
 

 

MEMORANDUM December 20, 2016 

To: Rep. Brendan Boyle 
   Attention: Carly Frame 

From: Kristin Archick, Specialist in European Affairs (x7-2668, karchick@crs.loc.gov) 
Foreign Affairs, Defense, and Trade Division 

Subject: Northern Ireland Budgetary Issues 

  

This memorandum responds to your request for information on Northern Ireland budgetary issues. 
Material in this memorandum may be used in other CRS products. For additional background, see CRS 
Report RS21333, Northern Ireland:  The Peace Process. 

Background: Northern Ireland’s Political and Economic Situation 
Northern Ireland (along with England, Scotland, and Wales) is one of the four component “nations” that 
make up the United Kingdom (UK). Between 1969 and 1999, almost 3,500 people died as a result of 
political violence in Northern Ireland. The conflict, which has its origins in the 1921 division of Ireland 
and is often referred to as “the Troubles,” has reflected a struggle between different national, cultural, and 
religious identities. Protestants in Northern Ireland (48%) largely define themselves as British and support 
remaining part of the UK (unionists). Catholics in Northern Ireland (45%) consider themselves Irish, and 
many Catholics desire a united Ireland (nationalists). 

Despite many ups and downs, Northern Ireland has made considerable political and economic progress 
since the 1998 peace agreement (the so-called Good Friday Agreement) providing for a devolved 
government in which unionist and nationalist parties share power. Nevertheless, challenges remain in 
Northern Ireland’s search for peace and reconciliation. These include ongoing tensions and sectarian strife 
between the unionist and nationalist communities, lingering concerns about paramilitary and dissident 
activity, fully grappling with Northern Ireland’s legacy of violence (often termed “dealing with the past”), 
and promoting further economic development. 

Improving Northern Ireland’s economic situation has long been viewed as crucial to underpinning the 
peace process. Northern Ireland’s economy has made significant advances since the 1990s. Between 1997 
and 2007, Northern Ireland’s economy grew an average of 5.6% annually (marginally above the UK 
average of 5.4%). Unemployment decreased from over 17% in the late 1980s to 4.3% by 2007. Like 
elsewhere in the UK and Europe, however, Northern Ireland was negatively affected by the 2008-2009 
global recession. Northern Ireland’s economic recovery has been slow and growth has largely lagged 
behind that of the UK as a whole. In the four quarters ending June 2016, Northern Ireland’s Gross 
Domestic Product (GDP) grew by approximately 1.3%, as compared to 1.9% for the UK as a whole.1 
                                                 
1 Northern Ireland Statistics and Research Agency, Northern Ireland Composite Economic Index Quarter 2 2016, October 2016, 
(continued...) 
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Unemployment in Northern Ireland is currently 5.7%, higher than in the UK (4.8%) but considerably 
lower than in the Republic of Ireland (7.9%) and the European Union (8.5%).2 

Northern Ireland has also made strides in promoting equality in its workforce. The gap in economic 
activity rates between Protestants and Catholics has shrunk considerably since 1992 (when there was an 
11 percentage point difference) and has largely converged in recent years (in 2014, the economic activity 
rates of Protestants and Catholics were 72% and 71% respectively). In addition, the percentage point gap 
in unemployment rates between the two communities has decreased from 9% in 1992 to 2% in 2014.3 

At the same time, income levels and living standards in Northern Ireland remain below the UK average. 
Of the UK’s 12 economic regions, Northern Ireland had the second-lowest Gross Value Added (GVA) per 
capita in 2015 (£18,584), considerably below the UK’s average (£25,351).4 Northern Ireland also has both 
a high rate of economic inactivity (27%) and a high proportion of working-age individuals with no 
qualifications. Studies indicate that the historically poorest areas in Northern Ireland (many of which bore 
the brunt of “the Troubles”) remain so, and that many of the areas considered to be the most deprived are 
predominantly Catholic.5 

To improve Northern Ireland’s economic recovery and strengthen its long-term performance, Northern 
Ireland leaders are seeking to promote export-led growth, decrease Northern Ireland’s economic 
dependency on the public sector by growing the private sector, and attract more foreign direct investment. 
Reducing Northern Ireland’s economic dependency on the public sector (which accounts for about 70% of 
the region’s gross domestic product and employs roughly 30% of its workforce) and devolving powers 
over corporation tax from London to Belfast to help increase foreign investment were key issues 
addressed in wide-ranging cross-party negotiations in 2014 and 2015. The November 2015 Fresh Start 
Agreement sets April 2018 as the target date for introducing a devolved corporate tax rate of 12.5% in 
Northern Ireland (the same rate as in the Republic of Ireland). 

