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The rent is just too
damn high – a cry
of pain that reveals
deep social wounds

Working parents in
Ireland spend a fifth
of their income on
childcare each month
Eilish O’Regan

HEALTH CORRESPONDENT

WORKING parents in Ireland are shelling out a fifth
of their monthly net salary
on childcare – four times the
proportion paid by families in
Sweden.
A survey of the financial burden of childcare across Europe
estimates it costs a couple
in this country an average of
€861 a month from a disposable income of €4,228.
In Sweden the monthly cost
of childcare is €201, due to
heavy state subsidies. However, in the Netherlands the
monthly cost is as high as
€1,287, and it takes 28pc of
parents’ net income. In the UK
the monthly cost of childcare
is estimated at €1,006, absorbing 25pc of the family’s wages.
The research was compiled
by the UK company Cuckooz
Nest which is involved in integrated crèche facilities. It said
that Luxembourg, Greece,
Romania, Slovakia, Portugal,
Lithuania, Latvia and Hungary
also have some of the highest
childcare costs as a proportion
of the average salary.
Commenting on the childcare costs, Teresa Heeney,
CEO of Early Childhood Ireland, said they should start
to ease in October when the
National Childcare Scheme is
due to come into effect.
She said it will include
universal subsidies for all

families with children under
three years old. They are also
available to families with children over three years who
have not yet qualified for the
free preschool programme.
The subsidy is not means
tested, and provides 50c per
hour towards the cost of a registered childcare place for up
to 40 hours per week. There
will also be income-assessed
subsidies to families with children aged between 24 weeks
and 15 years.
This subsidy is means tested
and will be calculated based
on your individual circumstances.
The rate will vary depending
on the family income, child’s
age and educational stage, and
the number of children in your
family.
The subsidy can be used
towards the cost of a registered childcare place for up
to a maximum of 40 hours if a
parent is working, studying or
training.
Ms Heeney warned there are
still difficulties recruiting and
retaining childcare staff.
“They are still getting very
low wages. That remains an
ongoing challenge,” she added.
A survey of childcare providers by Early Childhood Ireland
found pay and poor working
conditions in the sector as
being central to a staffing
crisis. Some 65pc are finding
it difficult to retain staff – an
increase of 16pc on 2017.

ANALYSIS

Donal
O’Donovan
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HE rent is too damn
high.
It
became
a
famous political rallying cry in the US,
and politicians here are going
to be hearing it an awful lot on
the doorsteps before the local
and European elections.
There are now three distinct
housing markets in Ireland.
The traditional mortgage market, where qualifying buyers
who can buy their own homes
will see major benefits over
time as their accommodation
costs shrink to zero.
Renters of social housing
who qualify and get housed
have by far the lowest costs
of anyone both in real terms
and as a percentage of income
– spending as little as 12pc of
their income on rent. Third
comes the private rental free
for all, where rents are high
and rising and tenancies are
short and unpredictable.
The big change in recent
years – and it is accelerating –
is more people are renting and
renting for longer. Rents rises
in recent years have been off
already high levels.
Very large numbers of people are now paying so much
of their income in rent they
in effect are underspending

Private renters are hit twice as
hard in costs as mortgage holders
Continued from Page 1
Rent pressure zones will be
extended in a bid to keep a lid
on rent hikes amid disquiet
at the arrival of giant private
landlords now locking home
buyers out of the market.
The
Government
has
decided to extend rent pressure zones, where annual rent
increases are capped at 4pc,
until the end of 2021.
The zones in place in Dublin, Cork, Galway, Naas and
Drogheda were due to expire
at the end of the year.
The new research found
that households in the private
sector are more than twice
as likely to face high housing costs relative to income
than those with a mortgage.
These renters spend 33pc of
their income on accommodation, compared to just 15pc for
mortgage holders.
The research used an international measure of affordability that assesses high housing
costs as 30pc of income for

households in the lower 40pc
of earners. High earners can
spend more on housing and
still have money left for spending.
For the growing number of
households who cannot afford
to buy or fail to meet the Central Bank’s stringent mortgage
criteria, the private rental market is a “high cost alternative”
according to the policy paper
on housing affordability by
Eoin Corrigan of UCD, Daniel
Foley of the UK’s Department
for Transport and Kieran
McQuinn, Conor O’Toole and
Rachel Slaymaker of the ESRI.
It
found
lower-income
households spend, on average,
between 40pc and more than
50pc of their monthly income
on accommodation. They were
also more likely to rent than
own their own home.
The findings suggest targeting greater provision of social
housing and looser affordable
criteria, but the authors warn
rent subsidies would inflate
house prices further.

