Never Again? — Averting Another Crisis
Strengthening Ireland’s National Risk Management Strategy

EXECUTIVE SUMMARY

A critical feature of the period leading up to Ireland’s economic and financial crisis was a
major underestimation of the risks associated with an increasingly unbalanced economy.
The conclusions from the many official enquiries into the causes of Ireland’s unprecedented
collapse all indicate that there had been a systemic failure to assess and manage key risks
on the part of a wide range of public institutions.

From this perspective, an important task going forward is to put in place institutional
arrangements and procedures to try to ensure that a crisis from whatever - perhaps
currently unknown - source will not recur. The recent experience — and the fact that this was
the second time in thirty years that Ireland has faced major economic and financial
difficulties that were largely of its own making - emphasises the importance of strengthened
economic policy making, especially given the current external environment of increased
uncertainty and risk. Robust structures and processes that allow identification, analysis and
mitigation of complex threats and potentially adverse developments are essential.

Considerable progress has already been made by government and associated agencies in
putting in place important institutional improvements affecting key areas of economic and
financial policy risk. To support this process, this report examines the practices of a number
of other countries, several of which are small open economies with some characteristics
similar to Ireland and which have also faced national risk management issues'. While there
is no universally applicable set of “best practices” in this area, considering initiatives taken
elsewhere can enrich the debate on important issues.

The report emphasises the role of processes and institutional arrangements rather than the
precise measures aimed at achieving particular outcomes. In this connection, two general
points should be stressed: (i) structures are needed that delineate clearly the mandates,
responsibilities and accountabilities of bodies engaged in various areas of risk management;
and (ii) robust and well-defined processes of coordination and collaboration between
different agencies are required so as to avoid the emergence of “silo mentalities”.

The report’s main conclusions regarding several key areas are summarised as follows
(details are provided in the concluding part of each section):

! In the course of preparing this report the team visited various institutions in Australia, Denmark, Finland,
Netherlands, New Zealand, Norway, Singapore and the United Kingdom (see Appendix).



Il THE NATIONAL RISK ASSESSMENT (NRA) EXERCISE

In 2014 and 2015 the Government prepared and published a National Risk Assessment
(NRA), the objective of which is “to identify strategic risks that may arise due to potential
changes in the economic, financial, geo-political and social environments”.

Several countries are continuing to experiment as to how best to conduct their NRA
exercises. Based partly on their experiences, several improvements/refinements aimed at
strengthening Ireland’s current NRA process are suggested.

e Overall responsibility for the NRA exercise should remain with the Department of the
Taoiseach. The NRA should bring together the work of separate existing structures
(including the Office of Emergency Planning) within a coherent framework that
avoids risks of silos and stipulates via terms of reference the responsibilities of
different bodies, including where significant cross cutting issues are involved.

e To help the Department of the Taoiseach ensure that agencies undertake
substantively adequate work in accordance with previously agreed priorities and
criteria, a small group of experts should be established that could include
experienced people drawn from outside the public sector and a number of other
relevant bodies. The assessments of this group regarding progress achieved should
be published.

e Regarding methodological aspects, greater attention can be given to (i) broader
socio-economic and geo-political sources of risk; and (ii) differentiating between
more concrete outcomes /scenarios (for example, a Brexit) and longer run societal
changes, as well as between more directly measurable economic and financial issues
and those less amenable to quantification (such as “erosion of social cohesion”).
While it is useful to distinguish more clearly the concepts of likelihood and impact
associated with risk scenarios, scarce resources should not be devoted to
guantitative exercises of limited practical use.

e Other specific steps should be considered, such as: (i) the detailing of risk provisions
in Ministerial budgets; (ii) a formal audit system of public security and risk
governance approaches, in conjunction with capability assessments of individual
departments/agencies; and (iii) an increased focus on risk mitigation.

e A move to, say three year intervals for a comprehensive Irish NRA could also be
appropriate, accompanied, however, by a shorter annual “Interim NRA Update” that
would focus on major recent risk-related developments and provide an update and
assessment of progress under the overall NRA work programme.



