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Abstract: In 2000 the central government in Ireland introduced a formula-based needs and
resources equalisation model in its local government system to ensure that the allocation of general
purpose grants to local authorities was done in an equitable manner. However, the equalisation
model is lacking in transparency, with few details publicly available as to its exact specification.
Within this context, the purpose of this paper is to critically assess fiscal equalisation in Ireland’s
local government system. More specifically we address the question of whether general purpose
equalisation grants bear any relation to expenditure needs and fiscal resources. We achieve this by
estimating our own model based upon a number of indicators of potential need and available
resources. We outline a number of alternative equalisation models based on different objective
criteria, and compare the simulated allocations resulting from the alternative models to the actual
general purpose grants, with a view to partly explaining past allocations but also identifying
improvements in the future design of fiscal equalisation in Ireland. Our findings show politically
sensitive redistribution away from county councils towards city councils, resulting in new winners
and losers. The results for Dublin City Council raise the question of whether, given its population
size, level of economic activity and budget, it should be treated separately and as a special case
with respect to intergovernmental fiscal relations in Ireland.
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I INTRODUCTION

In 2000 the central government in Ireland introduced a needs and resources
distribution model in its local government system so that the allocation of

general purpose grants to local councils was done in a more systematic manner
ensuring equity, objectivity and transparency. It was a formula-based
distribution, with equalisation based on differences in local governments’
expenditure needs and fiscal capacity, i.e., needs and resources. The model and
the criteria used were undefined and shrouded in secrecy for most of its time,
leading to its eventual abandonment in the late 2000s when the local
authorities were no longer required to submit a needs and resources return to
the Department of the Environment, Community and Local Government.
Although equalisation is still a central element of the model, the current
absence of any formal model based on objective quantitative criteria lends itself
to accusations and fears of opportunistic behaviour, bargaining between local
authorities and central government, and negotiable, discretionary and ad hoc
allocations based on political favouritism, party allegiances and/or local special
interest groups. Despite the prevalence of country-specific features of fiscal
equalisation models worldwide, lessons from best practice indicate the universal
importance of fiscal equalisation allocations that are subject to a hard budget
constraint, formula-based and incentive compatible (encouraging local revenue-
raising effort and local expenditure restraint), transparent, feasible (in terms
of data requirements and availability), reliable, timely (with respect to annual
financial budgeting) and relatively simple, using some generally-agreed
objective and measurable criteria, but also politically acceptable given the
nature of equalisation transfers i.e., redistributive, with potential winners and
losers.

The purpose of this research is to critically assess fiscal equalisation in the
Irish local government system, based on a review of the international literature
on fiscal equalisation and best practice worldwide, but subject to the usual
country-specific circumstances. More specifically, we address the question of
whether general purpose equalisation grants bear any relation to expenditure
needs and taxable resources. We outline a number of alternative equalisation
models based on a different mix of objective criteria (subject to the normal data
limitations), and compare the simulated allocations resulting from the different
models to the actual Local Government Fund (LGF) general purpose grants,
with a view to partly explaining past distributions but also identifying possible
improvements in the future design of fiscal equalisation in Ireland. 

Article 9.5 of the European Charter of Local Self-Government states that
the “…protection of financially weaker local authorities calls for the institution
of financial equalisation procedures or equivalent measures which are designed
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to correct the effects of the unequal distribution of potential sources of finance
and of the financial burden they must support…” (Council of Europe, 1985).
Typically, local authorities or subnational governments have different
capacities and needs, of which many are inherent and beyond their control. For
example, two local authorities aiming to offer the same standard of public
services find they have to levy different tax rates because of differences in
revenue-raising capacity. On account of inter-jurisdictional disparities that
exist, fiscal equalisation aims for horizontal equity by enabling subnational
governments to supply comparable levels of public services at comparable levels
of taxation. Equalisation grants or transfers are used to compensate sub -
national governments with low fiscal capacity or high expenditure needs (i.e.,
resources less than average or needs higher than average), with the aim to
create a level fiscal playing field but disregarding differences in local
preferences, cost differences that reflect subnational policy decisions or
differences in the efficiency with which resources are used (Boadway and Shah,
2007).

One simple approach would be to give each local government the same
amount of revenue per resident i.e., an equal per capita distribution.
Alternatively, in order to offset or neutralise, partially or fully, the fiscal
inequalities aforementioned, differences in revenue-raising capacity and/or
differences in expenditure needs are assessed, and used to calculate
equalisation grants. Differences in per capita fiscal capacity arise because of
variations in economic activity and local tax bases, e.g., business properties.
Differences in per capita expenditure needs exist because of variations in
spending needs or in the cost of providing public services. In turn, variations
in per capita spending needs arise largely because of demographics and socio-
economic factors e.g., an area with a high percentage of the population or
households that are unemployed, on welfare, young or old, or in poverty is likely
to have a relatively high need for local public services. Variations in costs per
unit arise largely on account of geography e.g., an area with a large rural
population, or low population density or adverse topographic features is likely
to have a relatively high unit cost per capita of public services provision
whereas, in contrast, more populous areas are likely to benefit from economies
of scale and agglomeration. Ireland is one among a number of OECD countries
where at least half the population live in predominately rural and dispersed
areas, leading to marked cost differences between concentrated and dispersed
areas (Blöchliger and Charbit, 2008).

Fiscal equalisation and ways to measure both fiscal capacity and
expenditure needs are outlined in the next section. This is followed by a
description of Ireland’s fiscal equalisation system, including the needs and
resources model. Alternative models of fiscal equalisation based on a mix of
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objective and quantifiable criteria are presented in Section IV, with the
resulting transfers compared with the actual general purpose grants. Some
brief concluding remarks complete the paper.  

