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Procedural, technical and other relevant issues

Endorsement

The macroeconomic forecasts were endorsed by the Irish Fiscal Advisory Council (the Council) on 23 September 2024
(annex 1), a requirement under European Union law (set out in the so-called ‘two-pack’).

To operationalise this legal requirement, staff in the Economics Division of the Department provided an initial set of projections
to the Council on 17" September. Following an iterative process, a formal presentation was made by Departmental staff to
the Council on 23" September.

A Memorandum of Understanding between the two institutions governs the process, and is available at:
https://lwww.gov.ie/en/publication/caca92-memorandum-of-understanding-between-the-irish-fiscal-advisory-counci/

EU requirements

A summary of the main tables set out in this document — known as the Draft Budgetary Plan — will be transmitted to the
European Commission and Council by the 15" October, in line with Ireland’s legal obligations as a euro area Member State.

Government will also transmit Ireland’s Medium-Term Fiscal and Structural Plan on 15" October, based on medium-term
projections set out in this document.

Date stamp

The macroeconomic analysis and forecasts contained in this document are based on economic and fiscal data available to
mid-September 2024.

Presentation of the budget to Dail Eireann earlier than usual means that data for the 2023 general government outturn are
still being revised by the CSO (i.e. balance and debt). This should be borne in mind in all of the general government tables;
finalised. Outturn data will be published in mid-October and incorporated into the medium-term fiscal plan.

For comparison purposes, the main macro-economic variables from each set of forecasts that has been subject to the

endorsement process (which began in 2013) is available at:
https://www.gov.ie/en/publication/7ddf7-database-of-past-forecasts/

Availability of chart data

In line with the Government’s Open Data Initiative, the data underpinning charts in this document are available at:
https://www.gov.ie/en/publication/c4f66-budget-2025-chartpack/

Rounding

Rounding can affect totals in all tables in this document.

The document contains several boxes. These are short, self-contained pieces of analysis, the objective of which is to delve
a little deeper into some topical economic and fiscal issues.

Corrections policy

The data and analysis set out in this document are compiled by Department of Finance staff; every effort is made to ensure
accuracy and completeness.

If errors are discovered, subsequent corrections and revisions are incorporated into the digital version available on the
Department’s website. Any substantive change is detailed in the online version.

n Presentation before parliament

The document was laid before (formally presented to) the Oireachtas on 1st October 2024.
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Chapter 1
Overview and General Policy Strategy

1.1 Policy strategy

The cumulative evidence over the past six months or so broadly confirms the Department’s assessment
of the economy as set out in the spring. Inflation has continued to moderate, employment and activity
have expanded further, while real wage growth has moved into positive territory.

All-told, the incoming data support the view that the economy is in reasonably good shape at this point.
There are, however, two important caveats to this assessment. First, while the macro-position is fairly
healthy, there remain important sectoral imbalances — in the housing market, in other strategic
infrastructural areas (such as energy and water), in healthcare delivery — that are weighing on economic
and social progress. The second caveat relates to heightened levels of uncertainty — in part the result
of a more fractious geopolitical environment — that reinforce the view that the future could be very
different from the recent past.

Against this backdrop, a key macroeconomic objective of Budget 2025 is to support the supply-side of
the economy, by increasing capital expenditure to address existing infrastructural deficits, including the
shortfall of housing output relative to population needs. Government is allocating €14.9 billion next year
by way of (voted) capital expenditure, the highest level ever. This will help narrow the infrastructure
gap and support the competitiveness of the economy. That said, the focus cannot solely be on
increased inputs and Government will also seek to improve the delivery of more efficient public services
by better aligning outputs with inputs.

In parallel with voted expenditure, the Government is allocating €3 billion from the proceeds of recent
share sales towards boosting public investment in housing (capitalisation of the Land Development
Agency), energy and water infrastructure. There is, however, no certainty around the timing of the
drawdown of these funds and therefore the additional spending is not included in the budgetary
arithmetic. Notwithstanding, it is Government policy that these funds will be invested in due course.
Government is also setting out a framework regarding how the escrow funds arising from the Court of
Justice of the European Union decision (10t September 2024) will be allocated, with a view to ensuring
a maximum rate of return (economic and social) from these windfall gains.

The Government’s budgetary policy is also geared towards supporting living standards and purchasing
power, in order to cushion the impact of higher prices on households and firms. While the rate of
inflation has fallen, Government is conscious that the price level remains high and, accordingly, is
mobilising €2.2 billion by way of one-off transfers.

In addition, Budget 2025 is also shaped by the need to build fiscal buffers, particularly in light of the
windfall nature of at least some of the corporation tax increase in recent years. The Government is
transferring 0.8 per cent of GDP to the Future Ireland Fund this year.

Finally, and reflecting the 9 per cent increase in the population since just before the pandemic,
Government is funding further increases in public services; as with capital expenditure, there is a need
to ensure value-for-money and that public sector output rises in line with higher inputs.

Budget 2025 is the Government’s final budget, with a general election constitutionally required by the
spring of next year at the latest. Accordingly, this document sets out budgetary forecasts over the life-



time of the next Parliament. This requires inter alia taking a stand on the future evolution of the
economy. As the Department has previously highlighted, fundamental changes are at work — the
economy is now more ‘shock-prone’ while demographics, digitisation and other structural forces are
transforming economic activity. These changes make it inherently more complex to produce accurate
forecasts. To assist with medium-term budgetary planning, therefore, this document also sets out
alternative scenarios in which corporation tax receipts remain flat or revert to 2020 levels by the end of
this decade.

Finally, the Government will submit its medium-term fiscal plan to the European Commission in mid-
October in line with its legal commitments.

1.2  Short-term economic and budgetary outlook

Near-term growth momentum remains positive. As expected, inflation has retreated in the first half of
this year, supporting the purchasing power of household incomes. Employment has continued to
expand, with the unemployment rate hovering around 4%z per cent.

Looking ahead, base effects will likely trigger a modest pick-up in headline inflation in the final quarter
of the year. That said, real income growth is expected to remain in positive territory and this should
underpin continued expansion of consumer spending in the second half of the year and into next year.
Purchases of goods and services by Government should also contribute positively to growth.
Investment in housing assets should continue to increase in the near-term, though elevated levels of
uncertainty may hold back business investment despite the assumed decline in the cost of capital (as
currently signalled by the money market curve).

Table 1: Forecast for key macro-fiscal variables and comparison with previous forecast vintage

2024 forecast 2025 forecast
Autumn Spring A pp Autumn Spring App
2024 2024 2024 2024
Economic activity
Real GDP -0.2 2.6 -2.7 3.9 3.9 0.0
Modified domestic demand 25 1.9 0.6 2.9 2.3 0.7
Consumer spending 3.2 2.4 0.8 &3 3.1 0.3
Prices
HICP 1.7 2.1 -0.4 1.9 2.1 -0.2
Core HICP 2.7 3.0 -0.3 2.3 24 -0.1
GDP deflator 3.2 2.8 0.4 2.1 2.3 -0.2
Labour market
Employment (per cent) 2.4 1.9 0.5 1.8 15 0.3
Unemployment rate (per cent) 4.4 4.6 -0.2 4.5 4.7 -0.2
Public finances € bn A€ bn € bn A€bn
Tax revenue 105.7 92.1 13.6 105.4 97.5 8.0
Exchequer balance 11.6 25 9.1 7.9 0.7 7.1
General government balance 23.7 8.6 15.1 9.7 9.7 0
General government debt 217.2 220.8 -3.6 211.2 223.2 -12

Note:
Rounding may affect totals; pp = percentage points.
Source: Department of Finance.




Against this backdrop, Modified Domestic Demand (MDD) is projected to increase by 2.5 per cent this
year (table 1), a 0.6 pp upward revision relative to the Department’s spring forecasts. For next year,
MDD growth of 2.9 per cent is currently anticipated, an upward revision of 0.7 percentage points relative
to the spring forecasts.

Employment is set to expand over the course of this year and next, though at a slower rate than last
year. Inflation (on a harmonised basis) is set to average 1.7 per cent this year, with an average rate of
1.9 per cent assumed for next year.

