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The global economic landscape is being re-shaped, and is now very different from that of just a decade
ago. Protectionist policies — geared towards reinvigorating domestic industries and reducing supply
chain dependencies — are on the rise, especially in strategically-important sectors. The return of more
activist industrial policies — notably in larger countries with deep pockets — is also a key feature of the
‘new normal’. Finally, the weaponisation of trade — through a greater use of tariffs, non-tariff barriers,
export restrictions, etc. — is prompting a re-configuration of the global economy.

All-in-all, global economic activity is becoming more fragmented and polarised, with mounting evidence
of decoupling among the world’s ‘super-powers’. Crucially, these trends are occurring at a time when
other structural factors — workforce ageing and structurally weak productivity — are weighing on global
economic growth.

Few countries have benefitted as much from the liberalisation of trade and investment than Ireland; in
a symmetric manner, few countries are as exposed to any reversal. Ireland’s economy is now deeply
integrated into global supply chains and the associated investment has allowed the country to specialise
in the production and export of high value-added goods and services. Accordingly, in a more polarised
global economy, where trade frictions are more disruptive and where economic nationalism is more
prevalent, Ireland’s capacity to continue raising domestic living standards could be tested.

The theme of this year’s National Economic Dialogue is “Medium-term budgetary planning against a
rapidly changing global backdrop.” The objective is to reflect on the implications of these fundamental
changes to the global economy for Ireland, and to consider how best the State can prepare.

The purpose of this note is to set the scene, offering a starting point for discussions.

The future of the rules-based, global economic order is increasingly uncertain. While recent policy
announcements have undoubtably amplified this uncertainty, it is clear that these are not new trends.
Fundamental shifts in the global economy have been underway for some time, as economics has
increasingly collided with geopolitics. For instance, following decades of deeper integration across most
of the world, data show a pronounced slowdown in international goods trade since the global financial
crisis (figure 1A). Importantly, the slowdown of goods trade has so far been less pronounced in Ireland
and the rest of the EU, where trade remains a core driver of economic activity (figure 1B).

The most benign interpretation of these trends is that this is evidence of ’‘slo-balising’: cross-border
trade is slowing, rather than actually reversing. A less benign interpretation is that, symptomatic of the
new geopolitical realities, cross-border trade and investment links built up over decades are now
reversing; in other words, the world economy is ‘de-globalising’.

While the jury is still out, it is beyond doubt that the nature of cross-border economic relationships is
changing. Data confirm a sharp rise in the number of protectionist government policies adopted around
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the world;! while most of these measures are concentrated in the goods market, there has also been a
notable uptick in protectionism in the services sector, as well as measures aimed at restricting
international investment (figure 2A). In addition, tariff rates (at the time of writing) applied on imports
to the US are at their highest in nearly a century (figure 2B).

Figure 1: Trade in goods

A: Global trade in goods relative to GDP B: Goods trade in Ireland and EU, per cent of GDP
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Figure 2: Global protectionist trends
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! Defined as implemented national policies which almost certainly discriminate against foreign commercial interests, including
tariffs, non-tariff barriers, capital controls, export bans, investment screening, procurement preferences and subsidies. Some
measures introduced in the early 2020s were likely temporary responses to the COVID-19 pandemic, however the number of
protectionist policies has remained elevated well-above 2019 levels.
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Globalisation and the Irish economic model

The Irish economy relies on open markets so that goods and services produced here can be sold
abroad, with market access allowing Irish-based firms to benefit from economies of scale which would
otherwise be unattainable in a country with a small domestic market.

Over the past few decades, the rules-based international order, alongside the deepening of the Single
European Market, created a virtuous circle in which Ireland became a major exporter in a number of
high value-added sectors, with associated gains in employment, productivity and living standards.
Strengthening economic ties with the US and the integration of China into the global economy has also
enabled export diversification (figure 3A).

A major contributor to global economic integration was the elongation of global supply chains, which
allowed multinational firms to locate different parts of production in different geographical regions,
allowing them specialise on the basis of factor (capital, unskilled labour, skilled labour) endowment.
Ireland has benefitted enormously from this: an abundant supply of skilled labour has helped attract
inward investment and has facilitated a greater degree of specialisation in high-value sectors, with
positive spillovers. Over time, Ireland has gained a comparative advantage in the production and export
of high value-added services, most notably in ICT (figure 3B).

Figure 3: Irish trade over time

A: Share of goods trade by geography B: lIrish exports, € bn
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One important vulnerability — highlighted in the immediate aftermath of the pandemic — has been a
growing dependence on imports of critically-important materials needed for production. Ireland would
be unable to produce many of these goods domestically, or would produce them less efficiently than
other parts of the world.?