II FISCAL EQUALISATION

In the middle of the last century Buchanan (1950, 1952) recognised the
growing differences in the fiscal capacities of subnational governments in the
US, and, based on the equity principle, the need for action to reduce these
interstate fiscal differences. Net Fiscal Benefits (NFB) is defined as the
difference between benefits from public services and the costs in terms of taxes
paid for these services. It is calculated as imputed public services benefits less
tax costs. The two sources of NFB differentials are differences in revenue-
raising or fiscal capacity and differences in needs for public services.
Equalisation transfers that reduce NFB differentials can be both equitable and
efficient, it is argued (Boadway, 2001). A country’s citizens should not be treated
differently solely because of a state or county border, i.e., equals should be
treated equally nationwide, with the fiscal system locationally neutral.
Otherwise, citizens may migrate due to these fiscal differences as opposed to
migrating due to productivity differences. Arising from the fiscal disparities
and the resulting horizontal imbalances that exist between local authorities,
equalisation grants from central to local government are transferred so that
similar levels of public services can be delivered at a similar tax burden. In
bridging the fiscal divide the objective of these transfers is spatial distribution,
that is, horizontal equity among the residents of different jurisdictions, allowing
for equal access to public services and the capacity to provide such services.

Fiscal capacity is defined as the potential revenue a subnational
government would raise if it applied, in the absence of specific or minimum
standards, the national average tax rate to its tax bases.1 Expenditure needs,
defined as the potential cost of providing a given level of public services, is the
estimated amount a subnational government would need to spend to provide a
standard level of services. In the case of a needs and resources model the
difference between the assessed revenue capacity and the assessed expenditure
needs is the equalisation transfer. The grants result in subnational
governments having the necessary capacity to fund their separate needs.

462 THE ECONOMIC AND SOCIAL REVIEW

1 In the definition of fiscal capacity it is potential revenue rather than actual revenue that is
employed as the use of the latter can induce negative incentive effects on local fiscal performance.
The same distinction applies when measuring expenditure needs (defined as the local government
expenditures that would be necessary to provide a particular standard of service), i.e., the use of
objectively measured needs as opposed to produced units of service or real spending incurred.
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Subnational governments with above average capacity to raise revenues or
below average costs to provide services receive relatively less grants, and vice
versa.

Fiscal capacity can be measured by a macro/income approach or a tax-by-
tax approach. The former uses some macro indicator such as Gross Regional
Product, per capita income or something similar. The latter uses a tax-by-tax
approach, often called a Representative Tax System (RTS). The RTS is the per
capita tax revenue that a subnational government could raise if it applies a
representative or average tax rate to a standard set of own-source taxes.
Operationally, we begin by getting proxies for tax bases for each tax levied by
local government. Then we calculate the average tax rate, equal to the sum of
the own-source revenue divided by the sum of the tax base aggregated across
all the local authorities. We then multiply the average tax rate as computed
above by the tax base for each separate tax. The resulting computation is an
estimate of fiscal capacity as it represents the total amount of revenue that each
local government would have collected if it applied an average tax rate
(Martinez-Vazquez and Boex, 1997). 

As for fees and charges, the base varies depending on whether the income
stems from (as in the Irish case) local authority housing rents, planning fees,
commercial water charges or parking fees and fines, etc. Given the difficulty in
measuring any of these bases accurately and consistently, not to mention the
likelihood that inclusion in our fiscal capacity measure would encourage local
governments not to levy the discretionary user fees or charges, provide the
service for free and subsequently benefit from the equalisation compensation,
we omit fees and charges from the revenue capacity calculations. Although not
ideal, the omission of fees and charges income from the revenue base is
recommended by the Council of Europe and is a common practice elsewhere,
including in England’s detailed and complex four-block equalisation model.
Another omission from the model is local tax effort. Capturing the degree to
which the local authority actually utilises its tax base, tax effort is often
calculated by dividing actual revenues by potential revenue. Although it
captures enforcement and collection effort, operationally it is very difficult to
measure tax effort and for this reason a fiscal effort correction is, in practice,
often excluded from the equalisation framework (Loughlin and Martin, 2008).

For the expenditure needs assessment, the needs of a subnational
government are measured by determining the cost which each individual
subnational government unit would incur if it were to provide a particular level
of service at a standardised level for each citizen in the area. In the absence of
a predetermined or minimum standard, often set down by central government,
the standardised level of expenditure needs for each service is the average
expenditure levels of all local authorities in the provision of the service
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examined. Differences between local governments in spending needs can be
assessed in two ways, namely a regression approach using the existing pattern
of spending across local authorities to infer the factors accounting for
differences in needs and a unit cost approach which evaluates needs using data
on national average costs. The regression-based method assumes that
differences in local authority expenditures are systematically related to a set
of demographic, geographic and socio-economic variables which, in turn, are all
assumed to be proxy variables for the true needs factors. In contrast, the unit
cost method removes the need to identify the factors accounting for each local
government’s current level of expenditure. Instead it focuses on explaining the
extent to which particular services contribute to total local authority spending.
This approach seeks to identify the contribution of each particular function to
the overall local government spending. A priori, various indicators including
factors such as the demographic structure of the population, socio-economic and
geographic variables are then used to calculate the cost of providing one unit of
each service. Funds are then allocated to each authority on the basis of the
assessed national unit cost and the number of units each local authority has to
provide (Ridge and Smith, 1991; Council of Europe 1998). 

Given the difficulty in acquiring reliable and consistent data on unit cost
of public service outlays at the Irish local government level, and the absence of
any national norms, standards or targets for local government services, for the
needs assessment methodology we employ the regression-based approach
whereby OLS regressions relate actual per capita expenditures to a range of
local government variables or factors including population, population density,
local authority housing stock, roads length, etc. To calculate a weighted index
of relative expenditure needs, variables with statistically significant regression
coefficients are used as needs indicators, and are entered into the grant formula
with their respective coefficients as weights (Bradbury et al., 1984; Ridge 1992;
Boex and Martinez-Vazquez, 2007).2 For more details on our fiscal capacity and
expenditure needs models see Section IV.

