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EDITORS' INTRODUCTION 

Ireland's Fiscal Stabilisation — Achievements and Prospects 

T he papers i n this special issue of the Review were i n i t i a l l y prepared for a 
conference of the I r i s h Economic Association he ld at T r i n i t y College, 

Dubl in on Thursday 19th September 1991. The purpose of the conference was 
to study i n detai l the remarkable tu rna round which took place i n Ireland's 
fiscal position i n the late 1980s and which has endured into the early 1990s. 

Through much of the last decade, Ireland's fiscal problems had been the 
subject of much adverse comment both from inside and outside the country. 
The problems began w i t h the fiscal expansion programme of the late 1970s. 
Public borrowing increased, the debt/GNP rat io mounted, and the economy 
stagnated. By 1986, the debt/GNP ratio had reached more than 130 per cent, 
a figure we l l i n excess of the debt rat ios of what were termed the heavily 
indebted developing countries. The Exchequer Borrowing Requirement (EBR) 
remained apparently immovable at an a la rming 13 per cent of GNP. A mood 
of fa ta l ism and despondency prevailed about the nation's ab i l i ty to come to 
grips w i t h this problem. 

W i t h i n a period of four years, the EBR was brought down to under 2 per 
cent of GNP. The debt/GNP rat io declined to a f igure approaching 100 per 
cent. Even more heartening was the fact that , despite the sharp recession of 
1991 i n major t r ad ing partners such as the U K and an associated steep 
increase i n I r i s h unemployment , the fiscal improvement was main ta ined . 
Thus, the EBR/GNP ratio was 2.1 per cent i n 1991 and is forecast to be held 
at 2.4 per cent i n 1992. The size of the fiscal adjustment was exceptionally 
large by past I r i sh and indeed European standards. The time-scale over which 
i t has taken place was equally remarkable . A t the t ime of w r i t i n g , the 
adjustment seems to have been durable. 

The I r i s h experience has already at t racted serious study at home and 
abroad. The post-1986 fiscal recovery is seen as special not only because of i ts 
size, time-scale and durabi l i ty , bu t also because the period of adjustment was 
accompanied not by depression of aggregate demand bu t by an acceleration of 
g rowth , an increase i n employment and a fa l l i n unemployment . Massive 
fiscal contraction (this is not too strong a description) was associated not w i t h 
stagnation b u t w i t h economic recovery. Hence an immedia te and urgent 
question: d id the recovery happen because of, or to pu t i t i n less extreme form 
was recovery helped by, fiscal contraction (the expansionary fiscal contraction 
(EFC) hypothesis) or d id i t happen despite the fiscal contraction? 



This has proven a di f f icul t question to answer. For example, the role of 
other factors mus t be assessed: improvement i n competitiveness, buoyant 
demand i n the U K , U S A and cont inenta l EC economies, the ground
work la id by earlier adjustment efforts, an effective incomes policy. This leads 
to a fur ther issue: why was the post-1986 adjustment a "success" and the 
earlier post-1982 adjustment an apparent failure? Was th is the result of the 
type of adjustment programme, the former's emphasis on curbing public 
expenditure contrasting w i t h the earlier adjustment programme's reliance on 
increased taxation? Or was i t simply a mat ter of a more benevolent economic 
environment prevai l ing i n the later period? 

Whi l e early studies were helpful on these aspects of the recovery, the i r 
f indings were of necessity ra ther p re l iminary . By au tumn 1991, however, 
sufficient data were a t hand to enable a more complete evaluation to be 
under taken of wha t has happened, why i t occurred and wha t policy i m p l i 
cations can be drawn. These are a l l complex issues, not easy to resolve even in 
retrospect and on some of which there would s t i l l be considerable disagree
ment. 

The f i r s t paper i n the issue, by B a r r y and Devereux, discusses the 
theoretical background to fiscal adjustment, crowding-out and possibilities of 
expansionary fiscal contraction. Alogoskoufis next contrasts I r i s h experience 
w i t h t ha t of Greece, another EC member w i t h severe fiscal problems. Geary's 
paper provides a survey of recent l i te ra ture on Ireland's fiscal experiment, 
d rawing on I r i sh and overseas sources. This leads on to Honohan's discussion 
of the at tempts to b r ing about fiscal adjustment i n the early 1980s and of the 
analyt ical , practical and poli t ical problems attached to such exercises. Fiscal 
contraction usually involves costs for some sections of the community. Callan 
and Nolan investigate whether the burden of adjustment fell on the lower and 
more vulnerable income groups and examine the hypothesis t h a t the poor 
were sheltered from the wors t of the adjustment costs. F ina l ly , D u r k a n 
reviews wha t many considered (mistakenly i n his opinion) to be an impor tant 
i n s t i t u t i o n a l feature of the adjustment process — a s t r ic t incomes policy 
applied to public and pr ivate sectors. The comments of a discussant follow 
each paper. 

The purpose of th is special issue is thus to shed l i g h t on the nature of 
Ireland's recent fiscal stabilisation, which is of relevance not only to scholars 
of the I r i s h economy bu t also to a l l those concerned w i t h the economics of 
macroeconomic adjustment. From a purely I r i sh perspective, i t is essential 
t ha t we deepen our unders tanding of the process of adjustment i n order to 
ma in ta in the stabilisation tha t has been achieved and establish a f i r m foun
dation on which to tackle Ireland's continuing problems of unemployment and 
job creation. 



Final ly , as editors of this issue, we wish to acknowledge the work of Peter 
Neary and the organis ing committee of the I r i s h Economic Association 
wi thou t whose efforts the conference would not have taken place, and also the 
comments of participants which contributed substantially to the papers which 
now appear here. 
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