Many analysts are concerned that the UK’s June 2016 vote in favor of leaving the European Union 
(dubbed “Brexit”) could have significant economic repercussions for Northern Ireland, given that it shares 
a land border with the Republic of Ireland and an interdependent economic relationship, with extensive 
cross-border trade, integrated labor markets, and many industries that operate on an all-island basis. 
According to a recent UK parliamentary report, Northern Ireland depends more on the EU market (and 
especially that of the Republic of Ireland) for its exports than the rest of the UK. Approximately 52% of 
Northern Ireland exports go to the EU, including 38% to the Republic of Ireland.6 Some experts also note 
that access to the EU single market has been one reason for Northern Ireland’s success in attracting 
foreign direct investment, and they express concern that Brexit could deter future investment. 

Prior to the UK referendum, projections estimated Northern Ireland’s economy would grow by 1.7% in 
2017; following the UK’s decision to leave the EU, forecasts predict a slowdown in Northern Ireland’s 
                                                                 
(...continued) 
p. 7, https://www.economy-ni.gov.uk/sites/default/files/publications/economy/NI-Composite-Economic-Index-Statistical-
Bulletin-Q2-2016_0.pdf. 
2 Northern Ireland Statistics and Research Agency, Northern Ireland Labour Market Report, December 2016, 
https://www.economy-ni.gov.uk/sites/default/files/publications/economy/labour-market-report-december-2016.PDF. 
3 Office of the First Minister and Deputy First Minister, Labour Force Survey Religion Report 2014, February 2016. 
4 GVA is similar, albeit not exactly equivalent, to Gross Domestic Product (GDP); the UK government uses GVA as the measure 
to compare regional economic performance. House of Commons Library Briefing Paper, Regional and Local Economic Growth 
Statistics, December 16, 2016, p. 7, http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN05795. 
5 Northern Ireland Statistics and Research Agency, Northern Ireland Multiple Deprivation Measure 2010 Report, May 2010. 
6 Report of the UK House of Lords European Union Committee, Brexit:  UK-Irish Relations, December 2016, 
http://www.parliament.uk/brexit-uk-irish-relations. 

https://www.economy-ni.gov.uk/sites/default/files/publications/economy/NI-Composite-Economic-Index-Statistical-Bulletin-Q2-2016_0.pdf
https://www.economy-ni.gov.uk/sites/default/files/publications/economy/NI-Composite-Economic-Index-Statistical-Bulletin-Q2-2016_0.pdf
http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN05795
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economy, with one study suggesting that it could grow by only 0.2% in 2017 (primarily because of 
economic uncertainty and a decline in business investment).7 An Oxford Economics model of Brexit’s 
potential impact predicts a net loss in economic output for Northern Ireland by 2030 in the range of 0.1% 
to 5.6% (depending on different scenarios for future UK-EU relations). Post-Brexit, Northern Ireland also 
stands to lose EU regional funding (roughly $1.3 billion between 2014 and 2020) and agricultural aid 
(direct EU farm subsidies to Northern Ireland are nearly $375 million annually).8  

UK Secretary of State for Northern Ireland James Brokenshire asserts that the government is determined 
to safeguard the whole UK economy, including Northern Ireland, following the Brexit decision. UK 
officials hope to ensure that Brexit does not adversely affect the investment climate in Northern Ireland 
and note that the government has sought to engage with the business community there “to make a success 
of Brexit.”9 Some UK and Northern Ireland officials, including Northern Ireland First Minister Arlene 
Foster, maintain that despite Brexit, Northern Ireland will continue to trade with the EU (including 
Ireland). They also contend that Brexit offers new economic opportunities for Northern Ireland outside 
the EU. First Minister Foster recently asserted that “the economic and social benefits for us in Northern 
Ireland from the UK are far more important than our relationship with the EU,” and “we will work with 
whomever we need to for the best deal for Northern Ireland at home and abroad.”10 

Northern Ireland Public Finances 
Responsibility for fiscal policy, macroeconomic policy, and funding allocation across the United 
Kingdom remains with the UK Treasury. Spending by the UK’s devolved governments (Scotland, Wales, 
and Northern Ireland) falls within a UK-wide system of public expenditure control and budgeting 
guidance. The devolved administration’s budgets are normally determined within UK comprehensive 
spending reviews alongside the budgets for UK government departments. Each devolved administration 
has fiscal responsibilities and freedoms to match its executive and legislative powers within the terms of 
its individual devolution agreement. 