in other areas – which is bad
for the wider economy, bad for
them personally and politically
unsustainable.
A raft of factors – including
land prices, high regulatory
specifications for new builds,
and strict credit standards
have combined to drive house
purchases out of the reach of
large numbers of workers.
That is most extreme in
Dublin, where four out of 10
people work, and it is spreading elsewhere.
But if home buying is out of
reach, the private sector alternatives for most renters are
dire. So dire indeed that vast
sums are being funnelled from
the US and Europe to benefit
from the high rents paid here.
That private sector investment should in theory boost
supply, and bring down rents.
But don’t bet on it.
Research published yesterday in the ‘Economic and
Social Review’ shows private
sector rents have always been
high here – it’s a feature not a
bug, as technology types say of
characteristics that are inherent in products.
Irish rental costs don’t
appear to be cyclical – they
don’t go up and down with
economic fluctuations. By and
large the rent just goes up.
Stop-gap measures like rent
caps won’t cut it long term.
Potential solutions, according to the ESRI researchers,
are to build more social housing, develop more cost rental
schemes – where rents are
linked to building costs not
what landlords can get on

a given day, as well as more
co-operative housing schemes.
An affordable rental model
won’t just mean building more
housing. It potentially means
a whole raft of mechanisms
to plan for and supply homes,
and to decide who gets to live
in those homes, and then to
set rents for what may quickly
be a majority of people, certainly in urban areas where
young families are already
mainly concentrated.
That will include assessing
affordability at household
level – which could potentially
include ratcheting rents up
and down as family incomes
change. That’s a huge bureaucratic challenge in its own
right. And how might mortgage payers react if renters
under an affordable model
were to be “rewarded” with
reduced rents when one half
of a couple decided to take
time off work to look after
children?
Or “punished”
with higher rents when their
income improves?
All of those options are going
to be intensely, expensively,
hands-on compared to facilitating individual home buyers.
Dramatic change is under
way in the housing market. It
is not clear at all that policy
makers have thought through
the implications.
Ironically, the shift to a mass
rental market characterised
by big institutional landlords
is set to mean more not less
State intervention; that is, if
we are really going to accept a
model where buying is out of
reach of ordinary workers.

Winning
smile:
Donegal
farmer
Odhrán
Doherty
(23) with his
girlfriend
Jessica Orr
at the Lottery
HQ after
collecting his
winnings.
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Relief as property tax changes delayed for a year
Cormac McQuinn
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LOCAL Property Tax (LPT)
rates for householders are to
be frozen for another year
the Government decided
late last night.
Homeowners won’t see any
change in their LPT bills until
2021, and tens of thousands of
householders who currently
benefit from exemptions
will continue to do so for
another year. The decision
means any changes to LPT
will be pushed beyond the
next general election which is
expected by summer 2020 at
the latest.

Fianna Fáil’s finance
spokesman Michael McGrath
argued it’s “a classic example”
of “kicking the can down
the road”. He claimed it was
“about the electoral cycle”
and was a sign of “weak
government”.
Finance Minister Paschal
Donohoe briefed Cabinet
on his department’s longawaited review of the LPT. At
present LPT rates are based
on 2013 valuations.
There have been fears
that the tax will increase
significantly due to rising
house prices if the way LPT is
calculated is not changed. It

‘Kicking can
down road’:
Fianna Fail’s
Michael
McGrath

was due to be re-evaluated in
November.
The department’s review
group presented five
alternative methods of
calculation to the current
regime, each of which would
have different ‘winners’
and ‘losers’ in terms of
how they would affect
households. Mr Donohoe
is referring the group’s
report to the Budgetary
Oversight Committee for its
consideration in a bid to get
cross-party consensus. He
last night said his aim was
that any increases “should be
modest, affordable and fair”.

