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Ireland’s Sovereign Debt Crisis - Stop the Anglo Payments!

Irish banking crisis cost: € 64 billion of public funds so far

€ 64 billion belonging to the people of Ireland has been spent on saving the banks. This money has been spent on recapitalising six Irish banks
 to ensure that they can repay their debts as they come due. The € 64 billion was raised from the National Pension Reserve Fund (€ 20.7 billion), the exchequer (€ 11.9 billion) and Government issued IOUs or ‘promissory notes’ (€ 31.6 bn). The € 64 billion cost will increase in the future as it does not include, for example,  the annual interest repayments we will have to make on borrowings to pay for the annual Anglo promissory note repayments. The € 64 billion also doesn’t include ‘contingent liabilities’ that may become real depending on NAMA’s
 financial performance and whether the mortgage crisis deepens. 

Ireland’s total sovereign debt: Cost and causes

Ireland’s total sovereign debt is forecast to be € 192 billion for 2012. That is a debt to GDP ratio of 121% - double what is allowed under the rules of the Stability and Growth Pact by the European Commission and well beyond the level at which debt starts to drag on medium-term employment and growth. Even worse, it is a debt to GNP ratio of 147%. GNP is a more accurate measure for the Irish economy. The € 192 billion figure includes about two thirds of the € 64 billion bank debt
.

This huge sovereign debt of € 192 billion is mainly a consequence of increased Government borrowing and running high deficits year on year. Importantly, both of these factors are related to the banking crisis. Firstly, government borrowing has escalated significantly in order to meet the costs of bailing out the banks: specifically, €44 billion has been borrowed (or will be borrowed in the case of the remaining promissory notes) to bail out the banks, a figure which does not include the interest repayments on these borrowings
. Secondly, the deficit – i.e. the negative difference between yearly state spending and the yearly intake of revenue (mainly from taxes) – is indirectly but nonetheless undeniably related to the banking crisis. This is because the banking crisis has had knock-on effects on the economy through job losses, very low levels of bank lending to SMEs, and significantly reduced tax receipts from income tax and from transactions e.g. VAT, excises and house sales (i.e. lower tax intake overall). In addition, the Government has had to increase spending on social protection measures such as unemployment benefits (i.e. increase total state spending). 

We must also take account of the ‘opportunity costs’ of the bank bailout. Money which could have been spent on job creation, healthcare, infrastructure or education has instead been spent covering bank losses. This too has worsened an already dire economic situation by taking away resources that could otherwise have been productively used. 

Can we get this unjustly paid € 64 billion back? 

The full € 64 billion has been committed by the Irish government to the banks although over €30 billion of this is in the form of promissory notes to the IBRC. The part of the debt that is clearly and unequivocally bank debt is the IBRC debt – i.e. the promissory notes that were given to Anglo Irish Bank and Irish Nationwide Building Society. As of July 2012, just € 5.3 billion of private bondholder debt remained to be paid out by the guaranteed banks. On the other hand most (about three quarters) of the €34.7 billion of money required/promised to cover the losses of the IBRC (Anglo/INBS) has yet to be paid by the state. This is the remaining portion of the socialised bank debt that has not yet been paid out. Because the Anglo payments have not been paid out yet we still have a big opportunity to stop them.  
Future annual promissory note repayments are scheduled to be paid out in tranches up till 2031.
 The government has full power to immediately stop these remaining Anglo payments. Once repaid, the money is taken out of circulation i.e., it is taken from people living in Ireland and effectively burned – this is immoral as well as economically lunatic. Thus, refusal to cover the remaining €25 billion of Anglo promissory notes would enable us to save €25 billion of the €64 billion total, and, in addition, would save us the extra billions in future interest repayments.  Furthermore, there can be no claim that other people in other countries (bondholders or otherwise) would be impacted by this non-payment because the money, once paid, is burned. 
Will ending the Anglo promissory note repayments solve our economic crisis?

It will greatly help. Ireland has two major fiscal problems. Firstly, we have an enormous sovereign debt, as outlined above. This debt leads to high levels of debt interest repayments every year – money that could otherwise be used for public services such as education and health. Secondly, we have a deficit (or spending gap) of 8.3% of GDP (€ 13.1 billion) in 2012. Justice groups have outlined how the deficit could be bridged through progressive measures. In tandem, we argue that we need to tackle the debt payments directly. This would address both fiscal problems simultaneously, as it would reduce the enormous and escalating costs of our borrowing, and free up resources for social investment to create jobs and fund social services. The next Anglo payment is due on March 31st and will cost € 3.1 billion. That is more than the annual cost of running the country’s entire primary school system. 

Take Action

Debt Justice Action is calling for a suspension of payments on the Anglo promissory notes with a view to achieving a total write down of the debt. This will save at least €25 billion as well as related interest payments on borrowing that money. The Government tells us it is negotiating on our behalf. We will not believe it until it announces a suspension of payments.

Stop the next Anglo payment of € 3.1 billion on March 31st 2013! 

� These banks are so badly off they are being merged, closed or sold off. Anglo Irish Bank is merged with Irish Nationwide Building Society, now called Irish Bank Resolution Corporation (IBRC). It is a zombie bank, being wound down. EBS has been merged with AIB and is now 99% Government owned. The Government wants to sell it to the European Stability Mechanism as part of a debt reduction deal. Irish Life & Permanent is owned by the Government which is seeking to sell it off. Bank of Ireland is 15% government owned. 


� The National Asset Management Agency (NAMA) is a state agency that has taken the worst loans off the books of the banks and is seeking to recoup as much money as possible by gradually selling off its portfolio of assets over the next ten years. NAMA probably overpaid for these loans and may well make a loss. If NAMA does make a loss then it will increase the overall cost to the state of the banking collapse. 


� The remaining one third of the € 64 billion - € 20.7 billion - does not technically count as ‘debt’ as it was not borrowed by the state. Instead it was taken from our already existing wealth fund, the National Pension Reserve Fund (NPRF). The NPRF had been accumulating since 1999 from a combination of tax receipts and the proceeds of the sale of state assets.


� The government may need to raise €17 billion in order to meet the interest repayments on the promissory notes – although some or all of this money may circle back to us eventually as dividends or when the IBRC is finally wound up. This €17 billion is additional to the interest repayments on borrowings made as a consequence of the bank bailout. 


� From the state’s perspective the 2012 promissory note repayment was converted into sovereign debt as a bond owed to Bank of Ireland and this is expected to be paid next year.
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