2 Jreland has high labour and capital costs relative to the global mean, and has specialised in advanced sectors which rely on
digital and human capital. Expanding domestic production in other industries where productivity is lower would be costly for
consumers and could also result in labour and capital being diverted away from existing high-value sectors.
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The pick-up in protectionism and interventionism

At the risk of over-simplification, the resurgence of protectionist and interventionist policies can, at least
in part, be traced to the adoption of the ‘Made in China 2025’ strategy a decade ago. In broad terms,
this programme aimed to transform the structure of manufacturing production in China; essentially the
objective was the move further up the manufacturing value-added curve — production based on capital
and skilled labour inputs rather than unskilled labour. The strategy involved targeting several strategic
sectors, including electric vehicles and next generation ICT (including artificial intelligence). To achieve
leadership in these sectors, large-scale state funding was mobilised, with inter alia via state subsidies
and other financial incentives. State funding was complemented by restrictive trade practices that
limited foreign firms access to its domestic market.

An important consequence has been a widening of global economic imbalances (figure 4A), with
China’s current account (balance of payments) surplus — at 2.3 per cent of GDP last year — a major
source of trade tensions. The United States, in particular, has registered a persistent current account
deficit (figure 4B), which the current administration is now aiming to reduce.

Figure 4: Current account imbalances

A: Current account balances, per cent of global GDP B: US current account balance, per cent GDP
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Western countries responded by ramping up fiscal supports (tax incentives, subsidies) to promote their
own domestic industries, notably to support the green and digital transitions. For instance, the US
responded by imposing tariffs on trade with China (2016-2020) and again later by introducing its own
industrial policies (Inflation Reduction Act; CHIPS and SCIENCE Act) in order to shift the production of
key goods (chips/semi-conductors, ‘green’ inputs, etc) back to the US and to boost economic resilience.
In the EU, the Net-Zero Industry Act and the European Chips Act have similar objectives while the Letta
and Draghi reports, which are now shaping the EU’s competitiveness agenda, emphasised the
importance of strategic investments into key sectors. The UK has indicated that it intends to support
growth-driving sectors within its industrial strategy Invest 2035.

A second source of greater interventionism relates to the vulnerabilities associated with elongated
supply chains that were exposed during the pandemic (personal protective equipment, vaccines, semi-
conductors). To ‘de-risk’ their economies and boost resilience, governments in many regions are
increasingly using subsidies, procurement rules and other industrial policy instruments to ensure
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manufacturing capacity for strategic products (especially those associated with the green and digital
transitions).®

To put it in economic terms, countries are re-evaluating the trade-off between the efficiency gains
associated with supply-chain elongation on the one hand and economic resilience and national security
on the other. Greater weight is being attached to the latter, and this is weighing on global economic
integration.

Less global economic integration, increasing trade frictions and the potential for slower inflows of inward
investment do not bode well for an open economy like Ireland’s.

From a budgetary perspective, the State’s tax base has expanded significantly as a direct or indirect
result of global economic integration, with corporation tax from large multinational enterprises based in
Ireland, income tax revenue from high-income earners in these multinationals and general tax revenues
generated by higher levels of economic activity all major contributors to the exchequer. Corporation tax
receipts, in particular, have increased sharply over the last decade (figure 5A), although this revenue
stream is become highly concentrated within a small number of large firms.

A second risk relates to an ‘uneven playing field’ triggered by the use of subsidies and other financial
instruments in larger countries with deeper fiscal pockets. If these became the key differentiator in
attracting substantial investment, smaller economies such as Ireland will be unable to compete with the
fiscal capacity of much larger countries (figure 5B).

Figure 5: Ireland’s fiscal exposure to changing global backdrop

A: Corporation tax receipts, per cent of total tax revenue B: State Aid* by EU Member State in 2022, € mn
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While not the baseline scenario, a key risk relates to the possibility of a ‘sudden stop’ in corporate tax
receipts — in other words, a sharp fall in this revenue stream over a short period of time. To stress-test
the public finances, two scenarios from the Government's Medium-Term Fiscal Plan (published last

3 Manufacturers of clean energy technologies (such as solar PVs, wind turbines and batteries) and microchips have been the
major recipients of state support.
4 Excludes crisis aid allowed due to the Covid-19 pandemic, but includes aid distributed under the Temporary Crisis Framework.
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October) are presented below (figure 6A, figure 6B). The first scenario envisages a stagnation of
corporation tax receipts, the second envisages a return to 2020 levels by the end of the decade. Both
scenarios have a negative impact on the exchequer balance and the general government balance.