IRELAND’S BEST-SELLING NEWSPAPER

‘I was dead for
seven minutes’
The hurler who cheated death on the pitch

I find it hard to
make friends

Sport

Ask the Therapist
Health & Living

Monday, April 8, 2019

Eight
pages inside
€2.20 (£1.50 in Northern Ireland) C

PSNI vehicle
carrying Garda
Commissioner
hits bollard
Robin Schiller

WINNER ALL RIGHT: Grand National double-winning jockey Davy Russell at the homecoming for him and wonderhorse Tiger Roll in Summerhill,
Co Meath, yesterday with his son Finn (3) and daughter Jaimee (15) and the Grand National trophy. PHOTO: GERRY MOONEY REPORTS: PAGE 3, SPORT

AN UNMARKED PSNI car carrying
Garda Commissioner Drew Harris
was damaged by a bollard during
a security alert as it entered Garda
HQ.
A garda on duty at the gate pressed
an emergency button when they
saw the unmarked car with Northern Ireland registration plates
approaching.
Security bollards were raised from
the ground and the PSNI vehicle
crashed into them. There were no
injures to the occupants of the car,
however the vehicle was damaged.
The Commissioner was being
escorted on a joint Garda and PSNI
convoy at the time. A vehicle being
driven by members of the Garda
Emergency Response Unit entered
the Phoenix Park headquarters first,
followed by the PSNI car.
Gardaí said yesterday that “normal
procedure” was followed.
Full report: Page 5

Rents to soar again as ‘cuckoo
fund’ housebuying hits record
Almost 3,000 homes were snapped up by big corporations, while families face into tight mortgage rules
Donal O’Donovan
BIG corporations spent more than
€1.1bn buying a record 2,923 housing units in Ireland last year, blasting through previous records and
cementing a radical shift in housing
patterns.
Even with added supply, rents are
now forecast to increase by a further
17pc over the next three years in Dublin, according to new research from
Savills. The lucrative rents are a key

reason big investors will continue
piling into the market.
These have been described as
“cuckoo funds” because they snap up
accommodation before individuals
get a chance to purchase. It is a trend
that is locking many working families
out of buying their own homes.
The research shines a fresh light
on the scale of the emerging private
rented sector (PRS). Large-scale corporate landlords spent more than
€1.1bn in Ireland last year, two-and-

Property tax: Ministers clash over
exemptions for pensioners P11
a-half times higher than the previous
record. The 2,923 units snapped up in
“block purchases” last year was five
times greater than in 2017.
“Rising house prices and tight
mortgage lending have driven a big
shift from owner-occupation to pri-

vate renting,” said Dr John McCartney, Savills director of research.
“This has led to strong rents and
negligible vacancy – factors which
are obviously attractive to investors.”
Last year, 11pc of all homes bought
in Dublin were bought by such funds,
but a fifth of what they bought was
outside the capital, Savills found.
Such investment helped boost
housing supply. Builders can recycle
funds from schemes sold in a single
lot into new developments faster.

But it comes amid growing anxiety
about the implications of a heavily
financialised housing market.
Continued on Page 10
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More rent
hikes loom
as housing
shortage will
last to 2022
Continued from Page 1
Corporate investors were
behind 11pc of all residential units bought in Dublin
last year, according to new
research from Savills, and
they have an increasing presence beyond the capital. The
increased level of investor
activity is helping boost overall
housing supply, it found.
More supply should help
ease rent pressure eventually, but in the meantime the
research points to continued
pressure and more rent hikes.
Dr McCartney said the residential market was likely to
remain undersupplied until at
least 2022.
High house prices and tight
lending rules mean that supply that is built is increasingly
less likely to go to first-time
buyers.
The declining share of
homes going to owner occupiers adds to the upward rent
pressure, the report said.
“In a generally undersupplied residential market the
shift to private renting has
concentrated
inflationary
pressure on rents.”
In Dublin, 26.7pc of households now rent privately – up
10.8pc over the past year. Savills’ forecast is for compound
rental growth of 17.3pc in Dublin over the years to the middle
of 2021, and it says that growth
is what is driving the surge in
investor appetite.
“It is these expectations
which are driving continued
investor appetite for PRS product, particularly in Dublin.”
The rises are expected
despite Government rent caps
that limit increases to 4pc a
year, but they only apply to
existing tenants.
Since 2012, when the likes
of US-based Kennedy Wilson

