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BASIC STATISTICS OF IRELAND, 2014

(Numbers in parentheses refer to the OECD average)*

LAND, PEOPLE AND ELECTORAL CYCLE

Population (million) 46 Population density per km? 65.6 (34.9)
Under 15 (%) 22.0 (18.1) Life expectancy (years, 2013) 811 (80.5)
Over 65 (%) 12.7 (16.0) Men 79.0 (77.8)
Foreign-born (%, 2011) 16.4 Women 83.1 (83.1)

Latest 5-year average growth (%) 0.3 (0.6) Latest general election February 2011

ECONOMY

Gross domestic product (GDP) Value added shares (%, 2013)

In current prices (billion USD) 251.1 Primary sector 1.6 (2.6)

In current prices (billion EUR) 189.0 Industry including construction 241 (26.5)

Latest 5-year average real growth (%) 1.9 (1.9) Services 743 (71.0)
Per capita (000 USD PPP) 48.8 (39.0)

GENERAL GOVERNMENT
Per cent of GDP
Expenditure? 38.3 (41.9) Gross financial debt? 107.6 (112.1)
Revenue? 34.2 (37.8) Net financial debt? 81.8  (69.0)
EXTERNAL ACCOUNTS

Exchange rate (EUR per USD) 0.753 Main exports (% of total merchandise exports)

PPP exchange rate (USA = 1) 0.841 Chemicals and related products, n.e.s. 57.8

In per cent of GDP Miscellaneous manufactured articles 12.8
Exports of goods and services 113.7 (53.7) Machinery and transport equipment 1.2
Imports of goods and services 95.4 (49.6) Main imports (% of total merchandise imports)

Current account balance 6.1 (0.0) Machinery and transport equipment 27.0
Net international investment position (2013) -100.2 Chemicals and related products, n.e.s. 21.2
Miscellaneous manufactured articles 12.7

LABOUR MARKET, SKILLS AND INNOVATION

Employment rate for 15-64 year-olds (%) 61.7 (65.7) Unemployment rate, Labour Force Survey (age 15 and over) (%) 1.3 (7.3)
Men 66.9 (73.6) Youth (age 15-24, %) 239 (15.0)
Women 56.7 (57.9) Long-term unemployed (1 year and over, %) 6.6 (2.5)

Participation rate for 15-64 year-olds (%) 69.7 (71.2) Tertiary educational attainment 25-64 year-olds (%, 2013) 415 (333

Average hours worked per year 1821  (1770) Gross domestic expenditure on R&D (% of GDP, 20129) 1.6 (2.4)

ENVIRONMENT

Total primary energy supply per capita (toe, 2013) 2.9 (4.2) €O, emissions from fuel combustion per capita (tonnes, 2012) 7.8
Renewables (%, 2013) 6.2 (8.8) Municipal waste per capita (tonnes, 2012) 0.6

Fine particulate matter concentration (urban, PM10, pg/md, 2011) 17.8 (28.0)

SOCIETY

Income inequality (Gini coefficient, 2012) 0.304  (0.308) Ratio of incomes of the top 10% vs. bottom 10%, 2012 7.4 (9.6)

Relative poverty rate (%, 2012) 8.4 (10.9) Education outcomes (PISA score, 2012)

Median disposable household income (000 USD PPP, 2012) 22.0 (21.9) Reading 523  (496)

Public and private spending (% of GDP) Mathematics 501 (494)
Health care (20129) 8.1 (9.0) Science 522 (501)
Pensions (2011) 5.8 8.7) Share of women in parliament (%, August 2015) 199 (26.0)
Education (primary, secondary, post sec. non tertiary, 2011) 46 (3.9) Net official development assistance (% of GNI) 0.39 (0.36)

a) 2013 for the OECD aggregate.

Better life index: www.oecdbetterlifeindex.org

* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where

data exist for at least 29 member countries.
Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency,
World Bank, International Monetary Fund and Inter-Parliamentary Union.
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EXECUTIVE SUMMARY

Strong economic growth has returned to Ireland
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Source: CSO and OECD Economic Outlook 97 Database, projections
revised as of 10 September 2015.
StatLink Sasm http://dx.doi.org/10.1787/888933274998

Determined policy efforts have boosted confidence
and underpinned the robust, broad-based recovery
now underway in Ireland. Unemployment is falling
steadily, the budget deficit is declining, public debt
has peaked and continues to fall and international
credibility has been strengthened. These propitious
circumstances are the opportunity to resolve the
legacies of the crisis, including remaining
unemployment and banking system weaknesses.
There is also a chance to carry out structural reforms
to ensure the recovery is sustained. Real estate prices,
especially in commercial and residential property in
Dublin, are rising rapidly once again, and pressures to
narrow the tax base and increase spending are
growing.

Welfare transfers have narrowed income gaps but more needs to be done to get

people into work

03 Points Points 03
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0.2 0.2
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Source: Provisional data from OECD Income Distribution Database,
latest data.
StatLink Sz http://dx.doi.org/10.1787/888933275001

During the crisis, Ireland’s comprehensive welfare
system supported demand, underpinned social
cohesion and provided a sense of fairness that made
needed reforms possible. However, highly targeted
benefits including housing benefit result in high
replacement rates and marginal effective tax rates for
some households at the low end of the income
distribution, discouraging work. The solution is to
intensify activation policies to get people into jobs,
improve training and enforce obligations on benefit
recipients to seek a job or take training.

Productivity growth remains modest, hindering long-term prospects

% %
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4 4
3 3
2 2
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o

2001
2003
2005
2007
2009
2011
2013
2015

- = = = = = =

Source: OECD Economic Outlook Database.

StatLink = http://dx.doi.org/10.1787/888933275011
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Productivity growth has been falling for some time.
Although Ireland’s multinational sector thrived
through the crisis, the domestic SME sector is still
lagging behind despite the shift away from the low
productivity construction sector, with much lower
levels of competitiveness, productivity and R&D
spending. Strengthening competition in sectors
including legal services and ports, further improving
the regulatory environment for business and
encouraging innovation are all policy priorities.

11



EXECUTIVE SUMMARY

MAIN FINDINGS

KEY RECOMMENDATIONS

Fiscal sustainability

The fiscal position has improved and public debt is on
a declining path. However, the budget deficit remains
too large and spending pressures are rising.

Improve the structural fiscal balance by greater than
0.5% of GDP per annum until it reaches balance. Allow
the automatic stabilisers to work around this path.

Improve health spending efficiency including by fully
implementing “money follows the patient” in health
spending and publishing improved indicators of
financial and operational performances of hospitals.

Broaden and protect the tax base by shifting the
burden of taxation to immovable assets, reducing
allowances for capital income and continue aligning
the corporate income tax system, including its
transfer pricing rules, with recommendations from the
OECD/G20 BEPS project.

Financial stability

The repossession of collateral on non-performing
loans is inefficient.

Recent rises in property prices pose risks.

Accelerate through the court system the resolution of
non-performing loans that require repossessions

Continue to improve the responsiveness of housing
supply including in the rental market and avoid home
buyer subsidies.

Inclusive growth

Skill mismatches are high. Reducing them would
lower unemployment and increase both participation
and productivity significantly.

Education outcomes depend on social background and
concentration of immigrants in primary schools is
increasing. The DEIS (Delivering Equality of
opportunity In Schools) programme has experienced
significant budget cuts in recent years.

Long-term unemployment is high and labour-market
participation is low among those with low levels of
education, and among women over 30.

Step up efforts to develop and implement a more agile,
relevant, and gender inclusive apprenticeship system.
Ensure that students receive information on education
options after schooling, notably vocational and
technical options.

Provide additional support to disadvantaged schools,
for example by attracting better teachers and
providing additional tutoring to students

Upskill long-term unemployed by improving both the
quantity and quality of training via public
employment services or via private providers.

Fully enforce the obligations of the unemployed and
improve the enforcement framework by defining more
objectively the suitable job offer that the benefit
recipient has to accept in terms of wages and contract

types.

Improve access and affordability of quality childcare,
particularly for low income families.

12
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EXECUTIVE SUMMARY

MAIN FINDINGS

KEY RECOMMENDATIONS

Rapid withdrawal of housing assistance payments and
the family income supplement result in very high
replacement and marginal effective tax rates for
particular low-paid households.

To reduce welfare traps, more gradually reduce
housing assistance payments and family income
supplement as income increases.

Productivity

Public support for business R&D is increasingly
skewed towards R&D tax credits

Ireland relies on highly skilled workers with specific
abilities. Migrants can play an important role in that
respect.

Many government agencies devise policies to improve
business sector performance, but without the proper
research capacity and independence to advocate
reforms and engage in a dialogue with stakeholders.

Rebalance innovation support towards direct grants.

Make better use of international students as a channel
for high-skill immigration by increasing post-
graduation job search periods and exempting
graduates from employment permit fees in highly
demanded areas where there are significant skills
shortages.

Develop a stronger whole-of-government productivity
agenda. Consider expanding the remit of the National
Competitiveness Council into a more productivity-
focussed body.

Environmental sustainability

Household water quality fails Environmental
Protection Agency standards in some areas and there
are excessive water leakages.

Increasing housing energy efficiency is a cheap way to
reduce GHG emissions.

Increase investment to improve water quality and
reduce leakages.

Increase support to improve the energy efficiency of
housing, especially for low-income households.

OECD ECONOMIC SURVEYS: IRELAND © OECD 2015
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ASSESSMENT AND RECOMMENDATIONS

Following a property-led boom, Ireland was hit by a severe banking and fiscal crisis in
2008. Determined policy implementation has restored confidence and underpinned the
strong cyclical recovery now underway (Figure 1).

Ireland has come a long way in the past 5 years since it entered the EU-IMF financial
assistance programme. Determined reform efforts by the government, both under the
auspices of the programme and subsequently, have paid off. Ireland has emerged from the
crisis with a much reduced and still declining fiscal deficit, public debt on a downward path,
a stronger fiscal framework, a more sustainable fiscal revenue base, a restructured and
recapitalised banking sector, a strengthened and more efficient public administration, and a
much improved labour market activation regime (Table 1, Annex). This has been rewarded
by renewed access to financial market borrowing for both banks and the sovereign.

Ireland successfully exited the financial assistance programme in December 2013. An
important contributor to the success of the programme was strong ownership by Ireland
itself. The government had already undertaken significant consolidation action in 2009-10.
In addition, the programme was largely based on the 2010 Irish government’s National
Recovery Plan 2011-2014, with modifications introduced by the current government in 2011.
Other factors were a committed public administration capable of delivering a large number
of complex reforms quickly, supported by the Croke Park agreement, which contributed to
industrial peace in the public sector. Also important was the underlying structural
strengths of Ireland that continued to attract and benefit from foreign investment
throughout the crisis.

Figure 1. Strong growth is returning to Ireland

Real GDP crisis period peak index = 100 Real GDP crisis period peak index = 100
115 115
s |reland Portugal -
110 . - 110
Spain ltaly P
105 105
100 100
95 95
90 90
85 85
80 80
75 75

1 1 1 1 1 1 1 1 1 1 1 1 1 ) 70
t7Y  t6Y t5Y t4Y t3Y t2Y t1Y t 1Y t+2Y  t#3Y  t+4Y  #5Y  t+6Y  t+7Y  t+8Y  t+9Y  t+10Y

Note: Peak date for Ireland and Spain is 2007, 2008 for Italy and Portugal.
Source: OECD, Analytical Database and OECD calculations.
StatLink iz http://dx.doi.org/10.1787/888933275027
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ASSESSMENT AND RECOMMENDATIONS

Table 1. Progress on structural reforms

Reform Main Legislation Enacted New or empowered regulator Remaining steps to be taken

Fiscal December 2012 Yes

Financial and banking October 2010 and August 2013 Yes

Personal insolvency December 2013 Yes

Competition July 2014 Yes

Legal profession No Intended

Corporate governance December 2014 No

Water March 2013 Yes Complete the roll-out of household water
meters

Labour market activation No legislation. Pathways to Work Yes Full roll-out of contracting out of

Reforms start February 2012 job-search services

Further education and training October 2013 Yes Design and implement new
apprenticeships and vocational training.

Government accountability and transparency July 2013, July and October 2014 Yes

Health (pharmaceuticals pricing) May 2013 Yes

Source: OECD and Irish Statute Book.

Key structural reforms have also been rolled out. The government’s Action Plan for Jobs
provides momentum for designing and implementing a coherent set of labour-market
reforms and should continue. Ireland has also strengthened its institutional framework,
with a new independent fiscal council, fiscal rules, reformed public employment service
and activation policies, a vocational training authority, a stronger competition authority, a
new agency to facilitate knowledge transfer, and increased transparency and openness in
government. These welcome reforms will have long-lasting pay-offs but Ireland should be
careful to avoid complacency.

Ireland now faces three main challenges:

e enhancing its economic resilience by moving towards a balanced budget in structural
terms to reduce the high public debt, and by strengthening the banking system;

e making growth more inclusive by increasing labour market participation while further
reducing unemployment, particularly long-term unemployment; and

e improving long-term growth prospects by making the Irish-owned business sector more
dynamic, productive and innovative, while maintaining attractiveness to foreign
investment.

Macroeconomic performance and risks

The Irish economy is strongly rebounding from the crisis, with GDP growth of 5.2% in
2014, the fastest in the OECD. In part, this reflected temporary factors such as the fading of
the patent cliff (the expiry of a number of drug patents), which weighed on exports in 2013.
The initial stages of the recovery was largely driven by multi-national companies (MNCs)
that account for a large share of production in sectors that are less sensitive to cyclical
fluctuations, such as pharmaceuticals and medical devices.

Consistent with the performance of the MNCs, export growth has been strong, as
Ireland has gained market share thanks partly to improved cost-competitiveness since
2009 (Figure 2). Labour costs adjusted swiftly after the onset of the crisis. Relative unit
labour costs (labour costs adjusted for productivity and compared with Ireland’s trading
partners) declined by around 15% by end-2010. Part of this reflected a shift to higher

OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015
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ASSESSMENT AND RECOMMENDATIONS

Figure 2. Regained competitiveness contributes to Irish exports

Index 2010=100 Index 2010=100
120 120

115 115

110 110

105 105

100 100
95 95
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80 Export market performance 80
75 75
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Source: OECD, OECD Economic Outlook Database.
StatLink Sa=m http://dx.doi.org/10.1787/888933275037

productivity sectors (O’Farrell, 2015), but controlling for this relative unit labour costs still
fell by 8.4% over the same period (O’Brien and Scally, 2012). The current account balance
has reversed significantly from -5.7% of GDP in 2008 to 6.1% of GDP in 2014, although partly
because of the profits of foreign companies with activities elsewhere but headquartered in
Ireland (Fitzgerald, 2013).

Employment has expanded steadily since 2012 (Figure 3) and unemployment has
declined substantially. As a consequence, wage growth has more recently regained some
strength. Together with lower inflation, this has led to the growth of household disposable
real income turning positive in 2014 for the first time in several years. However, the long-
term unemployed and those outside the labour market still account for a larger share of
the working-age population than before the crisis or in other OECD countries.

Balance-sheet repair in the banking sector has progressed in recent years and the
overall financial situation has improved. The banking sector returned to profitability in
2014, after making losses for several years, mainly due to a reduction in impairment
charges. Nevertheless, private-sector (households and non-financial corporations) debt is
still high at 290% of GDP, well above the euro area average of about 165% (Figure 4). In
addition, non-performing loans still account for just under a fifth of the value of
outstanding loans (Figure 4), although this includes some restructured loans. The value of
non-performing loans (NPL) peaked at just under EUR 100 billion in mid-2013 but the NPL
ratio continued to rise through to 2013Q4 due to the declining loan stock, peaking at 25.7%.
The share of very long-term mortgage arrears (720 days and over) in total arrears is still
increasing albeit at a much slower rate.

The economy is projected to grow by around 5% in 2015 and 4% in 2016. Growth is
projected to broaden with more balanced contributions from exports and domestic
demand (Table 2). Macroeconomic policy is becoming more stimulatory owing to less fiscal
consolidation and the ECB’s quantitative easing policy. Exports will continue to be strong
due to increasing demand in trading partners, notably the United States and the United

18 OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015



ASSESSMENT AND RECOMMENDATIONS

Figure 3. The recovery is well underway and becoming more broad-based

A. Employed population and participation rates B. Unemployment rates (15 y.o and over)
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Source: OECD, OECD Economic Outlook and Analytical Database, Central Statistics Office, Central Bank of Ireland and OECD calculations.
StatLink iz http://dx.doi.org/10.1787/888933275047

OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015 19



ASSESSMENT AND RECOMMENDATIONS

Figure 4. Debt and non-performing loans are high

A. Private sector debt B. Non-performing loans
0,
Debt as a % of GDP 5 % of total loans
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1. 2014Q4 or latest data available.
Source: Central Statistics Office; Central Bank of Ireland, and IMF, Financial Soundness Indicators.
StatLink = http://dx.doi.org/10.1787/888933275057

Kingdom, and to the weaker euro. Investment will grow solidly as the investment-to-GDP
ratio picks up supported by an improvement in profitability prospects. Although the
transmission mechanism to the euro area periphery is still impaired, lower financing costs
owing to accommodative monetary policy will also help to lift investment. Household
consumption will gather pace, with stronger wage growth and higher employment; and
lower energy prices will boost purchasing power in the short run. Banks, weighed down by
a large stock of unprofitable tracker mortgages, are likely to cross-subsidise them by
maintaining variable mortgage interest rates for new mortgages far above ECB policy rates
in a bid to stay profitable. This may impede new credit growth and household mobility.

Risks to the outlook are balanced. On the one hand, the recovery of the euro area
economy may provide a further boost to Irish exports and business investment. Pent-up
demand after a long crisis may result in stronger household consumption than projected.
Housing investment may accelerate faster than expected if property prices continue to rise
rapidly, although higher prices would also increase vulnerabilities, especially if it were
associated with further indebtedness. On the other hand, still elevated joblessness and
indebtedness may weigh on household spending and constrained credit may limit
investment by smaller firms. A possible increase in financial turmoil in the euro area or the
beginning of monetary policy normalisation in the United States could be harmful for
Ireland since public debt remains over 100% of GDP, of which two-thirds are held abroad.
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Table 2. Macroeconomic indicators and projections
Annual percentage change, volume (2013 prices)

2011
Current prices 2012 2013 2014 2015 2016
(billion EUR)

Gross domestic product (GDP) 173.9 0.1 14 52 5.0 4.0
Private consumption 79.6 -1.0 0.1 21 29 341
Government consumption 31.1 -1.3 -0.1 4.0 4.0 1.6
Gross fixed capital formation 29.8 8.6 -6.2 14.0 15.1 7.7

Housing 35 -20.6 5.0 -3.5 9.0 8.7

Business

Government .. .. .. .. ..
Final domestic demand 140.5 0.8 -15 51 6.1 4.0

Stockbuilding 2.0 -0.2 0.3 0.5 0.0 0.0
Total domestic demand 142.6 1.0 -1.2 5.6 59 39
Exports of goods and services 176.1 2.1 2.5 12.1 11.9 4.6
Imports of goods and services 144.8 2.9 0.0 14.7 13.3 44

Net exports' 313 -0.3 2.7 0.1 0.9 1.1

Other indicators (growth rates, unless specified)

Potential GDP .. 1.2 0.9 1.3 1.8 1.9

Output gap? i, -5.9 5.4 1.8 1.2 3.2

Employment .. -0.6 2.3 1.8 2.2 2.5

Unemployment rate .. 14.7 13.0 1.3 9.6 8.4

GDP deflator .. 0.4 1.2 0.1 3.1 2.0

Consumer price index (harmonised) .. 1.9 0.5 0.3 0.0 1.6

Core consumer prices (harmonised) .. 0.7 0.1 0.7 1.6 1.7

Household saving ratio, netd .. 7.8 71 6.3 6.6 75

Trade balance* . -1.6 -14.7 26.8 .. .

Current account balance* .. 15 4.3 6.1 42 3.9

Three-month money market rate, average .. 0.6 0.2 0.2 0.0 0.0

Ten-year government bond yield, average .. 6.0 3.8 2.3 11 1.3

Contribution to changes in real GDP.

As a percentage of potential GDP.

As a percentage of household disposable income.

. As a percentage of GDP.

Source: OECD (2015), OECD Economic Outlook 97 Database, projections revised as of 10 September 2015.

Ll S o

Further strengthening the fiscal position

Ireland needs to keep improving the fiscal position to face the next downturn in the
world economy. A more robust fiscal position is particularly important because monetary
policy is not independent, and private and public sector indebtedness remains high,
making Ireland more vulnerable to negative shocks. Ireland has steadily ameliorated its
fiscal position in recent years, and this is projected to continue (Table 3). Between 2009 and
2014, the fiscal deficit (excluding bank-related financial measures) fell from 11.5% to 4.0%
of GDP, while gross public debt fell from 120.1% of GDP in 2013 to 107.6% in 2014, mainly
due to the winding up of IBRC (formerly Anglo-Irish Bank) and as a result net debt did not
decline. Ireland’s high public debt pushed gross interest costs up from 1% in 2007 to 4% of
GDP in 2014. Debt payments would have been greater had Ireland not negotiated
improvements in the structure of its sovereign debt.

To keep improving the fiscal position debt needs to be maintained on a firmly
declining path over the medium-term. Simulations using the OECD’s long-term baseline
projections for growth show that eliminating the budget deficit in line with EU fiscal rules
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Table 3. Fiscal indicators
General government, as a percentage of GDP or potential GDP

2011 2012 2013 2014 2015' 2016
Fiscal balance -12.5 -8.0 -5.7 -4.0 -2.2 -1.7
Total revenue 33.0 33.8 34.0 34.2 335 329
Total expenditure 455 41.8 39.6 38.3 35.7 34.6
Underlying primary fiscal balance? -3.8 -2.0 -0.5 -0.2 -0.2 -0.7
Underlying fiscal balance -6.3 -6.3 -5.0 -3.8 -3.7 -3.5
Fiscal one-offs -3.5 0.0 0.9 0.5 0.7 0.7
Gross interest payments 34 41 43 4.0 3.6 3.4
Gross debt (Maastricht) 109.3 120.3 120.1 107.6 103.7 99.9
Net debt 60.1 78.5 81.5 81.8 77.8 75.1

1. Projections.
2. Net of cyclical effects and one-offs.
Source: OECD (2015), OECD Economic Outlook 97 Database, projections revised as of 10 September 2015.

will put public debt on a declining path and is therefore an appropriate strategy (Figure 5).
While the Irish Fiscal Advisory Council (IFAC) suggests that the government’s plan for 2016
in the Stability Programme Update 2015 falls short of the requirements of the Preventive
Arm of the EU Stability and Growth Pact (IFAC, 2015), the European Commission has
assessed the Stability programme as fully compliant with the Pact. The pace of debt
reduction is sensitive to the amount of deficit reduction and GDP growth, and the Irish
economy is subject to several medium-term uncertainties (Box 1). The government should
ensure that Budget 2016 is fully in line with its own rules and EU obligations. It should also

Figure 5. Balancing the budget would put debt on a downward trend
General government gross debt, percentage of GDP

% of GDP % of GDP
140 140
120 120
100 100
80 80
60 60
40 No deficit adjustment after 2016 40
Trend Growth 2% lower
20 Baseline 0% structural balance 20

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038

Note: All scenarios use the projections in the Economic Outlook Database No. 97 for the years 2015 and 2016. In the baseline scenario,
trend GDP growth averages 1.8% per annum from 2017 to 2040 and the fiscal balance reaches 0% of GDP in 2021 and stays there. In the no
deficit adjustment scenario trend GDP growth averages 1.8% per annum from 2017 to 2040 and the fiscal balance remains at -2.8% of GDP
in 2017 and beyond. In the trend growth 2% lower scenario, trend GDP growth averages -0.2% from 2017 to 2040 and the fiscal deficit
moves to 0% by 2022, where it remains.
Source: OECD Economic Outlook Database No. 97; OECD calculations.

StatLink =P http://dx.doi.org/10.1787/888933275066
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Box 1. Uncertainties about the Irish economy’s prospects

Uncertainty Possible outcome

Medium-term growth The world economy may experience lower trend growth over the medium term
that would affect Ireland strongly given its openness in trade and financial
transactions. As a result, the Irish economy may stagnate given still high
joblessness, high indebtedness and large amount of non-performing loans.
Should inflation remain very low, these problems would become more difficult to
be resolved. However, productivity growth could surprise on the upside given its
recent modest pace.