464 THE ECONOMIC AND SOCIAL REVIEW

2 As Blair (1992) argued, “...perhaps most fundamentally, there is the problem of which factors to
include in the calculation of expenditure needs. In theory, the needs assessment should cover all
the functions of local authorities, or at least those which account for most of their expenditure;
moreover, for each function it should take account of all those objective characteristics which may
significantly contribute to differences in spending needs. But such an approach implies a
proliferation of indicators involving a complexity of calculations which is hardly conducive to a
general understanding of the process. The alternative is to accept that equalisation will never be
absolute and to opt for a simple model covering all services but using only a few criteria considered
to be the most important general indicators of need:…”.
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3 Since the establishment of the LGF in 1999 to the year 2013 with the introduction of the new
own-source tax, namely the local property tax (LPT). In 2014 and thereafter, an amount equivalent
to the LPT will be paid into the LGF.

III IRELAND’S FISCAL EQUALISATION SYSTEM

In this section we measure the degree of fiscal disparity between local
authorities in Ireland, outline the system of fiscal equalisation in Ireland using
the needs and resources model, report the LGF general purpose allocations for
the fifteen year period 1999–20133 and finally calculate the effect of
equalisation in Ireland. We begin with measuring the degree of horizontal fiscal
imbalance in the Irish local government system. 

3.1 Local Authority Fiscal Disparities
Here we measure the extent of fiscal disparity in the Irish local government

system using fiscal capacity differences, and, in particular, differences in the
size of the business properties base, as the main own-source tax in local
government in Ireland is commercial rates. Rates are a form of property tax,
on businesses. They are levied on the occupiers of commercial properties, with
the rateable valuation of a property based on the estimate of the annual rental
value of the property at a specified date. The cumulative total of all valuations
of rateable premises in a local authority is called the Net Effective Valuation
(NEV). Local government differences in revenue-raising or fiscal capacity are
measured by differences in the NEV per capita, as in Table 1. As the differences
do not vary much from year-to-year (as properties are only periodically
revalued) we only report for two years, namely the population census years of
2006 and 2011. 

Table 1: Local Authority Revenue-Raising Capacity Differences

Local Authority Net Effective Populationa NEV Per
Valuation Capita

2006 2011b 2006 2011 2006 2011

Carlow County Council 65,728 81,174 36,726 40,914 1.8 2.0
Cavan County Council 134,000 185,987 60,069 69,534 2.2 2.7
Clare County Council 461,394 491,810 88,295 94,477 5.2 5.2
Cork County Council 1,110,000 1,255,000 320,602 359,274 3.5 3.5
Donegal County Council 259,367 300,350 127,085 140,517 2.0 2.1
Dun Laoghaire Rathdown 1,153,917 523,206,100 194,038 206,261 5.9 2,536.6

County Council
Fingal County Council 1,564,819 792,544,000 239,992 273,991 6.5 2,892.6
Galway County Council 261,100 355,000 153,207 168,875 1.7 2.1
Kerry County Council 209,440 215,346 102,149 107,743 2.1 2.0
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Table 1: Local Authority Revenue-Raising Capacity Differences (Contd.)

Local Authority Net Effective Populationa NEV Per
Valuation Capita

2006 2011b 2006 2011 2006 2011

Kildare County Council 483,409 563,884 158,348 180,012 3.1 3.1
Kilkenny County Council 196,507 226,184 78,897 86,708 2.5 2.6
Laois County Council 133,116 155,099 67,059 80,559 2.0 1.9
Leitrim County Council 59,024 75,256 28,950 31,798 2.0 2.4
Limerick County Council 409,677 473,952 124,265 134,703 3.3 3.5
Longford County Council 58,946 69,955 26,729 30,998 2.2 2.3
Louth County Council 124,994 140,469 53,257 61,355 2.3 2.3
Mayo County Council 170,719 187,704 97,965 103,908 1.7 1.8
Meath County Council 280,616 284,649 134,348 152,328 2.1 1.9
Monaghan County Council 94,390 111,828 44,464 48,625 2.1 2.3
North Tipperary County 97,400 115,747 49,522 53,429 2.0 2.2

Council
Offaly County Council 121,019 140,768 55,877 60,913 2.2 2.3
Roscommon County 111,972 141,281 58,768 64,065 1.9 2.2

Council
Sligo County Council 61,349 70,000 43,002 47,825 1.4 1.5
South Dublin County 1,550,000 753,000,000 246,935 265,205 6.3 2839.3

Council
South Tipperary County 117,614 132,300 55,055 60,136 2.1 2.2

Council
Waterford County Council 78,084 110,828 54,400 59,072 1.4 1.9
Westmeath County Council 135,930 186,763 64,999 70,606 2.1 2.6
Wexford County Council 234,294 250,670 105,668 118,032 2.2 2.1
Wicklow County Council 146,067 223,508 80,511 90,257 1.8 2.5
Cork City Council 771,744 862,153 119,418 119,230 6.5 7.2
Dublin City Council 4,581,532 4,505,490 506,211 527,612 9.1 8.5
Galway City Council 411,158 512,622 72,414 75,529 5.7 6.8
Limerick City Council 349,167 401,036 59,790 57,106 5.8 7.0
Waterford City Council 287,775 273,143 45,748 46,732 6.3 5.8

Total 16,286,268 3,754,763 4,088,329 4.3

a Excludes the population of borough councils and rate-setting town councils.
b Due to the revaluation of commercial properties in the three Dublin county councils in
the late 2000s the reported 2011 NEV (and, subsequently, the NEV per capita) for those
three local authority areas are not directly comparable to the 2006 figures.

Source: Central Statistics Office, Department of the Environment, Community and Local
Government, authors’ calculations.

In 2006 the NEV per capita varied from a low of 1.4 in the predominately
rural County Councils of Sligo and Waterford where business activity and the
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number of commercial and industrial properties is relatively low, compared to
a high of over 9.0 in Dublin City Council (DCC) where, not surprisingly given
it is the country’s administrative, political and industrial capital, the number
of rateable commercial premises and the level of business activity is relatively
high.4 Eleven local authorities have a NEV per capita of 2.0 or less, as against
8 local authorities (the five city councils and the three county Dublin councils)
with a NEV per capita greater than 5.5. The average NEV per capita for the 34
city and county councils in 2006 was 4.3. Although the commercial rates base
revaluation of the three county Dublin local authorities makes for a more
difficult comparison in 2011, the differences in the size of the commercial rates
base still prevail, with the same rural-urban divide.