Tough times
ahead:
Housing
shortages
are likely to
persist until
at least 2022

Cat’s whiskers:
Meet the fancy
felines who are
cream of the crop
Laura Lynott
CUTE and cuddly is the
purrfect combination to win
a crown at the Supreme Cat
Show.
While Anglo-Irish relations
might be cat-astrophic right
now, a British shorthair male
managed to claw the overall
best in show prize at the
Ballinteer Community School,
south Dublin.
Named ‘Yuno of Daisy’s
Home’, or ‘Yuno’ for short, the
handsome feline made catnip
of his furry foes.
Egyptian Mau kitten Acclaim
was clearly destined to make
the cream of the cat crop. The
cute kitten wowed judges with
his lustrous grey coat, dotted
with black spots.
And at just seven-monthsold Acclaim had already been
a champion in a previous
competition, like all the cats in
this show. A brown-blue tabby
Maine Coon, ‘Ischus Granville’,
won in the neuter category –
towering above others as the
biggest breed in the world.
“We love cats in Ireland. Some
people still do like dogs better
but I don’t know why, it’s easier
to have a cat, you don’t have
to walk them,” said organiser
Karen Sluiters.

and its peers first emerged as
players here, almost 10,000
housing units have been
bought by corporate investors.
The Savills’ research shows
investment by big funds has
helped boost overall housing
supply, including by allowing
builders to recycle funds from
schemes sold in a single lot
back into new developments.
However, the trend has
also sparked anxiety about
the implications of a heavily
financialised housing market.
At the end of March, the
United Nations special rapporteur on the right to adequate
housing, Leilani Farha, wrote
to the Government in Ireland
as well as five other countries
to raise her concerns. She
accused the Government of
facilitating investment funds
to buy up vast swathes of
properties including through
preferential tax laws and weak
tenant protections.
“Almost overnight multinational private equity and
asset management firms like
Blackstone have become the
biggest landlords in the world,
purchasing thousands and
thousands of units in North
America, Europe, Asia and
Latin America,” the UN said.
A new research paper last
week by economists connected to the ESRI, ‘Exploring Affordability in the Irish
Housing Market’, focused on
the vulnerability of renters in
the private rented sector. It
found private renters living
in Dublin and surrounding
areas, along with low-income
households, are paying a significantly higher proportion of
income on housing payments.
Savills’ analysis suggests
housing shortages will persist
until at least 2022, bad news
for renters and good news for
landlords.

Paws for thought: Main, Sloane
Patry, from Kinsale, with Calin, a
Siberian Sael Tabby Point; above,
Emily Bell (12), from Renelagh,
with her sister Juliet (9) and
their rescue cat Pippi; below,
six-year-old Onslow, an exotic
shorthair cat from Tralee.
PHOTOS: FRANK McGRATH

Vulture funds’ rent-only developments
COMMENT
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LANCY Barracks in
Islandbridge was
sold back in the
noughties to private Irish investors
for residential development, ie
homes to sell. The construction cost of adaptation and
new build wasn’t going to be
cheap. Loans were undertaken, and then there was that
cliff drop in construction we
all suffered from in some form.
Last year, I was working on
a conservation report for a
protected structure across the
road from Clancy Barracks,
and a Dublin City Council
conservation officer recommended the property should
be treated in the high standard of restoration as Clancy
Barracks. I went over and had
a look. The massive residential
adaptation is quite startling.
And very attractive with significant landscape patterns.
The original red-brick barracks provided sleeping and

