers
of national parliaments were limited on these issues; so-called ‘reform’
programmes were imposed on countries. All of this was done with very little
democratic scrutiny. 

There are further challenges on the governance front. There is a risk that a
two-speed Europe may emerge where some countries will be excluded from
the core decision-making processes. There is also a danger that some
countries will be allowed to run their own budgetary and fiscal affairs while
others will be dictated to by European institutions. The new development
which sees countries sending their budgets to Brussels for scrutiny before
they are scrutinised by their own parliaments raises questions concerning
democratic accountability. The European Commission may now seek
revisions or take an even more active role on budgetary matters where some
countries are concerned. How does such a development sit with democratic
legitimacy (de Grauwe 2012)? The Commission does not bear the political
cost of its decisions. This is leading some people to move towards a position
where they see their own national government as the agent of other states
or of organisations such as the IMF, the ECB and/or the European
Commission – all bodies without democratic accountability (Streek 2011).

What concerns the authors most in this area is that the measures being
adopted were designed to meet an emergency situation. However they are
becoming permanent as they wend their way into the EU treaties, national
legislation and other processes. We believe that many of these measures
were developed on the basis of a false analysis as we have pointed out already
and consequently are inappropriate responses to the real situation. So we
are turning policy decisions based on inaccurate analysis into permanent
treaty-based actions that must be followed. The folly of this situation is likely
to be exposed in the years immediately ahead as countries such as Ireland
are barred from making well-founded, evidence-based decisions which will
mean that Irish society may suffer a great deal unnecessarily. The neo-liberal
approach to development may well have succeeded in embedding its
inappropriate policy approaches so deeply in the EU structures and
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processes that EU governments will not be in a position to respond
appropriately to major economic, social or political developments. This
democratic deficit is a very worrying development.

All of this suggests that there are major challenges ahead. There is an urgent
need to: 

• Put processes in place to ensure that debt created by the financial
sector does not become sovereign debt. 

• Ensure macro-economic stability. 
• Reverse the growing inequalities across society; this involves

reversing the hyper-concentration of wealth and of economic and
social disintegration.

• Move towards just taxation.
• Put sustainability (economic, social and environmental) at the core

of all policy decision-making.
• Reform governance.

The remainder of this paper seeks to spell out how these challenges can be
addressed within the context of a new social model and a new social
contract appropriate for the world of the twenty first century. 

Part II - A Pathway to the Future 

The need for a new guiding vision
In 1997, the American philosopher Richard Rorty gave a series of lectures at
Harvard University, later published as a book, entitled ‘Achieving Our
Country’ (Rorty, 1998). Rorty argued for a restoration of the idea of ‘national
pride’, rejecting both nationalist jingoism and cynical self-disgust, which
could exhort and inspire people to formulate radical but pragmatic
programmes for political, social and economic change. Today in Ireland,
‘national pride’ is too often mobilised towards short-term goals such as
‘making Ireland the best small country in the world in which to do business’.
Perhaps there is an idea that we as a nation are strangers to grand projects and
great ideas - that those are best left to other countries - and that the best we
can do is to muddle through. But that would be to wilfully forget the ideas
that inspired generations to struggle not only to achieve this country’s
independence, but also to transform Ireland’s society and economy.
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Since the late-eighteenth century the ideas of national freedom and social
justice in Ireland have been intertwined. Ever since Wolfe Tone declared that
‘our strength shall come from that great and respectable class, the men of
no property’, it was believed by the greater body of nationalists that without
social reform, national liberation would be incomplete. Inspired by Thomas
Paine, the United Irishmen formulated proposals for economic reform in
Ireland. As the leading United Irishman Robert Addis Emmet told a
parliamentary committee in 1798, ‘if a revolution ever takes place, a very
different system of political economy will be established from what has
hitherto prevailed here’ (Quinn, 1998: 188). During the nineteenth-century
James Fintan Lalor and John Mitchell called for a wholesale democratic
revolution in landownership against the tepid national revolution
advocated by those who sought mere separation from England. Michael
Davitt inspired landless labourers in Ireland with his ideas for land reform.
One hundred years ago, the workers of Dublin defied the captains of
industry for five months to defend their right to organise collectively. 