The Department’s macroeconomic forecasts have been endorsed by the Irish Fiscal Advisory Council
(annex 1) in line with legal obligations as a euro area Member State.

Turning to the budgetary situation, a general government surplus of €23.7 billion is projected for this
year, the equivalent of 7.5 per cent of GNI*. This figure includes the one-off transfer to the State arising
from the Court of Justice of the European Union ruling in September. Excluding the impact of this
transfer, as well as the Department’s estimate of windfall corporate tax receipts, there would be an
underlying fiscal deficit (GGB*) of around €6.3 billion (2 per cent of GNI*) for this year.

For next year, the expenditure ceiling is set at €105.4 billion, providing for an increase in voted
expenditure of 6.9 per cent. With tax revenue growth (excluding the CJEU once-off) projected at 0.4
per cent, this would equate to a surplus of 2.9 per cent of GNI* for next year. Excluding estimates of
‘windfall’ corporate tax, this would be consistent with an underlying deficit of €5.7 billion (1.7 per cent of
GNI*).

1.3 Medium-term economic and budgetary outlook

Macroeconomic forecasts covering the second half of this decade are set out below (table 2). The
projections are calibrated upon an in-depth assessment of the economy’s growth potential. As
highlighted by the Department on several occasions, there are powerful forces at work (the ‘4Ds’) that
could significantly alter the medium-term trajectory for the Irish economy. It is stressed that the figures
are forecasts and are no guarantee; in this regard, different scenarios are set out in which corporate tax
receipts decline from their elevated levels at present.

The fiscal forecasts (table 3) are prepared on the basis of technical assumptions regarding public
spending, that broadly align with those set out in the Summer Economic Statement over the medium-
term. The net spending rule covering the period 2026-2030 will be set out in the medium-term fiscal
plan; this will be a purely technical assumption. The actual net spending plan covering the second half
of this decade will be a matter for the next government.



Table 2: Summary — main economic variables

2023 2024 2025 2026 2027 2028 2029 2030

Economic activity per cent change

Real GDP -5.5 -0.2 3.9 3.7 3.7 3.6 3.6 3.6
Modified domestic demand 2.6 25 2.9 3.0 2.9 2.8 2.8 2.8
Real GNI* 5.0 4.9 2.7 2.7 25 2.3 2.2 2.2
Prices per cent change

HICP 5.2 1.7 1.9 2.0 2.0 2.0 2.0 2.0
Core HICPA 5.1 2.7 2.3 2.2 2.2 2.2 2.2 2.1
GDP deflator 3.6 3.2 2.1 2.1 2.1 2.1 2.1 2.1
External trade per cent GNI*

Modified current account 3.3 6.8 6.8 6.6 6.4 6.1 5.5 5.0
Labour market per cent change (unless stated)

Total Employment (‘000) 2,685 2,748 2,797 2,839 2,873 2,898 2,921 2,941
Employment 3.4 2.4 1.8 15 1.2 0.9 0.8 0.7
Unemployment (per cent) 4.3 4.4 4.5 4.5 4.5 4.6 4.6 4.6
Note:

Based on the latest statistical assessment, the transfer to the State arising from the Court of Justice of the European Union
ruling in September is not expected to impact on estimates of headline economic activity including GNI*.

~ core inflation is the headline figure excluding unprocessed food and energy.

Source: CSO for 2023; Department of Finance for 2024-2030.

Table 3: Summary — main fiscal variables under different scenarios, € millions

2023 2024 2025 2026 2027 2028 2029 2030

Scenario: baseline

Exchequer balance 1,180 11,570 7,885 -835 -4,365 -3,510 -4,655 -6,150
GG balance 8,330 23,655 9,700 8,335 7,130 10,320 10,460 10,380
of which: transfer to FIF / ICNF 4,000 4,050 6,080 6,200 6,460 6,720 7,000 7,295
GGB exc. transfer to FIF / ICNF 4,330 19,605 3,620 2,135 670 3,600 3,460 3,085
GG debt, per cent GNI* 75.9 69.1 63.8 61.0 59.5 58.6 57.8 55.9

Scenario: CT receipts stall
Exchequer balance 11,570 3,055 -1,615 -4,815 -7,670  -10,505 -13,770
GG balance 23,655 4,870 7,555 6,680 6,160 4,610 2,760

Scenario: decline of CT receipts
Exchequer balance 11,570 -1,110 -9,360 -15,630 -21,125 -26,225 -31,435
GG balance 23,655 705 --190 -4,135 -7,295  -11,110 -14,905

CT receipts stall = CT receipts remain at 2024 levels over the forecast horizon.

Decline of CT receipts = CT receipts revert to 2020 levels by 2030.

Note: both of these scenarios are illustrative and don’t take into account spill-overs or second-round effects.
Source: Department of Finance.
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Chapter 2
Economic Outlook

2.1 Summary

The data-flow in the first half of the year suggests that the domestic economy continues to perform
strongly. This has yielded positive dividends in the labour market, where the employment rate — the
number of people employed as a share of the working age population — is at its highest ever. The
unemployment rate continues to hover around 4%z per cent, broadly consistent with ‘full employment’.

Dis-inflation has been more rapid than initially assumed. The moderation is primarily due to a decline
in the external sources of inflation: energy prices have fallen backwards to pre-war levels while the re-
normalisation of global supply chains has had a favourable impact on non-energy goods prices.
Working in the other direction, services sector inflation remains well in excess of historical norms, largely
reflecting the strength of domestic demand.

The easing of headline inflation has underpinned real wage growth with the improvement in purchasing
power supporting increases in consumer spending; this is projected to continue in the final quarter and
into next year. Business investment has been affected by a number of one-off developments, making
it difficult to extract the signal from the noise; on balance, however, it would appear that elevated levels
of uncertainty — mainly related to the global backdrop — will weigh on business spending in the near-
term. A decline in the cost of finance — as currently priced by money markets — will offer some
countervailing forces.

Against this background, MDD is projected to grow by 2.5 and 2.9 per cent, respectively, this year and
next.

The near-term outlook in many of Ireland’s key export markets remains relatively subdued. That said,
the post-pandemic correction in some important exporting sectors appears to be complete so that, in
overall terms, exports should remain on a positive trajectory.

Risks to the near-term outlook are two-sided. On the domestic side, demand could be stronger-than-
assumed and consequently supply-side constraints, overheating pressures and a resulting loss in
competitiveness are the most significant sources of domestic risk. On the external side, risks are tilted
to the downside with the most pressing risk relating to potentially weaker global demand.

2.2 Macroeconomic developments in 2024

Irish exports rebounded strongly in the first half of this year, following the post-pandemic correction
during 2023 (figure 1A). While the headline figure was inflated in the second quarter (by the one-off
export of intellectual property assets), the underlying dynamic was solid, with strong foreign sales of
pharmaceuticals, semiconductors and, in particular, computer services (box 2).

This pattern is expected to continue in the second half of the year, and means that overall export growth
will, once again, exceed growth in Ireland’s main export markets, i.e. in aggregate terms, Ireland will
continue to gain market share. Exports associated with ‘contract manufacturing’ are difficult to predict

! Headline exports and investment have been significantly impacted by firm specific factors in the multinational sector, specifically
related to corporate restructuring. This has led to a significant outflow of intellectual property assets i.e. the IP has been relocated
outside of Ireland. This outflow is recorded as both a service export and as disinvestment in the national accounts (as it has
resulted in a fall in Ireland’s capital stock).



with any degree of accuracy and, accordingly, a purely technical assumption is made that there is no
significant contribution from this source over the remainder of the year. Putting all these factors
together, exports are projected to grow by 8% per cent this year (by around 6 per cent on an underlying
basis, i.e. after excluding intellectual property exports).

On the domestic side, MDD grew at a subdued pace in the first half of the year (figure 1B), reflecting
modest growth in consumer spending and a decline in modified investment.

Figure 1: Recent developments

A: Exports of goods and services, in constant € mn, s.a B: MDD - real and nominal (g4 2019 = 100)
250,000 Real MDD Nominal MDD
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Source: CSO. Source: CSO.