3.2 Needs and Resources Model
According to official sources, the needs and resources distribution model

“…makes an assessment of how much each local authority should spend on each
service/activity (needs) and the income (resources) each authority should
generate from these services/activities (from rates, charges, fees, rent, etc.) in
determining individual local authority general purpose allocations” (Depart -
ment of the Environment, Heritage and Local Government, 2004). More
recently the Commission on Taxation noted that the “…aim of the Needs and
Resources Model is to bring about equalisation between local authorities over
time, so that each will have sufficient resources from a combination of central
grants and local income, to provide an acceptable level of services to their
customers.” (Commission on Taxation, 2009).5 Operationally, every local
authority each year provided a return showing expenditure on each service
provided, income accruing from each service, and details of infrastructure
maintained. On the basis of these individual returns and standard unit costing
and income, the computer model generated an expenditure/income gap for each
local council, based on the cost of providing an acceptable level of services, and
the income that should come from own-source revenues. In the first instance,
each local authority is allocated a general purpose grant in proportion to its
expenditure/income gap. These initial allocations were then adjusted to ensure

FISCAL EQUALISATION IN THE IRISH LOCAL GOVERNMENT SYSTEM 467

4 Urban is defined by the CSO as settlements with a population of 1,500 persons or more. In the
largely rural county councils cited above only about one-third of the population live in urban areas.
5 According to two experts on local government in Ireland, the needs and resources model “…is
used to help distribute funds fairly across local authorities according to a range of factors including
size, population and infrastructure, as well as where needs are greater than projected resources”
(Callanan and MacCarthaigh, 2008). Also in 2008 the Green Paper on Local Government noted “…
there are also issues around the current needs and resources model of funding which helps inform
the allocations under the Local Government Fund. It is nearly a decade since the model was
developed and financial systems and patterns of expenditure have changed considerably since then.
There is a need to update the model and to introduce greater transparency regarding how it works”
(Department of the Environment, Community and Local Government, 2008).
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that each local council received a certain baseline allocation, usually set at the
level of grant that was received in the previous year. In practice, the annual
budgetary allocations to local government were only to a small extent based on
objective criteria such as population or tax base per capita, but mostly based
on baseline projections following trends in the past (OECD, 2008). 

3.3 LGF and General Purpose Allocations
The LGF was established in 1999 to distribute general purposes grants to

local authorities. Initially, the LGF distributable pool was funded from motor
taxation and an exchequer contribution determined annually by central
government. The fund was then distributed primarily in the form of general
purpose equalisation payments to the local authorities and a specific purpose
regional and local roads payment to assist in meeting costs associated with the
non-national roads programme. 

In terms of LGF income, motor taxation increased steadily during the boom
years from less than €500 million in 2001 to over €1 billion by 2008, and
remained at those levels for the next four years coinciding with the slowdown
in economic activity. The exchequer contribution also witnessed an increase,
albeit smaller, from about €400 million in 2001 to €550 million in 2008, due to
the increase in central government revenues arising largely from the property
and retail boom. From 2008, and on account of the fiscal crisis, the central
government contribution was reduced, and was initially replaced with the flat
rate household charge and subsequently the LPT. In terms of LGF spending,
the roads payment remained relatively stable, in the €400 million-550 million
range for this period. In contrast, the general purpose payments witnessed a
large increase, from less than €500 million in 2000 to €1 billion at its peak in
2008, before falling back to less than €650 million by 2012/13, due to the fiscal
retrenchment policies of central government (Turley and Flannery, 2013).

The distribution of these general purpose payments to the 34 local
authorities for the period 1999-2013 is reported in Table 2, both the euro
amounts and the annual percentage changes.6 In order to get a sense of the
relative size of grants per resident in the city and county councils, per capita
amounts are reported in Table 3, for the years 2006 and 2011. A number of
interesting observations are evident from these figures. Some of the biggest
increases (in percentage terms) are in rural councils with low fiscal capacity,
such as Longford, Leitrim, Waterford, Mayo and Donegal County Councils, with
increases for the period equal to 85 per cent or more. In contrast, the smallest
changes in the general purpose grants were in the large urban councils, of

468 THE ECONOMIC AND SOCIAL REVIEW

6 Due to space constraints we only report the general purpose grants for key selected years. The
complete table is available from the authors on request. 
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Fingal (–9 per cent) and DLR (9 per cent) County Councils and DCC (1 per cent).
There was much variation in the year-on-year changes, and particularly so in
the early 2000s with the implementation of the needs and resources model. The
mid to late 2000s witnessed much smaller variations in yearly changes, as the
formula-based needs and resources model was abandoned and replaced by,
initially, a standard yearly adjustment applied to all local authorities (possibly
reinforcing the historical inequalities of needs and resources) followed by a
return to some variability in the year-on-year changes thereafter.

The local authorities that receive the highest general purpose grant per
capita, in excess of €300 per person, are Leitrim, Longford, Waterford, South
Tipperary, Sligo, North Tipperary and Mayo County Councils. All these local
authorities are rural and less densely populated, with fewer large towns
(outside of the towns with separate town and borough councils) and less
commercial activity. In contrast, the urban City and County Councils of Galway,
Fingal and South Dublin received, on average, a general purpose grant per
capita of €100 per resident, or equal to a third of the size of the general purpose
grant per person allocated to the most rural and less densely populated councils
listed above. 