eating quarters for soldiers
and quite elegant accommodation for the officers’ mess. Now
it is converted into handsome
terraced houses and apartments. There are new-build,
medium-rise apartment blocks
within the grounds.
Residents
would
be
privileged to live here with
the leafy banks of the Liffey
nearby, the charming War
Memorial Park and the
extensive
Phoenix
Park.
Islandbridge has gone very
upmarket. I found a reception
area within the grounds and
thought I’d ask for a sales brochure to give my sons some
idea of what they needed to
save for.
The receptionist said: “We
have no sales brochures.”
“Then how would I know the
sales prices?” I asked. “Nothing is for sale. These are all
rental only,” she replied.
And that is the New Dublin;
global corporate investors, aka
vulture funds, such as Kennedy Wilson, can take over
Irish development land for a
modicum of what the original
investor paid, and redevelop
and adapt historic architecture, with high-end finishes
and interiors on an economy
of scale. And simply rent them
high, not needing to sell.
Renting in Ireland is not covered by protective legislative
framework and that is causing

The
number
of
people
lying in
sleeping
bags on
the
streets
shows
what is
going
wrong,
not
right

serious issues for workers
trying to maintain an address
for a relevant period of time.
According to a new report
by Savills Ireland, more than
€1.1bn was spent by vulture
funds on multi-unit residential schemes in 2018 – that’s
29.6pc of last year’s total property investment. According to
Savills, 2,923 residential units
were block-purchased by vulture funds last year, a five-fold
increase on 2017, resulting in
more than €1.1bn spent on
multi-unit residential investments in 2018, compared with
€113m in 2017. The most badly
affected region for affordable
house purchase or rental is,
of course, Dublin where 81pc
(2,273) of all residential units
were scooped up.
Unlike
Irish
property
developers of the past and
the long wait for planning,
vulture funds can do forward-purchase deals, resulting in de-risking schemes and
helping them to get on-site.
The Savills’ report found that
corporate investors accounted
for 11pc of all residential units
bought in 2018 (and 8.1pc since
2012).
On the one hand this
suggests that the increasing
vulture-fund activity accelerates housing supply, but only
for rental and not at affordable cost. There is an expansive
population working in Dublin
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Donohoe’s
Central
Bank choice
subject of
NZ inquiry
Donal O’Donovan
NEW ZEALAND has launched
a formal investigation into
incoming Central Bank of
Ireland governor Gabriel
Makhlouf’s handling of a
high-profile budget leak.
If the New Zealand inquiry
finds Mr Makhlouf did mislead
the government there it would
raise a major question mark
over whether his appointment
here can proceed.
It would also raise questions
over Finance Minister Paschal
Donohoe’s decision to appoint
the little-known outsider to
one of the most sensitive posts
in the State.
The New Zealand probe will
include examining whether
Mr Makhlouf misled its government about alleged hacking of the country’s budget
last week.
Appointment:
Paschal Donohoe
chose Mr Makhlouf
for the job
Mr Makhlouf has become
embroiled in a major controversy in New Zealand, after
parts of the budget his department was working on leaked,
and he blamed a cyber attack
that now seems not to have
happened.
“The treasury has gathered
sufficient evidence to indicate
that its systems have been
deliberately and systematically
hacked,” Mr Makhlouf said in a
statement at the time.
It later emerged the budget
information had in fact been
available on the department
website, and there had not
been a hack.
Yesterday, New Zealand
State Services Commissioner
Peter Hughes, head of the
body that oversees the country’s civil service, confirmed
he will look into whether Mr
Makhlouf misled the government about how the budget
information was accessed.
In the wake of the original
leak, Mr Makhlouf called
in the police to investigate,
and issued a statement citing advice from the National
Cyber Security Centre, an arm
of the Government Communications Security Bureau.
In his statement, Mr