Il MANAGING FISCAL RISK

The analyses of fiscal risk, i.e., the assessment of the uncertainties associated with the
outlook in public finances, have been expanded in Ireland’s recent budget documentation.
In an important step forward, the April 2016 Stability Programme Update (SPU) contains a
new risk matrix of 11 key external and domestic macroeconomic risks, assessed by
likelihood of occurrence, impact and the main transmission channels involved. However,
there is scope for further development.

e |t would be useful to consider explicitly alternative broad scenarios as regards major
taxation or expenditure categories (e.g., pay and pensions, social benefits and capital
expenditures) to inform public debate about trade-offs among available options.

e The analysis could be extended to consider individual shocks greater than those
presented to date, as well as the combined impact of several simultaneous shocks
(i.e. a broader adverse macroeconomic scenario).

e Inview of the structural dependence on certain revenues, risk analysis should devote
explicit attention to the volatility of some revenue categories, for example, taxes on
property transactions and corporation tax.

e The forward looking analysis could, on a periodic basis, be extended to cover a
longer period, for instance, at least 10 years.

e Budget documentation should analyse systematically divergences between
outcomes and previous official forecasts for key variables and assess what
improvements in methodology and data availability may be appropriate.

e The system of multi-year expenditure ceilings designed to contain the risks
associated with fiscal overruns has been undermined in recent years by continuous
upward revisions in spending, notably in the health sector. The reasons for these
overruns and the steps being taken to prevent them in the future should be
addressed as part of the risk assessment.

e The accounting presentation of the government’s financial position and risk outlook
based on a “cash flow” approach has inherent weaknesses. An alternative accrual
accounting framework should be adopted.

e Serious consideration should be given to further loosening the central controls on
pay and numbers along the lines of, say, the Danish model. Also, the practice
whereby external recruits are placed at the first point of an incremental pay scale,
regardless of experience, should be modified.



e Greater official focus on the Analytical Statement and on the quarterly publication of
the General Government accounts — as opposed to the Exchequer monthly returns -
would facilitate improved public understanding of the true fiscal position.

e For ease of access and comprehension, it is preferable to consolidate the differing
components pertaining to the “universe” of fiscal risks into a single comprehensive
report as part of the annual budget documentation.

IV ENHANCING THE ROLE OF PARLIAMENT

A feature of Ireland’s pre-crisis period was the failure to exercise effective parliamentary
oversight on key economic and financial issues. The absence of sufficiently substantive input
to the parliamentary budgetary process dilutes some of the potentially important “checks
and balances” that can guard against the incurrence of excessive fiscal risk.

Against this background, the 2016 Programme for Government envisages the establishment
of an independent Budget and Finance Office as a resource for the Oireachtas. The present
report outlines in some detail alternative models for independent fiscal institutions that
have been in place for some time in a number of countries (including Australia, the
Netherlands and the United Kingdom).

It is recommended that before any decisions are taken as to precise institutional modalities,
a small group should assess in-depth the relative merits of alternative possible approaches
to meeting clearly defined objectives. The group would address issues such as the nature
and extent of likely demands on the office’s resources by parliamentarians, the staffing
(both size and expertise) requirements involved, the relationship between the office and
government departments, the possible need for legislative underpinning and the financial
costs.

If an alternative option, namely an expansion of the current remit of the Irish Fiscal Council
(IFAC) toinclude a parliament-related costings function, were to be explored, the
legislative, accountability and resource implications for IFAC would require careful
consideration, as well as the need ensure that IFAC’s independence is not compromised.

V  RISKS TO FINANCIAL STABILITY

Especially given the nature of Ireland’s crisis, ensuring appropriate macro prudential policies
designed to safeguard the health of the banking system and overall financial stability are a
critical part of national risk management. Generally speaking, the countries examined in the
present report have put in place relatively more formal interactive consultative structures
relating to the formulation of financial stability/macroprudential policy than is the case
currently in Ireland. However, the wide variety of experiences suggests that an appropriate



framework needs to be tailored to specific circumstances and may require adaptation over
time.

In Ireland, unlike in several other countries, responsibility for both macro and micro
prudential policies is assigned to one unitary institution, the Central Bank of Ireland (CBI). As
is generally the case elsewhere, given the possible presence of short term political
pressures, it is essential that the independence of the CBI in fulfilling this role be
maintained.

The current Principals Group, chaired by the Department of Finance and including
representatives of the CBIl and the National Treasury Management Agency (NTMA), can
serve an important consultative purpose. However, in order for this arrangement to work
effectively a number of changes are suggested, aimed at putting the Group on a more
formal footing, along the lines of somewhat similar arrangements elsewhere. Specifically:

The Group should adopt formal terms of reference, covering explicitly consultation
and review of financial stability/ systemic risk issues.

e The core membership of the Group should be specified explicitly, presumably to
consist of representatives of the Department of Finance, the CBI (including the
Governor and the two Deputy Governors) and the NTMA. Others might be invited to
participate in discussions of particular topics as appropriate

e The Group should agree on a memorandum of understanding relating to the sharing
of information between concerned parties.

e The Group should meet regularly and specify a minimum number of meetings to be
convened annually. Consistent with a recent similar decision by the CBI Commission,
the Group should publish minutes of its meetings. Information on the terms of
reference of the Group and its composition should also be public.

e If necessary, sub-groups of the Principals Group to deal with specific financial
stability issues and ensure efficient sharing of information and analysis could be
established.