3.4 Effects of Equalisation
For ease of exposition we take the local authority (recurrent) revenues for

the year 2006, with and without the general purpose grants. Without the
general purpose payments, the ratio of highest to lowest council revenue is 25,
based on DCC’s income of over €730 million as against Leitrim’s County
Council income of €30 million. When the general purpose transfers are
included, the ratio falls to 19, reflecting a reduction in the horizontal fiscal
imbalance between local governments. A measure of the importance of the
general purpose payments to the respective local councils is given by the ratio
of the general purpose grant to own-source income, comprising commercial rates
and user fees and charges. This ratio varies from as low as about 0.15 in both
South Dublin County Council and Galway City Council to as high as 1.45 in
the most rural and least densely populated local authority area, namely Leitrim
County Council where only 10 per cent of the population live in urban areas.
As expected, each of the other four city councils and the two county Dublin
councils also have a relatively low general purpose grant to own-source income
ratio (ranging from 0.16 to .26), whereas, in contrast, the more rural and less
densely populated County Councils of Longford, Roscommon and Sligo have a
general purpose grant to own-source income ratio of 1.0 or higher. According to
OECD (2008) the general purpose scheme in Ireland has an equalising effect,
but nevertheless, considerable differences in spending power remain. Despite
equalisation, the spending power of, for example, Louth County Council is only
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Table 3: LGF General Purpose Grants Per Capita

Local Authority 2006 2011 % Change 
2006-2011

Carlow County Council 321 248 –22.9
Cavan County Council 301 238 –20.9
Clare County Council 167 135 –19.3
Cork County Council 161 119 –26.1
Donegal County Council 303 259 –14.7
Dun Laoghaire Rathdown County Council 191 153 –20.1
Fingal County Council 126 96 –24.1
Galway County Council 230 195 –15.5
Kerry County Council 250 216 –13.6
Kildare County Council 151 133 –11.9
Kilkenny County Council 244 202 –17.0
Laois County Council 254 188 –25.9
Leitrim County Council 489 424 –13.4
Limerick County Council 194 159 –18.5
Longford County Council 497 415 –16.7
Louth County Council 227 178 –21.6
Mayo County Council 359 309 –13.9
Meath County Council 194 168 –13.6
Monaghan County Council 323 281 –13.1
North Tipperary County Council 359 306 –14.6
Offaly County Council 262 232 –11.5
Roscommon County Council 351 289 –17.8
Sligo County Council 386 320 –17.1
South Dublin County Council 100 82 –18.0
South Tipperary County Council 393 336 –14.5
Waterford County Council 379 348 –8.1
Westmeath County Council 301 262 –13.0
Wexford County Council 191 163 –14.5
Wicklow County Council 233 194 –16.9
Cork City Council 203 192 –5.3
Dublin City Council 185 149 –19.5
Galway City Council 121 100 –17.6
Limerick City Council 184 169 –8.5
Waterford City Council 176 144 –18.2

Total for city and county councils 214 178 –17.0
Grand Total (includes 80 town councils) 207 172 –16.7

Source: Department of the Environment, Community and Local Government, authors’
calculations.
Note: 2006 and 2011 were chosen on the basis that these were census years, where
reliable population estimates are available.
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about 40 per cent of the average local authority, around four and half times less
than Dublin city. Louth County Council is not an exception: 10 of the 34 local
authorities have less than 75 per cent of the average spending power (OECD,
2008).

IV ALTERNATIVE EQUALISATION MODELS AND RESULTS

To investigate the impact of various needs and resources on subnational
grant allocations in Ireland we estimate the distribution of these grants based
on two equalisation models. Table 4 outlines the two fiscal equalisation models
utilised based on objective methodologies employed.

Table 4: Alternative Models of Fiscal Equalisation

Model Type Objective Methodology

1 Resources Equalise taxable RTS approach using the
equalisation capacity average tax (ARV) rate

2 Needs and resources Equalise level of Expenditure needs – taxable
equalisation services at a similar capacity = fiscal gap

level of taxation

We begin by estimating a resources equalisation model for Ireland, where
the objective is to equalise taxable capacity by providing grants such that 

GL = P(FCH – FCL) (1)

Where GL represents the level of central government general purpose grant
to local authority L, P is population size, FCH is the highest fiscal capacity per
capita calculated across all councils and FCL is the fiscal capacity per capita of
local authority L. As outlined in earlier sections of the paper we measure the
fiscal capacity of the Irish local authorities using the NEV and the national
average ARV. Using data from 2006,7 the national average ARV was 64.66. We
apply this average rate to the rateable business properties base, namely the
NEV for each local council. This gives us an estimate of each local authorities’
fiscal capacity, or when divided by the respective local council’s population, the
fiscal capacity per capita. In fully equalising fiscal resources, each local
authority’s fiscal capacity per capita is raised to the highest fiscal capacity per

FISCAL EQUALISATION IN THE IRISH LOCAL GOVERNMENT SYSTEM 473

7 We report for the year 2006 as the central government’s needs and resources model was still used
in that year to determine equalisation grants to the local authorities. It was abandoned shortly
thereafter. It was also a census year where reliable population estimates are available.
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capita, i.e., an amount equal to €585, in DCC.8 For each local authority we
calculate the gap, in euro amounts and/or as a percentage share of the total.
When the percentage share is applied to the total distributable pool for 2006,
of just over €800 million, the resulting amount is the fiscal equalisation grant. 

Table 5 reports the different fiscal capacities and equalisation grants
computed using this model for all 34 local authorities. As we can see from Table
5, the implementation of such a model in Ireland would bring about a large
change in the amounts received by local councils. Unsurprisingly, as the council
with the largest fiscal capacity, the biggest loser would be DCC. The results
also indicate that such a model would benefit the county councils close to Dublin
City the most, with Kildare, Meath and Wexford County Councils all seeing a
large increase in their allocated amounts. This seems to be driven by a
combination of having relatively low fiscal capacities per capita compared to
DCC combined with large populations. It is also interesting to note that some
of the estimated grants are strikingly similar to the actual general purpose
grant received. This raises the question of whether resources were the only
measure used for the distribution of grants in some cases.