Property boom and bust House prices, though well below their peak level, have increased strongly since
their trough in early 2013 and commercial property prices are climbing sharply.
Such strong price rises may again spark a reinforcing spiral of higher property
prices and credit leading to another misalignment of property prices and eventual
burst that causes large losses in the banking sector.

Changes in the international tax regime Fiscal harmonisation or other changes at EU or OECD level on Ireland’s
corporation tax regime could have a significant economy-wide impact1

Contagion from euro area turmoil Notwithstanding the institutional improvements in the euro area, any re-
emergence of the banking and sovereign crisis could have negative implications
for Ireland.

Uncertainty regarding the nature of the economic Trade and investment links are very strong, especially for more labour intensive
relationship between the United Kingdom and the domestic exporters. This presents both opportunities and challenges.
European Union

1. Department of the Taoiseach, 2015.

adhere to its obligations to have a robust medium-term fiscal framework including more
detailed projections that incorporate demographic and other spending pressures.

To strengthen the fiscal position the government should: allow the automatic
stabilisers to operate and put extra revenue from growth above trend into debt reduction;
put all the gains of the fall in interest rates to well below the long-run average towards
reducing the debt burden faster; increase the robustness of revenue by broadening the tax
base; and continue to improve the expenditure control framework, especially for big ticket
items including health spending and public sector wage costs, which have grown too
quickly in the past. As discussed below broadening the tax base should be accompanied by
lowering of high effective marginal tax rates on labour that impede the incentive to work.
These marginal rates could be lowered at the bottom end of the income distribution in a
broadly fiscally neutral way by introducing a third lower income tax band, lowering the
bottom rates of the universal social charge and reducing large tax credits (Chapter 1).

The government in a welcome move introduced a local property tax in 2013 but
revenue from property taxes remains low by international standards. The base broadening
should include further increasing recurrent property taxation, which is less growth
distorting than other taxes (Johansson et al., 2008). Home ownership is widespread across
all the income deciles in Ireland and therefore raising property taxes would be regressive.
However, it can be done in a way that protects those on lower incomes, albeit at the cost of
some increase in administrative complexity and very mildly increasing marginal effective
tax rates on labour (O’Connor et al., 2015).

The government could also broaden the tax base by further reducing tax allowances
and exemptions. Capital income allowances and exemptions mainly benefit higher income
households, which receive the majority of this income (Kennedy et al., 2015). The reduction
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of taxation related to superannuation is among the more expensive tax expenditures.
Reduced VAT rates are costly and inefficient way to address inequality challenges.

There has also been over reliance on bulk grants to cover hospital costs, resulting in
overruns in hospitals where activity levels rise and resources wasted in areas with
declining demand. In a welcome move, the government began to introduce activity-based
funding for the health sector (money follows the patient) in 2014. The moratorium on
hiring has now been appropriately replaced with a ceiling on personnel expenditure, which
allows hospitals greater flexibility to manage human resources. This should reduce the
practice of hiring expensive temps to get around headcount restrictions. To better assess
spending efficiency, the government should follow through on its plans to create, and
publish, data on the financial and operational performance of hospitals.

After extremely strong wage growth in the boom years, wages and pensions for public
servants were cut, and strong public sector wage control secured, under the Financial
Emergency Measures in the Public Interest Acts 2009-2013. These were underpinned by
industrial relations agreements with public service unions covering the years 2010-14
(Croke Park), 2013-16 (Haddington Road) and 2015-18 (Lansdowne Road) under which, in
exchange for public sector efficiency improvements, the government agreed with unions to
no further comprehensive wage cuts or compulsory redundancies. The government has
recently agreed to begin the process of gradually reducing the cuts applied during this
period from 2016. While the agreement is within budgetary parameters, the move raises a
concern that, in the absence of appropriate structures for wage determination that take
into account issues such as competitiveness, pressure for excessive public sector wage
increases could return.

Ensuring financial stability

In response to the 2008 banking crisis and the burst of the housing bubble, the
authorities consolidated financial regulation in the central bank, adopting more risk-based
and intrusive supervision, transferred large bad property loans to NAMA (a “bad bank”),
and undertook capital injections, liquidity support and government guarantees (see the
2011 OECD Economic Survey). In addition, Ireland introduced a special resolution regime for
banks, strengthened the deposit insurance scheme, issued a code of conduct to address
mortgage arrears, and reformed the personal bankruptcy regime (see the 2013 OECD
Economic Survey). Since November 2014, the EU Single Supervisor Mechanism (SSM) has had
the main responsibility for regulatory and supervision issues, but implementation remains
mostly in the hands of the national regulators.

Banks are now well capitalised by international standards and, at 14.5% in March 2015
the average core Tier 1 capital ratio of domestic banks is high. The European Central Bank’s
Comprehensive Assessment in late 2014 confirmed a small capital shortfall in only one
bank, which has since been addressed. The financial supervisor should continue to
monitor banks’ progress in meeting the forthcoming Capital Requirements Regulation
(CRR), which along with the Capital Requirements Directive (CRD) IV implements Basel III
rules in the EU, as some instruments now included in capital, such as deferred tax assets
and preference shares, will be excluded. A recent review found that excluding these
instruments would reduce the aggregate core Tier 1 capital ratio for domestic banks from
15.3% to 7.9% although all banks would remain above the 4.5% minimum requirements
under CRD IV (Central Bank of Ireland, 2015). Banks also returned to profitability in the first
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half of 2014, mainly due to a reduction in the flow of new provisions. However, profitability
remains relatively low and low levels of new lending and limited scope to increase lending
margins will restrict the ability of banks to increase their income.

While market funding has improved, over half of the funding of the domestic banking
system has a maturity of less than one month. While the share of on-demand deposits of
non-financial corporations is just below the euro area average, it’s above the euro area
average for households and the central bank should encourage the banks to increase the
maturity of household deposits. Banks will have to improve their funding structure to meet
the forthcoming liquidity requirements of the CRR, which may present some challenges
(Central Bank of Ireland, 2014). In a welcome move, the authorities now report liquidity
positions of large individual banks in financial stability reports, as is the case in other
OECD countries, enhancing transparency.

Non-performing loans (NPLs) are high in an international context (18.7% of loans at
end-2014; Figure 4), although banks hold provisions against around 50% of them. In April
2015, the Central Bank introduced new requirements to conclude sustainable solutions for
a majority of distressed mortgages by the end of 2015. However, resolving some mortgages
in long-term arrears will require repossessions if they cannot be restructured in a way that
would be acceptable to both debtor and creditor. Repossession proceedings can take a
considerable amount of time mainly due to requests from parties for adjournments -
in 2015 to date the average time taken from the issue of proceedings to the granting of a
Possession Order is approximately 53 weeks. New Rules of Court (which are due to be put
in place shortly) are intended to improve case management and reduce the need for
adjournments in repossession cases. The authorities should continue to accelerate the
court process for repossessions, and if necessary take further action to reduce NPLs,
allocate losses and make progress to resolving the problem.

Although credit growth remains subdued, recent developments in residential and,
especially, commercial property markets may be creating risks of another damaging
property cycle. Property prices, especially in Dublin, have been rising rapidly albeit from
low levels (Figure 6, Panels A-C). In this context, the recent macro-prudential measures
(comprising caps on loan-to-value and loan-to-income ratios in residential property
market lending) to build resilience among banks and borrowers and to reduce the chance
of future credit and house price spirals, are welcome. It will be important that authorities
monitor these measures closely to ensure they are effective. Furthermore, developments in
the commercial property sector should be monitored on an ongoing basis and appropriate
action taken if needed.

Regarding the housing market, the government should avoid subsidies for first-time
home buyers, as these will be capitalised into prices, aggravating a potential price spiral
and making it even harder for those with lower incomes to purchase homes. A more
developed rental market would help moderate the property cycle, reduce household
exposure to house price fluctuations, especially poorer ones that will be hardest hit if
prices and rents continue to rise strongly. Construction 2020 initiatives, including
professionalised private rental markets, are thus welcome. Greater liberalisation of
planning requirements including on building heights in Dublin would make supply more
flexible to meet changing housing demand.

Easy monetary policy and search for yield by international investors has led to large
increases in commercial property investment spending (Figure 6, Panel D) and rapid
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Figure 6. Property markets are reviving
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growth rates of capital values in commercial properties and office rents (CBI, 2014).
Moreover, a particularly high percentage of commercial real estate loans are already
impaired. NAMA has also become a large player in many large commercial property
development projects such as the Dublin Docklands Special Development Zone adopted in
2014, which raises its risk profile, making it critical that NAMAs operates in an arms-length
commercial way, with strict government oversight of its activities to ensure it does so.

A variety of policies can help address the developing potential property market risks,
as credit and housing cycles can reinforce each other. The credit register, which was
recommended by the 2011 OECD Economic Survey, is set to come into effect in 2016. The
authorities should extend it to all types of lenders as quickly as possible to enhance its
effectiveness In addition, macro-prudential policies can stabilise credit cycles as well as
limit the probability and cost of systemic crises (Claessens, 2014; Jin et al., 2014). The role
of macro-prudential policies are especially important for Ireland as it cannot use monetary
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policy to address the business cycle and the counter-cyclicality of fiscal policy is
constrained by the need to reduce public debt. Furthermore, the post-crisis banking
system, which is highly concentrated and includes three partly publicly-owned banks,
creates the risk of “too big to fail” banks with potential fiscal implications.

The role of macro-prudential policies are especially important for Ireland as it cannot
use monetary policy to address the business cycle and the counter-cyclicality of fiscal
policy is constrained by high public debt. As recommended in the 2011 OECD Survey of
Ireland, loan-to-value (LTV) and loan-to-income ratios came into effect in February 2015.
The high levels of private debt (Figure 4; Table 3) and the recent history of the property
market bubble suggest Ireland should make full use of all available macro-prudential tools.
In this context, it is welcome that the authorities will operationalise counter-cyclical
capital buffers (CCB) framework in Ireland from January 2016, as is required by the Capital
Requirements Directive (CRD) IV. The central bank should also closely monitor the
composition of bank lending so as to avoid concentration risk in particular asset classes.

Enhanced supervision of traditional financial institutions and instruments might be
circumvented by new financial products resulting from technological changes as well as the
engineering of products that, in a low interest environment, respond to the appetite for high
yields by investors. In this environment, designing and implementing effective regulation,
which balances financial stability, investors’ protection and the opening of new financing
channels for SMEs, represents a challenge for regulatory authorities (OECD, 2015).

In order to address investment financing constraints new sources of funding,
including the Strategic Banking Corporation of Ireland (SBCI), (a wholesale lender to
frontline SME lenders) and the Ireland Strategic Investment Fund (ISIF) have been
established. By mid-2015, the SBCI had secured funding of EUR 800 million from the
European Investment Bank, Germany’s KfW and the National Pension Reserve Fund (now
the ISIF). The ISIF has EUR 7.4 billion or around 4% of GDP from the former National
Pension Reserve Fund with the dual mandate to invest on a commercial basis in a manner
that supports economic activity and employment in Ireland. Both the SBCI and the ISIF
should be monitored closely given the implied fiscal risks. The SBCI’s operating model is to
foster competition in the provision of credit rather than to compete directly with private
operators. It is important to ensure that the SBCI and the ISIF do not crowd out private
financing.

Making growth more inclusive

Looking across a broad range of indicators, Ireland delivers a high quality of life in
many dimensions (Figure 7). Compared to the OECD average, the air is cleaner, more time
is devoted to leisure, schools perform well for most students and the gender wage gap is
smaller (Figure 8). Nonetheless, Ireland faces the challenge of having a very high share of
its population being unemployed or inactive, and thus receiving no labour earnings. The
unemployment rate among the poorly educated is significantly higher than the rate for
those with tertiary education. This situation prevailed before the crisis, suggesting that it
is a long-standing structural problem.

The Irish welfare system succeeds generally well in protecting the long-term
unemployed and inactive from poverty, thus keeping income inequality near the OECD
average. The transfer system is generous, as shown by Ireland providing the highest net
replacement rate for long-term periods of unemployment (Figure 9). In addition to
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Figure 7. Wellbeing indicators are mixed

Ireland OECD

Income and wealth
1

Note: Indicators are normalised to range between 10 (best) and 0 (worst) according to the following formula: (indicator value - minimum
value) / (maximum value - minimum value) x 10.
Source: OECD, Better Life Index indicators 2015.
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Figure 8. Ireland performs well in some inclusiveness dimensions!
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Figure 9. Income support for the long-term unemployed is generous in Ireland
Overall net replacement rates: net income while out of work in percentage of net income in work, 2011
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allowances for jobseekers, Ireland provides a variety of welfare benefits related to housing,
children and incentives to return to work. Active labour-market policies, which have been
deeply reformed, play a key role in helping jobseekers return to work, including training.

Support to access affordable housing is an important policy to reduce poverty. A high
percentage of low-income households benefits from subsidised rents in social housing or
via rent supplement payments (OECD, 2014). Social housing accounts for about 8% of the
total housing stock, with 70% of these units being occupied by families in the bottom two
income quintiles. However, public investment in housing was cut dramatically in the wake
of the crisis. At the same time, the rise in unemployment sharply lengthened the waiting
list for social housing, although half of those on waiting lists receive government support
via a rent supplement. The government has announced large increases in expenditure on
social housing and rental subsidies (DECLG, 2014), which is appropriate.

In order to contain the fiscal cost of welfare programmes, Ireland targets them toward
low-income households. A downside of this targeting, however, is that marginal effective
tax rates - the combined effect on a person's earnings of income tax and the withdrawal of
means-tested welfare benefits - can be very high (Figure 10). This reduces the financial
incentives for the unemployed to seek re-employment. How these problems should be
dealt with is a central issue to inclusive growth.

The cyclical recovery has been accompanied by robust employment gains and falling
unemployment, but long-term unemployment has stayed very high (Figure 11). Many have
been unemployed for more than 3 years and a significant share of families are headed by
jobless parents. Getting more people back into work is the best way to spread the gains
from the recovery, utilise people’s potential talent and efficiently reduce income inequality.
Some important policy levers for achieving this are: well-designed tax and welfare system;
efficient activation policy; and better education and skills policies.
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Figure 10. Marginal effective tax rates are high for low income families
67% of the average wage, single, two children, percent, 2014
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Figure 11. Long-term unemployment is high
Share of unemployed, %

% %
80 80
= Q42014 4042007 N
70 70
60 60
A
50 A 50
A A
40 40
30 30
A
20 A 20
10 10
0 0
o X J o J Z2 0 Wonc<x Z2 X EBEocoecnoWwZ JdcAaobE D zZzWwdo Z2 J B <X O
QL2223 R3Z285532208055RE=288208083% 85356
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StatLink Sasm http://dx.doi.org/10.1787/888933275128

Improving the tax and welfare system

Tax and welfare systems often create disincentives to work. High replacement rates
discourage the decision to work (unemployment traps) and/or high marginal effective tax
rates (METRs) discourage working more hours (low-income traps). Solving these problems
involves unavoidable trade-offs between fiscal costs, work disincentive effects and social
protection. As discussed above, Ireland combines high replacement rates for low-income
individuals with a sharp reduction of welfare or in-work benefits and higher taxes as
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income rises, creating high effective replacement rates and strong disincentives for some
households shifting from welfare to work.

There is evidence that unemployment traps exists in Ireland for some groups, and
particularly those with a non-working partner and children. To improve work incentives
without increasing poverty, the government has put in place an in-work payment, the
Family Income Supplement (FIS), for lower-income working families with children, which
partially compensate for the withdrawal of welfare upon return to work. However, as the
FIS payment falls rapidly with income, those with low income face high marginal effective
tax rates of over 60%. The government should reduce more gradually the FIS as income
increases. Simulations undertaken by the Department of Finance with the ESRI Tax-benefit
model show that, if combined with substantial increases in the FIS income limits, this
would raise the disposable income of deciles 1 to 6, while also providing a greater incentive
to work for the low-paid (O’Connor et al., 2015).

If the government were to reduce the FIS more gradually it would be important to bear
in mind that its cost would have to be funded within the existing budgetary parameters.
Preliminary estimates where the withdrawal rate is reduced from 60 to 32% and for a family
with two children the income limit is increased from EUR 602 to 865 per week (other
income limits rise by a similar ratio) suggest a cost of approximately EUR 200 million (0.1%
of GDP) at current take-up rates of 33%. If the take-up rate increased to 100%, the reform
would cost approximately EUR 700 million (0.4% of GDP).

In 2015, the government is also reforming the system of for housing benefits with a
new Housing Assistance Payment that will depend on income whether from welfare or
work, helping to reduce work disincentives. This is a welcome move and should be rolled
out to all beneficiaries of payments to cover housing costs. This will reduce unemployment
and low-income traps by removing the large spike in the marginal effective tax rate that
occurred when someone crossed the threshold of 30 working hours per week when they
lost their entire housing related benefits.

Efficient activation policy with strict implementation of conditionality

An important part of best practice active labour market policies is effectively
implementing mutual obligations. This is also an efficient way to encouraging people to
return to work while maintaining the generous transfer system. As the economy recovers
and jobs availability increase job seeker obligations in return for the training and other
support provided by the public employment services can be strictly enforced. In the 2000s,
the sanction rate for refusal of active job search in Ireland was close to the lowest among
OECD countries (OECD, 2013). McGuiness et al. (2011) show, with Irish data on
unemployment benefit recipients, that those who do not actively commit to such activities,
without effective control, encounter lower chances of entering employment.

Conditionality for unemployment benefits was tightened under “Pathways to Work”
labour market reforms introduced in the early 2010s (OECD, 2013a). The percentage of
beneficiaries penalised for non-compliance has increased since then. The sanction is
applied gradually, beginning with a temporary reduction in benefits (around 25%) to a
suspension up to 9 weeks. The sanction rate for those who failed to attend two initial
interviews with the public employment service was 3.2% (of the inflow to the recipients) in
2014, which seems to be comparable with other OECD countries. The sanction for those
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who refuse to commit to active job search amounted to some 9200 cases, which is
estimated to be around 3% of those who are registered as unemployed.

The conditionality approach can be even more enhanced in setting some objective
criteria, as currently the sanction for non-compliance seems to be decided at the
caseworker’s discretion. For instance, the job seeker can be sanctioned when refusing a
suitable job offer, against such criteria as wages, working hours, contract types, location,
etc. However, it is not entirely clear how the job seeker is judged to have declined a
“suitable” job offer. Some objective criteria would help to motivate the job seeker/recipient
of benefits to accept a job, for example, defining the circumstances the job seeker has to
accept a temporary contract, or defining the maximum reduction in wage relative to the
previous job that can be considered as suitable.

The provision of social benefits (other than unemployment benefits) is currently not
subject to conditionality in Ireland, even though many of beneficiaries could be considered
fit for work. While such conditionality is not appropriate for all benefits, the authorities
should consider the extent to which it could be extended.

Providing the right kinds of skills

Although much of the workforce is well qualified, many have insufficient skills to
obtain sustainable employment. The OECD Survey of Adult Skills (PIAAC) signals that,
despite improvements in recent years, adults in Ireland have lower skills than other OECD
countries, especially regarding numeracy (Figure 12) and literacy skills. This relatively poor
performance is partly explained by those aged 45-54 and 55-65, who also have relatively
low levels of educational attainment. However, according to PIAAC, younger people in

Figure 12. Numeracy skills are lacking
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Ireland also compare unfavourably with their peers in other OECD countries. To address
these needs, SOLAS, the agency overseeing the delivery of training to the unemployed,
launched its Further Education and Training Strategy 2014-2019 to embed literacy
and numeracy within further education and training provision. The Strategy has a literacy
and numeracy plan for increasing participation of priority cohort groups such as older
adults in literacy and numeracy programmes offered through the Education and Training
Boards.

The situation for youth has improved but the unemployment rate and the rate of those
not in employment, education or training remain above OECD and EU averages.
Involuntary part-time employment is also high. The government informed by OECD advice
(OECD, 2014a) developed a youth guarantee plan to transpose the EU Youth Guarantee to
Ireland and implementing it should remain a priority.

There is also evidence of social inequalities in higher education participation. The
social mix of students in school has a strong effect on educational outcomes (McCoy et al.,
2014). The concentration of immigrant’s in certain primary schools is increasing, with
about 80% of children from immigrant backgrounds concentrated in 23% of schools.
Providing disadvantaged schools with additional support, for example by attracting better
teachers and providing additional tutoring, and avoiding excessive concentration of
immigrants in disadvantaged schools would make Irish educational system more socially
inclusive. Providing more information on educational options once they have left school,
including vocational and technical options, would facilitate transitions to work. The
government, in consultation with the youth work sector, should fine-tune the sector’s
learning programmes to further support youth transition through education and into work
for students from as wide a set of backgrounds as possible.

The education and training system is also being reformed, including with new
programmes aimed at providing skills relevant to the more knowledge-intensive economy
that Ireland is becoming (e.g. Momentum and Springboard). Three-quarters of those who
completed a Springboard course over the period 2011-2014 are no longer registered as
unemployed. The apprenticeship system, narrowly geared towards the construction sector
and hardly used at all by women, is also being reformed. Nevertheless, the pace of reform
is very slow.

A new apprenticeship system is being developed. The Apprenticeship Council,
established in November 2014, issued a call for new apprenticeship proposals, as
recommended in previous Economic Surveys (e.g. OECD, 2013a). More progress has been
made in the delivery of training to the unemployed. A Further Education and Training
Services Plan was prepared by SOLAS in 2014, taking into account identified skills needs of
employers. Some progress has been made in setting up the infrastructure to collect and
link information on participants and outcomes. This information should be used to
undertake timely statistical evaluation of training programmes. Based on that evaluation,
resources should be reallocated to those schemes and providers that are effective in
providing the skills needed to increase employability.

Better family policy: Encouraging voluntary participation of women

Low labour-market participation for women after the age of 30 and single parents can
be explained by the high cost (Figure 13) and variable quality (Start Strong, 2014 and
Hanafin, 2014) of childcare services. In the medium- to long- run, the family benefit system
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Figure 13. The cost of childcare is high
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should be revamped so that spending on cash benefits and childcare services are more
balanced. In Ireland cash benefits and childcare services account for 3% and 1% of GDP
respectively versus 1.3% and 1% of GDP on average in the OECD. Such a spending neutral
reform would both encourage more female labour force participation and, in some case,
correct distortions to incentives to supply labour (see above).

Fostering productivity

The Irish economy has many structural features that have facilitated the development
of a vibrant business sector and attracted a high level of foreign investment, even in the
aftermath of the crisis. These include it being English speaking and in the EU, its skilled
workforce, a capacity to attract skilled migrants (Chapter 2), low corporate taxes, flexible
labour and product market regulations, the capacity of Ireland’s universities to generate
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the talent firms need, a highly effective foreign investment support agency, and a
pragmatic and responsive public administration.

Productivity growth, however, has been falling for some time, reflecting both cyclical
and structural factors (Figure 14). The boom resulted in a misallocation of resources,
contributing to a decline in productivity. The slowdown in trend growth may also be related
to a recent slowdown of investment in knowledge-based capital (a broad investment in
knowledge including computerised information, innovative intellectual property (e.g.
patents) and economic competencies, such as organisational capabilities) (Figure 15).

Figure 14. Ireland’s trend GDP growth rate has declined
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Figure 15. Investment in Knowledge Based Capital has slowed
Investment in KBC, annual average growth
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Maintaining FDI attractiveness

Foreign investment has been the source of whole new sectors, such as medical
devices, and contributes significantly to jobs, innovation and exports. The foreign
investment support agency, IDA Ireland, should continue to target key foreign firms, as the
presence of one multinational tends to attract others (Barry, et al., 2003; Worrall, 2014). To
ensure better linkages of multinationals to the wider economy, the government should
continue to support business accelerators and incubators, which have a proven record of
fostering a company start-up environment in the IT sector (Connolly, 2014).

A low and stable corporate tax rate is also important for attracting investment.
Increasingly significant in the context of growing general concern about tax avoidance by
multinationals worldwide is the reputation of the Irish system as fair and transparent. The
move to abolish the so-called “double Irish” from 2020 is welcome- the legislative change
came into effect for new companies from 1 January 2015, while a transition period will
apply until 2020 for existing companies. Given the strong presence of intellectual property
intensive IT and pharmaceutical companies in Ireland, preventing artificial profit shifting
through the payment of non-market-priced royalties on intellectual property owned by
companies in zero or low tax rate jurisdictions is crucial. Ireland should continue to keep
its transfer pricing rules up to date with the OECD/G20’s Base Erosion and Profit Shifting
(BEPS) project. Although changes to tax rules elsewhere may have a significant economy
wide impact (Box 1), the closing of tax loopholes in other countries may also increase the
importance of the corporate tax rate as a determinant of investment. As Ireland is
relatively competitive in this domain this may help it to attract greater foreign investment.