Figure 6: Impact of corporation tax shock on budget balances

A: Exchequer balance, € billions B: General government balances, € billions
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The trend towards fragmentation of global economic activity will be more manageable if Ireland can
plan for these changes in advance. While sustaining strong ties with closest trading partners,
diversifying export markets and promoting multilateralism are all part of the policy response, many of
the geopolitical driving forces are beyond the control of domestic policymakers. Accordingly it is
important to plan ahead and to double-down on those policy levers that can help the economy navigate
the transition.

While the public finances are in a better position than in many other advanced economies, this is largely
due to the over-performance of corporate tax receipts. A significant part of these are sourced from a
handful of firms, highlighting the narrowness of the corporate tax base.

More broadly, the data show that the income tax base is also very narrow. Foreign-owned MNEs
account for 84 per cent of corporation tax revenue and around half of income tax and VAT paid by all
companies in Ireland.®

More generally, the public finances are set to deteriorate in the years ahead as population ageing and

the costs of supporting the climate transition adversely affect both revenue and expenditure.

Another important goal for improving resilience to fragmentation is the growth of Irish businesses,
especially SMEs. Productivity enhancements will be key to achieving this objective, as labour

5 Revenue: Corporation Tax, 2023 Payments and 2022 Returns. Available at
https://www.revenue.ie/en/corporate/documents/research/ct-analysis-2024.pdf
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productivity in the domestic sector of the economy is currently six times lower than labour productivity
in sectors dominated by foreign multinationals.® Domestic firms in Ireland perform moderately well
relative to their European peers, but there are clear opportunities for productivity improvements,
evidenced by the significant productivity gap between domestic and multinational firms.

In particular, wider adoption of new innovative technologies such as Artificial Intelligence (Al) by Irish
firms could lead to enormous productivity benefits, which would enhance the resilience of our economy
to unfavourable global conditions.” Technology can also be used to increase automation in labour-
intensive businesses, including services, thereby increasing productivity. Furthermore, Irish businesses
are being encouraged to expand their investment into research and development (R&D) to boost
productivity levels. Enterprise Ireland provides a range of supports, including Innovation Vouchers to
boost collaboration between firms and academia.

It is imperative to create and nourish the right environment for firms to enter the market, for the most
dynamic firms to prosper and expand, and for the least dynamic firms to exit. In the public sector,
productivity gains are a priority, in order to improve overall efficiency and ensure value-for-money.
Finally, it is vital that addressing infrastructural bottlenecks is prioritised.

More broadly, in an environment where trade flows are more likely to be disrupted and international
investment will be harder to attract, Ireland must address its existing competitiveness challenges to
ensure we are in the best possible position to deal with future uncertainty. The National
Competitiveness and Productivity Council® has outlined the importance of reducing capacity constraints
in the economy, which are stifling the delivery of key infrastructure such as housing. The Council has
pointed to the high cost of doing business in Ireland and the need to minimise the regulatory burden,
especially for SMEs, whilst highlighting the value of deepening the EU Single Market so that Irish firms
can successfully scale up. Improving labour market flexibility will remain key to ensure efficiency within
the economy. Government is actively working to address competitiveness issues, with a strong focus
on planning reform, minimising the regulatory burden on SMEs, boosting labour force participation and
skills through active labour market policies, as well as enhancing the use of digital technologies.®

The Irish economy can improve its preparedness for unexpected geopolitical shocks through
diversification of international trade and investment links, expanding the market for our exports,
increasing the supply of inward FDI and diversifying our supply chains. Ireland is already well-integrated
within the European Single Market, with strong links to the United States and United Kingdom. Further
developing our ties with the rest of the world, especially fast-growing emerging markets, is a central
objective to minimise the potential damage caused by protectionist policies arising from some of the
world’s major economies. Government is focused on expanding Ireland’s economic relations with the
rest of the world, as addressing the risk of concentration has been a central goal of our trade and

6 CSO: Productivity in Ireland 2022-2023. Available at:
https://www.cso.ie/en/releasesandpublications/ep/p-pii/productivityinireland2022-2023/labourproductivity/

" A recent report from the Trinity Centre for Digital Business and Analytics (CDBA) at Trinity Business School, in collaboration
with Microsoft Ireland, estimated that the economic benefits of Al to Irish economy would be considerably higher if the technology
was adopted more broadly across firms, especially under favourable policy conditions. The report is available at:
https://www.tcd.ie/media/tcd/business/pdfs/research/Microsoft-Report.pdf

8 National Competitiveness and Productivity Council: Ireland’s Competitiveness Challenge 2024. Available at:
https://www.competitiveness.ie/media/d2nhry3o/icc 2024 final version.pdf

% The Government Response to Ireland’s Competitiveness Challenge 2024 is available at:
https://www.competitiveness.ie/media/tvwlufc1/the-government-response-to-ireland-s-competitiveness-challenge-2024.pdf
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investment strategy.’® A new Government’s Action Plan on Market Diversification is being developed
to assess the available supports for Irish businesses to diversify their export markets and supply chains.