Having stagnated at the start of the year, consumer spending picked up in the second quarter and this
momentum is expected to continue in the second half of the year (table 4). In particular, the easing of
inflation will support real wage growth, while cost-of-living related transfers from the government sector
to the household sector — as part of Budget 2025 — will further underpin household incomes, and hence
spending, in the final quarter of the year. Against this backdrop, consumer spending is projected to
increase by 3.2 per cent this year.

Table 4: Key macroeconomic variables — quarter-on-quarter, per cent change (unless stated)

2024 2025
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Consumer spending 0.0 11 0.8 1.9 0.2 0.6 0.8 0.8
Modified domestic demand 1.0 -0.5 11 14 0.4 0.6 0.8 0.8
Inflation rate (annual per cent) 2.2 1.6 1.2 1.6 2.0 2.0 2.0 1.8
Unemployment rate (per cent) 4.3 4.4 4.4 4.5 4.5 4.5 4.5 4.5

Note:

data-points for q1/2024 and q2/2024 are outturns; seasonally adjusted data (except for inflation rate).
Inflation refers to the HICP.

Source: CSO for outturn data, Department of Finance forecasts.

Spending on goods and services by the government sector is projected to increase by 3 per cent in real
terms this year, driven by inter alia the expansion of service provision in key policy areas.

Department of Finance | Economic and Fiscal Outlook Page | 6



Business spending has been volatile in the first half of the year due, in part, to highly concentrated
machinery and equipment investment in the multinational sector, which is assumed to make a negative
contribution in the second half of the year.?

On the building and construction side, investment within the commercial real estate sector has been
weak since the pandemic, with the structural shift in working arrangements (increased work-from-home)
reducing demand for office space. In addition, the rising cost of capital has acted as an additional
headwind over the past year or so. As a result, investment within the sector is set to contract further
this year. On the residential side, activity is expected to accelerate in the second half of the year.

Table 5: Macroeconomic prospects

2023 2024 2025 2026 2027 2028 2029 2030

Economic activity per cent change

Real GDP -5.5 -0.2 3.9 3.7 3.7 3.6 3.6 3.6
Nominal GDP -2.1 3.0 6.1 5.9 5.9 5.8 5.8 5.8
Real GNI* 5.0 4.9 2.7 2.7 25 2.3 2.2 2.2
Real MDD 2.6 25 2.9 3.0 2.9 2.8 2.8 2.8
Components of GDP per cent change

Personal consumption 4.8 3.2 &3 2.9 2.7 2.6 2.6 2.4
Government consumption 4.3 3.0 2.8 1.8 1.7 1.7 1.7 1.7
Modified investment -4.4 0.2 1.9 4.8 4.9 4.6 4.6 4.6
Stock changes” 1.3 -1.2 0.0 0.0 0.0 0.0 0.0 0.0
Exports -5.8 8.5 1.9 3.8 3.8 3.7 3.7 3.7
Modified imports -0.1 9.6 3.9 3.3 8.3 3.1 3.1 3.1
Contributions to GDP growth percentage points

Modified domestic demand 1.2 1.2 1.4 15 1.4 14 14 14
Modified net exports -8.1 -0.2 2.5 2.2 2.3 2.2 2.2 2.2
Stock changes 1.3 -1.2 0.0 0.0 0.0 0.0 0.0 0.0
Statistical discrepancy 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Nominal amounts € millions

GDP (nearest €25m) 509,950 525,125 557,300 590,275 625,075 661,625 699,700 740,000
GNI* (nearest €25m) 290,925 314,350 331,075 348,300 365,750 383,600 400,975 419,200

~ contribution to GDP growth.
Source: CSO for 2023; Department of Finance for 2024-2030.

Putting these factors together, MDD is projected to increase by 2.5 per cent this year, an upward
revision of 0.6 percentage points compared with the forecasts set out in the Stability Programme Update
in April.

2 Modified investment recorded positive quarterly growth of 5.7 per cent in in the first quarter but fell 7 per cent in the second
quarter.



2.3

2.3.1 External assumptions

Macroeconomic projections for 2025

Incoming data suggest that rates of headline inflation across advanced economies are now approaching
central bank targets. Most of the main central banks have, accordingly, begun to pivot from the
exceptionally tight monetary conditions that have characterised the recent past (figure 2).

In terms of the ‘real’ economy, the data-flow for the first half of the year present a mixed picture for
Ireland’s trading partners (figure 3). Consumption continued to drive economic activity in the US, while
business investment also played an important role. The euro area and UK economies, however,
continue to lag, with only modest expansion recorded in the first half of the year on an annual basis.
Within the euro area, there has been some notable variation across euro area economies.

Figure 2: Monetary policy and inflation in key trading partners

A: Euro area, per cent B: United Kingdom, per cent C: United States, per cent
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Note: inflation = CPI.
Source: Macrobond.

Note: inflation = CPI.
Source: Macrobond.

Note: inflation = HICP.
Source: Macrobond.

Looking ahead, GDP projections for Ireland’s main export markets are set out below (table 6). Baseline
projections envisage a gradual easing of demand in the US, with a closer alignment with supply. High
frequency data, which point to a modest cooling in the labour market over the summer, are consistent
with this view. On this side of the Atlantic, the easing of inflation should support a consumption-led
rebound in both the euro area and UK economies; in both cases, growth in demand is assumed to be
gradual, with downside risks dominating.
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Figure 3: GDP in Ireland’s key trading partners
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Wholesale gas prices have increased since the spring and are now expected to average $0.8 per therm
for this year. The futures curve is pricing in gas prices of around £1 per therm and £0.9 per therm in
2025 and 2026, respectively (figure 5A). In contrast, oil prices (Brent crude) are largely unchanged
from those in the spring: an average price of just over $80 dollars per barrel is priced-in for this year,
falling to under $75 per barrel next year (figure 5B).

Holding key bilateral exchange rates at their mid-September levels — the cut-off date for calibrating the
forecasts in this document — implies a euro-dollar rate of €1 = $1.11 for next year (a 2 per cent euro
appreciation — figure 5C). The same approach implies a euro-sterling bilateral rate of €1 = stg£0.84
for next year (a 1 per cent euro depreciation — figure 5D).

Table 6: External assumptions, per cent change (unless stated)

2023 2024 2025 2026 2027 2028 2029 2030

External GDP growth

United States 25 2.6 1.6 2.0 2.1 2.1 2.1 -
Euro area 0.5 0.7 1.3 1.4 1.3 1.3 1.2 -
United Kingdom 0.1 11 1.2 1.7 1.7 1.6 14 -

Technical assumptions

Euro-sterling exchange rate (€1=) 0.87 0.85 0.84 0.84 0.84 0.84 0.84 0.84
Euro-dollar exchange rate (€1=) 1.08 1.09 111 1.11 111 1.11 111 111
Brent crude ($ per barrel) 82.1 80.6 74.0 71.9 70.6 69.8 69.3 69.1
Natural gas prices (stg€ per therm) 1.0 0.8 1.0 0.9 0.8 0.7 0.7 0.7
Note:

Qil and prices (futures) are calculated on the basis of futures markets as of mid-September 2024.
Exchange rate outturns as of mid-September 2024 and unchanged thereafter.
Source: External growth forecasts from OECD Interim Economic Outlook for 2024-2025; IMF WEO for 2026-2029.
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Box 1: International industrial policy changes

A notable feature of the global economic landscape in recent years has been a shifting of international trade and
investment patterns. These trends reflect the private sector’s response to the vulnerabilities associated with elongated
supply chains (as highlighted by the pandemic). From a public sector perspective, these trends also reflect the need to
protect supply chains — especially in sectors associated with the climate transition and national security — against a
backdrop of heightening geopolitical tensions.

One important subset of these changing international patterns is the trend towards more-interventionist industrial policies,
as countries seek to boost domestic production and reduce reliance on foreign suppliers (figure 4A).

In the US, the Inflation Reduction Act (IRA) has authorised large amounts of federal funding for clean energy projects,
including the manufacturing of renewable energy infrastructure, batteries and electric vehicles (EVs). The IRA’s large
subsidies incentivise clean technology manufacturers to locate production in the US, and has sparked a surge in private
investment within the US.

The CHIPs & Research Act (CHIPs) specifically targets the semiconductor industry, and has also led to a significant
increase in private investment within the US electronics industry.