Maintaining a favourable regulatory environment for business is also important to
help foster a return to higher productivity growth, especially amongst home-grown firms,
whose performance lags significantly behind the foreign owned sector (Haugh, 2013). For
this purpose, Ireland needs to maintain a strong focus on policies to raise productivity. One
option is an independent agency that would pull together on a whole-of-government basis
the many of strands of policy needed to raise productivity. For example, this could be
achieved by expanding the role of the National Competitiveness Council to deal with
productivity in the broad sense. The renewed Council should continue to maintain a
permanent research staff of sufficient size to fulfil a mandate of identifying obstacles to
productivity growth, advocating the necessary reforms, and engage in a dialogue with
stakeholders regarding the appropriate design of micro-economic and industry regulation
measures. The Australia Productivity Commission was a forerunner in this area, and has
compiled a proven track record of developing and advocating structural reforms to raise
productivity. More recently, other countries (such as Chile, Mexico, Norway and New
Zealand) have implemented similar bodies.

Tuning-up innovation support for new firms

Encouraging more innovation among new firms is a key lever for boosting productivity
growth and jobs (Lawless, 2013) In comparison with other countries, Ireland has fewer
young patenting firms, less public spending on R&D, and less industry financed public R&D
(OECD, 2014b). Policy is going in the right direction to address these weaknesses but there
is scope for improvement.

Ireland’s total public support to business R&D is not especially high in relation to its
GDP and is skewed towards R&D tax credits. R&D tax credits have the advantage that they

36 OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015



ASSESSMENT AND RECOMMENDATIONS

avoid the “picking winners” problem associated with direct grants. They also should
require fewer administrative resources to operate than direct grants. However, R&D tax
incentives can protect incumbents to the detriment of new entrants (Bravo-Biosca et al,,
2013). Direct support makes SMEs more likely to carry out R&D (Czarnitski and Ebersberger,
2010). Even if R&D tax incentives contain carry-over provisions and refunds as in Ireland,
young firms may not fully benefit from the schemes if they lack the upfront funds to start
an innovative project, and in these cases public funding may be more beneficial (Busom
et al.,, 2014).Given that both types of support have advantages, a more balanced mix should
be used and the mix of support should be shifted towards direct grants.

Young firms and SMEs would also benefit from research networks due to their limited
in-house R&D resources, but they engage in less collaboration because they lack absorptive
capacity. Research staff and student placements can play a role in lifting absorptive
capacity. The steady expansion of employment based research programme for graduate
students should continue. Increasing absorptive capacity also requires improving smaller
firm management knowledge of open innovation networks, which could be facilitated by
expanding Enterprise Ireland’s mentoring programmes to include a component on
innovation collaboration, intellectual property protection as well as international sales.

Effective collaboration also requires tuning public research institutes so they can
better meet smaller firm needs. Young firms and SMEs have fewer resources and therefore
need faster direct pay-offs from innovation (Mina et al., 2008) and projects that focus on
improving product quality and production processes (Novero, 2008). Enterprise Ireland
should ensure its new Technology Centres are demand driven, and that they encompass
consulting, research, technology advisory and testing (Mina et al., 2009). The total budget
of the 15 centres under development is only one third of that of the budget of Ireland’s
successful agri-food Research Technology Organisation, Teagasc (DJEI, 2014). The large
stock of foreign investment in Ireland could be further leveraged by introducing a
procurement database/market where large firms place orders for services or products that
smaller firms could bid to produce.

Constraints on finance can be a major obstacle for new, innovative firms. The
provision of venture capital in Ireland is above the EU average. The government has
introduced a variety of new tools to address financing needs of firms not suited for
traditional bank lending (OECD, 2013a). It will be important to maintain private sector
involvement in these arrangements and monitor the performance of the various venture
capital funds.

Getting more from competition

Increasing competition reduces monopoly rents, which are a source of income
inequality, inefficiency and less inclusive growth. In a welcome move, the government
overhauled the Competition Law Framework in 2014. The Competition Authority and the
National Consumer Agency were merged into the Competition and Consumer Protection
Commission (CCPC) and the CCPC has been given new powers.

There is room to intensify competition in Ireland in less trade exposed sectors. Ireland
is ranked worst in the OECD for restrictive regulation on forms of legal professional
cooperation in the OECD’s PMR Index. The Legal Services Bill 2011 meets many of the
CCPC’s recommendations to enhance competition in the legal sector. The government
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should also introduce a separate conveyancing profession, which has lowered the cost of
these services in the United Kingdom (OECD, 2013a).

The Government partly implemented the CCPC’s recommendations to increase
competition in the port sector by issuing some new self-handling cargo licences. However,
general cargo handling licences have an automatic renewal clause, protecting incumbents.
The state-owned port companies should require a tender or other competitive process for
renewal of licences.

In the electricity sector, the transmission grid is independently operated by Eirgrid, but
is owned by the incumbent generator, the Electricity Supply Board (ESB). The government
should work towards the fuller separation of transmission and generation activities so as
enhance competition in the sector. In addition, generation remains concentrated and
competition should be further enhanced by the sale of some of ESB’s current capacity.

Migration contributes to reducing skill mismatches

Migration plays an important role in the Irish labour market. The economic crisis
triggered a rapid increase in emigration, in large part among highly-skilled and people in
employment. More recent data shows that while total emigration has started to decline,
emigration by individuals with tertiary education continues to increase. Despite the
general improvement in the Irish economy and its labour market, the outflow of university
graduates exceeds the inflow. Productivity prospects of domestic companies, whose ability
to hire workers abroad is limited, are more likely to be affected by this net outflow of
qualified workers than multinationals, which are more successful in international
recruitment. This risks that the already large productivity gap between domestic firms and
multinationals will widen further; it also highlights the need for Ireland to optimise
policies to retain and attract qualified workers, and to facilitate that all companies can take
full advantage of these policies.

A high proportion of immigrants are also highly-skilled. This pattern of “brains
exchange” reduces skill mismatches but also raises the challenge of integrating
immigrants. As the economy recovers, the gap between immigrants and Irish workers in
terms of employment probabilities is receding to pre-crisis levels (Gonzalez Pandiella et al.,
2015). Ireland is also starting to experience challenges associated with the integration of
second generation immigrants. In that respect, providing students of foreign language
background English language training is crucial.

Ireland will continue to need skilled immigrants. That challenge will become more
acute, as wages in traditional source countries catch up (Westmore, 2014) and more
countries join the global competition for skills. Ireland has responded by more regular (bi-
annual) evidence-based reviews of occupations eligible for the Critical Skills Employment
Permit. Ireland has also made good progress in reducing processing times for employment
permits, from 36 days in January 2013 to 23 days in April 2015. This is among the lower
processing times in the OECD (OECD, 2014c). Given the importance of migration to Ireland
it should continue to optimise its migration selection system by making further use of IT in
employment permits processes.

Ireland has introduced self-declaration and the Trusted Partner Initiative, whereby the
submission of documentation is replaced by a declaration by the employer that the
requisites are met. The Initiative will reduce administration significantly. Ireland should

38 OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015



ASSESSMENT AND RECOMMENDATIONS

encourage and fine tune such schemes and monitor the system to make sure it works for
SMEs.

Better use could be made of international students as a channel for high-skill
immigration. After graduation the job-search period allowed in Ireland ranges from six to
twelve months. Countries with a higher share of international students allow for longer
job-search periods, (OECD, 2014c). It can reach up to 30 months in Australia. Another
avenue to make Ireland more attractive is post-study employment permits. Exempting
international students from the employment permit fee in highly demanded areas where
there are significant skills shortages in Ireland (provided they meet the criteria for
obtaining the permit) would contribute to smoothing the transition to work.

Improving environmental sustainability

Ensuring an environmental sustainable pattern of growth is also a critical part of
improving well-being in the medium-term. Clean water and air, less waste and its efficient
disposal and uncongested cities are key elements of high standards of living and better
quality of life. Fostering clean technologies, products and services by the business sector
can help make Ireland more resilient to volatility in the price of fossil fuels. Developing
green technologies, especially in areas of comparative advantage such as agriculture, can
contribute to higher productivity growth and employment opportunities at a variety of skill
levels in rural areas.

The Irish Environmental Protection Agency (EPA) estimates that without new
initiatives Ireland’s greenhouse gas emissions will exceed its EU mandated target for non-
ETS (Emission Trading System) emissions for the period 2013-2020 (Table 4; EPA, 2015). The
government is developing new energy and low-carbon initiative policies as part of the
development of a National Climate Change Mitigation Plan and the establishment of cross-
sectoral coordination processes and commitments through the soon-to-be-enacted
Climate Action and Low Carbon Development Bill 2015. Achieving sustainability goals will

Table 4. Climate change scorecard
Greenhouse gas emissions, thousands tons of carbon dioxide (CO,) equivalent?

Year Actual Target
Total greenhouse gas emissions 1990 55 246
2000 68 216
2008-12 308 509 314 200
2020 . Single EU-wide cap of 20% below 1990 emissions
Emissions Trading System (ETS) 2008-12
2013-20 Single EU-wide cap of 21% below 2005 emissions
Non-ETS greenhouse gas emissions 2008-12 219 000
2020 Reduce emissions 20% below 2005 emissions
Non-ETS EU annual emissions allocation (AEA) target 2020 37500
Renewable electricity (% of total electricity generation) 1990
2002 7%
2013 21%
2020
Area with greatest potential to reduce emissions Agriculture, buildings and transport

1. Excluding land-use, land-use change and forestry (LULUCF).

Source: OECD (2014), “Greenhouse gas emissions”, OECD Environment Statistics (database); EC (2014), Technical Paper: Kyoto Ambition
Mechanism Report, 30 April 2014 OECD (2015), OECD Electricity and Heat Generation (database); Irish Environmental Protection Agency (EPA),
(2013) Ireland’s Greenhouse Gas Emission Projections 2012-2030.
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necessarily involve public support, but it is important that realisation of these goals is
supported and promoted on the basis of least cost interventions, and market-based tools.
A promising low-cost route is to step up programmes to improve energy efficiency of
housing (Ameli et al., 2015), which can help not only reduce GHG emissions but also
improve health and equity outcomes.

Urban sprawl is a problem, especially in Dublin. It creates air pollution and congestion,
which are becoming apparent again with the return to robust economic growth.
Sustainable urban and housing planning, now focused on increasing density of the
metropolitan area, will help to increase the viability of public transport that can not only
help reduce emissions but also increase the welfare of all citizens, especially those on
lower-incomes. A return to healthier public finances should facilitate greater public
investment in public transport, infrastructure and services, which was heavily cut during
the crisis. However, projects should be evaluated on an ex-ante basis. The coverage of the
public transport network and the extent of bike lanes are below European city averages
(EIU, 2009). A priority for public capital spending, and complementary to the government’s
expansion of social housing policy, should be increasing urban public transport, especially
to more deprived parts of the metropolitan area. The Dublin bike scheme has been
significantly expanded since 2009 and cycling trips into Dublin City have doubled
since 2006. Further dedicated cycling lanes and expansion of the Dublin bike scheme
would also help to cheaply reduce carbon emissions as well as improve labour market
access and social inclusion of those on lower incomes.

Water stress is among the lowest in the OECD, but in some areas household water
quality is an issue due to under-investment (EPA, 2015a) and dairy sector expansion poses
new challenges. In a welcome move the government introduced household water charges,
which are still among the lowest in the OECD. This new funding mechanism has been
introduced in tandem with significant reforms of the water sector in Ireland, to improve
the overall governance from a Water Framework Directive implementation perspective,
and to bring a greater strategic approach and increased efficiency to investment through
the establishment of a national public water utility, Irish Water. The introduction of
household water charges should be accompanied by a well-communicated programme of
infrastructure renewal. This can help to improve public acceptance of the charges and Irish
Water’s programme to fix leaks is promising in this regard. The expansion of dairying
following the removal of EU quotas should be accompanied by more innovation to mitigate
negative air and water quality side-effects. Although slowly improving, the development of
environmental technologies appears to be modest by OECD standards. One avenue to boost
this quickly would be to target foreign investment by an “anchor” multinational leader in
dairy related environmental technologies, coupled with greater funding to the public
research organisation, Teagasc, from a levy on the dairy industry.

Household waste per capita has been one of the highest in the OECD but new policies
are now reducing it. Landfill levy charges have been increased significantly to discourage
landfill use, which is now declining: for the first time, the amount of waste recycled
nationally in 2014 exceeded the total waste landfilled. A new “3-bin” household waste
separation system is being progressively introduced and from July 2016 households will
pay by weight for waste, thereby incentivising further reduction in waste generation. In
addition, a new thermal waste treatment plant is due to come on stream in 2017. These
efforts could be complemented with greater incentives for firms via taxation and direct
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support to innovate to reduce the amount of packaging material and increase the
recyclability of packaging material.

Bibliography

Ameli, N. and N. Brandt (2015), “What Impedes Household Investment in Energy Efficiency and
Renewable Energy?”, OECD Economics Department Working Papers, No. 1222, OECD Publishing, Paris,
http://dx.doi.org/10.1787/5js1j15g2f8n-en.

Barry, F,, H. Goerg and E. Strobl (2003), “Foreign Direct Investment, Agglomerations and Demonstration
Effects: An Empirical Investigation”, Weltwirtschaftliches Archiv, Vol. 139, pp. 583-600.

Bravo Biosca, A., C. Criscuolo and C. Menon (2013),”What Drives the Dynamics of Business Growth?”,
OECD Science, Technology and Industry Policy Papers, No. 1.

Busom, I., B. Corchuelo and E. Martinez-Ros (2014,) “Tax Incentives... or Subsidies for Business R&D?,
Small Business Economics, Vol. 43, pp. 571-596.

Causa, O. and A. Johansson (2010), “Intergenerational Social Mobility in OECD Countries”, OECD Journal:
Economic Studies, Vol. 2010/1, http://dx.doi.org/10.1787/eco_studies-2010-5km33scz5rjj.

Central Bank of Ireland (2014), Macrofinancial Review, Volume 2, Dublin.
Central Bank of Ireland (2015), Macrofinancial Review, Volume 1, Dublin.
Claessens, S. (2014), “An Overview of Macroprudential Policy Tools”, IMF Working Papers, No. 214.

Connolly, P. (2014), “A Tech Ecosystem Develops in Silicon Docks: The Rise of Dublin as a Global tech
Hub”, Pamela Newenham (ed.) Liberties Press, Dublin.

Corrado, C., J. Haskel, C. Jona-Lasinio and M. Iommi (2014), “Internationally comparable macro-
estimates of investment in intangible assets at the industry level: INTAN - Invest” available at
www.INTAN-Invest.net.

Czarnitsk, D. and J. Macintosh (2006), “Crowding and Private Equity: Canadian Evidence”, Journal of
Business Venturing, Vol. 21 (5), pp569-609, September.

Department of Environment, Community and Local Government (DECLG) (2014), Support, Supply and
Reform, November 2014.

Department of Justice and Equality (2014), Report of the Expert Group on Repossessions, Dublin.

Department of Jobs, Enterprise and Innovation (DJEI) (2014), State Investment in Research and Development
2013-2014.

Department of Taoiseach (2014), Draft National Risk Assessment.

Economist Intelligence Unit (EIU) (2009), European Green City Index, available at: www.siemens.com/press/
pool/de/events/corporate/2009-12-Cop15/European_Green_City_Index.pdf.

Environment Protection Agency (EPA) (2015), Ireland’s Greenhouse Gas Emission Projections 2014-2035.
Environment Protection Agency (EPA) (2015a), Drinking Water Report 2013.

Fitzgerald, J. (2013), “The Effect of Redomiciled Plcs on GNP and the Irish Balance of Payments, ESRI
Quarterly Economic Commentary, Spring 2013.

Hanafin, S. (2014), “Report on the Quality of Pre-school Services: Analysis of Pre-school Inspection
Reports”, Dublin: Tusla, Child and Family Agency.

Irish Fiscal Advisory Council (IFAC) (2015), Fiscal Assessment Report, June 2015.

Jin, Y., P. Lenain and P. O’Brien (2014), “Macroprudential Policy Tools in Norway: Strengthening
Financial System Resilience”, OECD Economics Department Working Papers, No. 1126, OECD
Publishing, http://dx.doi.org/10.1787/5jz2mm2vbhjk-en.

Johansson, A. et al. (2008), “Taxation and Economic Growth”, OECD Economics Department Working
Papers, No. 620, OECD Publishing, http://dx.doi.org/10.1787/241216205486.

Kelly, E., S. McGuinness, P. O’Connell, A. Gonzdlez Pandiella, and D. Haugh (2015), “How Well Does
Ireland Integrate Migrants into its Labour Market?”, OECD Economics Department Working Papers,
forthcoming.

OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015 41



ASSESSMENT AND RECOMMENDATIONS

42

Kennedy, S., Y. Jin and D. Haugh (2015), “Taxes, Income and Economic Mobility in Ireland: New
Evidence from Tax Records Data”, OECD Economics Department Working Papers, forthcoming.

Lawless, M. (2013), “Age or Size? Contribution to Job Creation”, Central Bank of Ireland Research Technical
Paper, 2/RT/13.

McCoy, S., E. Smyth, D. Watson and M. Darmody (2014), “Leaving School in Ireland: A Longitudinal
Study of Post School Transitions”, ESRI Research Series, No. 36.

McGuiness. S, PJ O'Connell, E. Kelly (2011), “Carrots without Sticks: The Impact of Job Search
Assistance in a Regime with Minimal Monitoring and Sanctions”, WP 409, Economic and Social
Research Institute (ESRI), Ireland.

Mina. A, D. Connell and A. Hughes, “Models of Technology Development in Intermediate Research
Organisations”, Centre for Business Research, University of Cambridge, Working paper No. 396.

Motohashi, K. (2008), “Growing R&D Collaboration of Japanese Firms and Policy Implications for
Reforming the National Innovation System”, Asia Pacific Business Review, 14:3, pp. 339-361.

Novero, S. (2008), “Public Interventions Supporting Innovation in Small and Medium-Size Firms.
Successes or Failures? A Probit Analysis”, Ceris-CNr Working Paper, No. 11.

O’Brien, D. and J. Scally (2012), “Cost Competitiveness and Export Performance of the Irish Economy”,
Quarterly Bulletin, Central Bank of Ireland, 3 July.

O’Connor, B, T. Hynes, D. Haugh and P. Lenain (2015), “The Distributional Consequences of Growth and
Employment Enhancing Tax and Welfare Changes in Ireland”, OECD Economics Department Working
Papers, forthcoming.

OECD (2011), OECD Report on Experiences with Structural Separation, OECD Publishing, Paris
OECD, (2013), Employment Outlook, OECD Publishing, Paris.

OECD (2013a), OECD Economic Survey of Ireland, OECD Publishing, Paris, http://dx.doi.org/10.1787/
eco_surveys-irl-2013-en.

OECD (2014), “Policies to Promote Access to Good-Quality Affordable Housing, Working Party on Social
Policy”, DELSA/WP1(2014)1.

OECD (2014a), OECD Youth Action Plan: Options for an Irish Youth Guarantee, January 2014, OECD
Publishing.

OECD (2014b), OECD Science, Technology and Industry Outlook 2014, OECD Publishing, Paris, http://
dx.doi.org/10.1787/sti_outlook-2014-en.

OECD (2014c), International Migration Outlook 2014, OECD Publishing, http://dx.doi.org/10.1787/sti_outlook-
2014-en.

OECD (2015), New Approaches to SME and Entrepreneurship Financing: Broadening the Range of Instruments,
OECD Publishing.

O’Farrell, R. (2015), “Have Wage Developments Improved Ireland’s International Competitiveness since
2008?”, The Economic and Social Review, Vol. 43, No. ??.

Start Strong (2014), “Childcare: Business or Profession?”, available at www.startstrong.ie/files/
Childcare_Business_or_Profession_Full_Report_Web_Version.pdyf.

Westmore, B. (2014), “International Migration: the Relationship with Economic and Policy Factors in
the Home and Destination country”, OECD Economics Department Papers, No. 1140, OECD Publishing,
http://dx.doi.org/10.1787/5jz123h8nd71-en.

Worrall, J.J., “Game Change: Google Moves to the Docks”, in Silicon Docks: The Rise of Dublin as a Global
Tech Hub, Pamela Newenham (ed.), Liberties Press, Dublin.

OECD ECONOMIC SURVEYS: IRELAND 2015 © OECD 2015



OECD Economic Surveys: Ireland
© OECD 2015

Annex

Structural reform

The objective of this Annex is to review action taken since the previous Survey
(October 2013) on the main recommendations from previous Surveys, which are not
reviewed and assessed in the current Survey.
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ASSESSMENT AND RECOMMENDATIONS

Rebalancing the economy

Recommendations from previous Survey

Action taken since the October 2013 Survey

To retain access to financial markets under sustainable and affordable
terms, further reduce the public debt-to-GDP ratio. If growth
projections are not met and if financial markets conditions are
appropriate, the automatic stabilisers should be allowed to operate
around the structural consolidation path.

Fully implement the strategy to reduce non-performing loans taking
account of the steps taken to date, so as to sustain on-going balance
sheet adjustments, improve bank health and foster the gradual
recovery of domestic demand.

After exit from the current EU-IMF programme, consider international
backstop options to provide support in the event of an unexpected
shock.

Fiscal policy, strong economic growth and positive stock-flow
adjustments have contributed to reducing the public debt-to-GDP ratio.
It is projected to decline from 123% in 2013 to 105% of GDP at end
2015, according to the national authorities.

NPLs are reducing as banks’ implement restructuring strategies. These
include a re-underwriting of new but reduced exposures to challenged
customers, deleveraging, and pursuing legal options to generate
recoveries in cases where no other solution is viable.

The Mortgage Arrears Resolution Process, in place since 2011, was
strengthened to accelerate debt restructuring: performance targets for
borrowers in arrears over 90 days for main mortgage lenders were
introduced. In April 2015, new rules replacing quarterly targets with
new requirements to conclude sustainable solutions for a majority of
distressed loans by the end of 2015 came into effect. The Central Bank
has written to banks setting out new requirements that concluded
sustainable solutions are in place for most distressed borrowers by the
end of 2015 (the Mortgage Arrears Resolution Targets process).
Following exit from the programme, Ireland returned successfully to
the long-term bond markets, without a pre-arranged precautionary
credit facility. Ireland’s bond yields are trading at historically low levels.
Ireland also completed early repayment of 81% of its IMF programme
loans in March 2015.

Reinvigorating growth

Recommendations from previous Survey

Action taken since the October 2013 Survey

While Ireland is generally business friendly, there is a need to prioritise
further structural reforms. To ease doing business, increase
competition in legal services and reduce licence and permit fees and
waiting times.

Continue to emphasise fiscal measures that minimise harm to growth
and equity, such as the residential property tax. Review existing tax and
welfare structures to address better labour force participation of low-
wage workers.

Address long-term spending pressures in the pension system. Place
environmental protection more at the centre of the tax, charges and
subsidy policy choices.

The Legal Services Regulation Bill is under discussion in Parliament.
The Bill aims to operationalise the new Legal Services Regulatory
Authority without delay in 2015.

In the 2015 Budget; income tax was reduced (the threshold at which
income tax is due was raised and the higher rate of income tax was
reduced from 41% to 40%); the Universal Social Charge, income tax-
like social security contribution, was also reduced.

The Back To Work Family Dividend was introduced. The benefit aims to
help families to move from social welfare into employment: people with
qualified children, taking up employment and becoming no longer
eligible to certain benefits, obtain a weekly payment for up to 2 years.
The pensionable age was increased to 66 in State Pension (Contributory)
in January 2014. The payment to 65-66 years olds was abolished in State
Pension (Transition) in January 2014. A new Single Public Service
Pension Scheme has been in place since January 2013: in the scheme,
benefits are based on career average earnings, not final salary.

The Finance Act 2014 lists natural gas and biogas as transport fuels and
sets the rate of excise at the EU minimum rate for a period of 8 years.
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Recommendations from previous Survey

Action taken since the October 2013 Survey

To improve public trust in Government, increase transparency and
accountability of Government institutions.

The Freedom of Information (FOI) Act 2014 extends FOI to almost all
public bodies.

The Open Data Initiative makes data held by public bodies available and
easily accessible online for reuse and redistribution.