The external environment which the Irish economy is dependent on is shifting, with geopolitical tensions
and the return of protectionism posing a serious risk to Ireland’s economic model. Any reversal of global
integration could restrict the available markets for Irish exports, as well as limiting the supply of foreign
direct investment. This would likely have consequences across all sectors of the Irish economy,
however, some would be affected more than others, especially the country’s high-value industries which
are driven by multinational enterprises. A deterioration of economic openness around the world will
also have considerable fiscal impacts for Ireland.

Other than continuing to advocate for trade liberalisation, there is little Ireland can do to influence the
external environment.

The priority, therefore, must be on addressing the competitiveness challenges that are already weighing
on the Irish economy (water and energy infrastructure, housing, transport) as well as ensuring the
sufficient flexibility — including fiscal flexibility via running budgetary surpluses in ‘good’ times — so that
the economy can adapt if the situation deteriorates.

10 See Trade and Investment Strategy 2022-2026: Value for Ireland, Values for the World. Available at:
https://www.gov.ie/en/department-of-enterprise-trade-and-employment/publications/trade-and-investment-strateqy-2022-2026-
value-for-ireland-values-for-the-world/
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Ireland’s Well-being Framework is a cross-government initiative to help improve understanding of
quality of life and to measure overall progress as a country. The CSO’s Well-being Information Hub
shows lIreland’s performance across thirty-five well-being indicators selected to give a high-level
overview of how the country is doing. This short summary reviews the latest data from these indicators
in terms of trends over time and compares Ireland’s performance with other countries. It also highlights
which indicators are particularly important for economic, social, and environmental sustainability! and
finally looks at what the indicators tell us about well-being outcomes and equality.

The indicators show that for Ireland the well-being trend over a five-year period is moving in the right
direction, with eighteen of the twenty-eight indicators (for which data are available across time) showing
positive progress, with the remaining ten showing negative or little progress (table 1).

Table 1: Well-being indicators in Ireland

Positive time trend (five best performing) Negative time trend

% of population who feel lonely School-aged children happy with their life at present

% of pop. who did not feel depressed” in the last four weeks Unmet need for medical attention

Proportion of A or B domestic dwelling energy ratings @ % of households experiencing pollution or grime**

Net government worth @ Murder rate for 100,000 of population

New dwelling completions @ % of people experienced discrimination in last two years

A or downhearted
A or other environmental problems
Source: CSO.

Relative to others, Ireland performs above the EU or OECD average across nineteen of the twenty-five
indicators for which data are available, while six performed poorly relative to other countries (table 2).

Of the fifteen indicators considered particularly important for sustainability (economic, social and
environmental), eleven have trending data and eight of these have improved over the 5 year period.
Three of these eight perform particularly well: net government worth, new dwelling completions and
high domestic energy rating. Ten of the sustainability indicators can be assessed for international
performance and three of these perform particularly well: population reporting depression, reading and
maths performance among 15 year olds and healthy life years. One of the sustainability indicators —
waste generated - performs poorly across both trend and international comparison.

This year’s data show that single-parent households, younger people in the workforce, unemployed
people, people in bad or very bad health, households with lower incomes, and households in
accommodation rented at market rates are population cohorts with lower well-being outcomes than
other comparable groups across multiple well-being dimensions.?

! Indicated by the leaf in the tables, as defined in the Department of Finance (2022), Sustainability in the Irish Well-being
Framework: A Review, which also identified the fourteen indicators.

2 For more detail, see the Well-being Portal, available at: www.gov.ie/wellbeing-framework.
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A review of the Well-being Framework will be carried out in 2026, informed by consultation with

stakeholders.

Table 2: Well-being indicators — international comparison

Above international average (five best performing)

Median household net wealth

Mean weekly earnings

Equivalised net income

Satisfaction with how democracy works in Ireland

Reading and Maths performance in fifteen year olds

Source: CSO.

@

Below international average

Share of research and development personnel @
Unmet need for medical attention @
Long working hours in main job

Greenhouse gas emissions ®

Waste generated
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A well-being perspective 2025
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