While these results are useful in indicating how a model of fiscal
equalisation based on resources may shape the distribution of central
government transfers to subnational level, it ignores the possible needs of each
council in its calculation. To address this omission we next estimate a needs
and resources model where the objective is to compensate for both differences
in tax capacity and expenditure needs. Following on from Ridge (1992) Equation
(2) illustrates this type of model, 

GL = SL – c̄ – BLt̄ (2)

Where GL represents the level of central government grant to local authority
L, SL is the spending needs of the same authority, c̄ is an average level of fees
and charges and BLt̄ is the tax base of each local authority multiplied by the
standard or average rate of tax (t̄). While the latter measure is available from
the fiscal equalisation model presented above, we now require a measure of
expenditure needs. To this end, we utilise a regression based approach.
Conceptually, the expenditure needs assessment begins with identifying local
authority characteristics or variables that influence local authority spending.
As the assigned expenditure functions to local authorities in Ireland are limited,
the number and choice of criteria is more straightforward than in more
decentralised countries. The difficulty, however, is in determining the relative

476 THE ECONOMIC AND SOCIAL REVIEW

8 This is the equivalent of calculating a fiscal equalisation grant based upon setting the fiscal
capacity per capita at the mean (€280) and supplementing each council by an amount just enough
to set the most negative grant (€305 per capita) to zero as Allers and Ishemoi (2010) undertake.
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weights for each needs factor or variable, and for this we rely on a statistical
regression approach to generate (implicit) weights from the actual expenditure
data. Before the regression analysis is run, the spending data is adjusted to
remove the impact of specific purpose grants. This is achieved by subtracting
the income amounts each council received from central government that were
earmarked for a specific expenditure function. A separate analysis was carried
out for each expenditure function or service division within the council remit
in Ireland.

Table 6 outlines the needs variables selected across the various service
divisions. The variables chosen for each service division were selected based
upon their significance in statistical tests and their relevance to the service
itself. 

Table 6: Indicators of Need for Regression-Based Expenditure Model

Service Division Independent Variables/Indicators of Need

Housing and Building Population, number of local authority houses rented,
housing density

Road Transportation Population density, regional road length, local road length
and Safety

Environmental Services Population density, Net effective valuation per capita

Recreation and Amenity Population density, index of urbanisation

All the regressions run presented with statistically significant F-statistics
and produced adjusted R2s ranging from .44 (Road Transportation and Safety)
to .82 (Housing and Building).9 For the remaining services, namely, Water
services, Development management, Agriculture, Health, Education and
welfare, and Miscellaneous services it was not possible to robustly model any
meaningful regression results. Therefore, in calculating expenditure needs for
these services we follow the methodology chosen by Ridge (1992) and apply
actual expenditures. Table 7 presents the actual and estimated expenditures
for each council based upon our OLS models. As we see the models seem robust
in their predictions. While we do see some variation across councils in the
predicted/actual expenditures, the total expenditures are broadly similar. This
provides some support that our estimations may be similar to those used to
estimate spending needs of the local government units in Ireland.

In calculating the grants amounts as specified in Equation (2), our
expenditure estimates provide the term SL. For the term c̄ we apply an average
charges/fees per capita to each council and derive the BLt̄ from our analysis of