Ireland became a full member of the Open Government Partnership in
July 2014.

The Houses of the Oireachtas (Inquiries, Privileges and Procedures)
Act 2013 introduced a comprehensive legislative framework for
parliamentary inquiries.

A comprehensive review on accountability of the Civil Service was
conducted, including through public consultation. The review’s
recommendations are being implemented.

The Government introduced a new system for State Board
Appointments in 2014.

Labour market activation policies

Recommendations from previous Survey

Action taken since the October 2013 Survey

To avoid rising structural unemployment and a drift into social
exclusion, prioritise engagement with the long-term unemployed and
increase the number of caseworkers supporting them, through internal
redeployment.

To reduce mismatches between supply and demand of skills, better
align the content of education and training schemes so that they
provide skills required in the expanding sectors.

Focus limited fiscal resources on policies empirically-proven to
improve employability; this will require systematic evaluation of labour-
market programmes through consistent tracking and randomised
trials, followed by decisions to close down ineffective schemes while
strengthening successful ones.

To minimise the detrimental and enduring impact of long-term
unemployment, establish a youth compact whereby those in
unemployment will receive a compulsory offer of training, work or a
combination.

To avoid the perpetuation of social exclusion and risk of poverty, put a
stronger emphasis on encouraging and facilitating the return to work of
those more detached from the labour market.

To provide job-search assistance and activate the current cohort of
long-term young unemployed, increase the number of caseworkers in
the public employment service through internal redeployment.
Establish specific youth tracks in those schemes where youth are
having access difficulties.

The long-term unemployed have been increasingly involved in
activation policies, which will be put on a more systematic footing with
the launch of JobPath in mid-2015.

SOLAS, the agency overseeing the delivery of further education and
training to the unemployed, published the first annual Further
Education and Training Service Plan in 2014. The Expert Group on
Future Skills Needs (EGFSN) and the Strategic Labour Market Research
Unit identify such required skills.

The Higher Education Authority performance compacts with Higher
Education Institutions 2014-2016 require them to report on how they
are responding to labour market needs including the recommendations
of EGFSN.

The ICT Skills Action Plan 2014-2018 was launched aimed at
addressing the 44 000 job openings expected to arise over that period
for ICT graduates across all sectors of the economy.

Some evidence on effectiveness has been found for the Momentum
programme (vocational training for the long-term unemployed); the
TUS programme (community work placement scheme to which referral
was based on random assignment from among the long-term
unemployed); and the JobBridge internship programme.

Resources have been increased in internships and training.
Programmes for young people are being adapted as part of the
response to the EU Youth Guarantee programme. Conditionality for
young job seekers is the same as that for all the other job seekers.

The focus on the long-term unemployed was renewed, and more
resources are spent on the unemployed at most risk of becoming long-
term unemployed identified through profiling.

300 staff were redeployed from other activities to activation duties.

Such youth tracks have been introduced: for example: internships for
disadvantaged youth in the JobBridge programme; access to
recruitment subsidies eligible at shorter unemployment spells than for
older unemployed in the JobsPlus programme.
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ASSESSMENT AND RECOMMENDATIONS

Recommendations from previous Survey

Action taken since the October 2013 Survey

To respond to the demand for specialised skills, concentrate training
efforts in those schemes providing high level skills such as Momentum,
Springboard or ICT conversion courses. Progression pathways
between different education levels should be stepped-up.

To provide skilled workers to emerging sectors, expand the
apprenticeship beyond craft-related areas involving the SME sector,
better align curricula of vocational training to unemployed profiles and
to employers demands and increase its workplace component.

Establish a systematic and rigorous evaluation of all policies and
schemes including sunset clauses to review at regular intervals the
need for extensions. Based on the evaluation, reallocate resources to
those schemes which are found to be effective in increasing
employability.

To adapt Pathways to Work to the changing structure of the Irish
economy, establish a regular review and evaluation of the profiling
model. Enlarge the model to encompass those more detached from the
labour market.

Establish a strategy to provide youth with relevant training and support.
Introduce mentoring and coaching in the existing programme
supporting self-entrepreneurship among unemployed.

To reduce poverty risk and social exclusion, put a stronger emphasis on
encouraging and facilitating the return to education or employment of
those more unattached from the labour market by increasing mutual
obligation approaches.

Step-up the role and the capacity of psychological services to assist
employment services in supporting young people and increase early
childhood education as a preventive way to better integrate disfavoured
youth.

To realise its potential in the social inclusion of disadvantaged people,
the social enterprise sector, including non-profits organisations, should
be able to access the same kinds of government support as
conventional enterprises.

The Momentum programme is delivered in line with the Action Plan for
Jobs and Pathways to Work. The 2nd phase of Momentum launched in
2014 aims to provide up to 6 000 education and training places for the
long term unemployed, designed to tackle the skill shortages identified
by the Expert Group on Future Skills Needs (EGFSN). Springboard+
2015, which incorporates the ICT skills conversion programme was
launched in May providing for a total of 9 000 free part-time and full
time higher education reskilling and upskilling opportunities for
jobseekers. 285 Springboard+ courses will be delivered in 42 colleges
throughout Ireland. In 2014 Springboard provided over 5 700 places on
212 courses on part-time and full-time courses, including ICT
Conversion courses.

The Apprenticeship Council was launched in November 2014. The
council consists of representatives from business, trade unions, further
education bodies and the Department of Education and Skills. It
formally invited proposals for new apprenticeship programmes from
consortia of enterprise, professional bodies and education and training
providers. Over 80 separate proposals were received by the deadline

A series of programme/process evaluations has been launched.

The profiling model was reassessed, using administrative data, in
2013-14. There was little difference from the original model in terms of
the factors predicting the severest difficulties in returning to
employment. The re-assessed model has been used to estimate
“distance from the labour market” scores for the existing long-term
unemployed.

The Back to Work Enterprise Allowance was implemented, which
provides technical assistance grants for training/mentoring. See also
other youth related actions above.

Reforms to lone parents’ benefits are increasing conditionality of these
payments where children are over 7 years of age.

Since the beginning of 2013 the number of educational psychologist
staff within the National Educational Psychological Service (NEPS) has
increased from 173 to 183. NEPS provides educational psychological
service directly to all first and second level schools with schools in
disadvantaged areas afforded priority service.

No action.

Foster innovation and entrepreneurship

46

Recommendations from previous Survey

Action taken since the October 2013 Survey

Reflecting significant uncertainties about the effectiveness of various
innovation policy tools, independently and regularly evaluate all actions
in this area, strengthen programmes with proven higher returns, and
wind down the others. To promote effective evaluation, ensure all
innovation and enterprise supports have sunset clauses.

The Research and Development Tax Credit underwent an evaluation in
2013, while a review of enterprise supports for Research, Development
and Innovation (RD&I) was completed in 2014.

Regular independent evaluations of all RD&! programmes are
undertaken. The recent mid-term review of the Enterprise Ireland/IDA
Ireland Technology Centre programme recommended the sun-setting
of two of the Technology Centres, and was actioned. Science
Foundation Ireland (SFI) monitors its investments post-award.
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Recommendations from previous Survey

Action taken since the October 2013 Survey

To increase the effectiveness and cost-efficiency of the innovation and
research policies, and make it easier for businesses to access support,
consolidate innovation funding and actions into a smaller number of
Government agencies.

To increase capital supply and encourage entrepreneurship, lower
costs for small-cap IPOs, centralise legal processes for intellectual
property rights (IPR) transfers with the new central technology transfer
office and introduce changes to the examinership process without
delay.

To improve Higher Education Institution (HEIs) quality, make a
significant portion of their funding performance related, provide multi-
year funding envelopes for HEIs, adjust their funding to reflect different
student growth patterns across institutions and give them autonomy
over staff salaries.

To encourage MNCs to move advanced R&D functions to Ireland and
build HEI-firm linkages, continue the strategy of building up fewer,
larger academic research centres. Increase Masters and PhD graduates
with significant firm placement components in order to provide firms,
and particularly SMEs, with the innovation capacity to engage with
HEls. Further enhance SME-HEI links by setting up Research
Technology Organisation/s targeting SME needs.

A National Directory of Research Centres was published with details of
all centres of scale and their key areas of research.

Knowledge Transfer Ireland (KTI), established in 2013, aims to make it
easier for companies to access and use ideas developed through
publicly-funded research. KTl provides a catalogue of practical guides
including on License Agreements and Options Agreements to ensure a
coherent approach across the system.

An expert group was established in 2014 to examine the current
funding arrangements for higher education. In addition, a system of
performance funding within core public funding of higher education
was introduced in 2014.

The Irish Research Council continues to develop its two enterprise
scholarship schemes: the Employment Based Postgraduate and the
Enterprise Partnership Scheme. Around 300 companies have engaged
with the Council on these initiatives. SMEs account for more than 70%
of the Partners engaging on the Employment- Based Programme.
Twelve large scale research centres have been established. Some
300 industry partners are collaborating with the Centres and have
committed funding.

SFI funds the SFI Industry Fellowships, which facilitate the placement
of researchers in industry or academia to stimulate knowledge transfer
and training.

A study has been undertaken on strengthening the market-focussed
element of the research landscape in Ireland, including examination of
establishing Research Technology Organisation/s.
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Chapter 1

Growing together:
Towards a more inclusive Ireland

The Irish economy is growing strongly, but there is a risk many households will be
left behind despite robust growth. High joblessness especially among the low-
educated and skill-biased wage differentials have induced high market income
inequality, among the highest in the OECD. Ireland’s comprehensive welfare system
provides a broad range of social benefits, which keeps jobless households out of
poverty, but this reduces the financial incentives to work, especially for families
with children. Structural unemployment is also explained by the lack of skills
required to find employment in the Irish labour market, where the presence of
multinational enterprises increases the reward for high skills and the penalty for
poor skills. With the unemployed pool lacking the right skills and financial
incentives, employers tend to resort to foreign workers, a practice facilitated by the
well-functioning migration system. Getting more people into work is important to
share the benefits of the recovery as widely as possible. This requires building up
work capacity, especially by improving jobseekers’ training, and ensuring welfare
recipients honour their Job Path commitments in return. More needs to be done to
increase incentive to work by reducing welfare and low-income traps. This should be
done by shifting the tax burden from labour to indirect taxes in a progressive way
that does not harm the lowest income groups.




1. GROWING TOGETHER: TOWARDS A MORE INCLUSIVE IRELAND

Ireland faces the challenge of having a high share of its population being unemployed or
inactive, and thus receiving no labour earnings. High joblessness especially among the
low-educated and large skill-biased wage differentials have induced high market income
inequality. These features were already visible before the crisis, suggesting that the
problem is largely structural. Although Ireland’s welfare system provides a range of social
transfers to reduce disposable income inequality and combat poverty, staying out of work
for long periods of time undermines the well-being of families, with pervasive effects
across generations. Getting more people back into work will therefore be key. To increase
inclusion, while minimising distortions to growth, Ireland needs to:

e Facilitate the return to work of the unemployed by helping build-up work capacity,
notably the acquisition of adequate skills, while making welfare conditional on
beneficiaries honouring their Job-Path commitments.

e Improve the incentives to work by reducing welfare and income traps.

e Raising revenue more efficiently and equitably by continuing to shift the taxation burden
away from labour taxes towards indirect taxes in a progressive way that does not harm
the lowest income groups.

How inclusive is growth in Ireland?

Ireland’s high structural unemployment and low labour-market participation results
in large groups of households being left without labour income and relying almost
exclusively on social transfers to make ends meet.

Figure 1.1. Ireland’s market income GINI is the highest in the OECD
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1. With 0 = perfect equality and 1 = perfect inequality.
Source: OECD Income Distribution Database.
StatLink &i=r http://dx.doi.org/10.1787/888933275173
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This weakness of labour earnings at the bottom of the distribution results in income
inequality being the highest in the OECD, when measured before taxes and transfers
(“market incomes” GINI) (Figure 1.1). When taking into account taxes and transfers,
however, Ireland’s income inequality is below the OECD average (Figure 1.2), reflecting a tax
and transfer system that is very effective in redistributing income. Indeed, the market
income inequality increased markedly during the recession owing to the dramatic rise in
employment losses (Figure 1.3). But after taxes and transfers inequality did not rise. This

Figure 1.2. Ireland’s disposable income GINI is below the OECD average
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1. With 0 = perfect equality and 1 = perfect inequality.
Source: OECD Income Distribution Database.
StatLink &i=r http://dx.doi.org/10.1787/888933275180

Figure 1.3. The increase in market income inequality in Ireland was largely driven
by employment effects
Wage and employment effects explaining change in the Gini coefficient between 2007 and 2011
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Source: OECD (2015), “In It Together: Why Less Inequality Benefits All”, Chapter 3, Figure 3.2.

How to read this figure: The scale shows the change in the Gini index at market income between 2007 and 2011. This change is
decomposed into wage and employment effects using the same method. For example, the market income inequality measured by the
Gini index rose by some 5 percentage points in Ireland from 2007 to 2011, which is entirely explained by the employment effect (i.e.
reduction in earnings following job separation was dominant), although the wage effect offset this very slightly (i.e. wage disparities
among those in employment were reduced somewhat).

StatLink %i=r http://dx.doi.org/10.1787/888933275196
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strong income support provided by the welfare system prevented the unemployed from
falling into poverty, preserving economic and social stability.

Indicators of income concentration directly calculated from taxpayers’ income
statements to the Revenue Commissioners confirms that market income inequality is high
in Ireland, driven by both ends of the income distribution. Around 37% of market income
goes to the top 10% of tax units in 2012 (of which 10.5% and 3.3% to the top 1% and the top
0.1%, respectively, according to Kennedy et al., 2015). This concentration was somewhat
lessened following the property bubble burst, but remains high. Nonetheless, by
international comparison the concentration is not excessively high (Figure 1.4). High
market income inequality is mostly driven by the lower end of the distribution: the income
share of the bottom 20% households is the lowest in the OECD countries (Figure 1.5). A
consequence of this is that at market incomes poverty is also very high. According to
EU-SILC data, some 50% of individuals would live at or below the poverty line of 60% of the
median disposable income, if they did not receive social transfers (Figure 1.6). Among those

Figure 1.4. Internationally income! is becoming more concentrated at the top
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Figure 1.5. Share of the bottom 20% households in market income is low in Ireland
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Figure 1.6. Risk of poverty is high without social transfers
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most affected by poverty are the unemployed (36.7%) and households where there is no
person at work (34.5%).

Market income inequality is also strongly affected by macroeconomic fluctuations.
During the early stages of the “Celtic tiger” period (1997-2002), all income groups
experienced strong growth in market income (Kennedy et al., 2015). By contrast, when the
economy entered into the property bubble (2002-07), only those at the top 9th decile and
above benefitted, reflecting fast rise in both capital income and labour earnings at the high
end of the income distribution. During the burst of the property bubble (2007-12), labour
earnings declined by some 14% in the aggregate, with the burden disproportionately borne
by those in lower income deciles.
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Why is there such high inequality at market incomes?

Ireland’s high inequality of market incomes largely reflects its uneven distribution of
labour earnings. The ratio of the top income decile to the bottom income decile is high by
OECD standards and the distribution has fatter tails than the OECD average. Higher shares
of income are concentrated at the top and bottom of the income scale, while smaller shares
are in the middle of the income distribution than the OECD average (Table 1.1).

This is associated with the returns to tertiary education and the penalty for poor
education both being higher in Ireland than the OECD average. A high share of the
workforce with tertiary education earn more than twice the median income (Figure 1.7,
panel A). A possible contributor to this high earnings premium for tertiary education is the
strong presence of multinationals, which offer highly-paid jobs to those with high skills. By
contrast, those with below upper secondary education are concentrated at the bottom of
the income distribution (Figure 1.7, panel B). These skill-based wage differentials have
important effects on the overall distribution of earnings because Ireland has a higher
percentage of 25-64 year olds than the OECD average with a tertiary degree (40% versus
33%) and about the same share of those with below upper secondary education as the
OECD average of 24%.

There was a significant number of jobless households before the crisis, suggesting that
unemployment has been a long-standing structural problem. Moreover, among those that
are employed the share working part-time is high. The share of those who are unemployed
or inactive, thus with no labour earnings, is high among the low-educated (Table 1.2). There
was a marked difference in the employment rate between the low-educated and the high-
educated before the crisis and it has become larger. A regression using 30 OECD countries
to explain variations in the Gini before taxes and transfers suggests that the most
important factors for Ireland are the low employment ratio and the high share of the
tertiary qualified with a large earnings premium, which both raise inequality.

Labour’s share of national income has declined in Ireland, as it has in many other
OECD countries, largely reflecting technological changes (OECD, 2012): Technological
change appears to be capital-augmenting (e.g. Bentolila and Saint-Paul, 2003) or to replace
routine work (Autor et al., 2003) and is biased toward high-skilled labour (Bassanini and

Table 1.1. High shares of labour earnings are concentrated at the top and bottom of the scale

In per cent
At or below half More than half More than the median More thgn 1.5 times More than twice
of the median the median but a.lt bgt ator below. the mtean but at qr the median

or below the median 1.5 times the median below twice the median
Ireland
Below upper secondary 40.0 27.8 17.9 95 48
Upper secondary or post-secondary non-tertiary 33.6 28.5 18.2 10.3 9.5
Tertiary-type B education 217 24.5 229 1.1 19.8
Tertiary-type A or advanced research programmes 13.8 15.4 14.4 19.3 37.2
All levels of education 27.4 243 17.8 12.7 17.9
OECD average
Below upper secondary 271 46.3 19.0 48 2.7
Upper secondary or post-secondary non-tertiary 17.0 39.0 271 9.9 71
Tertiary-type B 12.3 27.4 315 15.1 13.7
Tertiary-type A or advanced research programmes 9.4 17.9 27.5 17.7 27.6
All levels of education 16.0 34.2 26.3 11.6 11.9

Source: OECD, Education at a Glance.
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Figure 1.7. Skill-based wage differentials are high in Ireland

A. Percent of 25-65 year olds with tertiary education earning more
% than two times median income
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Table 1.2. The low-educated are more likely to be jobless than the OECD average

Employment rate by educational attainment level, in per cent

2000 2005 2010 2013
Ireland
Below upper secondary 55.9 58.4 476 46.9
Upper secondary or post-secondary non-tertiary 76.6 76.7 66.5 66.0
Tertiary education 87.5 86.8 81.0 80.1
OECD average
Below upper secondary 57.2 56.5 55.5 54.7
Upper secondary or post-secondary non-tertiary 751 74.8 73.8 73.5
Tertiary education 84.7 84.1 83.1 83.0

Source: Education at a Glance Interim Report (OECD, 2015).
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Manfredi, 2012). Also, globalisation has raised pressures to reduce labour costs, due to
increased import penetration from, and offshoring of production to, developing countries
(OECD, 2007; Hijzen and Swaim, 2010; Bloom et al, 2011). Such pressures are felt
particularly by low-skilled workers, who in effect face more competition from workers in
developing countries.

How does Ireland reduce inequality?

For Irish families with children, the tax and welfare system provides an effective
system of income redistribution, as shown by the largest difference between the market
and disposable income GINI coefficients in the OECD (Figure 1.1 and Figure 1.2). As a result,
income inequality after tax and transfers is below the OECD median. In Ireland, a one-
earner married couple with two children with market income of 50% of the gross average
wage receives 85% of the average gross wage when accounting for all taxes and transfers.
A similar pattern applies for single parents with two children.

The significant increase in disposable income of low-income families with children and
associated decrease in inequality reflects the structure of the tax-transfer system: these
families pay low or zero income taxes and social charges; and they receive significant welfare
payments related to housing, child or replacement income. By international standards, Ireland
provides generous social family income support. Direct child income support has three main
components: Qualified Child Increases (QCIs) targeted at welfare recipients, Family Income
Supplement (FIS) targeted at low-income employees and a universal child benefit.

Social transfers are funded by a progressive tax system. Ireland’s effective income tax
rate, defined as the share of total income paid in taxes, is progressive (Kennedy et al., 2015).
The effective income tax rate ranges from virtually zero for taxpayers in the lowest income
decile to 30.9% for those in the top income decile (income tax, tax allowances and tax
credits, and the Universal Social Charge are included; the Pay Related Social Insurance is
excluded). The effective tax rate is 38.2% and 41.1% at the top 1% and 0.1% income groups,
respectively, and the progressivity is somewhat lessened at this level. The progressivity in
the Irish tax system is also confirmed by the contribution to total tax receipts of each
income decile. In 2012, 59.3% of income tax revenue was paid by the top 10% tax units (of
which 21.3% and 7.2% for the top 1% and 0.1% tax units, respectively).

New data compiled for this Economic Survey shows that Ireland’s tax and welfare
system has become increasingly more supportive of low- and middle- income households.
The total amount of social benefits on which tax has been paid (around % of total social
benefits) has risen significantly as it has been more than doubled as a percentage of
disposable income over the last decade. While tax credits have become more generous for
low and middle-income households, tax allowances were reduced for high-income
earners. As a result, after-tax income is more evenly distributed and its share is increased
up to the 8th decile (transfers especially benefit the 3rd to 6th income deciles, while the tax
system overall supports the 2nd to 7th). Higher income groups bear most of the tax burden.
For the top decile, the share of market income is 36.8%, but 29.7% after taxes and transfers.
However, the reduction in the share of income after redistribution is less pronounced for
the top 1% and above.

Social mobility is low at the low end of distribution

Social mobility (the probability of individuals changing income group over time) is also
an important aspect of inclusiveness. In a mobile society, households can move up (or
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down) relatively fast, while this is not the case in an immobile society. A high level of
income inequality is of more concern if coupled with low mobility across time. From the
perspective of inclusiveness, it is a particular concern if those who are at the low end of
income distribution remain stuck overtime. Such immobility is very likely to arise from
high incidence of long-term inactivity, possibly associated with low incentives to return to
work due to welfare dependence.

New data compiled for this Economic Survey shows that about 43% of tax units
remained in the same quintile income groups between 2004 and 2012 (Kennedy et al.,
2015). Less mobility occurs at the low and high ends of income distribution (47% and 58%
of tax units remained in the lowest and highest quintile groups), while mobility is more
frequent in middle income classes (on average 37% of tax units remained in the same
quintile group). This is similar to the United States. The mobility at the lowest end of
income distribution increased during the crisis as more people crowded into that group
after losing their job and main source of income (which resulted in comparative and
incremental upward mobility of the rest of the population).

Wealth tends to be more unevenly distributed than income, and even more so if
coupled with income immobility. There is an apparent correlation between the wealth and
income distribution and wealth is particularly concentrated at the higher end of the
income distribution (Table 1.3). The way financial assets are distributed is consistent with
the fact that capital income is concentrated among the highest income groups (Kennedy
et al, 2015). The factors explaining income disparity are also reflected in the wealth

Table 1.3. Assets are distributed unevenly across income
and socio-economic groups
Median value of wealth for each group as a share of the overall median value in the economy

Any real assets Any financial assets
Percentile of income
<20 0.62 0.48
20-39 0.63 0.37
40-59 0.94 0.68
60-79 1.12 1.37
80-100 1.84 4.92
Work status of reference person
Employee 0.97 0.95
Self-employed 213 429
Retired 1.12 1.90
Unemployed 0.50 0.16
Other 0.88 0.49
Education of reference person
Primary education or lower 0.82 0.79
Lower secondary 0.93 0.67
Upper and post-secondary 0.98 0.79
Third level degree and lower 1.22 1.68
Postgraduate 1.22 2.38

Note: The reported median value in each socio-economic group is the median value among the households with any
assets. CSO (2015) reports data by each socio-economic group (income quintile, region, household size, educational
attainment, employment status) in terms of: percentage of households owning any kind of assets (main residence,
other properties, lands, deposits, equities, bonds, etc.); median value of these assets conditional on ownership (i.e.
excluding the households without assets); and the share of each assets within each socio-economic group.
“Reference person” is the person who answered the survey question in each household.

Source: CSO (2015), from the results from the Household Finance and Consumption Survey 2013 which provides
details of the household financial situation according to different household types, including income and wealth.
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distribution: highly educated people tend to own more assets than the rest; the
unemployed people have typically much lower wealth than those in employment
(Table 1.3). The high level of market income inequality associated with low income
mobility, if it cumulates over time, will further increase wealth disparities. This in turn may
lay ground for perpetuating further disparities: those who were born in less wealthier
households attain lesser degrees of education, affecting their income prospects.