In order to prevent European industry being left at a competitive disadvantage, the European Union has responded with
several new policies of its own, designed to boost investment into its own green and digital sectors. The Temporary Crisis
and Transition Framework (TCTF) allows Member States to fund manufacturers of clean energy technologies via State
Aid, to the point of matching subsidies offered by third countries. Most of the aid distributed under this ‘Transition’ clause
has come from Member States with the greatest fiscal resources (figure 4B).

The EU CHIPs Act also allows for massive State Aid into semiconductor manufacturing projects by Member States. The
Net-Zero Industry Act (NZIA) mandates that public procurement of clean energy technologies should favour EU-made
products.

Finally, the Strategic Technologies for Europe Platform (STEP) seeks to boost investment into critical and emerging
technologies, mostly via centralised EU-funding but accompanied by national State Aid.

Figure 4: Protectionist and Re-Shoring Policies are Proliferating

A: Number of Protectionist Interventions Globally B: Total Transition Aid, € mn
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From an lIrish perspective, these developments could trigger a subsidy race, potentially to the detriment of smaller
economies. Within the EU, the continued relaxation of State Aid rules has the potential to distort the Single Market, as
companies may choose to locate operations in Member States offering the largest subsidy packages. Furthermore,
interventionist industrial policies often spark retaliation from other economies, potentially leading to tit-for-tat measures
which further obstruct global trade and investment flows.

As a small economy which has significantly benefitted from globalisation and the multilateral rules-based system which
facilities it, Ireland is highly-vulnerable to any fragmentation of the global economy driven by heightened protectionism.



Figure 5: Changes in key external variables relative to spring forecasts

A: Gas prices, stgf per therm B: Oil prices, $ per barrel
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Against this external backdrop, underlying (i.e. excluding exports of intellectual property) exports are
projected to increase by around 4% per cent next year. This forecast is calibrated on the assumption
that ‘base effects’ — associated with the post-Covid correction and with ‘contract manufacturing’ — will
fade.
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Box 2: Trading enterprises in Ireland

The concentration of economic activity in the Irish economy has been well documented,” as has the concentration
of Ireland’s export portfolio within a small number of sectors (ICT, pharma-chem)."" This sectoral-level
concentration creates a clear vulnerability for the domestic economy via employment, wages and corporate tax
revenues.

Figure 6: Exports of Irish trading enterprises in 2022

A: Exports of Irish goods by top enterprises, per cent B: Exports of Irish goods by ownership, € bn
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New data®”*” help shed further light on the concentration of activity by enterprise. One of the key take-aways is
that just 5 firms account for nearly half (44 per cent) of all goods exports in 2022; over two-thirds of goods exports
were sourced from just 20 firms (figure 6A).

While the focus of this analysis is on goods exports, a similar analysis of services trade in 2020 showed even
greater concentration in services exports, with half of all services exports coming from just 5 exporters. A """

Analysis of this data by sector and firm ownership further illustrates the concentration of Irish goods exports.
Although more than 80 per cent of exporting firms are domestically-controlled, foreign-controlled firms accounted
for 87 per cent of Irish goods exports in 2022 — in line with the degree of concentration in corporate tax payments
(figure 6B).

The manufacturing sector - pharmaceutical and chemical products in particular - accounts for the bulk of goods
exports, despite less than a quarter of exporting firms operating in the sector.

Within the manufacturing sector, just 1-in-5 firms is foreign-owned; however, these firms exported more than
€159bn worth of goods exports in 2022 - more than 90 per cent of manufacturing exports that year.

In sum, this rich data-source provides important granular insights into trading firms in Ireland. While the sectoral
composition of Irish goods exports is well detailed, concentration can also be seen across enterprise size and
domestic and foreign ownership.

All of this points to the importance of policy aimed at increasing productivity among smaller domestic firms and
reducing the exposure of the public finances to the activity of a small number of firms.

~https://lwww.gov.ie/en/publication/a73b6-economic-insights-spring-2024/
Mhttps://www.gov.ie/en/publication/6a0b0-economic-insights-winter-2023/
MAhttps://www.cso.ie/en/releasesandpublications/ep/p-pte/profileoftradingenterprises2022/
MAhttps://www.cso.ie/en/releasesandpublications/ep/p-stec/servicestradebyenterprisecharacteristics2020/concentrationofservicestrade/


https://www.gov.ie/en/publication/a73b6-economic-insights-spring-2024/
https://www.gov.ie/en/publication/6a0b0-economic-insights-winter-2023/
https://www.cso.ie/en/releasesandpublications/ep/p-pte/profileoftradingenterprises2022/
https://www.cso.ie/en/releasesandpublications/ep/p-stec/servicestradebyenterprisecharacteristics2020/concentrationofservicestrade/

2.3.2 Domestic prospects

The strong momentum from the second half of 2024 is expected to carry forward into next year. The
temporary nature of the Government’s cost-of-living package means that the stimulatory effects on
consumer spending will unwind as the year progresses. The underlying pace of consumer spending
will, however, remain solid, underpinned by a resilient labour market and the relative strength (in
aggregate) of household balance sheets. Consumer spending is therefore projected to increase by 3.3
per cent next year.

The need to continue to enhance public service provision in key sectors and to meet demographic
pressures will see public consumption growing at 2.8 per cent next year.

On the investment side, the projections assume a negative contribution from machinery and equipment
investment next year on the basis of a significant unwinding of activity in parts of the multinational
sector. Given the strong pipeline of commencements over the past year, dwelling completions are
expected to pick up strongly next year and this momentum is expected to be maintained over the
medium-term. The Government's commitment, under the National Development Plan, to increase
capital investment will also support an expansion in building and construction activity next year. In
contrast, investment within the commercial real estate sector is projected to remain subdued. Overall,
modified investment is forecast to increase by 1.9 per cent next year.

Against this backdrop, MDD growth of 2.9 per cent is projected for next year, a 0.7 percentage point
upward revision relative to the Department’s spring projections.

Figure 7: Quarterly profile for household spending
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Figure 8: Modified domestic demand forecast

A: Annual MDD contributions B: Quarterly MDD growth rate, quarter-on-quarter
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2.4  Labour market developments

Solid output growth continued to yield positive dividends in the labour market, with strong employment
growth recorded in the first half of 2024. The latest data show 2.75 million people now at work, with
almost three-quarters of the working age population now in employment, an all-time high. Almost all of
the employment gains arose from increases in labour supply, primarily net inward migration and
increases in labour force participation. Female participation, in particular, has never been higher.

Figure 9: Labour market developments
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Higher frequency data over the summer confirm the labour market remains in good shape, though the
gap between labour demand and supply may be narrowing somewhat. Looking ahead, employment
growth of 2.4 and 1.8 per cent is projected for this year and next, respectively; to put it another way,
almost 110,000 jobs are assumed to be added in the two-year period to end-2025. The unemployment

Department of Finance | Economic and Fiscal Outlook Page | 14



rate is expected to remain low by historical standards and average 4% per cent over the forecast
horizon, broadly consistent with full employment.

Given continued tight labour market conditions, per-capita wage growth of 4.9 per cent is projected for
this year; this would be well in excess of the expected rate of inflation and, as a result, consistent with
real wage gains. For next year, per-capita wage growth of 4.2 per cent is in prospect.

Table 7: Labour market developments, per cent change (unless stated)

2023 2024 2025 2026 2027 2028 2029 2030

Employment 3.4 2.4 1.8 15 1.2 0.9 0.8 0.7
Unemployment rate (per cent) 4.3 4.4 4.5 4.5 4.5 4.6 4.6 4.6
Labour productivity” 15 2.5 0.9 1.1 1.3 1.4 1.4 1.5
Compensation of employees™” 10.9 7.7 6.4 6.0 5.3 4.9 4.8 4.5
Wages per head 6.9 4.9 4.2 4.2 3.9 3.9 3.8 3.7

A GNI* per person employed
" Non-agricultural sector
Source: CSO for 2023; Department of Finance for 2024-2030.

2.5 Price developments

The decline in wholesale energy prices has triggered a rapid fall in headline inflation, in Ireland and
elsewhere. The price of goods imported from abroad have also fallen throughout this year, as global
supply chains have re-normalised following disruption during (and after) the pandemic. Second-round
effects appear to have been fairly contained, as evident from the moderation in ‘core’ inflation (the
headline figure excluding energy and unprocessed food prices).