It is often forgotten that the Democratic Programme of 1919, proclaimed by
the First Dáil, was embraced as the founding economic and social document
of the revolutionary state that conducted the War of Independence. The
drafters of the Programme, Tom Johnson and Seán T. Ó Ceallaigh, were
heavily influenced by the writings of James Connolly and Patrick Pearse.
The words of the Programme still resonate today, pledging that ‘[i]t shall be
the first duty of the Government of the Republic to make provision for the
physical, mental and spiritual well-being of the children, to secure that no
child shall suffer hunger or cold from lack of food, clothing, or shelter, but
that all shall be provided with the means and facilities requisite for their
proper education and training’. Though the Programme was never put into
effect, and treated with scepticism by those who would ultimately govern
the new state, it can still be an inspiration to Irish citizens today. 

The economic crisis in Ireland is partly the result of the failure of an
economic and social philosophy that elevated private greed over the public
good, one that created a false ‘national pride’ which measured the country’s
success by the accumulation of individual wealth. This myopic philosophy
was sustained over a decade of credit-driven financial speculation. During
these ‘boom’ years, fragments of the desire for a more equal Ireland
remained, but this vision was too vague and imperfectly formed to be truly
effective. With the onset of the crisis, successive governments turned to the
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outworn neo-liberal dogmas of the ‘boom’ years, and critics were simply
informed that ‘there is no alternative’. 

Over the last two hundred years, there has always been a division between
those who sought only ‘national’ territory or a narrow ‘economic
sovereignty’, pursuing the same old agenda with a ‘green jersey’, and those
who fought to create an Ireland of citizens, where everyone, no matter their
income or wealth, would be treated equally. As the country turns to
commemorating 1916, it is time to reflect on the social and economic vision
of those revolutionaries for our country, and whether the country’s current
path reflects the aspirations of the men and women of 1916, or the
aspirations of the great majority of Irish people today. 

There are many policy areas outside Ireland’s control at the present time.
Yet, even within the macroeconomic restrictions contained in the Fiscal
Compact, there are real choices to be made about the appropriate
distribution of wealth, power and income in our society, the amount of
resources our welfare state and health service receive, and the level of
taxation required to furnish the resources necessary for a compassionate
and civilised society. Now is the time to have a serious debate about our
economic and social priorities. 

Ireland needs a combination of vision and pragmatic policies that can truly
move the country towards a desirable and sustainable future. We believe
Ireland should be guided by a vision of becoming a just society that respects
human rights, protects human dignity, facilitates human development, and
preserves the environment. The core values of Irish society would be the
inviolability of human dignity, equality, human rights, solidarity,
sustainability and pursuit of the common good. All those living in Ireland
should have what they require to live life with dignity and to fulfil their full
potential, including sufficient income, access to services they need and
active inclusive in a genuinely participatory and democratic society. 

A Policy Framework for a New Ireland
To achieve this vision we propose a policy framework that identifies five key
policy areas for reform.31
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• The first is macroeconomic stability, which requires a stabilisation
of Ireland’s debt levels, fiscal stability and economic growth, and an
immediate boost to investment, which has collapsed during the
crisis. 

• The second is the need for a just taxation system, which would
require an increase in the overall tax-take to the European average;
such an increase must be implemented equitably and in a way that
reduces income inequality. 

• The third area is social protection which requires investment in the
social infrastructure, the prioritisation of employment and a
commitment to quantitative targets to reduce poverty. 

• The fourth area is that of the governance of our country, which
requires new criteria in policy evaluation, the development of a rights-
based approach, and the promotion of deliberative democracy. 

• Fifth, policies must be adopted that create a sustainable Ireland,
through the introduction of measures to slow down climate change
and protect the environment, the promotion of balanced regional
development, and promotion of new economic and social indicators
to measure performance alongside traditional national accounting
measures such as GNP, GDP and GNI.

Table 3. A policy framework for a New Ireland

Ensuring Towards a Just Enhancing Reforming Creating a 
macroeconomic taxation social governance sustainable
stability system protection Ireland

Debt Bring Taxes to Protect services Reform policy Combat climate
sustainability European and the social evaluation change and

average infrastructure protect the
environment

Fiscal stability Increase taxes Combat A Rights-based Balanced 
and economic equitably unemployment approach regional
growth development

Investment Reduce income Poverty Deliberative New indicators 
programme inequality Reduction democracy for sustainability

and wellbeing

128 A Future Worth Living For



 i) Ensuring macroeconomic stability
Ensuring macroeconomic stability requires a reduction in Ireland’s debt
burden, the launching of an investment programme and a restoration of
fiscal and financial stability. All of these measures are connected. An
investment programme would contribute to growth which would in turn
lower Ireland’s deficit and real debt burden. A reduction of, or commitment
to reduce, Ireland’s debt burden would increase confidence in the capacity
of Ireland’s economy to expand and thus fully exit the EU/IMF programme
without the requirement of additional credit facilities or the activation of
the Outright Monetary Transactions (OMT) programme, thus reducing
yields on Irish government debt.