Towards more inclusive growth

Ireland needs to shore up its future growth prospects by ensuring the benefits of the
recovery are spread widely. The first priority should be to get more people into better
paying jobs. This requires building skills among the unemployed and continuing to
improve activation policies in line with best-practice centred on mutual obligations. The
business sector has an important role to play in both these endeavours through its input
into training design and providing on-the-job training opportunities as part of
apprenticeship and other programmes. Ireland also needs to reduce existing disincentives
to work that are built in the tax and welfare system. The system does a generally good job
at supporting those on lower incomes, but a side-effect of the system is that the
beneficiaries of social transfers may face high effective marginal tax rates upon return to
work, or once in work when they want to increase their hours.

Building skills and getting more people back into work

An important policy implication of the labour earnings distribution is that for Ireland,
even more than for most OECD countries, reducing inequality at market incomes requires
lifting education levels of the most poorly educated. This requires upgrading the skills of
the unemployed, particularly the long-term unemployed and preventing youth from
leaving the education system under-qualified. One of the key elements in designing
policies to get people back to work is conditionality (discussed further below), that is,
providing benefits conditional on the recipient actively searching for work, taking an
available job, or taking training (OECD, 2013a).

Around 90 000 persons, i.e. 26% of the registered unemployed, have been without a job
for more than 3 years, and only 51% of single parents were in employment in 2014,
compared to an EU15 average of 69%; the latter gap was apparent before the crisis,
indicating that it is largely structural. In addition, many workers who lost their jobs,
especially men and older workers, have stopped seeking a job and withdrawn altogether
from the labour market (Kelly et al., 2015). The activity rates of the low-skilled are
particularly low in Ireland. Only 50% of the individuals in the 20-30 age group are employed
or are seeking work, 20 percentage points lower than in other advanced economies in the
European Union.

Ireland has a markedly higher percentage of younger cohorts (25-34 years old) with
tertiary qualifications than both OECD and EU averages. However, there remains a large
cohort of unemployed with insufficient skills. Raising skill levels is especially important for
reducing inequality at market incomes given the mentioned evidence that the reward for
education and the penalty for a lack of skills are very high. These high skill premiums and
penalties result from the wide gap between the skills of the workforce and the needs of
employers (Figure 1.8): employers are willing to pay a premium for hard-to-find talents, but
are unwilling to do so for the many with low skills. This gap is increasing: the recovery is
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skill-intensive and creates job opportunities mostly for high-skilled workers, exacerbating
the existing situation.

As elsewhere in the world, Ireland has significant ICT skill gaps, with a low proportion
of the population attaining good ICT skills. This ICT skills distribution translates into very
large wage differentials. The salary of those with good ICT skills is more than 200% higher
than the salary of those without ICT skills (OECD, 2014). This gap is one of the largest
observed in the OECD. It reflects that demand for these skills is very high in Ireland. While
the domestic supply of ICT graduates is ramping up, more than half of the companies that
attempted to recruit ICT professionals reported difficulties finding those skills (Eurostat,
2014). Encouragingly the percentage of ICT graduates in total tertiary graduates is rising
and the Department of Education has put in place an ICT action plan with the aim of
further increasing the domestic supply of ICT graduates to 74% of demand by 2018. Other
occupations where supply needs to increase include engineering, science and health, as
well as multilingual sales and customer care roles.

The OECD Survey of Adult Skills (PIAAC) signals that despite improvements in recent
years, Irish adults’ skill level is significantly below the OECD average, and in the bottom
quintile, both in numeracy and literacy skills. This relatively poor performance is partly
explained by those aged 45 to 65, who on average have relatively low levels of educational
attainment. However, according to PIAAC, younger people in Ireland also compared
unfavourably with their peers in other OECD countries (Figure 1.9). The percentage of
younger adults scoring at higher proficiency levels is low in Ireland in international
comparison.

Beyond up-skilling the adult population, an equally fundamental challenge is ensuring
that Irish youth acquire the skills needed to succeed in a more knowledge intensive
economy. Positive developments are visible on that front. Ireland has made good progress in
improving the skills of students in compulsory education as measured by PISA and has also
succeeded in having a lower than average dropout rate and higher completion rates.
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Figure 1.9. A low proportion of adults have high-level skills
Percentage of younger and older adults scoring at PIAAC literacy proficiency Level 4 or 5 (2012)
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In tertiary education, the challenge is to ensure that skills gained in education can be
efficiently transferred to the labour market. Steps have been taken to improve the
alignment between the output from universities and the needs of industry, but more could
be done. Improving existing information about labour market status and wages of
graduates would be a useful step to provide further guidance for students. Wage
information could be obtained by matching graduation and social security records.
Information should encompass both university graduates and also holders of vocational
and technical degrees. Providing all this information to students could be an important
device to create demand-side pressure for greater labour market relevance of education
programmes and could also eventually improve the reputation of vocational and technical
options, which tend to have a lower social status than university studies. Ensuring that
students receive appropriate information on all educational options available to them after
school, including vocational and technical options, would also facilitate transitions to work
and help to reduce skill mismatches.

Another important factor for Ireland becoming more skills inclusive is to minimise the
impact that socio-economic status has on educational opportunities. There is evidence of
social inequalities in higher education participation in Ireland. Young people from
working-class backgrounds are less likely to go on to higher education than their middle-
class peers and are also more likely to be unemployed upon leaving school. There is also
evidence that the school social mix has a strong effect on educational outcomes (McCoy
et al., 2014). More than 75% of the performance differences observed between schools are
explained by the socio-economic status of students and schools (OECD, 2013b). Providing
disadvantaged schools with additional support, for example attracting the best teachers by
paying them more or providing additional tutoring help, and making school choice policies
more conducive to mixed social backgrounds would make Irish educational system more
socially inclusive.
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Using active labour market policies to boost employment

Activation services, including training providing participants with new and relevant
skills, are crucial to boost employment prospects of the low-skilled unemployed. Progress
in upgrading labour market activation policies in Ireland towards best practices in OECD
countries has continued. The number of jobseekers that each caseworker in the Public
Employment Services oversees on average has fallen from 800 in 2013 to 500. This is still at
the higher end in international comparison and well above what is considered best
practice.

The education and training system is being reformed. SOLAS, the agency in charge of
overseeing the delivery of further education and the training to the unemployed, was
established in October 2013. In 2014, SOLAS prepared the first ever integrated “Further
Education and Training (FET) Service Plan”. The plan documents the full range of FET
provision and its costs. SOLAS will need to ensure that the FET programme meets the
evolving needs of unemployed and of employers.

The apprenticeship system, narrowly geared towards the construction sector and
hardly used by women, is also being reformed. Nevertheless, the pace of reform is very
slow and lags behind the reform pace in other areas. Eight years after the start of the crisis
and the construction bust, the development of the new apprenticeship system is only
beginning. An apprenticeship council was established in November 2014. A call for
proposals to develop apprenticeships in areas beyond construction trades, as
recommended in previous Economic Surveys (for example OECD, 2011; OECD, 2013b), was
issued in January 2015. Proposals were received by the end of March 2015, and the
apprenticeship council will evaluate them by the end of June.

The authorities are rolling-out the JobPath initiative, whereby private providers will be
in charge of activating the long-term unemployed. The actual service provision will only
start in the second part of 2015. International evidence signals that, frequently, there are
difficulties in implementing effectively the contracting out of activation. A successful roll-
out will be crucial to avoid the current cohort of long-term unemployment becoming
perpetually disenfranchised from the labour market and socially excluded.

Ireland devotes significant fiscal resources to active labour market programmes
intended to assist the unemployed getting back to work by international standards
(Gonzalez Pandiella, 2013). Some new programmes aimed at providing relevant skills to
Ireland’s increasingly knowledge-intensive economy have been launched. These
programmes include Momentum (vocational education for the long-term unemployed) and
Springboard (full and part-time courses in higher education for the unemployed), among
others. Although such programmes are found to show good potential, they still account for
a relatively low share of the overall total training envelope.

The emphasis should be thus on ensuring that those resources are channelled towards
programmes and schemes that proved to be effective in helping people to gain
employment. For that it is essential that evaluation mechanisms are put in place to
determine what really works and, accordingly, reallocate resources towards programmes
and training schemes improving employment prospects and shut down ineffective ones.
Post-programme evaluation is well established across different government departments
but there is room to make the evaluation more rigorous (see for example O’Connell, 2015
and Denny, 2015). Progress has been made in setting-up the data infrastructure to collect
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and link information on participants and outcomes. This information should be used to
undertake timely statistical evaluation of the training programmes.

One of the few rigorous evaluations conducted in recent years that employed a control
group found that some training programmes do indeed enhance the subsequent
employment prospects of their participants (McGuinness et al., 2014). The study found
strong employment effects for job-search skills training and medium to high level skills
courses. The same study also found more modest effects for lower-level skills training,
which possibly resulted from lack of policy coordination: less intensity of job search
obligation and generous welfare payments (OECD, 2013a).

Effective implementation of conditionality is required

An important part of best practice active labour market policies is effectively
implementing mutual obligations. Conditionality should complement adequate welfare
support in order to encourage people to return to work. As the economy recovers and jobs
availability increases jobseekers obligations in return for the training and other support
provided by the Public Employment Service can be strictly enforced.

In the 2000s, the sanction rate for refusal of work in Ireland was close to the lowest
among OECD countries, while that for insufficient job search was about 0.7% of the stock of
benefit recipients — below the level for countries that required similar reporting on job-
search actions (OECD, 2013a). McGuiness et al. (2011) show, with Irish data on
unemployment benefit recipients, that those who do not actively commit to such activities,
without effective control, encounter lower chances of entering employment.

Conditionality for unemployment benefits was tightened under “Pathways to Work”
labour market reforms introduced in the early 2010s (OECD, 2013b). The percentage of
beneficiaries penalised for non-compliance has increased since then. The sanction is
applied gradually, beginning with a temporary reduction (around 25%) to a suspension up
to 9 weeks. The sanction rate for those who failed to attend two initial interviews with the
public employment service was 3.2% (of the inflow to the recipients) in 2014, which seems
to be comparable with other OECD countries. The sanction for those who refuse to commit
to active job search amounted to some 9200 cases, which is estimated to be around 3.0% of
those who are registered as unemployed.

The conditionality approach can be even more enhanced in setting some objective
criteria, as currently the sanction for non-compliance seems to be decided at the
caseworker’s discretion. For instance, the job seeker can be sanctioned when refusing a
suitable job offer, against such criteria as wages, working hours, contract types, location,
etc. However, it is not entirely clear how the job seeker is judged to decline a “suitable” job
offer (for example, in which circumstances the job seeker has to accept a temporary
contract, or what would be considered the maximum acceptable reduction of the wage
compared with the previous job, etc.). The conditions do not necessarily have to be defined
relative to the previous job but some objective criteria would help to motivate the job
seeker/recipient of benefits to accept a job.

The provision of social benefits (other than unemployment benefits) is not now
subject to conditionality in Ireland, even though many of beneficiaries could be considered
fit for work. While such conditionality is not appropriate for all benefits, the authorities
should consider the extent to which it could be extended.
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Welfare payments and work incentives

The Irish welfare system succeeds generally well in protecting the long-term
unemployed and inactive from poverty, thus keeping income inequality near the OECD
average. The overall transfer system is generous by international standards, as measured
by the large decline in inequality due to transfers. In addition to allowances for jobseekers,
Ireland provides a variety of welfare benefits related to housing, children and incentives to
return to work.

Achieving re-distributional goals, while ensuring the tax and welfare system
disincentives to work are minimised, is a tricky balancing exercise with many constraints.
A key challenge is to deliver acceptable incomes for those earning no or low market
income, while maintaining the incentive to work. The overall cost of the system is also a
key consideration from a fiscal perspective and limits how far it is possible to go in
minimising disincentive effects of the tax and welfare system - it is possible to lower
disincentive effects by having slow or no (i.e. universal) abatement rates for benefits, but
this is expensive.

Fostering inclusive growth through fairer and more efficient welfare
and taxation

The design of the tax and welfare system directly affects incentives to work and to hire
and therefore has a large bearing on employment outcomes and market income inequality.
Labour taxes tend to be more harmful to growth and employment than property taxes
(Johansson et al., 2008, Arnold et al., 2011). By creating a wedge between the cost to the
employer and the gain to the employee they are a disincentive to hire and to supply labour,
and therefore reduce employment and increase inequality. In Ireland there is potential to
carry out a growth, jobs and equality enhancing shift in the tax system away from labour
taxation towards property taxation as well as broadening the tax base. Ireland’s high
reliance on the tax and transfer system for reducing inequality means that such a shift
needs to be designed carefully in order to avoid the shift being regressive.

Simulations show such a shift, if designed carefully, can be done in a progressive way
that promotes growth inclusively (O’Connor et al., 2015). This requires examining micro-
data based evidence of where welfare and low-income traps exist and how policy changes
would affect the income and incentives of households across the income distribution.
Previous work shows that relying on only a few example representative households to
illustrate the effects of tax and welfare changes can be misleading (Callan et al., 2012). The
following section is based on analysing the income implications and incentives facing
individuals using micro-data (household survey data) simulations of tax and benefit
policies in the Economic and Social Research Institute’s (ESRI) tax-benefit SWITCH model
carried out in O’Connor et al. (2015), as well as in previous literature.

Reducing welfare traps

For large parts of the population the tax and welfare system maintains a strong
incentive to shift from welfare to work. Indeed around two-thirds of the unemployed are
single and therefore receive only the Job Seekers Benefit (JSB) or Job Seekers Allowance
(JSA). Single individuals on both JSB and JSA tend to have low replacement rates (Savage
et al., 2015).
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However, there is evidence that unemployment traps do exist in Ireland for some
groups, and particularly for those with a non-working partner and children (Savage et al.,
2015). Around 18% of the unemployed in receipt of a JSB or JSA have a replacement rate of
70% and above. The main causes for this are means tested child benefits (Increases for a
Qualified Child, IQC), means tested payments for a non-working or low income partner
(Increases for a Qualified Adult, IQA) and housing-cost-related payments. Indeed,
simulations with micro data shows that 39% of the unemployed with children face a
replacement rate of over 70% compared to only 6% of those without children (Savage et al.,
2015).

However, reducing these high replacement rates by cutting IQC and IQA payments is
undesirable as it would substantially increase the depth of poverty, given that these
payments are closely targeted at the lowest income households (Savage et al., 2014). An
alternative is to ensure than in-work benefits at least partially compensate for the
withdrawal of IQCs and IQAs. The new Back to Work Family Dividend introduced in 2015 that
replaces the IQC fully in the first year of work and 50% of the IQC in the second year is
designed to help do this but the overall package of in-work benefits needs to be re-
examined. These benefit types require careful design as an in-work low income
supplement designed to reduce a high replacement rate can end up creating a low income
trap if the abatement rate is high (Callan et al., 2012). This appears to be the case with the
Family Income Supplement (FIS) discussed below.

The rent and mortgage supplement (RMS) has also been a factor in high replacement
rates (Savage et al., 2014). An important reason for this was that RMS used to be
unavailable to a person working more than 30 hours a week. This problem is being tackled
with the new housing assistance payment (HAP), which is replacing the rent supplement
part of RMS. The legislation underpinning HAP was enacted in 2014 and it has been rolled
out to circa 2 300 households so far with targets to further increase households covered.
HAP is a social housing support and is therefore available to households that qualify for
social housing support. Eligibility for social housing support is based on income and
housing need and does not depend on hours worked removing the potential barrier to
move into work. To reduce the disincentive to return to work, the government should
ensure all housing assistance payments depend on income rather than employment
status.

Reducing low income traps

Even if someone exits unemployment to work, high METRs (percentage of an income
increase absorbed by taxes, charges and benefit reductions) can act as a disincentive,
creating low-income traps where someone’s net monetary incentive to work more is low.
The personal tax wedge is made of an income tax, and two types of social security
contributions, an income levy (the Universal Social Charge, USC) and a social security
contribution (the Pay-Related Social Insurance, PRSI). The latter is a paid by both employees
and employers. The universal social charge is payable once annual income exceeds
EUR 12 000 with a maximum rate of 8% for PAYE earners and 11% for non-PAYE earners.
There are only two income tax bands: 20% on incomes up to EUR 33 800 (around the
average wage) for single taxpayers and 40% thereafter. There are two main income tax
credits, a personal income tax credit for all taxpayers in the state and a Pay As You Earn
(PAYE) tax credit for salary, wage and pension earners. The result of these two credits is
that no income tax is paid on incomes under EUR 16 500. They are the two most expensive
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tax credits (Kennedy et al., 2015). In addition there are employee social security
contributions (PRSI) of 4% that are payable from an income of EUR 18 304 (for more details
on the tax bands, see O’Connor et al., 2015).

On this basis Ireland maintains low average effective tax rates on the low paid by
international comparison and an average effective tax rate around the OECD average for
the higher paid (Figure 1.10). However, the system generates undesirable jumps in
marginal effective tax rates at some points in the income distribution, even for those
without children (Figure 1.11). At the bottom end of the income distribution the main
issues are spikes in the marginal effective tax rate that occur as a taxpayer becomes liable,
first for the USC at EUR 12 012, then at around EUR 16 500-18 000 (approximately 57% of the
average wage) when they become liable for income tax and then employee social security
contributions. The first priority should be to reduce these spikes in marginal tax wedge, to
prevent threshold impediments to supplying more labour. The spikes could be smoothed
without raising the average effective tax wedge by using lower tax credits and more

Figure 1.10. Average tax wedge is low for the low paid and close to the OECD average
for the higher paid
Single person no child, 2014
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Source: OECD Taxing Wages Database.
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Figure 1.11. Some undesirable jumps in the marginal effective tax rate are built
into the current system
Total marginal effective tax rates 2015 (single, no children)
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gradually rising income tax, USC and PRSI rates. A rough estimate of the cost of this policy
based on multiplying the gain at different income deciles by the number of tax payers in
each decile is EUR 300 million (0.16% of GDP).

In the alternative scenario, the initial tax income credits are lower and decline with
income and a three band income tax band is introduced, along with lower initial USC and
PRSI rates (Table 1.4). Almost all tax payers pay less tax on average but the overall cost is
reduced by the lower income tax credits. Some taxpayers between an average wage of 60
and 100% face a marginal tax wedge that is around 3 to 4 percentage points higher than
now. This could be reduced as well but the trade-off is higher fiscal cost.

Beyond the spikes in the METR at low wage levels generally, some lower income
households with children face additional disincentives to work due to the way in-work
benefits are withdrawn. The principal reason for this is the Family Income Supplement
(FIS). FIS was introduced to provide an incentive to move from welfare to work (AGTSW,

Table 1.4. Tax rates and bands for PAYE taxpayers: Actual and alternative scenarios

Actual Alternative

Income tax rates 20% on income to EUR 33 800 and 40% thereafter. 9% on income to EUR 18 000, 20% on remainder to

EUR 33 800, 40% thereafter.

Income tax credit Fixed Tax credit of EUR 3 300. Initial tax credit of EUR 1 250, gradually declining to 0 by
income of EUR 34 000.

Universal social charge 1.5% on first EUR 12 012, 3.5% on remainder to 0.5% on first EUR 17 000, 1% on remainder to
EUR 17 576, 7% thereafter to EUR 70 224 and 8% EUR 27 000, 6% thereafter to EUR 39 000, 7% thereafter
thereafter. Exempt if income below EUR 12 012. to EUR 70224 and 8% thereafter. Exempt if income below

EUR 12 012.

Pay-related social insurance employee 4% of gross earnings. Exempt if income below 0.5% on first EUR 17 000, 4% on remainder. Exempt if

EUR 18 304. income below EUR 12 012.

Source: Revenue Commissioners, Ireland.
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2012). However, its design means that families with children may still find themselves in a
low-income trap. The effective withdrawal rate (that is, the part of the marginal effective
tax rate due to the withdrawal of benefits as income rises) for the low family income
supplement is high at around 60% creating an overall marginal effective tax rate of
60-70% between 50 to 100% of the average wage (approximately EUR 16 000 to 32 000 per
annum) (Figure 1.12).

To reduce the disincentive to work more for households with children, the government
should redesign the low family income support supplement so that it falls more slowly
with income. A possible benchmark is that it never exceeds the top marginal tax rate faced
by high income earners. Simulation work using the ESRI SWITCH model suggests that
reducing the FIS withdrawal rate from 60 to 32% and increasing the FIS income limits from
EUR 602 to EUR 865 for a family with two children could raise disposable income in deciles
1 to 6, in some deciles by around 1 percentage points. This is estimated to cost
approximately EUR 200 million (0.1% of GDP) at current take-up rates of 33%. If the take-up
rate increased to 100%, the reform would cost approximately EUR 700 million (0.4% of GDP).
It should also be acknowledged that, while this reform would lower METRs for the low paid,
it would create higher METRs of those further up the income distribution (Table 1.5,
O’Connor et al., 2015). However, this would bring the pattern more in line with the basic
progressive nature of the Irish income tax system where METRs increase with income. A
reform of the FIS payments should also try to reduce the large spike in the METR around
112% of the average due to the sudden withdrawal of the last EUR 1 040 of the FIS payment
at that wage level. This could be done with two or more smaller steps down. A completely
smooth withdrawal and METR would likely be too expensive.

Figure 1.12. Lower income households with children face additional disincentives to work
Total marginal effective tax rates 2015: Single earner couple, two children
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Note: The marginal tax rate is 154% at 57% of the average wage when PRSI becomes payable and 321% when the remaining EUR 1040
family income payment is removed at 112% of average wages. The tax rates include the combined effect of benefit withdrawal, income
taxes, employee social security contributions and the universal social charge.
Source: OECD Tax Wages Database.
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Table 1.5. The marginal effective tax rate for the low paid can be reduced
by changing in-work benefits
Family Income Supplement - Distribution of change in marginal effective tax rates
Number of people in population (‘000s) at base policy by change in METR

Change in METR

Original METR
<-20 >-20,<-10 >10,<20 >>20

<=20 0.00 0.00 0.00 **
>20,<=30 0.00 0.00 *x i
>30,<=40 0.00 0.00 16.86 10.77
>40,<=50 0.00 0.00 b *x
>50,<=60 0.00 0.00 o 0.00
>60,<=70 11.88 b 0.00 0.00
>70,<=80 ** ** 0.00 0.00
>80,<=90 * 12.42 0.00 0.00
>90,<=100 0.00 *x 0.00 0.00
>100 *x 0.00 0.00 0.00
Total 20.41 17.47 19.92 22.71

Note: Not all taxpayers shown. Most (1.7 million out 1.8 million) see practically no change in their METR (i.e. it is
between -0.5 and 0.5% different. 34 000 taxpayers experience a shift of between -10 and 10% in their METR.

Data for cells with low entries have been removed for data confidentiality reasons.

Source: O’Connor et al. (2015).

How to read this table: Due to the reduced withdrawal rates in the reform 11 880 people with a marginal effective
tax rates between 60% and 70% experienced a reduction in their METR of more than 20%.

Raising revenue more efficiently: Personal capital taxes

Personal capital income tax rates in Ireland have been increased significantly post-
crisis. The tax rate on interest in deposit accounts has increased from 20% in 2008 to 41%
in 2015 and capital gains tax from 20% in 2008 to 33% in 2015. Taking a medium-term
perspective and assuming a nominal rate of return of 4% and an inflation rate of 2%, the
current rates of income taxes imply high tax rates on real returns. For taxpayers facing the
marginal income tax rate of 40%, which would account for most of those with capital
income of any note, the tax rate on real income returns is around 80% and capital gains is
66% (Table 1.6), leaving very little room to increase further marginal nominal tax rates
without causing real after tax returns to go negative.

The main exception to these high real rates is investing in your own home. For owner-
occupied housing, imputed rental income and capital gains, are exempt from tax, leaving
the recurrent property tax, which is equivalent to real tax rate of 9% on capital income for
properties worth less than EUR 1 million. One way to decrease the investment bias would
be to increase the recurrent property tax further (discussed below). However, a higher
property tax combined with income taxation on rents could result in negative real returns
for landlords, suggesting that further increases to property tax might need to be restricted
to non-rental properties.

Although there is little headroom to increase other capital income marginal tax rates,
there seems to be scope to broaden the base for taxation of capital income. Reducing
capital income related exemptions would mainly affect the very highest income bracket as
around 60% of capital income goes to the top 10% of tax payers, and 30% to the top 1% of
tax payers (Kennedy et al., 2015). The Superannuation related exemptions are costly. They
have been reduced in recent years but they could be reduced further, especially given tax
incentives on savings instruments tend to cause substitution from one instrument to
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Table 1.6. Taxation is not neutral across different asset classes
Tax treatment of asset classes 2015

Asset class

Income taxes

Wealth taxes

Effective tax rate on real return

Interest-bearing accounts
Fixed interest securities (bills
and bonds)

Shares

Owner-occupied housing

Rental housing

Private pension accounts

40%
Interest payments subject to income tax rate
20% or 40%. Capital gains tax 33%.