While external inflationary pressures have subsided, pockets of inflationary pressures remain, notably
in the domestic sectors of the economy. Core services inflation (services inflation excluding rents)
remains very elevated, with a rate of inflation in excess of 4 per cent for 12 of the last 15 months. This
is indicative of ongoing capacity constraints against the backdrop of relatively strong domestic demand.

Figure 10: Inflation developments and drivers

A: Ireland’s energy import bill, € billion B: Inflation projection by component
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Taken together, headline and core inflation (excluding energy and unprocessed food) are expected to
average 1.7 per cent and 2.7 per cent, respectively, this year. This projection is calibrated on the
assumption of a pick-up in headline inflation in the final quarter of the year, due to energy ‘base effects’.
Looking ahead, the path of domestically-generated price pressures will be key: the strength of domestic
demand relative to supply means that core services sector inflation is unlikely to decelerate rapidly.
Overall, therefore, core inflation is projected at 2.3 per cent for next year; taking into account expected
energy price dynamics, this would result in headline inflation of 1.9 per cent.

Table 8: Price developments, per cent change

2023 2024 2025 2026 2027 2028 2029 2030
GDP deflator 3.6 3.2 2.1 2.1 2.1 2.1 2.1 2.1
Personal consumption deflator 8.1 4.0 2.5 2.5 2.4 2.4 2.4 2.4
HICP 5.2 1.7 1.9 2.0 2.0 2.0 2.0 2.0
Core HICP" 5.1 2.7 2.3 2.2 2.2 2.2 2.2 2.1
Export price deflator 2.7 1.8 1.4 15 1.6 1.6 15 1.6
Import price deflator 35 1.6 1.4 15 15 15 15 1.6
Terms-of-Trade -0.8 0.2 0.0 0.0 0.0 0.0 0.0 0.0

A core inflation is HICP excluding the most volatile components, namely energy and unprocessed food.
Source: CSO for 2023; Department of Finance for 2024-2030.

2.6 Balance of payments and flow-of-funds

The (modified) current account surplus has remained elevated in recent years, however much of the
surplus arises from windfall corporation tax receipts; once these are excluded, the current account has
been broadly balanced on average since 2022.

Table 9: Savings, investment and the balance of payments, per cent of GNI*

2023 2024 2025 2026 2027 2028 2029 2030

Modified gross savings 27.5 28.0 27.7 27.8 27.9 27.9 27.7 27.7
of which:

- households 7.7 7.9 7.6 7.7 7.5 7.3 7.4 7.4
Modified investment 24.3 21.2 20.9 21.2 21.5 21.8 22.2 22.7
of which:

- households 5.7 5.3 5.7 5.9 6.2 6.5 6.8 7.2
Modified current account — GNI* 3.3 6.8 6.8 6.6 6.4 6.1 5.5 5.0

Source: CSO for 2023; Department of Finance for 2024-2030.

Last year, the modified current account fell to 3.3 per cent of GNI* - its lowest level since 2018. Ata
sectoral level, this was largely due to a decline in the savings-investment balance in the household
sector reflecting a decline in savings alongside an increase in investment. For 2024, the modified
current account is expected to increase to 6.8 per cent of GNI* reflecting inter alia a significant increase
in the savings of the government sector owing to an expected substantial increase in corporate tax
revenues.



The modified current account surplus is expected to decline over the remainder of the forecast horizon,
albeit at a gradual pace, as investment by the household sector increases (housing assets) while, at
the same time, Government scales up its investment as set out in the National Development Plan.

2.7 Medium-term economic prospects

Medium- and longer-term growth projections are anchored in estimates of the economy’s potential
output (the ‘supply-side’). This potential is determined by the availability of resources, in terms of labour
and capital, as well the efficiency (productivity) to which they are combined in production. Work
undertaken by the Department shows that growth from these factors will slow from the second half of
this decade, in line with inter alia an ageing population and a structural easing in productivity growth.3

In the short-term, the Department estimates that there is a relatively significant positive ‘output gap’
(aggregate demand exceeds aggregate supply) indicating capacity constraints in the economy. This
gap is projected to close slowly over time, with the economy growing broadly in line with potential over
the medium-term (figure 11B). Forecasts for aggregate demand, which are consistent with the supply
side in the medium-term, are presented below (table 10).

Figure 11: Supply side projections

A: Supply-side contributions to GNI* growth (to 2030) B: Output gap, per cent GNI*
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Source: Department of Finance. Source: Department of Finance.

3 S. Hogan, L. Rehill and MT. Sanjani (2023), Horizon Scanning — calibrating medium to long-term economic projections.
Department of Finance, available at: https://www.gov.ie/en/publication/c31bc-horizon-scanning-calibrating-medium-to-long-term-
economic-projections/
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Table 10: Medium term forecasts — key macro variables

Modified investment
Real GNI*

Labour force
Employment
Unemployment rate
Inflation (HICP)
GNI*, nearest € bn

Source: CSO for 2023; Department of Finance for 2024-2030.

2023 2024 2025 2026 2027 2028 2029 2030
-4.4 0.2 1L 4.8 4.9 4.6 4.6 4.6
5.0 4.9 2.7 2.7 2.5 2.3 2.2 2.2
3.3 2.4 1L 15 1.2 0.9 0.8 0.7
3.4 2.4 1.8 15 1.2 0.9 0.8 0.7
4.3 4.4 4.5 4.5 4.5 4.6 4.6 4.6
5.2 1.7 1L 2.0 2.0 2.0 2.0 2.0
291 314 331 348 366 384 401 419
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Chapter 3
Exchequer Developments and Outlook

3.1 Summary

At a headline level, the Exchequer is set to record a surplus of €11.6 billion this year, with a surplus of
€7.9 billion in prospect for next year. These exceptionally large figures are skewed by €14 billion in
additional receipts — split over this year and next — arising from the ruling of the Court of Justice of the
European Union (CJEU) of September 10,

Corporate tax receipts (excluding those associated with the CJEU ruling) are projected at €29.6 billion

next year. Around half of these are ‘windfall’ in nature, and cannot be guaranteed to continue into the
future.

3.2 Exchequer developments in 2024

3.2.1 Taxrevenue

At the end of the third quarter, tax receipts of €68.2 billion were €6.8 billion (11.0 per cent) ahead of the
same period last year. With the exception of corporation tax, tax revenues were broadly in line with
expectations.

The continued strength of the labour market is reflected in the income tax-take, which is €1.6 billion (7.1
per cent) up on the same period last year. VAT receipts have been robust and, at end-quarter, are up
€1.2 billion (7.0 per cent) on the same period last year. The VAT-take reflects strong consumer
spending as well as the ending of temporary policies that depressed these revenues last year.

Figure 12: Exchequer developments

A: Cumulative tax receipts, to end-September, € bn B: Exchequer deficit, rolling 12-month sum, € bn
2023 2024 10

5

total

0
other

-5

excise

-10

-15
cr

-20

VAT
-25

income tax -30
O N0 DNDO A NN N OO A N <
O 0O 00 ™= ™ v+ v v v o = = = AN AN AN NN
- - - - - - - - - — R - R - R
0 0 20 30 40 50 60 70 &0 £8583838383838838338383838838828
Source: Department of Finance Source: Department of Finance

Corporation tax revenues in the first three quarters point to very strong growth in this revenue stream
once again this year. In the year-to-date, these receipts are €3.4 billion (23.3 per cent) ahead of the
same period a year earlier. This is attributable to inter alia the rebound in exports and the associated
increase in corporate profitability. As has been well established, this revenue stream is highly
dependent on a small handful of large, highly profitable multinational firms: the data show that over half
of all corporation tax is paid by just ten companies.
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Over the course of the final quarter and into next year (the exact timing remains uncertain), corporation
tax receipts will be boosted by the transfer of c. €13 billion to the State arising from the ruling of the
CJEU of 10 September 2024.

Overall, therefore, tax receipts are projected at €105.7 billion this year; excluding the windfall arising
from the CJEU rule, tax receipts are projected at €97.7 billion, an increase of 11 per cent relative to last
year.