In the future, Ireland’s macroeconomic policy will be severely constrained.
Since Economic and Monetary Union (EMU), monetary policy has rested
with the European Central Bank, and the single currency has prevented the
kind of currency devaluation engaged in by Ireland during the late 1980s
(Kinsella, 2013). Following the introduction of the Fiscal Compact, there
will be severe constraints on Ireland’s fiscal policy.32 The Stability and
Growth Pact rules require government deficits to be 3% or less; government
debt to GDP ratio to be 60% or less; and government’s annual structural
deficits to be 0.5% or less. They do permit the structural deficit to be up to
1% if debt to GDP is significantly below 60%, but the compact requires a
1/20th reduction in debt per year if a country has a debt to GDP ratio above
60%. However, there is an allowance that a member-state can deviate from
the need to implement adjustment under ‘exceptional circumstances’. We
opposed the Compact on a number of bases: that it does not address what
is essentially a balance of payments crisis created by persistent and excessive
private credit creation; that the considerable debate and confusion about
the measure of ‘potential’ output will severely affect the view of structural
output; and that it is undemocratic, removing decisions about resource
allocation and tax and spending from parliaments.33 However, it is likely
that the Fiscal Compact will remain in place. As Table 4 shows, over the last
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five years, domestic demand and investment have fallen rapidly. Arising
from this situation, debt sustainability, fiscal stability and economic growth
and investment are critically important. We address each of these below. 

Table 4. Components of changes in Real GDP, Ireland, 2008-2014

2008 2009 2010 2011 2012 2013 2014

Real GDP -2.2 -6.4 -1.1 2.2 0.2 0.6 1.8

Final Domestic Demand -2.2 -9.7 5 -3 -1.1 0 0.3

- Private Consumption 0.1 -5.1 0.9 -1.6 -0.3 -0.3 0.5

- Public Consumption 0.6 -3.4 -6.9 -2.8 -3.7 -0.6 -2.8

- Gross fixed investment -9.6 -26.9 -22.6 -9.5 -0.1 2 4

Net Exports 1.5 4.6 3 5.7 1.6 0.6 1.5

- Exports -1.1 -3.8 6.4 5.4 1.6 1.1 2.9

- Imports -3 -9.8 3.6 -0.4 0 0.6 1.9

Source: International Monetary Fund (2013: 34)

a) Debt Sustainability
In October 2013, the Department of Finance estimated that the debt-to-GDP
ratio will peak in 2014 at 124.1%, somewhat higher than the 121.4%
estimated in 2012 and the 123% estimated in April 2013 (Department of
Finance, 2013a: C19). The estimated peak of the debt-to-GDP ratio has
tended to rise due to overly optimistic expectations of economic growth. By
2016 the Department expects that 14.3% of general government revenues
will be devoted to servicing Ireland’s debt (Department of Finance, 2013a:
C20). Some improvements to the debt sustainability position have been
made in 2013 with the extension of the maturities of the €22.4bn of
European Financial Stabilisation Mechanism (EFSM) agreed by the
European Council in June 2013. The Department of Finance estimates that
Ireland will turn a primary surplus – the budget deficit less interest
payments - in 2014. However, a return to debt sustainability is dependent
on economic growth, and the ability to issue debt in private capital markets
at sustainable rates. In terms of the former, the government and Troika have
tended to over-estimate Ireland’s capacity to expand through an austerity
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induced recession. In terms of the latter, the continuing weakness of the
Irish banking sector, and doubts about the separation of sovereign and
banking debt could pose significant challenges to debt sustainability.