Tax at income tax rate, 20% or 40%. 33% tax
on capital gains.

0% on imputed rent. Personal private
residence exempt from capital gains tax.

Rental income at income tax rate of 20% or
40%. 33% tax on capital gains.

Tax relief on contributions between 15% and

0%
0%

0%

Recurrent property tax of 0.18% of the value
of a property up to EUR 1 million and 0.25%
on the value above EUR 1 million.

Recurrent property tax of 0.18% of the value
of a property up to EUR 1 million and 0.25%
on the value above EUR 1 million.

0.15% on value of assets."

82%

40% or 80% on interest payments. 66% on
capital gains. 0% on both interest and capital
gains on Irish government bonds.
Dividends: 40% or 80%. Capital gains: 66%.

9% on properties up to EUR 1 million and
13% on value of property over
EUR 1 million.

Rents: 49% or 89% on properties up
EUR 1 million. Capital gains : 66%.

Wealth tax and income tax: 48% or 88%.2

40% of earnings up to a limit depending on
age. Lump-sum at retirement up to
EUR 200 000 exempt, from EUR 200 000-
EUR 500 000, 20%, over EUR 500 000
marginal income tax rate, 20% or 40%. Cash
income taxed at marginal income tax rate.

1. The temporary pension fund stamp duty levy was introduced in 2011 at a rate of 0.6% on funded pension scheme/plan assets. The
original 0.6% levy applied for 4 years from 2011 to 2014 and ended last year. An additional levy of 0.15% was introduced in 2014 and
2015. The 0.15% levy ends in 2015. Liability for payment of the levy rests with trustees of the funds,

2. These calculations assume a real rate of return before tax of 2% but the effective tax rates would be lower at higher before tax real
rates of return. This calculation does not take account of the tax relief on pension contributions and exemptions from tax for lump-

sums.

Source: Revenue Commissioners, Ireland and OECD calculations.

another rather than an increase in savings (Engen et al., 1996; Attanasio et al., 2004; Chetty
et al., 2012). This would help to improve investment neutrality as well as raising revenue in
a way that puts the largest share of the burden on the highest income brackets.

Property taxes

As discussed above taxation treatment of property income is more favourable than
other sources of capital income in Ireland. This distorts investment decisions and all else
equal this will lead to over-investment in property. The first best approach is the taxation
of homeowner imputed rental income, with deductions of inputs necessary to produce
home services, including interest, which makes it neutral with respect to other
investments as well as in terms of financing (Denk, 2012). One way to do this is through
recurrent property taxes, which can be thought of as a tax on the flow of housing services
on the assumption that this flow is proportional to the value of the real estate. Recurrent
property taxes are more growth friendly than labour taxes, and are preferable to property
transactions taxes in that transactions taxes tend to reduce mobility.

Ireland recently reduced property related transaction taxes (stamp duty was reduced
from 9% to 1% on the value of a property up to EUR 1 million and 2% on the value above)
and imposed a recurrent property tax (the local property tax, LPT) from 2013. The LPT is
imposed as percentage of the value of the property, which is preferable from an equity
point of view than the previous flat rate tax charged in 2012 (OECD, 2013b). The LPT raises
approximately 0.3% of GDP, which is low by international standards in 2013 (Figure 1.13).

The LPT tax appears to be relatively easy to administer. The compliance rate is
estimated at 96% and no-compliance results in a charge being imposed on the property. It
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Figure 1.13. Taxes on property are low by international standards
Percentage of GDP, 20131
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is imposed on self-assessed valuations based on guidance from the Revenue
Commissioners, who can query and impose a valuation change if they consider the self-
assessment is unjustified. Valuations are carried out every three years and in the absence
of any policy changes the next valuation will likely see significant increase in LPT revenues.
The LPT is currently levied on housing values at 1 May 2013. For the period 2017 to 2019
they will be based on valuations at 1 November 2016, which will likely be substantially
higher given recent price movements. House prices have already risen between May 2013
and January 2015 by 12% and 38% outside Dublin and in Dublin respectively. The potential
impact of home price increases on the LPT yield is currently the subject of an independent
review.

From an inclusiveness point of view, the tax has some progressivity built into it, with
a rate of 0.18% levied on all residential properties valued up to EUR 1 million and 0.25%
imposed on any remainder of the value of the property exceeding EUR 1 million. However,
the overall effect of the tax is moderately regressive, with the lowest deciles paying a
higher percentage of their income in LPT (Keane et al., 2012; O’Connor et al., 2015). This is
because housing ownership is quite high even in the lowest income quintile.

Simulations using the ESRI’s tax-benefit model show that more revenue could be
raised from the LPT, while also increasing its progressivity, by raising the LPT rate steadily
with housing value and simultaneously granting a low-income waiver with marginal relief
(O’Connor et al., 2015). The low income waiver would exempt those on modest incomes
from the LPT entirely, which has the potential to create a poverty trap at the threshold.
However, marginal relief limits the LPT liability to the minimum of the LPT liability or the
difference between the waiver limit and the individual’s income times the marginal relief
rate. Marginal relief would ensure that individual’s do not face an extremely high METR
when they cross the low-income threshold.

Only a modest rise in the LPT rate may be needed to generate a substantial increase in
revenues from 2017 given rapidly rising house prices. Regularly updating the valuations is
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important to maintain public acceptance that the tax is fair (Keane et al.,, 2012) and the LPT
should remain directly linked to property values. However, given the sharp upward
movement in house prices and the implied large step jump in LPT in 2017, consideration
should be given to phasing in the increase in the LPT over more than one year.

Value added tax

Value-added tax (VAT) accounted for 27% of tax revenues in 2014. The standard VAT
rate of 23% is high by OECD standards but the revenue base is relatively narrow (Figure 1.14)
due to four reduced tax rates put in place to lessen the impact of VAT on the poor and
promote social and cultural goals and support the tourism industry and employment. A
rate of 0% applies to food and drink and children clothing, 4.8% rate applies to livestock
including horses and greyhounds, and 13.5% applies to some fuels, building services,
maintenance and cleaning and in 2011 this was reduced to 9% for tourism related services
such as hotels and restaurants. Reducing labour taxes and raising more revenue from this
source, especially by broadening the base, would improve the growth friendliness of the tax
system and reduces distortions to consumption decisions induced by a multi-rate VAT
system.

Reforms of this nature are opposed in Ireland, as elsewhere, on the grounds that
raising either the standard or reduced VAT rates would be regressive. However, the tax
expenditure from these reduced rates is substantial begging the question of whether these
rates are efficient in achieving their distributional and other goals given the opportunity
cost of significant revenue foregone. New micro-simulation analysis by the OECD of the
distributional impact of reduced VAT rates in Ireland measured by the tax expenditure
received by households in each income decile shows they are untargeted and are not an
efficient way to assist the poor because the rich capture a large part of the benefits in

Figure 1.14. The standard VAT rate is high but the revenue base is narrow
VAT revenue ratio, 2011
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Note: The VAT revenue ratio (VRR) is defined as the ratio between the actual value added tax (VAT) revenue collected and the revenue that
would theoretically be raised if VAT was applied at the standard rate to all final consumption. This ratio gives an indication of the
efficiency of the VAT regime in a country compared to a standard norm. It is calculated as: VRR = VAT revenue/([consumption - VAT
revenue] x standard VAT rate). Consumption is final consumption expenditure from the national accounts (heading P3).
Source: OECD (2014), Consumption Tax Trends.
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absolute terms. The overall benefit from reduced rates for top income decile households is on
average EUR 1759, while bottom income decile households benefit, on average, by only EUR 973
(Thomas, 2015). Overall it would be fiscally cheaper to eliminate the reduced rates and support
the poor by transferring this latter sum to low income deciles via welfare and earned income
tax credits, saving the tax expenditure currently enjoyed by higher income deciles.

Beyond efficiency there is also an issue of whether the rates are effective in improving
the progressivity of the tax system. In Ireland reduced rates on food, pharmaceuticals,
children’s clothes and energy are progressive in the sense that the poor benefit more, in
proportion to their income, from them than the rich (Thomas, 2015). However, others,
particularly those on restaurant meals and accommodation, are regressive because high-
income households spend far more on restaurants and hotels than low-income
households (Thomas, 2015).

The low rates on accommodation and restaurants were partly in place with the goal of
boosting employment in the labour-intensive tourism industry. Indeed reducing the rate
on these services from 13.5% to 9% was an important measure of the government’s Jobs
Initiative policy in 2011 estimated to cost EUR 350 million. Whether or not this was effective
is controversial. On the one hand, lower VAT rates appear to have been partially passed on
in lower prices and employment appeared to grow faster in restaurant and accommodation
and food services than the rest of the service sector following the introduction of the
reduced rate (O’Connor, 2013). On the other hand, most of the growth in tourism numbers
in 2011 occurred before the introduction of the rate reduction, changes in tourism market
share in the UK and US markets appear to be correlated with other events and the price
changes induced by the VAT rate change (around 2%) are small in comparison with
exchange rate movements (Public Policy, 2013). They are also swamped by the general
downward trend in accommodation prices induced by the crisis. Even if somewhat
effective the recovery in the economy and labour market means the necessity of expensive
measures such as the reduced 9% rate on tourism services should be reconsidered.
Boosting low-skilled employment could be more effectively achieved by directly lowering
hiring costs by reducing social charges or raising direct employment subsidies.

A more inclusive business sector

For two decades prior to the financial crisis, the wage bargaining system in Ireland was
characterised as centralised and well-coordinated. Such a bargaining system is known for
being efficient, allowing macroeconomic effects of wage settlement to be taken into
account (OECD, 2012).McGuinness et al. (2008) show that in Ireland centrally negotiated
wages were efficient in reducing excessive cost pressures. However, the system was not
faultless. In the Irish context, the representativeness of trade unions at each establishment
was problematic since there was no established rule on the recognition of trade unions: if
there was no representative union within an establishment collectively agreed terms were
not binding. Multi-national companies (MNCs), which have multiple establishments, found
these complications particularly problematic, leading to a general avoidance of unions
(Lamare et al., 2009). In general, the centralised approach is not quick enough to respond to
changes in the international environment, which makes it unsuited for Ireland given its
extremely high trade-to-GDP ratio. Ireland’s centralised bargaining system broke down in
late 2009 precisely because the largest business association refused to implement a wage
agreement specifying an increase, which had been concluded in the previous year, at the
height of the crisis.
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Since the breakdown of the centralised bargaining system, wage negotiations take
place at firm level. The firm-level negotiation system is known to be efficient in terms of
flexible wage adjustments (OECD, 2012), as this enables firms to take into account firm-
specific situations such as productivity. The swift labour cost adjustment following the
crisis in Ireland was remarkable compared with other financially-constrained countries.
The labour cost adjustment was likely facilitated by this wage setting framework, enabling
the Irish economy to restore its competitiveness. Overall, the current wage setting system
appears to be flexible enough to maintain cost competitiveness in the aggregate. However,
wages negotiated at firm level are known to be more dispersed across different workers,
which may aggravate income inequality. Indeed, returns to skills are likely to be more
differentiated in the firm-level wage setting system (Dahl et al., 2011).

Lower income workers are partially protected by the minimum wage, which is the
fourth highest in the OECD (hourly minimum wages after taxes in US dollars at purchasing
power parities) for which data is available (OECD, 2015a). It was introduced in 2000 and its
immediate effect was to raise the wage rate toward the lower end of the income
distribution (Nolan et al., 2012). Although the minimum wage protects low-income
workers, a balance must be struck; if it is set too high it will price low-skilled workers out
of the job market.

The Low Pay Commission is tasked with making recommendations on the minimum
wage. The Commission examines issues such as: the changes in earnings since the
minimum wage was last increased in 2011; unemployment and employment rates
generally; the expected impact of a change to the minimum wage on employment, the cost
of living and national competitiveness; and changes in income distribution. It may also
consider risks of a low-income trap, which would occur without coordination with other
policies: high marginal effective tax rates at and just above the minimum wage level would
restrain earnings prospects (OECD, 2015a).

Given the change in the bargaining regime to firm level, the business sector has a
stronger role in delivering a high quality working environment and jobs. The broad
parameters of how the business sector runs are determined by foundation governance
arrangements. Such arrangements should create a business environment that encourages
a more medium-term focus for business such as providing training and education relevant
to the labour market and generating high quality jobs.

The OECD Principles of Corporate Governance (OECD, 2015b) help policymakers evaluate
and improve the legal, regulatory, and institutional framework for corporate governance.
Implementation of the Principles supports economic efficiency, sustainable growth and
financial stability, helping to ensure the flow of external capital to companies both in the
form of equity and credit. In Ireland, corporate governance standards are largely self-
regulated and similar to those in the UK due to the similarities in accounting and legal
systems. In addition, a body of Company Law regulates how companies should be
structured, governed and managed (IBEC, 2010). Companies listed on the stock exchange
either have to comply with its corporate governance requirements in the Stock Exchange
(which include the provisions of the UK Combined Code) or have to explain the reason for
non-compliance. Overall, the Irish corporate governance framework adheres to most of the
OECD Principles and is considered to be well-performing, especially in terms of protection
of investors, transparency of transactions and redress for violation of shareholders’ rights.
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As in other OECD countries, Ireland also faces a new challenge with the increasing
influence of institutional investors, which the revised OECD Principles particularly deal
with (OECD, 2015b). The share of equity investment held by institutional investors such as
hedge funds and high frequency traders has increased significantly, with the direct
relationship between the long-term performance of the company and the prosperity of the
shareholder being broken (Isaksson and Celik, 2013). The growth of such intermediations
has increased the potential for misaligned incentives and is likely to have encouraged
economic short-termism (The Kay Review, 2012). Some countries have already introduced
institutional investor codes to promote engagement in corporate governance and align
institutional investors’ interests with the ultimate beneficiaries (savers). The notable
example of such codes is the UK Stewardship Code, which Ireland should consider
following. The revised OECD Principles also recommend increasing disclosures for
intermediaries, to ensure alignment of incentives and to take an active long-term interest
in the companies.

Corporate governance is also concerned with finding ways to encourage the various
stakeholders in the firm to undertake economically optimal levels of investment in firm-
specific human and physical capital (OECD, 2015b). In Ireland, stakeholders’ rights are laid
down by case law: for instance, directors are required to have regard to the interest of the
company’s employees and members since the early 1990s (IBEC, 2010). However, it is not
clear what the interest of the employees exactly means, for example, what it stands for in
terms of investment in firm-specific human capital. Given the stronger role of firms in the
bargaining process, the corporate governance framework should have a clear focus on
encouraging investment in human capital. In turn, such arrangements would require that
the corporate governance framework itself should be built on the performance of the
company from a long-term perspective.

Multi-national companies (MNCs) in Ireland place much value on human capital.
Their business model differs, but they commonly hire talented people and provide
considerable amount of firm-specific training. Such training programmes are not
necessarily limited to entry levels but generally provided over the course of career. Their
emphasis on human capital is also reflected more broadly in terms of career development
plans or job portfolio management. The enterprise value of MNCs in Ireland is generally
very high, reflecting what they will be producing over the future, and high quality human
capital seems to be an essential asset underpinning such valuations.

For smaller firms with fewer resources to invest, more collective approaches, including
cooperating with large firms, would be appropriate. FIT, is a notable example of such an
approach. FIT is an industry-led initiative, involving leading high-tech companies such as
IBM. It’s partly financed by the government and aims to act as bridge between the ICT
industry and colleges, is a notable example of such approaches. FIT works also in close
collaboration with government departments and national education and training agencies
(including SOLAS and Education and Training Boards), local development organisations
and a host of community based organisations. FIT identifies skill needs (according to
which, there are more vacancies for people with skills at Level 5/6 on the National
Framework of Qualifications than at the higher levels) and promotes technology-based
programmes (apprenticeships) combining classroom training with workplace experience.
The programmes develop not only ICT skills but also communication skills, project
management, marketing and business acumen.
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Box 1.1. Corporate investment in human capital

There is an opportunity to create a business environment that encourages a more
medium-term focus for business and greater corporate sector involvement in broader
societal challenges, such as providing training and education relevant to the labour market
and generating high quality jobs. For individual firms, such involvement could be
beneficial on its own, enabling them to enjoy better public relations and reputation among
stakeholders, and ultimately benefiting the economy as a whole in which they operate.

Outreaching potential talents: Google’s sponsorship in education programmes

Google sponsors a postgraduate certificate course in 21st Century Teaching and Learning
launched at Trinity College Dublin. This programme aims to affect a significant long-term
change in STEM education through a range of innovative interventions focused on the
second level system. Google has provided funding of EUR 1.5 million to the College to
support the programme. In this programme, 400 teachers are expected to take this
certificate over the next three years. A further 600 teachers will have the option to take
individual workshops or complete three course modules to earn a certificate of
participation. Teachers participating in the programme will learn best practice in the use
of technology in the classroom and consider related issues in respect of leadership and
change management, inclusive education and school/classroom based research.

Google has also supported other programmes in the College, such as the Trinity Access
Programmes (TAP) encouraging those who come from socio-economic groups under-
represented in higher education; and Bridge 21 offering a new model of learning - team-
based, technology mediated, project based and cross-curricular - which can be adapted for
use in Irish secondary school.

Recommendations for increasing the inclusiveness of growth
Boost labour market participation and employment

e Continue to improve the evaluation of training and activation programmes. Scale-up
those that are effective in helping people to return to the open labour market. Shut-
down the ones that are not.

e Upskill long-term unemployed by improving both the quantity and the quality of
training via public employment services or via private providers.

e Ensure that students receive information on educational options after schooling,
notably vocational and technical options. Make available and publicise widely
information on graduates labour market status and wages by degree and institutions,
both for university graduates and for those that followed vocational and technical paths.

Improving mutual obligations

e Evaluate the effects of tightened conditionality in place since 2012 on the recipient’s
commitments to active job search and re-employment prospects.

e Fully enforce the obligations of the unemployed and improve the enforcement
framework by defining more objectively the suitable offer that the benefit recipient has
to accept in terms of wages and contract types.
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Recommendations for increasing the inclusiveness of growth (cont.)
Improving the incentives to work by reducing welfare and income traps

e To reduce welfare traps, more gradually reduce housing assistance payments and family
income supplement as income increases.

e To increase the incentive to work for the low-paid, smooth the increase in marginal
effective tax rates by introducing a third income tax bracket and more gradually
increasing universal social charge and pay-related social insurance rates.

Ensuring fiscal revenue and spending is more efficient and equitable

® Consider further reducing tax allowances for capital income from lump sum pension
payments.

@ Increase the local property tax rate and simultaneously introduce a low-income waiver
to protect poorer households.

@ Eliminate reduced VAT rates for restaurant meals and accommodation.

Wage setting

® Monitor regularly the effects of the minimum wage on employment patterns and adjust
where necessary to ensure the low-skilled are not priced out of the labour market.

e Take into account the risk of a low-income trap when setting the minimum wage.
Coordinate with other policies to avoid high marginal effective tax rates at and just
above the minimum wage level.

Corporate governance

e Adopt institutional investor’s codes to ensure alignment of incentives and to take an
active long-term interest in the company:.

e Together with social partners foster a strong business sector focus on building human
capital through job training and career management.
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Chapter 2

Migration in Ireland: Challenges,
opportunities and policies

The Irish labour market is exceptionally open to international migration flows, thus
making labour supply highly responsive to changes in cyclical conditions.
Immigration also provides the skills that the Irish economy needs.. Prior to the
recession, it provided labour for the construction sector. The crisis triggered a sharp
reversal in migration flows, with immigration suddenly halting and emigration
increasing. A large proportion of emigration is highly qualified, as is a high
proportion of immigration. This pattern of “brain exchange” can contribute to
reducing skills skills mismatches, but also raises the challenge of remaining
attractive for skilled workers. This chapter examines how the crisis has affected
migration, how related policies have evolved and proposes avenues to spread the
benefits of migration beyond the scope of multinational enterprises, in particular to
Irish SMEs. The proportion of Irish-born population living abroad is very large and
the chapter also analyses what role return migration could play, what policies are in
place to maintain links with emigrant’s communities abroad and how they can be
strengthened. Ireland has recently experienced, for the first time in its history, large-
scale immigration. As a result, it currently hosts a large and very heterogeneous
immigrant community, with diverging challenges and needs. Getting integration
policies right is therefore a complex, but crucial task. The chapter identifies what are
the key challenges in this area and proposes some avenues to foster the labour
market integration of immigrants. Ireland is also starting to experience challenges
associated with the integration of second generation immigrants. To respond to
those challenges, the chapter recommends early action in education and social
domains.




2. MIGRATION IN IRELAND: CHALLENGES, OPPORTUNITIES AND POLICIES

The Irish labour market is exceptionally open, with large migratory flows relative to the
size of the labour force (Figure 2.1, panel A). Ireland has the highest share of nationals
living abroad in the OECD (Figure 2.1, panel B): more than 17% of Irish-born persons aged
15 and over lives overseas. The share of foreign-born persons living in Ireland is also very
high, reaching 20% of the total population, following a sharp increase over the years 2001
to 2011 (Figure 2.1, panel C). Foreign workers typically originate from other EU member
states, as they benefit from free labour movement, as well as from other English-speaking
countries.

The patterns of migration

Ireland exemplifies how rapidly migration patterns may change. For most of its history
Ireland has been a country of emigration. This changed in the mid-1990s when the
economic boom during the Celtic Tiger years slowed emigration and brought a substantial
pick-up in immigration. Inflows of workers also increased strongly in 2005 when Ireland
was one of the first countries to open its labour market to nationals from the Central and
Eastern European countries acceding to the European Union (EU NMS). The latest recession
caused a new turn in migration flows. Emigration resurged strongly, initially driven by
nationals from EU NMS countries (Figure 2.2, panel A and C), followed as of 2010 by Irish
nationals. The resulting population outflow has been large, both by international and Irish
historical standards. More recent data show that emigration remains high, although the
outflow of Irish and EU NMS countries nationals may have started to recede (Figure 2.2,
panel C). Conversely, the emigration by nationals from other EU countries continues to
increase. The recession also caused immigration flows to fall sharply in 2009, with a very
gradual increase afterwards triggered by workers from non-EU countries.

These migration estimates are compiled by Ireland’s statistical office based on
movements in other migration indicators such as the number of Personal Public Service
(PPS) identifiers allocated to non-Irish nationals, and the number of visas issued to Irish
nationals to a number of destinations including Australia, United States and Canada. Data
on national insurance numbers issued to Irish nationals in the United Kingdom is also
used. Migration flows occurring through other channels and not registered in those
indicators will not be captured in migration estimates. As a result, migration estimates
tend to be subject to large uncertainty, in particular emigration estimates.

Countries of destination and origin have changed

The latest migration wave differs from previous migration episodes in terms of
countries of origin and destination, as well as in terms of age and economic status of the
migrants. An important shift in destination countries has taken place. The United
Kingdom was historically the main destination country, receiving around 70% of all
emigrants. The United States and Europe were the other main destinations. Although the
United Kingdom remains a key destination country, now nearly half of the emigrants move
to other countries, especially Australia and Canada. Countries of origin have also changed
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Figure 2.1. The Irish labour market is exceptionally open to migration flows
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Figure 2.2. Destinations and origins have changed over time

A. Emigrants: destinations

00 Thousand persons Thousand persons

100
5 BEU 13 D Rest of EU 15 @ United States m Canada %
OOther countries @ Australia m United Kingdom
80 80
70 70
60 60
50 50
40 40
30 30
20 20
10 10
0
1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014
B. Immigrants: origins
Thousand persons 9 9 Thousand persons
120 120
mEU 13 mRest of EU 15 m United States OCanada
100 100
@ Australia ® Other countries  m United Kingdom

1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014
C. Flows by nationality of migrants

Thousand persons Emigration Thousand persons Immigration
122 mirish MUK BEU13 ®mRestof EU15 ORest of world 122 mirish mUK mEU 13 mRestof EU15 ORest of world
80 80
70 o
60 60
50 50
40 2
30 30
20 20
10 0

0
2009 2010 2011 2012 2013 2014 2009 2010 2011 2012 2013 2014

Note: Year ending in April. Rest of EU15 comprises Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, Luxembourg,
Netherlands, Spain, Sweden and Portugal. EU 13 include those countries that accessed the EU after 2004. Other countries include Canada
and Australia before 2008.
Source: Central Statistics Office (CSO).