Hughes said the investigation
would look into recent questions raised concerning Mr
Makhlouf “and his actions and
public statements about the
causes of the unauthorised
access to budget material”.
“The investigation will establish the facts in relation to Mr
Makhlouf’s public statements
about the causes of the unauthorised access; the advice
he provided to his minister at
the time; his basis for making
those statements and providing that advice; and the decision to refer the matter to the
police.
“Mr Makhlouf believes that
at all times he acted in good
faith,” Mr Hughes said.
“Nonetheless, he and I agree
that it is in everyone’s interests that the facts are established before he leaves his
role on June 27, if possible. Mr
Makhlouf is happy to co-operate fully to achieve that.”
Here, officials said the
Department of Finance was
aware of the investigation but
declined to comment.
Last month, Finance Minister Paschal Donohoe named
Mr Makhlouf, currently head
of the New Zealand treasury,
to take over as Central Bank
governor from Philip Lane,
opting for him over senior
local applicants including
Central Bank deputy governor
Sharon Donnery.
He’s due to take up the
€270,501-a-year job in September.
As Irish Central Bank governor, Mr Makhlouf will also
have a seat on the ECB governing council.
Last night, Government
sources here admitted the
situation was problematic but
said they were keen to wait for
the outcome of the New Zealand probe.
At this stage, there is an
expectation among Irish officials that Mr Makhlouf will
not be found responsible for
any wrong-doing.
A senior source at Merrion
Street acknowledged the controversy is not ideal.
“It’s not great given the negativity some people already
have around the appointment
of an outsider,” the source said.
Extensive
background
checks were done before the
appointment and there were
“no skeletons”, the source said.

PROFILE
Lost Treasury? A high
reputation could be sunk
by a single misjudgment
Thomas Coughlan
IT WAS all going so well
for Gabriel Makhlouf. New
Zealand’s Treasury Secretary
began the last week of May
getting ready to deliver the
government’s budget, his
last major set-piece before
jetting off to become the next
governor of the Central Bank
in Ireland.
But by June, Mr Makhlouf
was under investigation
by New Zealand’s public
service watchdog, with doubt
looming over whether he
would see out his last weeks
in the job.
It could mark an
ignominious end to an
otherwise successful stint
in New Zealand’s public
service. Born in Egypt to a
Cypriot British father and
Greek Armenian mother,
Mr Makhlouf moved to New
Zealand in 2010 after being
headhunted for the role of
deputy treasury secretary.
Gabs, as he is affectionately
known around Wellington,
had enjoyed a successful
career in the British civil
service. He worked at the
British Treasury and the
OECD, where he worked on
taxation, including money
laundering and tax havens.
He also served as Chancellor
Gordon Brown’s principal
private secretary.
Mr Makhlouf presided over
an innovative treasury in New
Zealand. His last years in the
role have seen him undertake
sweeping reforms of the
Reserve Bank, which will
shift to a committee-based
rate-setting model, much like
the one he will preside over in
Europe. He’s also shepherded
in a dual mandate for the
bank, which now targets
maximum sustainable

employment as well as low
inflation.
His chief legacy will be
pushing the treasury to
broaden its focus from
traditional economic
measurements of progress
to a more holistic,
wellbeing approach. The
department began working
on measurements of living
standards and the quality
of the environment, and
fed that information back
into analysis of government
policy. The work was
innovative, implementing
in a practical way work done
by the OECD on moving
beyond measurements like
GDP as the sole barometer of
economic success.
But Mr Makhlouf’s broad
interpretation of his role
brushed up against the
former right-leaning
government, which opted out
of using treasury wellbeing
work in its budgets. There
were also growing fears the
new, broader focus had led to
a decline in the quality of its
economic advice, one of the
ministry’s primary roles.
Some in Wellington began
to lose confidence in treasury
advice, which had once been
touted as the best in the civil
service. A biennial survey
measuring satisfaction
among people who used
treasury economic advice and
fiscal projections showed it
falling from 70pc in 2015 to
just 47pc in 2017. But, hewing
close to the wellbeing mantra,
Mr Makhlouf’s treasury didn’t
appear overly concerned.
It started to hire fewer
economists in policy roles. In
2017, a minority of analysis
staff held any economics
qualification. The ministry
also didn’t appear to be in a
great hurry to remedy things.

His main
legacy was
pushing
for a more
holistic,
wellbeing
approach
at the
Treasury

That year just four of the 24
new hires in analysis roles
had training in economics.
Last week’s budget should
have been Mr Makhlouf’s
crowning achievement before
leaving on June 23. Dubbed
the Wellbeing Budget,
it marked the first time
spending bids had been made
using a raft of indicators
based on wellbeing, rather
traditional measurements
of growth.