There has yet to be a full recognition by European partners that a large
proportion of Ireland’s debt was accumulated in the course of rescuing the
Irish banking sector, and ensuring that there was relatively lower burden-
sharing than would have been expected in any other enterprise. In addition,
the loss of confidence in Ireland during 2009-2010 was a direct result of
fixed-asset analysts and other observers of the government bond market
viewing Ireland’s assumption of banking debt as unsustainable with a
corresponding change in the pricing of Irish government debt. The total
cost of the banking rescue has been €62.8bn, of which €11.4bn has come
directly from the Exchequer, €30.7bn through promissory notes and
€20.7bn from the National Pension Reserve Fund (NPRF).34 Of the €192bn
in gross government debt in 2012, over 20% was accounted for directly by
the bank recapitalisation alone. 

This part of Ireland’s debt represents a direct subsidy by the Irish public of
international bondholders and the European banking system. In June 2012
the Eurogroup appeared to recognise this, holding out the possibility that the
European Stability Mechanism (ESM) would retroactively recapitalise the Irish
banking sector by purchasing the Irish government’s bank equities. However,
differences have since emerged between the leading nation-states in the
Eurozone, with considerable uncertainty now surrounding the question of
additional bank recapitalisations, let alone retroactive recapitalisations. This
has re-opened the question of the connection between sovereign and banking
debt. Given the upcoming capital adequacy tests, Irish banks may be judged
to require additional capital to account for losses on their mortgage and
commercial loan books. It is recognised by Irish policymakers that the Irish
banking sector is, and has been, unprepared for recognising widespread losses
on distressed mortgages (e.g. Honohan, 2013). 

If Ireland’s debt burden is to be sustainable, the ESM must at least be used
to recapitalise the domestic banking sector. European authorities should
also consider further changes to the status of the government bonds which
were issued to replace the promissory notes including further extending the
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maturity and considering a lower interest rate. Such measures could also be
further applied to the loans received under the EU/IMF Programme, in a
similar manner to the EFSF loans. 

b) Fiscal stability and economic growth
The connection between fiscal policy, output and employment has been at
the heart of the austerity debate in Ireland and Europe. Recent research
published by the European Commission and the National Institute for
Economic and Social Research suggests that the effect of combined
European austerity measures has been to suppress GDP, which actually
increases debt levels (Holland and Portes, 2012; in ’t Veld, 2013).35 The
Commission’s study estimated that Eurozone GDP was 4.5% lower than it
would have been without fiscal consolidation in 2013 due to the spill-over
effects of Eurozone-wide austerity. Reducing government expenditure
and/or increasing tax revenues are not the same thing as reducing the
deficit, and meeting deficit reduction targets requires rapid underlying
growth. 

Ireland should make the case for a European-wide approach to growth, one
that takes account of the spill-over effects of combined fiscal consolidation.
Unfortunately, the European approach has been to adopt a tight fiscal policy
framework through the Fiscal Compact, which was introduced with
relatively little debate at the European level. If the Fiscal Compact is
enforced in too restrictive manner then it may actually make the deficit and
debt positions of European countries worse, as the contraction in economic
growth caused by European wide consolidation might actually increase
deficits and debts in real terms. DeLong and Summers (2012) have noted
that in certain circumstances – short-term nominal interest rates only
slightly above 0%, large cyclical unemployment, and excess capacity –
expansionary fiscal policy can actually be self-financing.36

c) An Investment Programme
Ireland’s GNP, measured at constant market prices, remains 10% under its
peak in 2007, GDP remains over 7% under its peak, and domestic demand
remains 18% under its 2008 level (CSO, 2013). Unemployment in the
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second quarter of 2013 was at 13.7% and has been falling slowly, driven by
a growth in employment of 1.8% by the second quarter of 2013 and
continuing emigration (CSO, 2013b). Recent Live Register figures imply that
unemployment had fallen to 13.3% in October (CSO, 2013d). Investment
as % of GDP in Ireland is 10%, the lowest in the European Union (Eurostat,
2013). Both the Troika and Department of Finance have acknowledged that
consumption and domestic demand will remain stagnant, and have
previously relied on growing exports to boost growth in their projections.
Domestic economic investment is sorely needed, to generate employment
and provide much-needed infrastructure; this will both reduce short-term
unemployment and increase the long-run productivity of the Irish
economy. The government has created a new investment fund – the Ireland
Strategic Investment Fund (ISIF) - using the NPRF’s €6.4bn discretionary
investment portfolio. However, the fund is orientated towards commercial
investment opportunities such as energy, broadband and water. 