StatLink Sazm http://dx.doi.org/10.1787/888933275325

84 OECD ECONOMIC SURVEYS: IRELAND © OECD 2015



2. MIGRATION IN IRELAND: CHALLENGES, OPPORTUNITIES AND POLICIES

over the recession. Prior to the recession, immigration from EU NMS had grown rapidly.
Workers from those countries, who do not need work permits, tended to be concentrated
in lower-skilled sectors of the economy, such as agriculture, other production industries,
construction, and wholesale and retail trade. As economic growth stalled in 2008 and
activity in those sectors contracted, immigration from those countries declined sharply.
There was a 40% fall in emigration from EU NMS in 2009, compared with 2008 and this fall
continued over recent years. By contrast the inflow of workers from other countries outside
the EU, who are largely working in higher-skilled sectors that suffered less severely during
the recession, has continued to increase. The pick-up in emigration levels to EU13 and15
destinations is likely to also reflect return migration of those who came to Ireland in
previous years from those destinations.

Another important change concerns age. Previous emigration episodes were largely
driven by individuals aged 15-24. Although emigration continued to be large in this age
group, the latest emigration wave has been led by those in the 25-44 age bracket (Figure 2.3,
panel A). Immigration is also concentrated in youngest cohorts (Figure 2.3, panel B). In net
terms, via the migration channel, Ireland has been consistently losing population in the
15-24 and 25-44 age brackets. Prior to the recession, Ireland had one of the largest youth
cohorts of the OECD. After the recession this age advantage has decreased (Figure 2.4),
especially in the 15-24 age bracket. Demographic challenges are not as pressing as in other
OECD, but the existing cushion has diminished. Ireland has lower labour market
participation rates than other advanced economies (Chapter 1). Hence, Ireland should
remain proactive in adapting its policies to its rapidly changing demographics.

Most emigrants from Ireland were either employed or studying prior to their departure
(Figure 2.7, panel A). Around 60% of those who left in 2009 were in employment, while 16%
were unemployed. This has broadly continued over time. More recent data shows that
around 40% of the people emigrating were in employment prior to their departure. This
suggests that the unemployment situation may not be the only driver of emigration, but
that better job rewards in other countries may drive emigration decisions as well. Salary

Figure 2.3. Migration is concentrated in youngest cohorts
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Figure 2.4. The size of the Irish youth cohort has decreased

0 % A. Persons aged 15-24 % %
A
®2013 42007
o A A A 25
AAA A
20 . A A 20
A A L. A
A A
15 A A 15
5 5
0 0
D_<((.)ZZLLII—D><ZLIJII——I—|I—|Ix—l<DZZO<¥tELIJ—IU)—III—ICE><
ﬂt%i%sgﬁ3%5928E$85%52‘m5§%’§%%92§2595
0 % B. Persons aged 25-34 % 4
m2013 42007
25 A L AR 5
A A A a4 A A &
A A -
20 x 20
15 15
5 5
0 0
X Z d << 0O D k- I—Z—ILIJLIJ—I o zo0<zo Z WX JdEeE o om X Jdoeox Jd oo
%%ECE%EEELL%%52m%@ég’%iﬂ%?‘;B@ﬂ%Q%E@%EE

Source: OECD Demography and Population Database.
StatLink = http://dx.doi.org/10.1787/888933275347

levels for workers aged 36 to 50 seem, on average, relatively high in international
comparison. But Ireland seems less competitive concerning median wages for tertiary
educated persons aged 20-30 according to OECD’s PIAAC wages data. This has probably
become more pronounced recently, given the significant decline in starting salaries for new
graduates (Figure 2.5). Comparable cross-country evidence on graduates’ salaries is limited
and for Ireland maybe biased downwards by under-sampling of higher paid graduate
positions in the professions, but the available data suggests that the reduction in recent
graduates’ pay has been larger in Ireland than that experienced elsewhere (Conefrey and
Smith, 2014).

In addition to unemployment situation or salary levels, poor career prospects may also
be behind emigration decisions. Looking at sectors of employment of Irish emigrants in
their destinations countries shows that the sectors with higher prevalence of Irish
emigrants correspond to the sectors where career opportunities have been less promising
in Ireland. Hence, one out of five Irish emigrants is employed in the health and social work
sectors in their destination countries (Figure 2.7). They are also significantly employed in
the education sector. Career opportunities in these sectors in Ireland have been affected by
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Figure 2.5. Salaries for recent graduates have declined
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the moratorium in public recruitment in place between March 2009 and October 2014. A
significant proportion is also employed in real estate, renting and business services sector,
which experienced a severe contraction during the recession.

On the immigration side, a substantial proportion of immigrants in Ireland are in
employment (Figure 2.6, panel B). The proportion of those coming and staying unemployed
has diminished over the recession. The share of immigrants who come to study has been
relatively small, although it has increased recently, accounting for 16% all immigrants that

came to Ireland in 2014.

Figure 2.6. Many emigrants were in employment prior to their departure
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Figure 2.7. One out of five Irish emigrants is employed in the health and social work sector
By education level
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The economic impact of migration

Large migration flows have very wide economic implications and this chapter focuses
its analysis on two particular economic aspects. First, it assesses the interaction of
migration and the housing market and infrastructure. Large migration flows are likely to be
a permanent feature of the Irish economy, so it is important to assess how the housing
market can be made resilient to sudden changes in population, and what parts of the
infrastructure are more likely to be affected. Secondly, it examines the impact that
migration is having on the size and composition of the labour force. Emigration has played
an important role in Ireland as a macroeconomic adjustment mechanism, preventing
unemployment rates above 20% seen in other crisis countries and limiting scarring effects
of being out of work. But it also entails trade-offs and risks.

Impact on the housing market and on infrastructure

Fluctuations in migration flows have important repercussions in the housing market,
both in Ireland and internationally. On the one hand, large migration inflows can affect
significantly house prices by putting extra pressure on the existing supply. On the other
hand, a ready supply of good quality and affordable housing is important for remaining
attractive as a destination for workers. Booms in house prices can discourage potential
migrants and damage Ireland’s growth potential (Duffy et al., 2005). Building a more
flexible and resilient housing market would help also avoid that large migration flows,
which are expected to accompany Ireland’s economic cycles, exacerbate cycles in the
housing market and the economy.

A well-developed and efficient rental market would make the housing market more
flexible, would help alleviate house price pressures and smooth housing market dynamics.
It would serve as a more suitable and affordable option than ownership for migrants. The
Irish housing market is characterised by a high ownership rate. Rental contract legislation
is perceived to be complex and difficult to understand (DKM, 2014). The quality in some
segments of the rental market, especially apartments in Dublin, is poor. This pushes many,
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including recent migrants, into the ownership ladder. There are regulations setting
standards for rented properties but their implementation varies. Stepping up efforts to
check the compliance with existing quality standards would contribute to improving the
quality of the rented stock.

The supply of rentals is at historically low levels. This is particularly so in Dublin,
where there are also upside pressures on rents caused by high demand of apartments in
some specific locations in the inner city area. More professionalised private rental markets
and a greater emphasis on increasing density within the metropolitan areas, as envisaged
in Construction 2020 government strategy, are thus welcome.

Migration flows can also have important repercussions for physical and social
infrastructure. In the past, migration and the resulting rapid increases in population
contributed to infrastructure bottlenecks. A significant proportion of migrants tend to live
in commuters belts around the main city centres and traffic congestion problems were
significant before the recession. With the return to robust economic growth, congestions
and infrastructure bottlenecks will become apparent again, especially in the Dublin area.
Urban and housing planning are now more focused on increasing density than they were
in the past, which will help to increase the viability of public transport options as well as
other sustainable transport options (Assessment and Recommendations).

Migratory flows can also add to pressures on social infrastructure, such as schools or
health centres. Irish schools have experienced a rapid increase in the inflow of immigrant
students, with a large proportion of students for whom English is not their first language,
which creates additional needs, especially in disadvantaged schools (more below). In
healthcare, immigration has not translated so far into significant additional demands in
terms of volume, although the need to treat patients with differing cultural and linguistic
backgrounds raises new challenges.

Impact on the labour force

The recession triggered a surge in emigration, less immigration and a fall in
participation among Irish workers, all of which made the labour force shrink by 5% from
2008 to 2014. Despite the improvement in the economy, labour market participation rates
are expected to remain fairly low (Central Bank of Ireland, 2015). Hence, migratory flows
will play a key role in labour force dynamics. These dynamics will depend on how
responsive migratory flows are to the on-going recovery in Ireland and other advanced
economies. In countries with a high proportion of jobseekers, changes in unemployment
rates tend to be a good proxy to gauge how economic opportunities evolve over time and
affect migration flows (Izquierdo et al, 2015). Bilateral migration equations suggest that
migration flows both from and to Ireland are significantly affected by the unemployment
rate differential between the United Kingdom and Ireland (Annex). This link, although
weaker than in the 1990s, remains significant, especially on the emigration side. Both
outflows and inflows are also found to be responsive to unemployment rate differentials
with the United States and the euro area, although to a lesser extent. The link with
unemployment dynamics in other countries is weak on the emigration side, reflecting that
emigration to countries such as Australia, Canada and New Zealand is heavily related to
visa rules, which tend to be linked to skills needs in those jurisdictions. However, these
host locations have not recently experienced a shock in unemployment rate dynamics of
sufficient magnitude to test this relationship. Conversely, immigration from other countries
to Ireland is found to be sensitive to unemployment differentials. This is largely driven by
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immigrants from EU NMS countries. A proportion of the workers that came from these
countries during the boom years left when the crisis started and unemployment soared.

Forecasting migration flows is subject to significant uncertainty. Nevertheless, some
indicative projections can be obtained using the elasticities from the bilateral migration
equations and OECD forecasts for unemployment rates. These indicative projections
provide an indication of how migration to and from Ireland is expected to evolve based on
the expected macroeconomics developments in Ireland and in other economies. These
projections suggest that migration outflows, while remaining significant, will continue a
very gradual deceleration in the coming years in line with the overall improvement in the
Irish economy (Figure 2.8). In the same vein, immigration will continue to progressively
pick up. As a result net migration is expected to decrease but still stay negative over the
period to 2016. Thus, its contribution to labour force growth would remain negative,
although it will diminish and eventually become positive provided the improvement in
Ireland’s economy continues and strengthens. A return to its pre-crisis level seems more
distant though, absent a large on-off factor such as further opening of the labour market to
more EU countries as occurred in the early 2000s.

Migratory flows affect not only the quantity of the labour force but also its quality.
Initiatives under the annual Action Plan for Jobs have expanded IT training places but these
take time to bear fruit. Immigration has played a crucial complementary channel to extra
training, providing the human capital that the multinationals sector requires, and that the
local education and training system was unable to generate fast enough especially in the
IT sector. The share of the foreign born population in Ireland that is highly educated is
particularly large (Figure 2.9). More than 40% of foreign-born workers have a university
degree. This compares with just over 30% amongst native born workers net of migration
outflows.

Figure 2.8. Net migration is expected to remain negative in the short run
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Figure 2.9. The share of the foreign born population that is well-educated is high
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Overall, Ireland has been exhibiting a pattern of “brain exchange”, whereby highly
educated workers flow from and to Ireland. Even during the recession, despite its depth
and severity, the inflow of highly educated workers continued (Figure 2.10, panel B). At the
same time, a significant proportion of emigration corresponded to individuals with tertiary
qualifications (Figure 2.10, panel A). More recent data shows that while total emigration
has started to decline, emigration by individuals with tertiary education continues to
increase. Thus, despite the general improvement in the Irish economy and its labour
market, the outflow of university graduates continues to exceed the inflow. With lower

Figure 2.10. Migration is large among highly educated individuals
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post-crisis starting salaries (Conefrey and Smith, 2014), many of the young and educated
may feel that prospects are brighter elsewhere.

Productivity prospects of domestic companies, whose ability to hire workers abroad is
limited, are more likely to be affected by the outflow of domestic qualified workers than
multinationals, which are more successful in international recruitment. This risks that the
already large productivity gap between domestics firms and multinationals will widen
even further; it also highlights the need for Ireland to optimise policies to retain and attract
qualified workers, and to facilitate that all companies can take full advantage of these
policies.

Maintaining the attractiveness of Ireland as a destination for skilled workers

Ireland faces the challenge of continuing to retain and attract highly skilled workers
with specific abilities. That task will become more acute, as wages in traditional source
countries catch up (Westmore, 2014). Ireland competes not only with other EU countries
but also with other English-speaking countries outside the EU, such as Australia, Canada
and New Zealand, which have specific migration programmes for skilled migrants, a solid
track record as attractive destinations for migrants, and a proven ability to retain them
(OECD, 2014c). Other countries, such as those of the Persian Gulf, Singapore, and China,
have also started to attract highly-skilled personnel (Docquier and Marfouk, 2006) and aim
at increasing further the attractiveness of their jurisdictions for skilful workers as a way to
support a diversification of their economies.

Multinationals play a central role in attracting the skilled to Ireland. The proportion of
immigration that takes place through the organisational channels of these transnational
firms (e.g. intra-company transfers) is not particularly high but multinationals are the
main employers of those being granted employment permits. The presence of IT
multinationals, such as Google, IBM, Microsoft and Apple, in Dublin acts as a powerful
magnet for workers, especially from Europe. While these firms contribute to cementing
Ireland’s reputation as a destination country for migrants, Ireland could do more to
improve its attractiveness as a destination for high-skilled workers and to facilitate that all
companies benefit from the openness of the labour market. This concerns migration
policy, and also the availability of affordable housing and a good provision of education and
health.

Optimising labour migration policies

Effective and efficient migrant selection policies are important for ensuring that the
full range of necessary skills is available swiftly and transaction costs are minimised. As a
member of the European Economic Area (EEA), Ireland’s labour migration policies aims at
regulating the entry of individuals from non-EEA countries while maintaining safeguards
for the local labour market. EEA nationals enjoy an unrestricted right to migrate and take
up employment in Ireland.

The Irish employment permit system is demand-driven, and gives employers a large
role in selecting workers from outside the EEA. This contrasts with more supply-driven
systems in countries that use point systems, whereby potential migrants are selected on
the basis of criteria such as education, languages proficiency or previous working
experience. Those surpassing those criteria can then enter the country and search for
employment, although the number of people accessing those countries without a job offer
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has become quite small (OECD, 2014a). The existing employment — permit system seems a
suitable approach for Ireland given that the system is intended to regulate only the entry
of non-EEA workers, which is a limited proportion of total immigration. The system should
continue to be adjusted to the changing nature of immigration and to ensure that it is
achieving its objectives. Ireland has recently made a number of changes to employment -
permits to facilitate access for qualified workers (Box 2.1).

The framework should continue to be monitored, in particular to ensure that the
salary thresholds, which are relatively high in international perspective for occupations
notincluded in the Highly Skilled Eligible Occupations List, do not act as a barrier for recent
graduates, especially as wages for tertiary educated workers aged below 30 have fallen
considerably. Establishing a differentiated salary threshold for younger workers may be
needed. Another aspect to closely monitor is the friendliness of the system towards SMEs,
which tend to have more difficulties in recruiting internationally than larger firms. In such
cases, providing SMEs with specialised support in international recruitment processes, via
Enterprise Ireland, could help them to attract internationally the skills they need and are
unable to find in the local labour market.

Employment permits could be further simplified through so-called trust-based
schemes, which have been recently launched in Ireland, the so-called Trusted Partner
Initiative. Under this initiative, the employment permit application is replaced by the
insertion of a Trusted Partner Registration Number and a confirmation that there have
been no changes to the details already provided during their Trusted Partner registration.
Thus, participating employers benefit from shorter permit processing times, fewer
supporting documentation requirements, and a waiver of labour testing requirements..
This sort of programme, operated also in some other OECD countries, works under the
presumption that employers have sufficient incentives to check themselves that their
applicants meet all conditions. The scheme has potential to reduce administrative burdens
significantly and to accelerate permits issuance. SMEs are more likely to have higher
obstacles to benefit from these simplified schemes due to higher costs of meeting the
requirements, as they do not have the advantages of larger firms to operate these schemes,
such as human resources departments or economies of scale. In contrast to other
countries, the registration as a Trusted Partner is free of charge in Ireland, which should
facilitate SMEs participation. The authorities should monitor the scheme to ensure it
continues to meet the needs of all enterprises including SMEs.

A swift and low-cost application process for employment permits is a key ingredient
for an efficient migration policy. Significant progress has been made by Ireland in reducing
processing times for employment permits. The average processing time was 74 days in
2010, but following changes to streamline the application process, the average wait time
was reduced to 32 days in 2011 and to 18 days in 2014. This compares favourably with
processing times in other OECD countries (OECD, 2014a). However, processing costs for
permit issuance are high in international perspective (OECD, 2014a). High fees may not put
employers off hiring needed highly skilled workers in significant demand, but might deter
potential migrants. The principle underpinning the charging of fees for employment
permits in Ireland is cost recovery, both processing and compliance costs. Making further
use of IT in employment permits processes would deliver efficiency gains and savings,
which should be passed on in lower fees. Ireland plans to upgrade the IT infrastructure
underlying the application process, with the aim of setting up an online application facility
that would include payment options. In the same vein, the swifter Trusted Partner
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Box 2.1. Employment permits in Ireland

As of September 2014, Ireland’s Employment Permit (EP) system comprise the following types of permits
available to non-EEA nationals (DJEI, 2014):

® Critical Skills EPs. It replaced the Green Card permission and is targeted at highly demanded and skilled
occupations that are in significant shortage of supply. It currently includes occupations such as ICT
professionals, professional engineers and health professionals. A labour market test is not required and
permit holders can apply for immediate family reunification. Critical skills permits are issued in respect
of a job offer of 2 years’ duration. Occupations should have a minimum annual remuneration of
EUR 30 000 for the occupations contained in the so-called Highly Skilled Eligible Occupations List (see
below), or EUR 60 000 otherwise.

® Intra-Company Transfer EPs. It is designed to facilitate the transfer of senior management, key personnel
or trainees, who are non-EEA nationals, from an overseas branch of a multinational corporation to its
Irish branch. The foreign employee must have worked for the foreign entity for at least 6 months.

® General EPs. Unlike Critical Skills EP, all occupations are eligible except those on the Ineligible
Occupations List. Their issuance is contingent on a job offer from a bona fide employer. Minimum annual
remuneration is generally EUR 30 000. It is EUR 27 000 for non-EEA students graduated in the last
12 months who have been offered a graduate position from the Highly Skilled Eligible Occupations List.

® Dependent/Partner/Spousal (DPS) EPs. It allows dependants, civil partners, and spouses of certain
categories of EP holders to apply for an employment permit to work in Ireland.

@ Contract for Services EPs. It caters to the situation where a foreign entity has won a contract for services at
an entity in Ireland, and is sending non-EEA nationals to Ireland to carry out the contract.

@ Internship EPs. It applies to students enrolled in a fulltime degree course or higher at an overseas
institution, who take on an internship in Ireland as a mandatory part of their studies. It is issued with a
maximum validity of one year, unrenewable, and the intern needs to return home to continue their study
after completion of the internship.

Other existing EPs include Reactivation EPs, aimed at foreign nationals who entered the State on a valid
Employment Permit but who fell out of the system, and Sports and Cultural EPs, for those going to work in
the development, operation and capacity of sporting and cultural activities.

The Highly Skilled Eligible Occupations List is determined in line with the regular analyses of an Expert Group
on Future Skills Needs. It is organised using the Standard Occupational Classification system (SOC 2010), an
international system which classifies workers into occupational categories. Within these broad categories,
specific capabilities or skills are also included in the list and should be met to become eligible for the
Critical Skills EP. There is also an Ineligible Categories of Employment List, which includes occupations for
which it is not possible to obtain an EP. These are mainly, but not exclusively, low skilled occupations, such
as operatives, and service industry personnel. The list also includes a number of more highly skilled
professions where skills surpluses have been detected such as physiotherapists.

Before a General EP or a Contract for Services EP can be issued to a non-EEA national, employers must
satisfy a labour market lest to assess whether a job could be done by an available EU worker. The test
“requires” that the employer advertise the vacancy with the Department of Social Protection Employment
Services/EURES employment network for at least 2 weeks. The vacancy has to be announced also in a
national newspaper for at least 3 days and in either a local newspaper or jobs website for 3 days.

EPs are not granted to companies unless 50% or more of the employees in the firm are EEA nationals at
the time of application. This restriction may be waived for start-up companies within 2 years of their
establishment and which are supported by the enterprise development agencies.
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Registration Scheme would also provide additional efficiency gains. These efficiency gains
would offer some scope to reduce fees, in case the current structure proves to be acting as
a barrier for migrants’ entry.

The role of return migration

Return migration, i.e. emigrants returning to Ireland, could play a significant role in
the recovery of Ireland’s economy and in providing skills, relevant working experience and
networks. Evidence shows that return migrants bring back skills, networks and financial
capital, and can thereby help spur innovation and growth (OECD, 2008a). It can also be an
important source of entrepreneurship for Ireland, as a significant proportion of return
migrants tend to start a business or arrange independent employment after their return.

Beyond their economic impact, large emigration flows may have psychological and
cultural effects on those staying in the country. In particular, international evidence shows
that parents can suffer declines in mental health as a result of the emigration of their
offspring (Antman, 2010). Emigration has also been found to reduce the happiness of the
family left behind, and immigrants tend to be less happy than natives in the destination
country (Simpson, 2011). Evidence of mental health declines in mothers and older fathers
of emigrants has also been found for Ireland (Mosca and Barrett, 2014).

Return migration rates can be very significant. International evidence shows that
between 20% and 50% of immigrants leave within five years after their arrival either to
return home or move on to a third country (OECD, 2008a). The return rate does not
generally vary much by gender, but it changes sharply over the life cycle of migrants, with
higher rates for the young and for retirees. The return rate is higher at the high and low
ends of the education spectrum.

Return migration made a positive contribution to the Irish economy in mid-1990s. But
now competition for skills is global and fiercer and the return of Irish recent migrants
cannot be taken for granted. Canada, the United States, Australia and New Zealand,
countries that have recently received significant Irish emigration, have been found to be
more successful than European countries in retaining immigrants (OECD, 2008a). In
addition, existing communities of Irish emigrants in those countries make it easier for
their compatriots to integrate and stay abroad. Emigration has been large in the 25-44 age
bracket, an age where people tend to start making longer-term commitments to careers
and their location than those in younger cohorts.

There are many factors affecting return migration decisions. Availability of
employment is a key factor, although most of the recent emigrants were in employment
prior to their departure. Wage and tax differentials as well as housing and childcare
affordability may also be key factors. The capacity of the Irish economy to raise its
productivity level would determine to which extent Ireland will be able to pay higher wages
in the future in a sustainable way. Ireland high public debt entails that tax burden is
expected to be high in the coming years. Continuing efforts to reduce public debt would
also render medium-term positive effects in making Ireland a more attractive destination
for workers by reducing the need to raise taxes in the future.

The increased mobility of high-skilled workers has motivated many OECD countries to
use the tax system via preferential schemes to try to attract or retain skilled workers
(OECD, 2011). These preferential schemes aim to capture positive knowledge spill-overs
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(e.g. in Denmark, Finland, Italy, Korea and Sweden), particularly from workers engaged in
R&D activities, or at addressing skill shortages.

Tax concessions for high-skilled workers reduce equity to the extent they diminish the
progressivity of the tax systems. Other tax solutions might therefore be preferable. A
number of countries provide tax exemptions from fringe benefits paid by employers to
cover costs purely related to the relocation. Those payments are aimed at offsetting higher
expenses that workers face when moving and they do not increase disposable income.
Belgium, France, the Netherlands and Switzerland provide these exemptions. Lowering
personal income tax rates for the entire population, migrant or not, and shifting towards
less mobile bases such as consumption and immovable property may also make a country
more tax competitive for high-skilled workers. Such reforms would also have positive
effect on growth (Johansson et al., 2008) and, if well targeted, would not hamper the
equality of the tax system.