If probe finds against Makhlouf then
Donal
O’Donovan

News
‘Everyone
has a
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whiplash
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ex-FG
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ASCHAL Donohoe’s
appointment
of
Gabriel Makhlouf as
Central Bank governor looks extremely
fraught. If a probe in New Zealand finds he misled the government there, it’s impossible
to see how his appointment
here can go ahead.

There’s already a strong
case that the minister should
put the appointment on hold
pending the outcome of the
investigation in New Zealand
into Mr Makhlouf’s response
to a budget leak.
There’s no suggestion Mr
Makhlouf was aware of the
leak in advance or party to it.
And in relation to his response
there’s no allegation that he
deliberately misled anyone
about what had happened.
But it’s a big mess, and Mr
Makhlouf is in the middle of
it just weeks after getting the
job here, and that’s a prob-

It’s a big
mess
and he’s
in the
middle
of it

lem. We’ve learned from bitter experience the absolute
importance of having cool and
calming heads at the top of the
Central Bank. With the stakes
so high, it’s not a job for someone who’ll struggle in a crisis.
The New Zealand budget
leak is small beer compared
to what we’ve been through in
the past decade or so.
On the face of it, Mr
Makhlouf rushed to judgment
last week – by blaming a cyber
attack for the leak of the New
Zealand budget of which his
department was in charge. Mr
Makhlouf almost immediately
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The left-leaning coalition
led by Prime Minister
Jacinda Ardern was far more
enthusiastic and used the
budget to tout its left-wing
credentials everywhere from
New York to Davos.
But success was not to be.
The National Party, New
Zealand’s main opposition,
was able to release more
than 20 pages of highly
confidential information from
the government’s budget two

days before its scheduled
delivery.
Mr Makhlouf responded
quickly, saying the treasury
had been “deliberately and
systematically” hacked more
than 2,000 times.
The reality was more
prosaic. A opposition staffer
had simply used the search
bar on the department’s
website to reveal budget
details that were partially
visible despite being on a

Liked and
respected:
Gabriel
Makhlouf’s
actions
are being
investigated
by New
Zealand’s
civil service
watchdog

Philip Lane backs
call to lift limits on
bankers’ bonuses
and salaries amid
Brexit pressures

supposedly hidden part of the
site. But by the time the truth
was revealed, Mr Makhlouf
had already called in the
police and dragged in New
Zealand’s National Cyber
Security Centre, triggering
nationwide outrage that the
main opposition party might
have implicated itself in
nefarious hacking.
Finance Minister Grant
Robertson jumped into the
fray, calling on the National
Party to stop releasing hacked
material.
In an embarrassing 5am
press release on budget
morning, the treasury was
forced to dial back its initial
claims and acknowledge the
so-called hack was not illegal.
Mr Robertson also began
to distance himself from the
catastrophe, expressing his
disappointment with the
treasury. Finally, the State
Services Commission (SSC),
the civil service watchdog,
announced it would be
investigating Mr Makhlouf’s
actions.
Mr Makhlouf had been wellliked and respected in the
small set of senior Wellington
mandarins. His international
experience had made him
stand out in a predominantly
New Zealand-born cohort.
The fact that a professional
of Mr Makhlouf’s calibre
let the embarrassing but
non-threatening hack spiral
so rapidly out of control
has many in Wellington
scratching their heads – it
seems uncharacteristic
behaviour from the usually
sober Gabs.
His last weeks in the role
may have revealed a strand of
politicisation and attachment
that is frowned on in the
civil service. Should the
SSC find Mr Makhlouf acted
inappropriately, it would
make an ignominious end to
a mostly successful stint in
one of New Zealand’s most
senior public service roles.