The authors believe that there must be an off-balance sheet investment
programme between 2014 and 2016 of about €7bn37. This would directly
create employment and also enhance growth, which would contribute to
reducing the deficit by reducing unemployment and increasing tax returns.
We propose that the investment programme target both economic and
social infrastructure, including the construction of social housing units,
investment in water infrastructure, and investment in primary care
facilities. 

ii) Towards a Just Taxation System
The American jurist Oliver Wendell Holmes once said that ‘taxes are the
price we pay for a civilized society’. We have long argued that Ireland’s total
tax-take is simply too low to pay for the services and social security provision
that is necessary to ensure human dignity for all. The authors believe that
the incidence of taxation falls too much on the shoulders of those on
middle and low incomes. Therefore, the overall tax take must rise in a
progressive and equitable manner.

a) Bring Taxes towards the European average
Ireland’s tax-take in 2010 was 28.2% of GDP, some 7.4% below the European
average. The Department of Finance believes that taxation as a % of GDP
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will rise to 31.7% of GDP by 2015. The authors believe that Ireland should
raise the total tax take to 34.9%. This would still keep Ireland as a low-tax
economy as defined by Eurostat, while raising significant sums. 

Table 5 compares the Department of Finance’s targets for taxation as a % of
GDP as announced in the Medium Term Fiscal Statement released before
Budget 2013 with the level of taxation raised if Ireland increased its tax take
towards the EU-27 average of 35.6% of GDP.

Table 5 – Potential Irish Total Tax Revenues, 2011-2015 (€bn)

Year GDP (€bn) DoF GDP % DoF Tax Tax at 34.9% Difference

2011 158,993 30.4 48,334 55,489 7,155

2012 163,150 30.4 49,598 56,939 7,342

2013 167,725 30.9 51,827 58,536 6,709

2014 174,100 31.5 54,842 60,761 5,919

2015 181,400 31.7 57,504 63,309 5,805

Source: Department of Finance (2012: 87).

The reliance on relatively low level of taxation to fund vital public services
certainly contributed to the scale of the crisis in the public finances. It is
also true that the tax system relied heavily on pro-cyclical taxes: a Report by
the Governor of the Central Bank estimated that cyclical taxes (Corporation
Tax, Stamp Duty and Capital Gains Tax) rose from accounting for 7% of the
total tax take in 1987 to 30% in 2006 (Honohan, 2010: 29). It is obvious that
Ireland can never hope to address its longer-term deficits in infrastructure
and social provision if we continue to collect substantially less tax income
than that required by other European countries. Increasing the total tax take
to 34.9%, would still keep Ireland’s total tax-take just below the European
average. There should also be a public debate on the appropriate level of
taxation required over the next twenty years to fund our public services and
social security system. Future policy development may possibly involve
increasing public spending and tax levels. These questions should be openly
debated instead of avoided by policymakers.
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b) Increase Taxes equitably
If Ireland is to increase its tax-take, it must do so in a fair and equitable
manner. These tax reforms should be partly attained by increasing income
taxes for those on highest incomes, and by reforming the tax code and
broadening the tax base. This will involve shifting taxation towards wealth,
ensuring those who benefit the most from Ireland’s economic system
contribute the most, in the most efficient manner. 

In its Policy Briefing on Budget Choices, Social Justice Ireland proposed that
the Universal Social Charge apply at a rate of 10% for all those earning over
€100,000, rather than the 7% it currently is. We also advocated minimum
effective tax rate of 6% for corporation tax, reform of reliefs accruing to
those paying the marginal tax rate, and the introduction of a Financial
Transactions Tax (FTT) in line with proposals outlined by the European
Commission and accepted by leading member-states. 

A key part of Ireland’s industrial strategy has been to attract foreign domestic
investment through the use of a low headline corporation tax rate. However,
this has recently caused reputational damage due to the utilisation of the
Irish tax regime by multinational corporations to avoid taxes on their
corporate profits. In practice, this policy has delivered some short-term
gains in terms of foreign direct investment. In the medium-term, the main
beneficiaries of Ireland’s tax regime may well be multinational corporations
and Irish professional services companies providing tax and legal services.
A key medium-term priority must be the reconceptualization of the role of
the Irish corporation tax regime. Under international pressure from the G20
and OECD, controversial loopholes have been closed but a serious
discussion must take place about the role of corporation tax in Ireland’s
industrial strategy, and the role of ‘brass-plate’ companies headquarter in
Dublin for tax purposes.38