Ireland has currently in place the Special Assignee Relief Programme (“SARP”), a tax
relief designed to assist multinational companies in attracting key employees to Ireland.
The employee must have been employed overseas by the firm for six months prior to
arriving in Ireland and must not have been tax resident in Ireland for any of the five years
preceding the arrival. He must have a minimum base salary of EUR 75 000. Then 30% of the
employee’s salary in excess of EUR 75 000 will be disregarded for income tax purposes. This
scheme, which is similar to those available in some other EU countries, has the potential to
harm the progressivity of the tax system, and it is not useful for domestic firms that would
like to attract overseas talent. The government should consider scrapping it. Instead, tax
deductions for expenses incurred in the relocation to Ireland, such as travel costs between
the place of residence abroad and Ireland, would be preferable to attract skills, not only to
the multinational sector but also to domestic companies, without damaging the
progressivity of the tax system. If the employer pays these expenses, he would deduct
them from its taxable corporate income. When the costs are borne by the employee, then
the employee would benefit from the deduction against the personal taxable income. It
would be a one-off deduction at the time of relocation, it would be granted on account of
the cost actually incurred, and should be capped in amount.

Connecting with the Irish diaspora

Additional policies that could facilitate a smooth return to Ireland include setting-up
systems of information and cultural outreach to expatriate communities. Ireland has
explicit and elaborated policies to engage with its emigrants abroad. It has recently
formulated its approach in a comprehensive diaspora policy review (DFA, 2015). The
number of Irish nationals residing abroad is large and their needs vary from those facing
vulnerable situations and in need of support to those requiring return counselling or
information about possible job opportunities in Ireland. The Irish diaspora policy review is
comprehensive enough to cater for those different requirements and needs. Its full
deployment could be facilitated by a more systematic effort to gather information
concerning the situation of Irish emigrants residing abroad.

One aspect with significant room for improvement concerns emigrant’s political
representation and right to vote in Irish elections. Ireland is one of the few countries in
Europe not to offer some form of suffrage to its citizens who live abroad (Honohan, 2011).
The vast majority of countries have electoral systems allowing emigrants to participate in
some ways in elections. Voting can allow states to build and retain highly productive
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connections with diaspora groups (Collier and Vathi, 2007). Political participation is
positively associated with well-being (Frey et al., 2008 and Blais and Gelineau, 2007). Thus,
civil and political engagement is one of the building blocks of the OECD’s Better Life index.
Allowing for the participating of Irish emigrants in domestic electoral process would
reinforce their attachment to Ireland, would bolster the linkages that Ireland has been
successfully building over the years and would make a positive contribution to emigrant’s
well-being.

Well-being and the quality of services can attract skills

With many OECD countries competing to attract skills, the overall quality of life and,
more generally, a high level of well-being can differentiate Ireland from other competitors.
Beyond ensuring a reasonable cost of living, including accommodation, it would entail
ensuring good availability of childcare and good quality health and education.

The availability of reasonably priced quality childcare is important to attract families
where both partners have careers. Childcare costs in Ireland are the second highest in the
OECD for couples. At the same time the quality of childcare services is extremely variable
(Hanafin, 2014). Further efforts to ensure a provision of more affordable and higher quality
childcare services would contribute to make Ireland more family-attractive. A step in this
direction has been taken with the publication of recommendations by the Inter
Departmental Group on Future Investment in early years and school age care and
education services on these issues.

Workers are also attracted by good quality healthcare services. Citizens are less
satisfied with the quality of the healthcare in Ireland than in most of the EU advanced
economies (Eurobarometer, 2014). As in other countries, foreign workers face problems to
access and traverse the system. Some multinationals have set-up dedicated training for
their personnel aimed at helping them navigate the Irish health system. Despite that,
foreign workers tend to choose to travel to their countries of origin for their medical
treatments when possible. Making the health system easier to access and more reliable
would make an important contribution to Ireland’s attractiveness.

In the same vein, access to good education is key to attracting workers, for whom it is
important to be able to continue their children’s education after relocating to another
country. In that sense, Ireland has a deficit as concerns the availability of international
baccalaureate programmes and of non-denominational school options (UN, 2014).
Expanding their availability would be notably valuable in a strategy to make quality of life
and services in Ireland an additional reason for workers to choose to move or return to
Ireland.

Integrating migrants

Large-scale immigration is a relatively new phenomenon in Ireland. The proportion of
foreign-born doubled in the last decade, which is a very rapid increase by OECD standards.
Ireland’s proportion of foreign-born individuals surpasses now the one observed in
countries with long immigration histories such as the United States, United Kingdom,
France or Netherlands. An additional distinctive feature of Ireland’s immigrant community
is that it encompasses very heterogeneous groups, with different challenges and needs.
Adequate integration policies are needed to help immigrants adapt to Ireland and to avoid
that some of them suffer economic and social disadvantages. How well Ireland succeeds in
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integrating the recent inflows of immigrants will also have a positive effect on Ireland’s
attractiveness as a potential destination for migrants.

Ireland receives three broad groups of immigrants: returning Irish emigrants, migrants
from other EU countries and migrants from the rest of the world. The first group tend to
integrate smoothly into the labour market, but some experience difficulties such as social
isolation (Barret and Mosca, 2013). Prior to the recession EU immigrants was largely
dominated by workers from EU NMS countries. Those workers tended to be relatively well
educated and had a higher activity rate than domestic workers, but tended to have low-
skilled low-paid jobs. The challenge for this group is to fully utilise their skill levels, which
requires that formal qualifications from their countries of origin be recognised. The “rest of
the world group” is rather diverse, and includes skilled migrants entering via work permits,
family members of immigrants and Irish nationals, and refugees. The number of refugees
is relatively small but they are the most difficult integration challenge.

Immigrants were particularly hit by the crisis

Labour market engagement is the cornerstone of a successful integration. As in other
OECD countries, the impact of the crisis has been also severe on immigrants. The increase
in the unemployment rate has been larger for immigrants than for native’s workers
(Figure 2.11, panel A), and the immigrant employment rate has fallen since the recession,
declining from 75% to 60%, which is its historical minimum and well below the OECD
average (Figure 2.11, panel B). An analysis of labour market transitions in Ireland confirms
that non-Irish individuals’ likelihood of being unemployed increased sharply during the
recession in comparison with Irish workers’. The size of the increase differed across
education levels and nationalities, with low-educated and African individuals facing the
highest difficulties to regain employment (Kelly et al., 2015).

As strong economic growth strengthens and translates into more job opportunities, it
is important to analyse whether the recovery is translating into new jobs also for
immigrants and whether any specific group may be facing special difficulties that may

Figure 2.11. Immigrants were particularly hit by the crisis
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require targeted policy actions. Labour market transition analyses indicate that, as the
economy recovers, the gap with respect to Irish nationals in terms of employment
probabilities is receding to pre-crisis levels (Kelly et al., 2015). There are notable differences,
however, depending on age, education or, especially, length of residence in Ireland.
Recently arrived immigrants face employment probabilities similar to Irish workers’.
Conversely, longer-resident immigrants’ likelihood of unemployment rose over the
recession. This suggests that this group of workers may have suffered from scarring effects
and highlights the need that they receive assistance and support to increase their
employability.

Access to support and activation services by unemployed immigrants are crucial to
prevent this group becoming a permanent casualty of the recession and falling into social
exclusion. Data on claims by immigrants for unemployment and other employment-
related government assistance increased substantially during the recession. Nevertheless
the administrative data on the proportions of Irish and non-Irish nationals in receipt of
welfare payments, show, so far, no evidence of a large or systematic over-representation of
non-Irish nationals among welfare recipients in Ireland (Quinn et al., 2014).

Some ambiguities concerning the accessibility of immigrants to social assistance have
been identified and should be addressed. For example, access to most social assistance
payments in Ireland requires claimants to meet the “habitual residence” condition. The
term “habitual residence” implies “that a person has been here for some time, from a date
in the past, and is intending to stay for a period into the foreseeable future” (DSP, 2013).
This definition entails a significant degree of subjectivity that complicates ensuring
consistency in decision making. A clearer definition of “habitual residence”, based on more
objective criteria, would facilitate its clear-cut application by caseworkers and provide
more certainty to immigrants. There are also additional ambiguities concerning the
iterations between immigration and social security policies (Quinn et al., 2014). Eliminating
those ambiguities would provide more certainty to both immigrants and government
officials concerning entitlements for social assistance and support.

Avoiding a cycle of brain gain, waste and drain

Across the OECD immigrants tend to be at a higher risk of being overqualified than
native-born, i.e. they are more likely to be educated beyond what is necessary for a job,
especially if they were born in a lower-income country and obtained their highest degree
abroad (OECD, 2012). Ireland's immigrants are generally highly educated; however, not all
of them are employed in occupations that fully reflect these high education levels. 41% of
the tertiary-educated foreign workers have jobs below their formal qualification level
(Figure 2.12). This is above percentages observed in other advanced European countries
and above the EU average, which stands at thirty-two percent. The high rate in Ireland is
primarily driven by nationals of EU NMS countries (Barrett and Duffy, 2007). Conversely,
workers from non-EEA countries are less-likely to be overqualified, being its immigration
based on working-permits linked with qualifications with high demand.

The prospects of accessing a well-matched job appeared to be strongly related to the
field of study, both for foreign-born and native-born (Figure 2.13). Foreign workers with a
degree in health are less affected by over-qualification, which may reflect the strong
outflow of medical graduates educated in Ireland and relative wage conditions in the
sector. Although 20% of them still suffer some degree of miss-matching, this is similar to
the rate observed among native-workers. For other fields of study, over-qualification is
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Figure 2.12. Over-qualification and mismatches rates are higher for foreign-born
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Figure 2.13. Chances of having a well-matched job depend on field of study
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higher among foreign-born workers than for native-born workers. This reflects a high
proportion of tertiary educated foreign workers employed in sectors such as hotels and
restaurants and also wholesale and retail trade.

High over-qualification rates imply risks of entering a cycle of brain gain, waste and
drain, whereby Ireland could be initially successful in attracting highly qualified workers,
but they are unable to fully utilise their human capital, which depreciates over time.
Eventually those workers are likely to move to a third country or return home. Signs of
cycles of brain gain, waste and drain have been observed in Ireland in some sectors such as
health (Humphries et al., 2013). Comparable cross-country data on re-emigration rates is
scarce, but the existing evidence indicates that re-emigration rates are relatively higher in
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Ireland. Workers coming to Ireland tend to leave the country after five years at higher
frequency than in other countries (OECD, 2008).

Increasing support for language training for adults, facilitating on the job-training and
expediting recognition of professional qualifications gained abroad would contribute to
making the most of immigrant workers and would facilitate smoother integration into the
Irish labour market. Poor English can partly explain the high over-qualification rates
among immigrants, and tend to translate into low-paid jobs. International experience
suggests that, across countries, about one third of immigrant over-qualification rates can
be explained by weaker linguistic skills (Bonfanti and Xenogiani, 2014). Evidence for Ireland
with data prior to the recession confirmed that migrants from English-speaking
backgrounds suffered from no earnings gap with respect to natives, while migrants from
non-English speaking countries tend to earn a fifth less than comparable natives (Barrett
and McCarthy, 2007). More recent data confirms this finding for migrants from EU NMS
countries. Despite having a relatively similar educational profile to Irish workers, they
disproportionally occupy jobs at the lower level of the occupational ladder and have much
lower incomes (Roeder et al., 2014).

Ireland developed a strategy to improve language training for adult immigrants before
the recession (OMI, 2008), reflecting that immigrant’s ability to speak English was
considered a critical and key factor to facilitate immigrant’s integration. Nevertheless,
fiscal difficulties experienced since then have not allowed the implementation of
government strategies in this area (Sheridan, 2015). At the moment there is not a clearly
defined strategy for English language training for adults (McGinnity et al., 2014). As more
fiscal space becomes available, language training for adult migrants should be increased to
help Ireland to get the most out of their immigrant workers.

Another potential barrier for immigrants are difficulties to get foreign qualifications
recognised in Ireland. There is clear evidence that qualifications and skills acquired abroad
are not transferred swiftly to the Irish labour market and that they translate into pay gaps.
These gaps are larger the higher the level of education (Barrett et al., 2012). This suggests
that immigrants, and the Irish economy, are not able to obtain a full return on their human
capital endowments. This may relate to a lack of location-specific human capital, quality
differences between education systems or insufficient knowledge about the quality of
foreign qualifications by Irish employers. One way to acquire location-specific skills would
be via on-the-job training. Nevertheless, immigrants are also less likely to receive training
from employers. Immigrants from EU NMS States experience a particular disadvantage on
this front (Barrett et al., 2013). It is critical to ensure a greater participation by immigrants
in employer-provided training activities to improve their labour market prospects.

In Ireland recognition of foreign qualifications is facilitated by the state agency Quality
and Qualifications Ireland. Recognition is made via comparative statements, which offer
advice on the recognition of a foreign qualification by comparing it to a level on the
National Framework qualifications (NFQ). It takes approximately twelve weeks for an
assessment to be completed. The NFQ also provides the possibility for recognising
professional qualifications. For the time being, only chartered accountants have made use
of that opportunity. Those that have obtained a professional qualification outside Ireland
and want to practise need to process the recognition through the relevant professional
body. These bodies can act in a protectionist way. As a result, the timeliness, burden, and
transparency of the recognition process vary across different professional bodies.
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Extending the use of the National Framework Qualifications for professional qualifications
would provide a clearer and consistent framework, which would benefit both foreign-born
and Irish-born that may have gained a professional qualification abroad and wish to
exercise that profession back in Ireland.

Discrimination can also be an important obstacle for labour market integration.
Discrimination is difficult to measure and cross-country comparable statistics are sparse.
One way to detect and measure discrimination is to use field experiments, particularly
“correspondence tests”, in which fictitious written applications are sent in response to real
job advertisements and discrimination is measured by comparing invitations to interviews
among different groups. Most such experiments indicate that discrimination in the hiring
process is common (OECD, 2008b). With strictly equivalent qualifications and working
experience, international evidence signals that ethnic minorities receive about
30 percentage points less invitations for interview than the rest of the population. Existing
evidence for Ireland suggests that discrimination could be even higher, although
experiments conducted in different countries are not fully comparable. Thus, job
applicants with Irish names are estimated to be over twice as likely to be invited to
interview as candidates with identifiably non-Irish names (McGinnity et al., 2009). Workers
of black ethnicity have the highest risk of discrimination (McGinnity et al., 2012).
Continuing vigilance with respect to possible discrimination practices seems therefore
warranted.

Preparing for challenges associated with second generation immigrants

The second generation is large and diverse (Roeder et al, 2014). While its size is smaller
than the one found it other OECD countries with a longer history of immigration, the
second generation cohort is growing rapidly in Ireland. The share of children born in
Ireland from a non-Irish mother was nearly insignificant at the beginning of the previous
decade. Now one in four children born in Ireland has a non-Irish born mother. About half
of the non-Irish mothers are made up by mothers from EU NMS countries. Children born in
Ireland are also of increasingly diverse ethnic and religious backgrounds. Asian and
African mothers accounts for 4% and 3% respectively of the total children and this is also
growing rapidly. Experience in other countries indicates that integration outcomes among
second generation immigrant’s communities tend to be closely determined by ethnicity.
International experience also suggests that early action is critical to prevent that native-
born children of immigrants have lower outcomes than the children of natives and to avoid
marginalisation and ghettoisation patterns observed in other countries.

First-generation immigrant students in Ireland, on average, achieve education
outcomes similar to their Irish-born peers. However, the integration of second generation
immigrants will imply new and additional challenges for the Irish educational system. One
of them concerns English language ability, in particular of children from households with
parents who do not speak English at home. Language disadvantage tends to occur in such
contexts, impacting negatively on school achievement. Indeed, a gap in achievement
between those who speak English at home and those who do not has already become
apparent (OECD, 2009), especially concerning English reading abilities for 15 year olds
(McGinnity et al., 2014). English language support has been merged in the budget with
special needs education, which complicates the monitoring of the budget allocation for
teaching English as an additional language (McGinnity et al. 2014). Providing students of
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foreign language background with appropriate English language acquisition support is
crucial for the integration of immigrant communities.

Language disadvantages may be amplified by the very low-rate of childcare usage
among those households more likely to speak another language at home, such as migrants
from EU NMS countries. The cost of preschool childcare in Ireland is high in international
perspective. While this affects all segments of Irish population, immigrants are likely to be
highly affected, because some of them tend to be of low economic status and are less likely
to have family around so they depend more heavily on non-family childcare options. The
introduction of the Early Childhood Care and Education (ECCE) Scheme, which provides a
free year of early childhood care and education for children of pre-school age, will help in
this regard. Similar programs in other countries have been found to particularly benefit
migrant communities (Magnuson et al., 2006). The scheme should be evaluated to
guarantee that it is well targeted and that it reaches non-English-speaking families in
lower income groups. In case of a positive evaluation, extending it beyond one year,
particularly for low income groups, should be considered, in line with similar schemes in
other countries.

In addition to language disadvantages, it is also crucial to assess the overall situation
of immigrants in the educational system, especially concerning how the social background
of schools may be affecting educational outcomes. There is evidence in Ireland that the
school social mix has a strong effect on educational outcomes (McCoy et al., 2014). Young
people from working-class backgrounds are less likely to go on to higher education than
their middle-class peers and are also more likely to be unemployed upon leaving school.

In addition, there are also incipient signs that the concentration of immigrant children
in primary schools has increased significantly. According to the latest school census, 80%
of children from immigrant backgrounds were concentrated in 20% of primary schools. In
15 schools, more than two-thirds of pupils are of non-Irish background. This is partly
explained by geographical location of migrant communities. Migrant and minority ethnic
students are more likely to be located in urban areas, translating into higher concentration
of immigrants in schools in those areas. But admission procedures to schools are also
contributing to the increasing concentration. Where there are more applicants than places,
selection criteria are up to the schools, which tend to favour children whose parents had
been resident in the area for some time. As a result, newer schools have much higher
percentages of immigrant children than older schools. International evidence shows that
immigrant concentration in disadvantaged schools has a negative effect on educational
attainment (Portes and Hao, 2004). Policy options to avert such negative effects include
investing more in disadvantaged schools, for example by offering higher teacher pay,
reducing class sizes, and providing additional remedial or tutoring help. Another policy
option would be to attempt to reduce concentration through school admission policies
(OECD, 2012). Admission policies based on who lives nearest may result in excessive
concentration of students of low economic background in disadvantaged schools and low
chances for them to attend the best schools. An alternative to achieve a higher mix, in
terms of socio-economic background, ethnicity and academic ability, would be to explicitly
seek for a more diverse composition of students by establishing explicit targets. Another
possibility would be to use as a tie-breaker when schools are oversubscribed other criteria
than distance, such as a random draw. Both the provision of additional support to
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disadvantaged schools and changes to school admission policies would be more effective
if implemented early on in the school trajectory.

There has been a rapid rise in the size of the naturalised population in the last few
years, due to increased applications as well as improvements in the processing of
applications This implies that relying exclusively on nationality to monitor the situation of
immigrants and guide policies will become increasingly problematic. Ireland does not run
immigrant specific surveys, and existing data sources, such as the Quarterly National
Household Survey (QNHS) and the Census, have limitations. The definition of an
immigrant is often based on nationality, and even though place of birth is recorded in the
QNHS, this information is often missing for the non-Irish born, so that official statistics are
often exclusively based on nationality, without any information on birthplace (O’Connell
and McGinnity, 2008). The QNHS furthermore does not generally include ethnicity
questions, with the exception of the equality module, which only give figures for EU NMS
countries migrants as a whole, and not for individual countries of origin. Since immigrant
integration varies significantly depending on country of origin and ethnicity, improving
information available on those dimensions would contribute to better monitoring second
immigration integration challenges and to better targeting immigration policies.

Adapting labour market, education and pension policies

Large waves of migration translate into changing population profiles and needs. This
highlights the need to continuously adapt labour market and education policies. This
requires a more systematic evaluation of policies and programmes, allocating resources to
those found to be successful and closing down those no longer effective, as recommended
in OECD (2013).

It is important that programmes are implemented to ensure that vulnerable groups
are integrated and their skills needs targeted so they can also take part in Ireland’s current
recovery. Targeted labour market and education programmes that focus on providing equal
employment opportunities, and offer retraining, education, and language and cultural
supports, are vital for ensuring that legally resident immigrants have an equal chance to
participate in the labour market and avoid long-term unemployment. Efforts to ensure that
immigrants are able to access the enhanced activation services and improved training
opportunities that authorities are deploying should continue.

It is also important to ensure an adequate portability of old-age benefits, and in
particular of retirement benefits. This is normally implemented via international social
security bilateral agreements. Currently Ireland has bilateral agreements with around
20 countries, including the majority of countries that are traditional destinations of Irish
emigrants such as Australia, Canada, New Zealand and the United States. The main
purpose of these bilateral agreements is to protect the pension rights of persons who have
paid social insurance contributions in Ireland and have accrued pensionable periods in the
other country. Reflecting the increasing nationality mix of people residing in Ireland,
bilateral agreements with non-EU countries from which Ireland has received significant
immigration would be very beneficial and should be pursued. In that sense, OECD
countries tend to have bilateral agreements with a large number of countries; Spain has
agreements with 140 countries, Canada with 180, Italy with 112, and Portugal with 97.
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Recommendations for getting the most out of migration
Maintaining and reinforcing attractiveness for skilled workers

@ Increase the use of IT in employment permits processes and of simplified trust-based
schemes. Pass the savings on to lower permit fees.

e Ensure that salary thresholds do no act as a barrier for recent graduates. Establish
differentiated thresholds for recent graduates in case they do.

® Expand the availability of non-denominational school options and of international
baccalaureate programs.

Facilitating that domestic companies also get the most out of labour market openness

e Consider scrapping the Special Assignee Relief Programme, granting tax rebates at
multinational executives. Instead, provide tax deductions for relocation expenses
incurred when workers move to Ireland.

® Encourage and facilitate that SMEs make use of trusted-based schemes.

® Provide SMEs with specialised support in international recruitment processes.
Connecting with the Irish diaspora

@ Increase efforts to gather information on Irish emigrants on a more consistent manner.
Fostering labor market integration of immigrants

® Use the National Framework Qualifications for the recognition of professional
qualifications gained abroad.

® Promote greater participation from immigrants in employer-provided training activities.
® Step up targeted language training to adult migrants.

e To guarantee clear-cut access to social assistance by immigrants, establish a clearer
definition of “habitual residence” and avoid ambiguous criteria such as “burden on the
state”.

e Establish bilateral social security agreements with non-EU countries from which Ireland
has received significant immigration.

Preparing for challenges associated to second generation immigrants
@ Increase availability and access to preschool childcare by immigrants families.

® Adjust school admission policies to avoid excessive concentration of immigrants in
disadvantaged schools. Provide additional support to disadvantaged schools.

® Provide students with foreign language backgrounds English language support.

e Improve information available in official statistics concerning immigrant’s country of
origin and ethnicity.

Building a flexible housing market

Step up efforts to check the compliance with existing quality standards for rental
accommodation.

Simplify rental contract legislation.
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ANNEX

Estimation of bilateral migration flows

Equations

Emigration : log(E;°?) = ¢ + b * log(E;_,°?) + d* (UNRPP - UNR/RY)
where EPP is the emigration from Ireland to country of destination DD in time t, UNRg is
the unemployment rate in Ireland and UNRpp is the unemployment rates in country

destination DD.

United States EU13! Other countries
c 0.93 *** 0.484 *** 0.718 ***
b 0.264 0.221 0.669 ***
d -0.052 *** -0.039 *** 0.006
R-squared 0.52 0.69 0.92
Durbin-Watson 1.96 2.29 1.86

Immigration : log(M;°°) = c + b* log(M,.,°°) + d* (UNR®C - UNR/R!)

where M,°° is the immigration from country OO to Ireland . UNRpp, is the unemployment

rates in OO.

United Kingdom' United States EU13! Other countries?
® 2.405 *** 1.10 *** 1.73 ***
b 0.474 *** 0.353 *** 0.658 ***

d 0.0626 *** 0.031 *** 0.073***
R-squared 0.59 0.76 0.97
Durbin-Watson 1.65 2.20 1.76

** significant at 0.05% level

1. Equation includes a linear time trend.

2. Equation includes a dummy variable to capture the effect of accession to the EU of Central and Eastern Europe

member states.

The sample covers 1988-2014. The lagged dependent variable captures dynamics of
adjustment while the constant c (and trend when included) absorbs other omitted factors.
The equations are estimated individually for each destination or country of origin. This is
not a full structural model of migration and the results should be interpreted as a reduced
form relationship between unemployment rates and bilateral migratory flows. EU13
comprises Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy,
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Luxembourg, Netherlands, Spain, Sweden and Portugal. “Other countries” include all other
countries apart from United States, United Kingdom and those not included in EU13. For
the “Other countries” category the OECD unemployment rate is used to gauge labour
market developments.
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