David Chance
CENTRAL Bank governor
Philip Lane has backed an
to end to caps on bankers’
bonuses in a letter to Finance
Minister Paschal Donohoe.
A decision on whether to
soften the rules, which were
put in place after the financial crisis hit, is moving closer
amid pressure from the Brexit
process.
Bankers have long been calling for an end to the caps that
limit bonuses and pay.
They were introduced in a
bid to eliminate herd behaviour in banks, of the kind
that nearly drove Ireland to
the wall during the financial
crash.
AIB, which is still majority
owned by the State, has been
the most vocal – saying that
the restraints have damaged
its ability to recruit and retain
senior staff.
It cited more financial institutions moving here from
London ahead of Brexit,
increasing the demand for
talent.
Now the Central Bank governor has added his voice in a
letter to the Finance Minister.
“Against this background

‘There may be merit
in allowing more
enhanced flexibility’

Thomas Coughlan is
a political reporter at
Newsroom NZ, based in
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appointment here must be canned
claimed the Treasury’s IT systems had been “deliberately
and systematically” hacked.
In reality, an enterprising
researcher for the opposition
National Party had used the
search function on the department’s own website to access
files that should have been
better hidden. There was no
attack, none resulting in a data
breach anyway.
Members of the National
Party are understandably
outraged at any implication
that their political coup in
pre-empting the budget was
the result of a potentially crim-

inal attack on state infrastructure. The original leak is the
subject of a review, but more
worrying for Mr Donohoe, Mr
Makhlouf’s handling of the
situation is the subject of a
separate investigation. It will
look in particular at whether
Mr Makhlouf’s response misled the government. The facts
certainly appear not to line up.
Even if the response was
misleading, it need not have
been deliberate. Mr Makhlouf
may well have been relying on
the information available in a
developing situation. But that
intervention, as well as being

He’s
going to
arrive
into a
sensitive
role
under a
cloud

wrong, escalated rather than
calmed the controversy surrounding the leak.
That’s a real worry. The quality of advice the Central Bank
governor gives the Government must be excellent, coolly
assessed, evidence-based and
clear. It also needs to be communicated with real care.
If the New Zealand probe
finds Mr Makhlouf misled the
government there it is impossible to see how he can be
accepted here. Even as things
stand, he’s going to arrive into
an extraordinarily sensitive
role under a cloud.
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and taking account of the
more stringent European
remuneration guidelines now
in place, we believe there may
be merit in allowing more
enhanced flexibility with
respect to remuneration for
such staff,” he wrote.
Pay caps cover Bank of Ireland and PTSB as well as AIB,
limiting salaries to €500,000 a
year and imposing prohibitive
taxes on any bonuses.
Professor Lane said a more
flexible pay structure would
also allow banks to reduce
costs in a downturn.
Richard Pym, the chairman
of AIB, has called for Ireland
to “move on” from what he
said was the hatred towards
bankers for their role in the
financial crisis.
But the issue is still a political hot potato as banks sell
down their bad loan portfolios
to so-called vulture funds.
He has also called for the
State to cut its stake in AIB.
In his letter, Prof Lane wrote
that there was still some way
to go before Irish banks deliv-

Central Bank governor Philip
Lane supports an end to caps
ered a resilient and trustworthy financial sector.
“From a sustainability standpoint, the Irish domestic
banks have returned to profitability , albeit at relatively subdued levels,” he wrote.
“However, risks remain from
both a prudential and conduct
perspective.”
He called for more diversity
in hiring by the banks, saying this would help improve
decision-making and reduce
the risk of the kind of “groupthink” that contributed to risky
lending.
A decade on from the start
of the global financial crisis,
the consensus among central
banks internationally is that
tough new rules have reduced
the likelihood of a repeat of the
kind of risky lending that led
to the last bust.
Banks are also stronger and
better capitalised than they
were.
At the same time, there are
concerns that some of the
activity formerly undertaken
by banks has moved to other
areas of the financial system
that are less tightly supervised.
Central banks across the
globe have come under fire
from critics who say that their
policies of keeping interest
rates at, or close to, zero has
encouraged risky lending.
A major report on the state
of financial regulation issued
yesterday by Vox, which is
part of the influential Centre
for Economic Policy Research,
said that today’s regulations
were unlikely to prevent the
next financial crisis.
“We do not know where the
next crisis will hit. But if the
past is any predictor of the
future, we can be sure that
entities that perform the functions of banks, but are outside
the regulatory perimeter, will
play an important role,” it said.