FISCAL EQUALISATION IN THE IRISH LOCAL GOVERNMENT SYSTEM 477

9 The full results are presented in the Appendix to this paper.

Turley PP article (NC)_46-3  21/09/2015  17:31  Page 477



478 THE ECONOMIC AND SOCIAL REVIEW
T

ab
le

 7
: G

ra
n

t 
A

m
ou

n
ts

 U
n

d
er

 N
ee

d
s 

an
d

 R
es

ou
rc

es
 E

qu
al

is
at

io
n

 M
od

el

L
oc

al
 A

u
th

or
it

y
A

ct
u

al
 

E
st

im
at

ed
E

st
im

at
ed

A
ct

u
al

D
if

fe
re

n
ce

E
xp

en
d

it
u

re
 

E
xp

en
d

it
u

re
E

qu
al

is
at

io
n

 
G

en
er

al
G

ra
n

t
P

u
rp

os
e 

G
ra

n
t

C
ar

lo
w

 C
ou

n
ty

 C
ou

n
ci

l
24

,3
00

,0
00

24
,6

00
,0

00
9,

14
9,

29
3

11
,7

91
,9

70
–2

,6
42

,6
77

C
av

an
 C

ou
n

ty
 C

ou
n

ci
l

34
,9

00
,0

00
37

,1
00

,0
00

10
,1

00
,0

00
18

,0
75

,8
14

–7
,9

75
,8

14
C

la
re

 C
ou

n
ty

 C
ou

n
ci

l
65

,3
00

,0
00

66
,2

00
,0

00
9,

39
6,

08
8

14
,7

41
,4

84
–5

,3
45

,3
96

C
or

k 
C

ou
n

ty
 C

ou
n

ci
l

20
0,

00
0,

00
0

21
5,

00
0,

00
0

45
,6

00
,0

00
51

,5
54

,5
96

–5
,9

54
,5

96
D

on
eg

al
 C

ou
n

ty
 C

ou
n

ci
l

94
,1

00
,0

00
10

5,
00

0,
00

0
49

,1
00

,0
00

38
,5

47
,2

72
10

,5
52

,7
28

D
u

n
 L

ao
gh

ai
re

 R
at

h
do

w
n

 
15

6,
00

0,
00

0
15

8,
00

0,
00

0
24

,6
00

,0
00

37
,1

09
,0

51
–1

2,
50

9,
05

1
C

ou
n

ty
 C

ou
n

ci
l

F
in

ga
l C

ou
n

ty
 C

ou
n

ci
l

19
7,

00
0,

00
0

18
6,

00
0,

00
0

11
,9

00
,0

00
30

,3
17

,1
84

–1
8,

41
7,

18
4

G
al

w
ay

 C
ou

n
ty

 C
ou

n
ci

l
72

,4
00

,0
00

84
,1

00
,0

00
20

,5
00

,0
00

35
,2

96
,9

07
–1

4,
79

6,
90

7
K

er
ry

 C
ou

n
ty

 C
ou

n
ci

l
78

,3
00

,0
00

69
,7

00
,0

00
24

,9
00

,0
00

25
,4

97
,9

32
–5

97
,9

32
K

il
da

re
 C

ou
n

ty
 C

ou
n

ci
l

99
,1

00
,0

00
10

2,
00

0,
00

0
22

,6
00

,0
00

23
,8

93
,1

15
–1

,2
93

,1
15

K
il

ke
n

ny
 C

ou
n

ty
 C

ou
n

ci
l

41
,5

00
,0

00
47

,6
00

,0
00

10
,9

00
,0

00
19

,2
26

,3
89

–8
,3

26
,3

89
L

ao
is

 C
ou

n
ty

 C
ou

n
ci

l
41

,7
00

,0
00

43
,3

00
,0

00
14

,3
00

,0
00

17
,0

19
,0

82
–2

,7
19

,0
82

L
ei

tr
im

 C
ou

n
ty

 C
ou

n
ci

l
22

,5
00

,0
00

24
,1

00
,0

00
11

,5
00

,0
00

14
,1

68
,5

97
–2

,6
68

,5
97

L
im

er
ic

k 
C

ou
n

ty
 C

ou
n

ci
l

68
,7

00
,0

00
78

,1
00

,0
00

13
,7

00
,0

00
24

,1
60

,9
87

–1
0,

46
0,

98
7

L
on

gf
or

d 
C

ou
n

ty
 C

ou
n

ci
l

24
,8

00
,0

00
22

,6
00

,0
00

10
,7

00
,0

00
13

,2
96

,0
84

–2
,5

96
,0

84
L

ou
th

 C
ou

n
ty

 C
ou

n
ci

l
45

,0
00

,0
00

39
,2

00
,0

00
14

,8
00

,0
00

12
,0

83
,4

86
2,

71
6,

51
4

M
ay

o 
C

ou
n

ty
 C

ou
n

ci
l

79
,5

00
,0

00
69

,2
00

,0
00

28
,2

00
,0

00
35

,1
70

,6
34

–6
,9

70
,6

34
M

ea
th

 C
ou

n
ty

 C
ou

n
ci

l
66

,1
00

,0
00

83
,4

00
,0

00
24

,3
00

,0
00

26
,0

89
,4

31
–1

,7
89

,4
31

M
on

ag
h

an
 C

ou
n

ty
 C

ou
n

ci
l

35
,8

00
,0

00
34

,1
00

,0
00

14
,5

00
,0

00
14

,3
63

,4
59

13
6,

54
1

N
or

th
 T

ip
pe

ra
ry

 C
ou

n
ty

 C
ou

n
ci

l
36

,0
00

,0
00

34
,3

00
,0

00
12

,9
00

,0
00

17
,7

75
,4

15
–4

,8
75

,4
15

O
ff

al
y 

C
ou

n
ty

 C
ou

n
ci

l
38

,9
00

,0
00

41
,0

00
,0

00
16

,2
00

,0
00

14
,6

62
,7

07
1,

53
7,

29
3

R
os

co
m

m
on

 C
ou

n
ty

 C
ou

n
ci

l
39

,8
00

,0
00

41
,6

00
,0

00
16

,4
00

,0
00

20
,6

46
,9

20
–4

,2
46

,9
20

S
li

go
 C

ou
n

ty
 C

ou
n

ci
l

33
,7

00
,0

00
32

,9
00

,0
00

15
,8

00
,0

00
16

,6
17

,4
03

–8
17

,4
03

Turley PP article (NC)_46-3  21/09/2015  17:31  Page 478



FISCAL EQUALISATION IN THE IRISH LOCAL GOVERNMENT SYSTEM 479

T
ab

le
 7

: G
ra

n
t 

A
m

ou
n

ts
 U

n
d

er
 N

ee
d

s 
an

d
 R

es
ou

rc
es

 E
qu

al
is

at
io

n
 M

od
el

 (
C

on
td

.)