3.2.2 Other revenue

Non-tax revenue this year is projected at €1.1 billion. Capital resources are estimated at €2.0 billion.

3.2.3 Expenditure developments

Government has provided for voted public expenditure of €102.4 billion this year; voted current
spending is set at €88.4 billion, with voted capital spending set at €14.0 billion.

Non-voted spending is projected at €12.6 billion this year. This includes the transfer of €4.1 billion from
the Exchequer to the Future Ireland Fund (FIF) in the final quarter of this year.

3.2.4 Summary

An Exchequer surplus of €5.0 billion was recorded to end-September. For the year as a whole, a
surplus of €11.6 billion is in prospect. As highlighted above, this figure is affected on the revenue side
by receipts related to the CJEU ruling and, on the expenditure side, by the transfer to FIF (the latter is
neutral on general government basis — expenditure by one arm of the general government sector (the
Exchequer) is revenue for another am of the general government sector (the Fund).

3.3 Exchequer outlook for 2025

3.3.1 Tax forecasts

Taking account of the updated macroeconomic forecasts and the €1.4 billion in tax policy measures
announced in Budget 2025, tax revenue next year is projected at €105.4 billion. This figure is artificially
boosted by the additional tranches of corporate taxes to be paid arising from the CJEU ruling. On a
like-for-like basis (i.e. excluding the windfall both this year and next), tax revenue growth is projected at
€3 billion (3 per cent) for next year.

Income tax is expected to grow by €1.3 billion (3.6 per cent), in line with the projections for the national
wage bill. Corporate tax revenue (excluding CJEU-related monies) is expected to increase, slightly, by
€0.1 billion (0.4 per cent).

Turning to indirect taxes, VAT receipts are projected to grow by €1.0 billion (4.8 per cent), broadly in
line with nominal consumer spending. Growth for excise duty is forecast at €0.5 billion (8.3 per cent).
Minor taxes — which account for 5 per cent of the total 2025 yield — are projected at €5.4 billion. Overall,
headline tax revenue as a share of GNI* is expected to reach around 32 per cent next year (30 per cent
if once-off corporation tax is excluded).



Table 11: Budgetary projections 2023-2030, € million

2023 2024 2025 2026 2027 2028 2029 2030

CURRENT BUDGET
Expenditure
Gross voted current expenditure 82,165 88,415 90,520 96,200 101,010 106,060 111,365 116,930
Non-voted current expenditure* 7,395 6,900 7,245 7,900 8,625 9,325 10,105 10,880
Gross current expenditure 89,560 95,315 97,765 104,100 109,635 115,385 121,470 127,810
less expenditure receipts and balances 16,255 17,755 17,840 18,275 18,835 19,335 19,865 20,420
Net current expenditure 73,305 77,560 79,925 85,825 90,800 96,050 101,605 107,390
Receipts
Tax revenue 88,115 105,700 105,420 105,030 108,260 115,540 120,980 126,460

: income tax 32,915 35,030 36,300 38,400 40,410 42,410 44,450 46,545

: VAT 20,345 21,635 22,680 23,910 25,035 26,205 27,435 28,645

: corporation tax 23,835 37,500 34,330 30,280 29,950 33,660 35,350 37,120

of which: CJEU ruling - 8,000 4,700 - - - - -

: excise duties 5,615 6,240 6,755 7,075 7,330 7,570 7,790 7,945

: stamp duties 1,760 1,600 1,730 1,645 1,735 1,830 1,960 2,065

: motor tax 910 910 860 805 750 710 670 640

: customs 580 585 595 625 655 680 710 745

: capital gains tax 1,520 1,560 1,565 1,650 1,720 1,765 1,865 1,965

: capital acquisitions tax 635 640 605 640 675 710 750 790
Non-tax revenue 2,225 1,075 3,105 1,130 1,155 1,300 1,435 1,525
Net current revenue 90,340 106,775 108,525 106,160 109,415 116,840 122,415 127,985
CURRENT BUDGET BALANCE 17,040 29,215 28,600 20,335 18,615 20,790 20,810 20,595
CAPITAL BUDGET
Expenditure
Gross voted capital expenditure 12,535 13,995 14,925 16,200 17,010 17,860 18,755 19,690
Non-voted capital expenditure 5,240 5,700 7,645 7,265 7,525 7,780 8,050 8,345
of which:
-Transfer to the Future Ireland Fund = 4,050 4,080 4,200 4,460 4,720 5,000 5,295
-Transfer to the ICNF - - 2,000 2,000 2,000 2,000 2,000 2,000
Gross capital expenditure 17,775 19,695 22,570 23,465 24,535 25,640 26,805 28,035
Less capital receipts 60 50 65 115 160 180 180 140
Net capital expenditure 17,715 19,645 22,505 23,350 24,375 25,460 26,625 27,895
Capital resources 1,855 2,000 1,790 2,180 1,395 1,160 1,160 1,150
CAPITAL BUDGET BALANCE -15,860 -17,645 -20,715 -21,170 -22,980 -24,300 -25,465 -26,745
Exchequer Balance 1,180 11,570 7,885 -835 -4,365 -3,510 -4,655 -6,150
Government Expenditure Ceiling - 102,410 105445 112,400 118,020 123,920 130,120 136,620

Source: Department of Finance.




Relative to the forecasts published in the spring, overall tax revenue next year is €8.0 billion higher
(€3.3 billion when excluding the CJEU receipts). Corporation tax (excluding the additional €4.7 billion)
has been revised upward by some €4.0 billion, which reflects the strong performance this year.

3.3.2 Other revenue

The Exchequer will continue to receive dividend payments next year, with non-tax revenues also
benefitting from the distribution of the National Asset Management Agency* surplus, with approximately
€0.5 billion expected to be received. The most significant development in non-tax revenue next year
will be a receipt of approximately €1.4 billion relating to the CJEU ruling: this reflects the interest that
was accrued on the escrow account.

On the capital side, the projections are largely similar to the spring forecasts. The largest receipt is
expected to be some €0.1 billion paid from the EU Recovery & Resilience Facility.

Figure 13: Budget 2025 - total package

Composition of Budgetary Package — Temporary and Permanent Measures

Cost of living
Permanent spemi“] measures
taxation £€1,997 million
measures
€141

Permanent spending measures
million

£6,850 million

Sources: Department of Finance; Department of Public Expenditure, NDP Delivery and Reform

4 As a purely financial transaction, this transfer does not benefit the general government balance.
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Box 3: Ireland’s medium-term plan

The revised fiscal framework for the European Union came into force on April 30t 2024,
It marks the fourth revision to the Union’s fiscal framework.

The most significant reform is the requirement for all Member States to submit a Medium-Term Plan (MTP). The
Plan will set out a binding medium-term fiscal trajectory, as well as outline key investment and reform objectives.

Once endorsed by the Council of the EU, the plans will commit Member States to an agreed expenditure path for
a period in line with the Member State’s national legislature. In Ireland’s case this will be five years, or until a new
Government is formed.

For simplicity (and transparency), annual fiscal surveillance by the European Commission will be based on a single
operational indicator — net primary expenditure growth.

As highlighted in a recent publication by the Department”, net primary expenditure growth is defined as general
government expenditure net of interest expenditure; discretionary revenue measures; expenditure on programmes
matched and/or co-financed by the European Union; cyclical elements of unemployment benefit expenditure; and
one-off/temporary expenditure items outside the control of government.

Notwithstanding the technical nature of the definition, the overall thrust of the revised framework is clear: Member
States must choose an expenditure path suitable to the economic and fiscal conditions pertaining in their respective
countries and stick to that path over the medium-term.

In general, there is no scope for revision of an MTP unless there are objective circumstances preventing its
implementation within that period, or there is a change of Government. Consequently, a new Government will be
given the opportunity to submit a revised MTP following the next General Election.

In that context, Ireland’s first MTP will contain technical assumptions for expenditure growth over 2026-2030; actual
decisions on the net expenditure path over this period is a matter for the next government.

A submission deadline of September 20th 2024 was set by the EU Commission for the submission of the first
MTPs. However, if agreed by the Commission a short extension was possible to allow Member States coordinate
their plans with their normal domestic processes.