Northern Ireland’s Budget11 
The vast majority of funding available to Northern Ireland’s devolved government comes from the UK 
government (from general taxation across the UK); a small portion of Northern Ireland funding comes 
from regional tax rates and borrowing. UK government funding falls into two broad categories:   

• Block grant funding, also known as Departmental Expenditure Limits (DEL). The DELs 
are the amounts that government departments have been allocated to spend, usually in 
spending reviews, and are firm spending limits set for up to four years. DELs are spent on 

                                                 
7 Northern Ireland Department of Enterprise, Trade, and  Investment, Economic Commentary, March 2016; John Campbell, 
“PwC Forecasts Slowdown in Northern Ireland Economy After Brexit Result,” BBC News, July 19, 2016. 
8 House of Commons Library Briefing Paper, Brexit:  Impact Across Policy Areas, August 26, 2016, 
http://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-7213#fullreport. 
9 UK Government Press Release, “Brokenshire Holds Inaugural Meeting of Northern Ireland Business Advisory Group,” 
September 1, 2016. 
10 Arlene Foster, “The UK Joined Europe as One Nation, and That’s How We’ll Leave,” The Guardian, October 28, 2016. 
11 Information in this section is drawn from:  HM Treasury, Statement of Funding Policy:  Funding the Scottish Parliament, 
National Assembly for Wales and Northern Ireland Assembly, November 2015, 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479717/statement_of_funding_2015_print.pdf; 
House of Commons Library Briefing Paper, The Barnett Formula, April 13, 2016, 
http://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-7386; and Northern Ireland Executive, Budget 2016-
2017, January 2016, https://www.northernireland.gov.uk/sites/default/files/publications/nigov/2016-17-budget-document.pdf. 
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the running of services and the everyday costs of resources such as staff. In 2016-2017, 
Northern Ireland’s DEL funding is £10.9 billion ($13.6 billion). 

• Annually Managed Expenditure (AME) funding. AME is spending on demand-led areas 
(such as welfare, tax credit, or public sector pensions) that is difficult to control and 
cannot be constrained within firm multi-year limits. In 2016-2017, Northern Ireland’s 
AME funding is £8.8 billion ($11 billion). 

Changes in block grant DEL funding to the devolved administrations are generally calculated by applying 
the Barnett Formula, which seeks to ensure that when there is a change in funding levels for services in 
England, then there is the same pounds-per-person change in funding in Northern Ireland, Scotland, and 
Wales. For example, if the funding for education in England increases by the equivalent of £100 per 
person, the devolved administrations’ block grants will increase by £100 per person.  

Under the Barnett Formula, Northern Ireland receives a population-based proportion of changes in 
planned UK government spending on comparable services provided by the devolved administration: 

Change in a UK government 
department’s budget x Comparability 

percentage x Appropriate population 
proportion 

For Northern Ireland, changes determined by the Barnett Formula are then reduced by 2.5% because 
Northern Ireland’s devolved government does not require provision to meet value-added tax (VAT) 
expenditure; unlike in the rest of the UK, any VAT paid is refunded by HM Revenue and Customs. 

Northern Ireland and the other devolved administrations can spend the Barnett Formula-determined DEL 
block grant as they wish. For example, if block grants increase because education spending has increased 
in England, the devolved governments do not necessarily have to spend the additional money on 
education. AME spending is largely outside of the control of the devolved governments. 