c) Reduce income inequality
Income inequality, gender inequality and inequality of opportunity, are
problems in Irish society. They produce a range of negative outcomes for
those who are poor and/or excluded. Growing inequality exacerbates the
negative effects on people who are poor and/or excluded. Pickett and
Wilkinson (2011) have pointed to the negative consequences of inequality
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for all to societies, pointing to better outcomes in everything from subjective
well-being to lower crime in more equal societies. Stigliz (2013) has warned
of the wider effects of inequality on the political economy of nation, as
wealthier citizens gain an outsize influence in policy formulation, reducing
opportunities for the majority through their choices of policy. In Ireland,
increases in social protection payments, particularly between 2004 and
2007, played an important role in reducing inequality. This has reversed
since 2010, as successive government prioritised cuts in expenditure over
increases in taxation, raising serious questions for Irish society. 

While budgets in 2008 and 2009 were progressive, changes in taxation and
expenditure since 2010 have been regressive, with the increase in VAT
impacting particularly significantly on those with the lowest incomes
(Callan et. al., 2012, 2013). This does not take into account cuts to public
services, which have a greater impact on those who rely on services; the sick,
poor and vulnerable. The Gini coefficient, a measure of income inequality,
has risen from a low in 2009 of 29.3 to 31.1 in 2011 (CSO, 2013c). Reducing
inequality must be a core objective of Government policy. Redistribution
through tax and spending decisions should be used to achieve greater
equality in Ireland.

iii) Enhancing social protection 
There have been significant cuts to social services and payments since 2008.
Many of these cuts have been socially destructive and counter-productive.
Many cuts have been capricious and reduced expenditure without an
adequate examination of the impact of those measures. Moreover, in
reducing the deficit the balance between expenditure reductions and taxes
has been weighted too much towards cuts. As we return to surplus in the
primary budget balance, and fiscal space opens up, additional revenues
should be devoted to public expenditure and restoring our public services.
Investment in social infrastructure is required now to ensure that it is not
eroded further which could potentially have significant future costs. Gross
capital expenditure fell from €9bn in 2008 to €3.3bn in 2013, and a social
infrastructure deficit has emerged in this climate of underinvestment as the
population continues to grow. Finally, the goal of universal provision for all
must remain, particularly in the area of health, where inequalities persist
between the insured and uninsured population, as well as within the
uninsured population that will grow as user charges are introduced, and
medical cards removed.
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a) Protect services and the social infrastructure
Since 2008 the government has cut spending by €20,159m while increasing
taxes by €10,180m: a ratio of €2 in spending cuts for €1 in tax rates. By the
projected end of the EU/IMF programme in 2015 taxation will have
contributed €10,880m and spending cuts €21,459m to the total budgetary
adjustments: the ratio of tax cuts to spending cuts will remain unaltered
(Department of Finance, 2013b). Measures were, and are, required to be
taken to reduce the deficit, but they should not fall upon the most
vulnerable in society. Cuts to services and social protection payments ensure
that they do. The ratio of spending cuts to tax increases in recent years
should have been reversed. Future tax and spending policy should prioritise
the building of Ireland’s social infrastructure, including as a priority social
housing, primary and mental health facilities, and early education facilities.
Adequate social infrastructure and services are necessary to achieve
sufficient dignity and equality of opportunity to all citizens, from children
to older people, particularly in the context of an increased total fertility rate
and gradually ageing population.

b) Combat Unemployment
Unemployment has risen rapidly since 2008, and by the second quarter of
2013 stood at 300,700 or 13.7% of the labour force (CSO, 2013b).
Unemployment has fallen to 13.3% as of September 2013 (CSO, 2013d).
Employment has finally begun to rise, with 33,800 new jobs created in the
year to the second quarter of 2013. Long-term unemployment was at 8.1%
of the labour force as of the second quarter of 2013, accounting for 58.2%
of those who are unemployed. The International Monetary Fund (2013: 35)
estimates that unemployment will still be 12.8% in 2015.