L
oc

al
 A

u
th

or
it

y
A

ct
u

al
 

E
st

im
at

ed
E

st
im

at
ed

A
ct

u
al

D
if

fe
re

n
ce

E
xp

en
d

it
u

re
 

E
xp

en
d

it
u

re
E

qu
al

is
at

io
n

 
G

en
er

al
G

ra
n

t
P

u
rp

os
e 

G
ra

n
t

S
ou

th
 D

u
bl

in
 C

ou
n

ty
 C

ou
n

ci
l

21
8,

00
0,

00
0

19
4,

00
0,

00
0

18
,5

00
,0

00
24

,6
38

,9
23

–6
,1

38
,9

23
S

ou
th

 T
ip

pe
ra

ry
 C

ou
n

ty
 C

ou
n

ci
l

46
,8

00
,0

00
38

,1
00

,0
00

13
,7

00
,0

00
21

,6
43

,6
02

–7
,9

43
,6

02
W

at
er

fo
rd

 C
ou

n
ty

 C
ou

n
ci

l
44

,3
00

,0
00

39
,5

00
,0

00
17

,8
00

,0
00

20
,6

18
,8

71
–2

,8
18

,8
71

W
es

tm
ea

th
 C

ou
n

ty
 C

ou
n

ci
l

45
,0

00
,0

00
46

,0
00

,0
00

17
,4

00
,0

00
19

,5
62

,1
34

–2
,1

62
,1

34
W

ex
fo

rd
 C

ou
n

ty
 C

ou
n

ci
l

63
,6

00
,0

00
68

,6
00

,0
00

21
,3

00
,0

00
20

,1
63

,3
08

1,
13

6,
69

2
W

ic
kl

ow
 C

ou
n

ty
 C

ou
n

ci
l

52
,0

00
,0

00
51

,3
00

,0
00

17
,4

00
,0

00
18

,7
91

,4
04

–1
,3

91
,4

04
C

or
k 

C
it

y 
C

ou
n

ci
l

13
5,

00
0,

00
0

13
7,

00
0,

00
0

51
,1

00
,0

00
24

,2
67

,9
60

26
,8

32
,0

40
D

u
bl

in
 C

it
y 

C
ou

n
ci

l
68

6,
00

0,
00

0
67

4,
00

0,
00

0
22

3,
00

0,
00

0
93

,8
47

,0
42

12
9,

15
2,

95
8

G
al

w
ay

 C
it

y 
C

ou
n

ci
l

61
,9

00
,0

00
59

,3
00

,0
00

10
,7

00
,0

00
8,

76
5,

66
9

1,
93

4,
33

1
L

im
er

ic
k 

C
it

y 
C

ou
n

ci
l

55
,2

00
,0

00
61

,7
00

,0
00

20
,9

00
,0

00
11

,0
25

,3
61

9,
87

4,
63

9
W

at
er

fo
rd

 C
it

y 
C

ou
n

ci
l

42
,3

00
,0

00
39

,8
00

,0
00

7,
26

4,
81

6
8,

03
0,

49
0

–7
65

,6
74

T
ot

al
3,

04
5,

50
0,

00
0

3,
04

8,
40

0,
00

0
85

1,
11

0,
19

7
80

3,
46

0,
68

3
47

,6
49

,5
14

Turley PP article (NC)_46-3  21/09/2015  17:31  Page 479



fiscal capacity. Given these needs and resources we then calculate the expected
grant allocations for each council. Table 7 presents the grant levels estimated
from our model, the actual general purpose grant levels for the same year and
the difference between the two.

From Table 7 we first note that the particular specification of needs and
resources equalisation in this study brings about a broadly similar level of total
grant amount to be distributed. The total amount to be allocated to the various
councils is about 6 per cent higher using our specification of the needs and
resources model compared to the actual total amount distributed. This may lend
itself to suggesting our model may be broadly similar to that used by central
government. However, when we analyse the grant allocations across the
councils we see that there are significant differences between those simulated
by our model and the actual amounts. For instance, DCC would be allocated
just under €130 million more under the model presented here. While our
estimated expenditure figure is virtually identical to the actual expenditure
amount for DCC, the biggest driver of this gap seems to stem from the fact that
DCC has much higher charges/fees per capita (€524) compared to the average
(€305). When we apply the national average rate of this revenue source to DCC,
with the objective of calculating the grant amounts for a standard level of
service across all councils, the fiscal gap for DCC proves to be quite large and
hence results in a large grant amount. It could be argued that the lower grant
in the actual system employed forces DCC to levy higher charges to provide a
similar level of service to other councils. The general trend in our estimates
suggests that a needs and resources model specified as we do would result in
significant transfers from rural to urban councils. Cumulatively the five city
councils in 2006 would see an increase of €167 million compared to a reduction
of almost €120 million for the 29 county councils. The stark differences in the
distribution of these grants across councils from the needs and resources model
estimated here, combined with the similarities in estimated and actual
expenditure amounts suggests that there were other factors behind these
allocation decisions. 

V CONCLUSIONS

Fiscal equalisation is a key financial element in Ireland’s local government
system. To ensure equalisation grants were allocated in an objective and
equitable manner, a formula-based needs and resources model was introduced
in 2000. It was abandoned shortly afterwards for reasons of complexity and
excessive data requirements placed on the local councils. Given the lack of
transparency and general understanding of the current allocation of general

480 THE ECONOMIC AND SOCIAL REVIEW
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purpose grants, we present alternative equalisation models based on a more
defined and transparent mix of objective and quantitative criteria including,
on the taxable capacity side, commercial rates and the business properties base,
and on the expenditure needs side, a needs assessment using a range of needs
variables combined with a statistical regression approach. While our results
show that the actual general purpose grants do bear some relation to
expenditure needs and fiscal capacity, further research is required to fully
explain the actual allocations and gaps identified in our work. The results for
DCC from both models raise the question of whether, as in many other
countries, the metropolitan capital city is a special case and should be treated
differently with respect to, in general, intergovernmental fiscal transfers, and,
more specifically, future LPT revenues retained or pooled and redistributed (for
equalisation purposes). 

As recognised by the Barrington Report (1991) a quarter of a century ago,
any new grant distribution will differ, in some cases significantly, from the
existing allocations, resulting in local council winners and losers. In the absence
of an increase in the distributable pool and cognisance of the effect of the new
LPT, the 80/20 divide and the 15 per cent +/- local adjustment (which constitute
our next step in this research space, namely an investigation into the
distribution of the LPT revenue, and particularly for the more urban county
councils and city councils, especially DCC, as against the most rural county
councils), we recommend a gradual change to any new or revised equalisation
model, and only after prior consultation with stakeholders. However, for reasons
of equity and efficiency we urge policymakers to reinstate a needs and resources
model, and one that is both workable and transparent. Given the recent local
government reforms in Ireland it is a good time to formalise and strengthen
the fiscal equalisation system and, by doing so, comply with Article 9.5 of the
Council of Europe’s Charter of Local Self-Government.
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APPENDIX 
REGRESSION RESULTS FOR LOCAL AUTHORITY EXPENDITURES

ACROSS MAJOR SERVICE DIVISIONS

Table A1a: OLS Regression Results for Housing and Building Expenditures of
City and County Councils

Variable Coefficient t

Population 0.0001029* 1.97
Number of local authority houses rented 1,547.27*** 2.91
Housing density 0.44** 2.71
Constant 31.34** 2.27
Observations: 34 R-Squared: .82 F-Stat: 46.6

Table A1b: OLS Regression Results for Road Transportation and Safety
Expenditures of City and County Councils

Variable Coefficient t

Population density 0.020** 2.57
Regional road length (Km) 8,148.7* 1.69
Local road length (Km) 887.6 1.27
Constant 78.6*** 4.45
Observations: 34 R-Squared: .44 F-Stat: 7.6

Table A1c: OLS Regression Results for Environmental Service Expenditures of
City and County Councils

Variable Coefficient t

Population density 0.05*** 3.89
Net effective valuation per capita 12.1* 1.88
Constant 106.5*** 6.08
Observations: 34 R-Squared: .78 F-Stat: 56.1

Table A1d: OLS Regression Results for Recreation and Amenity Expenditures
of City and County Councils

Variable Coefficient t

Population density 0.62** 2.68
Index of urbanisation 0.01** 2.06
Constant 28.28** 2.53
Observations: 34 R-Squared: .6 F-Stat: 23.3
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