VI  THE CIVIL SERVICE - AN ESSENTIAL ROLE IN NATIONAL RISK MANAGEMENT

The identification of risks and the formulation of policies to adequately address them
require a strong, well-functioning and professional civil service to perform these tasks to the
required high standard. In the period leading up to the crisis, the quality and independence
of civil servants - in particular the furnishing of expert and forthright advice on economic
and financial matters and associated risks — was perceived to have been inadequate.



Against this background, the Government’s Civil Service Renewal Plan launched in 2014
addresses the key features required to raise civil service performance. An action oriented
focus on accountability, as well as achieving consistency and cohesiveness across
departments and agencies, will be essential to ensure effective implementation. The
present report outlines key reform elements covering performance evaluation, human
resource management that have been central to other countries’ civil service reform
experiences. Most of these actions are in various stages of development and
implementation under the Irish reform programme.

It will take some time for all the necessary changes to be put in place and for the
effectiveness of the oversight framework adopted recently to be fully felt. However,

e it could be that a structure involving a separate body with a separate head with an
associated mandate, responsibilities and adequate, full time dedicated resources
might prove more effective (a structure containing some of these features had been
earlier proposed in the report of an independent panel commissioned by the
government).

e a model of this type (such as is found in New Zealand) involving a powerful
commission responsible for assessing performance of all departments and relevant
agencies on “a whole of government” basis and for overseeing all aspects of human
resource management, is one example of such an approach. It is recommended that
alternative frameworks involving more far reaching structural and organisational
change than implied to date, be kept under consideration.

VIl PROVIDING FRANK POLICY ADVICE AND THE ROLE OF FREEDOM OF INFORMATION

In order to try to avoid policy decisions that are based on inadequate or ill-informed
assessments inconsistent with sound risk management, officials must ensure that their
policy advice is provided to Ministers in a frank and open manner with respect to
deliberations on all important substantive issues, for the written record. While broad
guidelines do exist on paper as to the need to record interactions on key matters, it is far
from clear that such guidelines are in fact being adhered to or that systematic monitoring
with sanctions for noncompliance are in place. Several publicised events in Ireland in recent
years suggest that inadequate record keeping with respect to key policy deliberations has
been a serious issue.

At the same time, Freedom of Information (Fol) legislation, while highly welcome on
grounds of accountability on the part of official bodies, needs to balance this laudable
objective with the need to ensure that that the provision of frank and candid policy advice
by officials for the record is not endangered. The majority of the countries surveyed in this
report —including several which have a high reputation for openness - place considerable
restrictions on access under Fol to policy advice. The report also details instances in a



number of other countries where ensuring that adequate exemptions are in place has
become a matter of lively public and political debate.

In the Irish case, taking into account differing (sometimes competing) considerations, a set
of integrated measures is proposed.

e Highest priority should be accorded to establishment of a statutory duty to record,
together with specific implementing guidelines and codes of conduct. Compliance
with the above “requirement to record” above should be specifically reviewed by the
Comptroller and Auditor General.

e To address concerns (whether genuinely justified or not) that may be inhibiting the
recording of advice in writing and to provide additional protection, the “public
interest” test in the current 2014 Fol Act could be replaced by the provision
contained in earlier legislation, namely, a more unqualified exemption of records
relating to “policy deliberations”.

e To balance what might be otherwise perceived as a “tightening” of access, the
records exempted under a more unqualified exemption should be automatically
accessible within a period of, say around 5 years, i.e., the length of a government’s
maximum term of office (at present there is no time limit for records deemed
exempt); this would extend to “policy deliberations” the same treatment as is
currently applicable to records relating to meetings of the Government.

e Data should be furnished on a regular basis by bodies subject to Fol to the OIC (and
published) regarding the operation of the exemption clauses under Fol, including
their use to justify withholding of access.

e Asin the case for all similar bodies, OIC should undertake, at periodic intervals, an
external peer review of its activities.

e Finally, serious consideration should be given to reducing the current 30 year rule
under the National Archives Act (1986) relating to the transfer and public availability
of Departmental records to at least 20 years.