Unemployment is the gravest crisis facing Ireland at the present time. It is
more pressing than the budget deficit. The Nevin Economic Research
Institute (2013: 33) has pointed to the fact that there is currently 1 vacancy
for every 32.3 jobseekers. Without a restoration of domestic demand and
investment, it is simply not conceivable that employment will grow in the
non-traded sector. Policy discussions on ‘labour market activation’ often do
not take this reality into account, and political rhetoric can verge on the
demonization of the unemployed. With regard to increasing demand and
investment, our proposal for an investment programme would have an
impact in reducing unemployment. We have further proposed the
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introduction of a Part Time Job Opportunities Programme which would create
thousands of part-time jobs for people who are long-term unemployed. 

c) Poverty Reduction
There is a real danger that Irish society will permit those on the lowest
incomes, and in particular those dependent on social welfare, to fall behind
once again, as it did in the late 1990s. From 2006, Ireland’s poverty levels
had been slowly falling, driven by the increases in social welfare payments
delivered in the Budgets of 2005-2007. These increases compensated only
partly for the extent to which social welfare rates had fallen behind other
incomes in society over the preceding two decades. However, these advances
have been reversed since 2009 with the at risk-of-poverty-rate rising from a
low of 14.1% in 2009 to 16% in 2011, consistent poverty has risen from a low
of 4.2% in 2008 to 6.9% in 2011 while the deprivation rate has risen from a
low of 11.8% in 2007 to 24.5% in 2011 (CSO, 2013c:1). In 2011, the single
largest demographic group at-risk-of-poverty was children; nearly one in
five was at risk of poverty (CSO, 2013c). 

It would be a great mistake for Ireland, and Irish policy makers, to repeat the
experience of the late 1990s. At that time, economic growth benefited only
those who were employed while others, such as those dependent on
pensions and other social welfare payments slipped further and further
behind. The authors believe that policy in the future should provide equity
in social welfare rates across genders, adequate payments for children, and
high payments for those with disabilities.

iv) Reforming Governance
It has been widely recognised that Ireland’s governance was poor in certain
areas prior to the economic crisis, particularly in relation to financial
regulation. Moreover, the economic crisis has led to government making rash
and hasty decisions without consultation, whether in relation to financial or
budgetary policy, which have been recognised as damaging or – in the case
of the bank guarantee – catastrophic. Reforming governance and widening
participation are a necessity; below we identify three immediate priorities. 

a) Reform Policy Evaluation 
Policy evaluation has been extremely poor in some cases throughout the
crisis. The authors welcome the steps taken by Government to increase their
research and evaluative capacity. However, we believe that Government
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should also take steps to increase the transparency of budgetary and other
important decisions, which are often opaque. Government should publish
their analysis of the distributional impact of budgetary measures, and engage
in public debate in the light of that analysis. Government should adopt an
income and gender inequality analysis and apply it to each budgetary
measure. This should be a statutory responsibility for Government. 

b) A Rights-based approach
The authors believe strongly in the importance of developing a rights-based
approach to social, economic and cultural issues. The need to develop these
rights is becoming ever more urgent for Ireland in the context of achieving
recovery. Such an approach would go a long way towards addressing the
growing inequality Ireland has been experiencing. Social, economic and
cultural rights should be recognised and vindicated, just as civil and political
rights have been. We believe seven basic rights that are of fundamental
concern to people who are socially excluded and/or living in poverty should
be acknowledged and recognised. These are the rights to sufficient income
to live life with dignity: meaningful work; appropriate accommodation;
relevant education; essential healthcare; cultural respect; and real
participation in society. To be vindicated these rights will require greater
public expenditure and provision of services.

c) Democratic Deliberation
Decisions taken by government must be openly debated both inside and
outside the Oireachtas. Since 2008, austerity measures have been
implemented in a haphazard manner, with little public debate and often a
lack of explanation and justification for the measures by government.
Instead of reasoned debate with citizens and civil society participation,
decisions have been taken at an elite level. For example, Government has
provided a high-level forum called the IFSC Clearing House Group for the
financial industry, and 23 changes in the Finance Act 2012 were made to
accommodate this group (McGee, 2012). 