In order to better align the first MTP with Budget 2025, Ireland, along with almost all other Member States, sought
and was granted such an extension. Accordingly, Ireland’s MTP will be published on October 15,

One major short-coming of the framework is that the Treaty reference values (3 per cent deficit, 60 per cent debt)
are both set in GDP terms. This is unsuitable in an Irish context where GNI* is a better measure of domestic
incomes.

Nevertheless, from a legalistic perspective, Ireland is not subject to any correction procedure — this is not the case
for 8 Member States who are currently subject to an excessive deficit procedure. A

" See A Guide to the Revised EU Fiscal Framework — September 2024, available at:
https://www.gov.ie/en/publication/86504-economic-insights-volume-3-2024/

M In July, the Council of the EU established the existence of excessive deficits for 7 Member States - Belgium, France, Italy,
Hungary, Malta, Poland and Slovakia. At the same time, it established that Romania, which has been subject to an excessive
deficit procedure since 2020, has not taken effective action to correct its deficit and therefore the procedure should remain open.
Before the end of the year, the Council will adopt recommendations addressed to these Member States to take effective action
to correct their deficit within an agreed time period.



3.3.3 Expenditure

Voted spending is set at €105.4 billion for next year. Voted current spending is set at €90.5 billion, with
voted capital spending set at €14.9 billion.

Non-voted spending is projected at €14.9 billion for next year. This includes the transfer of €4.1 billion
from the Exchequer to the Future Ireland Fund (FIF) and €2 billion transfer to the Infrastructure, Climate
and Nature Fund (ICNF).

3.3.4 Summary

All told, the Exchequer is set to record a headline surplus of €7.9 billion next year. After excluding the
€6.1 billion in once-off receipts related to the Court of Justice of the European Union ruling, the surplus
is projected at €1.8 billion. This also takes account of the c. €6 billion planned to be transferred from
the Exchequer to the FIF and ICNF next year.

3.4 Medium-term outlook for the Exchequer

Over the medium-term, tax revenues are projected to move broadly in line with economic growth,
increasing by an average of 4.8 per cent per year. Voted expenditure ceilings for 2026-30 are aligned
with Government’s budgetary strategy, which will be set out in the forthcoming Medium-Term Fiscal
Plan.5

Receipts of this magnitude are far-from guaranteed, however, especially in light of elevated economic
uncertainty regarding the medium-term trajectory for the economy. An additional source of doubt
relates to the ultimate impact ‘BEPS’ on Ireland’s corporation tax revenues. Work is still ongoing on the
implementation of “Pillar One” of the agreement: for the time-being, the forecasts presented in this
publication incorporate a negative net (i.e. across both pillars) impact of €2 billion on revenues from
2026. This, of course, will be monitored and the estimate revised once greater clarity is available.

Table 12: Changes in Exchequer balance since spring forecast, € billion

2024 2025 2026 2027 2028 2029 2030
EBR: current (autumn) forecast 11.6 7.9 -0.8 -4.4 -3.5 -4.7 -6.2
EBR: previous (spring) forecast 2.5 0.7 -1.9 -1.3 - - -
Difference (1 =2 - 3) 9.1 7.1 1.0 -3.1 - - -
Change in revenue (2 = 2a + 2b) 13.5 9.5 5.2 3.0 - - -
: A_tax revenue (2a) 13.6 8.0 4.7 3.1 - - -
: A_other revenue (2b) -0.1 15 0.5 -0.1 - - -
Change in expenditure (3 = 3a + 3b) 4.4 2.3 4.2 6.1 - - -
: A_current (3a) 3.2 1.6 3.7 4.2 - - -
: A_capital (3b) 1.2 0.7 0.5 1.9 - - -

Source: Department of Finance.

5 The Medium-Term Fiscal Plan, a requirement under the revised EU fiscal framework, will set out a binding net expenditure path
for Ireland and will be published on October 15,



Chapter 4
General Government Developments and Outlook

4.1 Summary

A general government surplus of just under €23.7 billion (7.5 per cent of GNI*) is anticipated for this
year. This includes the accrual of all revenue arising from the Court of Justice of the European Union
(CJEU) ruling of 10t September 2024 to this year. A general government surplus of €9.7 hillion (2.9
per cent of GNI*) is projected for next year.

4.2 General government balance: developments in 2024

General government revenue is estimated at €149 billion this year, the equivalent of 47.4 per cent of
GNI*. In compositional terms, taxes on income and wealth — essentially income tax and corporate tax
— are estimated at €67.8 billion, an increase of 13.1 per cent relative to last year. This change is driven
by strong performance in these tax heads during 2024 to-date.

Taxes on production and imports, which are mainly indirect taxes such as VAT, excise and customs
duties, are estimated at around €34.6 billion, an annual increase of 5.0 per cent. Social security receipts
are projected at €22.7 billion, an annual increase of 5.5 per cent, reflecting the strength of employment
growth.

On a general government basis, the tax revenue associated with the CJEU ruling is classified as ‘other
revenue’ and is accrued to 2024 (the year in which the court decision took place). Other revenue is
estimated at €21.2 billion, an increase of €14.6 billion compared with last year.

On the other side of the equation, general government expenditure is estimated at almost €125.3 billion
(39.9 per cent of GNI*). Primary expenditure — total expenditure excluding debt interest payments — is
estimated at €122.2 billion, with interest expenditure estimated at €3.1 billion this year.

As a result of these developments, the general government surplus for this year is estimated at €23.7
billion (7.5 per cent of GNI*).

Windfall corporate tax receipts are estimated at €15.9 billion; this means that an underlying deficit is in
prospect for this year.

4.3 General government balance: outlook for 2025

For next year, taxes on income and wealth are projected at €69.2 billion, an increase of 2.1 per cent.
Income taxes should benefit from continued employment and earnings growth while corporate taxes
are expected to grow by a more muted 0.4 per cent.®

Taxes on production and imports — a category which is dominated by VAT and excise duties — are
projected at €36.6 billion, an increase of 5.6 per cent. Other general government revenue, including
social security receipts, is projected at just under €35.2 billion. As a result, total general government
revenue is projected at €141 billion next year, consistent with a revenue-GNI* ratio of 42.6 per cent.

5 Corporate taxes on a general government basis exclude income associated with the CJEU ruling.



On the expenditure side, the largest components relate to the public sector pay-bill (compensation of
employees) and current transfers from the general government sector (social payments). The former
is projected at €36.5 billion for next year, while the latter is projected at €44.7 billion. Government
investment is projected at €16.1 billion, the equivalent of 4.9 per cent of GNI*. This takes into account
the funding for capital projects as part of the National Development Plan 2021-2030 and the Next
Generation EU’s Recovery and Resilience Facility. Other expenditure is projected at €34 billion so that,
in aggregate terms, general government spending is projected at €131.3 billion. This would be
consistent with an expenditure-GNI* ratio of 39.7 per cent.

Table 13: Exchequer balance to GGB ‘walk’ 2023-2030, € million (unless stated)