Northern Ireland’s Fiscal Balance 
In October 2015, Northern Ireland’s Department of Finance released its Net Fiscal Balance Report 2012-
2013 and 2013-2014, with estimates of Northern Ireland’s public expenditure, revenue, and deficit.12 

Category 2012-2013 (£ billions) 2013-2014 (£ billions) 

Total Managed Expenditure 24.3 24.1 

   Identifiable 19.8 20.1 

   Non-identifiable 2.9 2.9 

   Accounting Adjustments 1.6 1.1 

Revenue 14.8 14.9 

Deficit 9.5 9.2 

In 2012-2013, Total Managed Expenditure (TME)—or total public sector expenditure in Northern 
Ireland—was estimated to be 3.4% of the equivalent UK total; in 2013-2014, TME was roughly 
equivalent to 3.3% of the UK total. For both time periods, Northern Ireland’s fiscal deficit per head and as 
a percentage of GVA was considerably higher than UK figures. In 2012-2013, Northern Ireland’s fiscal 
deficit was equivalent to £5,187 per head, compared to the UK figure of £1,999; as a percentage of GVA, 
the fiscal deficit was 29.1%, higher than the UK equivalent of 8.7%. In 2013-2014, Northern Ireland’s 

                                                 
12 Available at:  https://www.finance-ni.gov.uk/publications/northern-ireland-net-fiscal-balance-report-2012-13-and-2013-14. 
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deficit was equivalent to £5,006 per head, compared to the UK per head figure of £1,763, and was 27.1% 
of GVA, higher than the UK equivalent of 7.5%. 

In accordance with UK budget guidance, public expenditure data for Northern Ireland is disaggregated 
into three components: 

• Identifiable expenditure, which can be recognized as benefitting individuals, enterprises, 
or communities within particular regions. Examples include welfare payments and most 
health and education expenditures. 

• Non-identifiable expenditure, which is incurred on behalf of the UK as a whole and 
cannot be attributed to an individual region. For the purposes of analysis, a share of UK 
expenditure is apportioned to Northern Ireland (either as a share of population or as a 
share of GVA). Defense expenditures and debt interest are the largest elements of non-
identifiable expenditure, which also includes international services and EU transactions. 

• An accounting adjustment allows for depreciation of public sector capital. 

The Department of Finance’s fiscal balance report also provides a hypothetical scenario that estimates 
Northern Ireland’s fiscal deficit when non-identifiable spending and the accounting adjustment are 
excluded. Although hypothetical, this model suggests that if these categories were excluded, Northern 
Ireland’s fiscal deficit would decrease significantly; for 2013-2014, Northern Ireland’s fiscal deficit would 
shrink to £5.1 billion and be equivalent to 15.6% of GVA. 

Ongoing Challenges 
Experts note that Northern Ireland has run a fiscal deficit for decades, and many contend that much of 
Northern Ireland’s economic and budgetary situation is a legacy of “the Troubles.” Since the 1970s, the 
UK government has poured money into Northern Ireland in an effort to reduce the violence. Others point 
out that regional within-state transfers are not unusual in international terms and that Northern Ireland has 
limited discretion to raise additional revenue as the bulk of fiscal and tax powers remain with London. 
Some analysts suggest that Northern Ireland has a lower population density than the UK, which may 
partly explain the relative higher cost of providing a given level of public services, particularly in areas 
such as health and education. 

Over the last few years, Northern Ireland has been challenged further by UK-wide austerity measures, 
with Northern Ireland’s block grant reduced by 7% in real terms since 2010. In 2014 and 2015, 
intertwined issues of identity, history, and welfare reform imperiled budget negotiations in Northern 
Ireland and raised questions about the stability of the devolved government. In the years ahead, many 
experts contend that Northern Ireland will continue to face tough budgetary constraints, which could be 
compounded by Brexit. Although many in Northern Ireland pin great economic hopes on the promised 
reduction in the corporate tax rate, analysts contend that lowering it will result in some loss of revenue in 
the short term. Rebalancing the economy away from reliance on the public sector remains a key goal of 
Northern Ireland’s devolved government.13 

                                                 
13 Tom Healy, “Things You Always Wanted to Know About Public Finances in Northern Ireland But Were Afraid to Ask,” 
Nevin Economic Research Institute, November 15, 2014; “A New Kind of Trouble,” The Economist, January 24, 2015; Dan 
O’Brien, “Northern Ireland May Be Normalizing, But Big Risks Remain,” Irish Independent, May 8, 2016. 
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