Decision-making must be founded on the idea of deliberative democracy,
in which decisions about what kind of society and economy Ireland needs
is founded upon reasoned and enlightened debate, and in which decisions
taken by government are justified and accessible to the general public.39 A
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deliberative decision-making process is one where all stakeholders are
involved but the power differentials are removed (Healy and Reynolds,
2011). In such a process stakeholders are involved in the framing,
implementing and evaluating of policies and measures that impact on
them. Each citizen should have a role and voice in how our society is
governed. This should not be confined to five-yearly general elections,
particularly when election debates do not provide substantive discussions
on our country’s future. 

v) Creating a Sustainable Ireland
Sustainable development is development which meets the needs of the
present while not compromising the needs of the future. In this regard
financial, environmental, economic and social sustainability are all key
objectives. In light of this, new indicators must be compiled measuring both
well-being and sustainability in society, and used as an objective beside the
traditional measures of GDP and GNP. 

a) Combat climate change and protect the environment
Climate change remains the largest long-term challenge facing Ireland
today. The challenge of reducing Ireland’s fossil fuel emissions should not
be postponed in the face of the current recession. We believe that Ireland
should adopt ambitious statutory targets regarding the limitation of fossil
fuel emissions, and introduction of taxation measures necessary that price
the full costs of resources extraction and pollution. While the publication
of the General Scheme of a Climate Action and Low Carbon Development Bill
2013 was welcome, it only committed to already existing EU2020 and Kyoto
Protocol targets. Additionally, there are not adequate sectoral targets or
quantitative measures against which individual stakeholders can measure
their progress. 

The economic crisis has focused attention on economic growth and
financial stability. This should not come at the expense of the physical
environment. For example, the failure to tackle climate change now will
have significant impacts into the future, including on food production,
regional and global ecosystems, and on flood-prone countries. 

b) Balanced Regional Development 
A sustained recovery requires balanced regional development. The boom
years saw an attempt to redress growing regional imbalances in socio-
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economic development through National Spatial Strategy (2002-2020),
though it failed to do so, partly because of Government’s own initiatives
such as the decentralisation programme for public servants (Meredith and
van Egeraat, 2013). 

During the recession, particular regions of Ireland have suffered more than
others. The unemployment rate in Dublin is the lowest in the country at
12% while the South-East remains the hardest hit with an unemployment
rate of 18.3% (CSO, 2013: 22). Rural areas have been severely impacted by
cuts in services. The authors believe that policy must ensure balanced
regional development through the provision of public services – including
cultural, economic and social services - and through capital spending
projects, and the adoption of a new National Spatial Strategy, which should
be formulated through a deliberative national debate.

c) New Indicators
Creating a sustainable Ireland requires the adoption of new indicators to
measure progress. GDP alone as a measure of progress is unsatisfactory, as
it only describes the monetary value of gross output, income and
expenditure in an economy. The Report by the Commission on the
Measurement of Economic Performance and Social Progress, led by Nobel prize
winning economists Amartya Sen and Joseph Stiglitz and established by
President Sarkozy, argued that new indicators measuring environmental,
financial sustainability, well-being, and happiness are required. 

The National Economic and Social Council (2009) has published the Well-
Being Matters report, which suggested that measures of well-being could be
constructed that capture data on six domains of people’s lives that contribute
to well-being including: economic resources; work and participation;
relationships and care; community and environment; health; and democracy
and values. We believe that a framework for the future should deploy such
indicators alongside national accounting measures. The OECD Global Project
on Measuring the Progress of Society has recommended a use of such
indicators to inform evidence-based policies (Marrone, 2009: 23). They would
serve as an alternate benchmark for success.
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Conclusion

As Ireland leaves the 2011-2015 IMF/EU Programme it is time to reflect on
what type of economic and social vision Ireland wants to pursue in the
future. Citizens have been deeply disorientated and demoralised by the
years of austerity. A progressive future often seems out of reach. The old
Celtic Tiger model, built on unsustainable credit-driven finance, has failed.
Given this, it is vitally important that we advocate a new framework for the
future and re-emphasise the goal of creating a social Europe.

The years ahead will still be extremely difficult, but it is possible to confront
the challenges that we have identified and build a better future, one that is
desirable, viable and sustainable. This will require the recognition and
vindication of social, economic and cultural rights, and a real debate about
the future level of taxation and distribution of resources in society. This
should be carried out in the spirit of deliberative democracy, ensuring that
all are able to contribute to a national debate. Government must play its
part by ensuring that it pursues evidence-based policies, and that policy-
making is transparent and that it is accountable to the public for its actions
and analyses. 

Above all, we should remember the words of the philosopher Raymond
Williams, who wrote, ‘to be truly radical is to make hope possible, rather
than despair convincing’.
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