2023 2024 2025 2026 2027 2028 2029 2030
Exchequer balance 1,180 11,570 7,885 -835 -4,365 -3,510 -4,655 -6,150
Walk? 7,150 12,085 1,815 9,170 11,495 13,830 15,115 16,530
General government balance 8,330 23,655 9,700 8,335 7,130 10,320 10,460 10,380
of which:
GG revenue 123,715 148,990 140,995 147,285 152,870 163,635 171,125 178,160
Taxes on production and imports 32,995 34,640 36,645 38,035 39,490 41,515 43,090 44,690
Current taxes on income, wealth 59,870 67,750 69,175 71,970 73,685 79,420 83,225 87,230
Capital taxes 635 640 605 640 675 710 750 790
Social contributions 21,565 22,745 25,475 27,485 29,490 31,965 33,660 34,860
Property Income 2,005 2,005 1,965 1,950 2,195 2,430 2,680 2,725
Other 6,645 21,210 7,130 7,205 7,335 7,595 7,810 7,885
GG expenditure 115,380 125,335 131,290 138,945 145,750 153,315 160,755 167,790
Compensation of employees 31,080 34,455 36,465 38,460 40,190 41,875 43,800 45,985
Intermediate consumption 18,980 19,445 19,580 20,885 22,095 22,825 24,045 24,945
Social payments 39,790 44,170 44,740 46,730 48,640 50,380 52,350 54,620
Interest expenditure 3,485 3,130 3,495 3,300 3,770 4,240 4,820 5,360
Subsidies 2,540 2,380 2,415 2,430 2,485 2,525 2,560 2,615
Gross fixed capital formation 11,775 13,320 16,115 17,530 18,535 20,700 21,985 22,575
Capital transfers 2,215 2,480 3,025 3,085 2,980 2,975 3,015 3,085
Other 5,515 5,955 5,455 6,525 7,055 7,795 8,180 8,605

per cent GNI*

GGB, per cent of GNI* 2.9 7.5 2.9 2.4 1.9 2.7 2.6 2.5
Total revenue, per cent of GNI* 42.6 47.4 42.6 42.3 41.8 42.7 42.7 42.5
Total expenditure, per cent of GNI* 39.7 39.9 39.7 39.9 39.8 40.0 40.1 40.0
memo items € millions
General government balance 8,330 23,655 9,700 8,335 7,130 10,320 10,460 10,380
Estimated windfall CT " 11,200 15,900 15,400 15,300 14,200 17,200 18,100 19,000
CJEU ruling"”» - 14,100 - - - - - -
Underlying GGBA A4 -2,870 -6,345 -5,700 -6,965 -7,070 -6,880 -7,640 -8,620

Expenditure figures beyond this year include provision for contingency reserve.

A the ‘walk’ from the exchequer balance to the general government balance is set out in the appendix.

M Windfall corporation tax receipts on a General Government basis (figures are rounded to the nearest €100 million).
M Revenue arising from the CJEU ruling on a General Government basis.

~MAn Underlying general government balance is the fiscal position excluding estimated windfalls and CJEU ruling.
Source: Department of Finance, Department of Public Expenditure and Reform, CSO.




Accordingly, a general government surplus of €9.7 billion (2.9 per cent of GNI*) is currently in prospect
for 2025. Excluding the impact of windfall corporate tax receipts, the underlying deficit is €5.7 billion
(1.7 per cent of GNI*).

4.4  Medium-term outlook for the general government sector

Medium-term income and expenditure projections for the general government sector are set out above
(table 14), conditioned on the economic forecasts set out earlier and consistent with the assumed
evolution of central government receipts and expenditure. General government revenue is projected
to continue to increase over the medium-term, while general government expenditure moves in line with
the Government’s expenditure rule. On this basis, general government surpluses of 2.4 and 1.9 per
cent of GNI* are assumed for both 2026 and 2027.

In parallel with voted expenditure, the Government is allocating €3 billion from the proceeds of recent
share sales towards boosting public investment in housing (capitalisation of the Land Development
Agency), energy and water infrastructure. There is, however, no certainty around the timing of the
drawdown of these funds and therefore the additional spending is not included in the budgetary
arithmetic. Notwithstanding, it is Government policy that these funds will be invested in due course.

Table 14: Changes in general government balance since spring forecast, € million

2024 2025 2026 2027 2028 2029 2030
GGB: current (autumn) forecast 23,655 9,700 8,335 7,130 10,320 10,460 10,380
GGB: previous (spring) forecast 8,550 9,735 8,685 10,705 -
Difference (1=2-3) 15,105 -35 -350 -3,575 -
Change in GG revenue (2 = 2a + 2b) 18,860 3,755 5,460 4,245 -
: A_tax revenue (2a) 5,130 3,320 4,670 3,075 -
: A_other revenue (2b) 13,730 435 790 1,170 -
Change in GG expenditure (3 = 3a + 3b) 3,745 3,785 5,810 7,835 -
: A_capital® (3a) 115 1,650 1,555 2,160 -
: A_other (3b) 3,630 2,135 4,255 5,675 -

" Includes gross fixed capital formation and capital transfers.
Source: Department of Finance.

Revisions to these, relative to the medium-term projections set out in the spring, are detailed above
(table 14) for the fiscal position up to the mid-part of this decade.

4.5  Structural budget balance

The fiscal balance, adjusted for the impact of the economic cycle and for temporary factors, is known
as the structural (or cyclically-adjusted) budget balance.

Estimates are presented below (table 15), which treat windfall corporate tax receipts as one-offs.” On
this basis, a structural deficit of 3.2 per cent is anticipated this year. The structural deficit is projected to

“Including revenue arising from the CJEU ruling.



reduce next year due to the treatment of one-off revenues.® As a result of the projected windfall
corporation tax revenues and, to a lesser extent, the impact of the economic cycle, a structural deficit
is estimated into the beginning of the next decade.

Table 15: Structural budget balance, per cent of GNI* (unless stated)

2023 2024 2025 2026 2027 2028 2029 2030

Headline fiscal developments

General government balance 2.9 7.5 2.9 2.4 1.9 2.7 2.6 2.5
One-off / temporary measures” 3.8 9.5 4.7 4.4 3.9 4.5 4.5 4.6
Interest expenditure 1.2 1.0 1.1 0.9 1.0 1.1 1.2 1.3
General government primary balance 4.1 8.5 4.0 3.3 3.0 3.8 3.8 3.8

Economic cycle

GNI* growth rate 5.0 4.9 2.7 2.7 25 2.3 2.2 2.2
Potential growth rate 3.8 4.2 3.0 3.0 2.8 2.6 2.4 2.4
Output gap 1.7 2.4 1.8 1.4 1.1 0.9 0.5 0.2

Structural fiscal developments

Cyclical budgetary component 0.9 1.2 0.9 0.7 0.6 0.4 0.3 0.1
Cyclically adjusted balance 2.0 6.3 2.0 1.7 14 2.2 2.3 2.4
Structural budget balance -1.9 -3.2 -2.7 -2.7 -2.5 -2.2 -2.2 2.2
Structural primary balance -0.7 -2.2 -1.6 -1.8 -1.5 -1.1 -1.0 -0.9

~including corporation tax windfalls.
Source: Department of Finance.

8 One-off expenditure and revenue measures are excluded from the calculation of the structural balance. As the revenue arising
from the CJEU ruling is treated as a revenue one-off in 2024 only, one-off revenue measures are projected to fall next year.
Ceteris paribus, this improves the structural position.
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Box 4: Inside outgoings: Breaking down general government expenditure

General government expenditure is a broader measure of government expenditure than the cash-based Exchequer
expenditure from the Central Fund. It takes account of expenditure of government agencies and bodies that sit outside
the Exchequer®. General government expenditure is compiled in accordance with the European System of Accounts
(ESA 2010), an internationally comparable national accounting framework agreed at EU level.

Under the new Economic Governance Framework (the ‘new fiscal rules’) Ireland will set a binding path for net expenditure
growth from 2025 onwards in its medium-term fiscal-structural plan®”. This path for spending growth will be set on a
general government basis, encompassing both Exchequer and non-Exchequer spending.

The main differences between general government spending and net Exchequer spending are accounting
adjustments”~”, which bring the values in line with the ESA 2010 methodology, and the spending of own-resources by
the central government and local government subsectors as well as the Social Insurance Fund (SIF). The ‘walk’ from net
Exchequer expenditure to general government expenditure is set out below (figure 14A).

‘Own-resource’ expenditure consists of spending by entities in the general government sector which is not funded by a
voted expenditure allocation. In central government, this includes non-market public corporations (NMPCs) (such as RTE
and larnréd Eireann) and extra-budgetary funds (EBFs) (e.g. the Climate Action Fund). In the local government subsector,
this covers activities of local authorities and Approved Housing Bodies (AHBS).

Own-resource spending includes expenditure funded by debt financing (e.g. by AHBs) and equity funding (e.g. Land
Development Agency expenditure funded via ISIF investment). It is also funded by commercial rates (in the case of local
authorities), the National Training Fund (NTF) levy, PRSI receipts funding the SIF, and fare income collected by the
National Transport Authority. Finally, SIF expenditure is included in general government but excluded from net Exchequer
expenditure.

Figure 14: Decomposing general government expenditure

A: Walk from voted to general government expenditure B: General government expenditure, €bn
Net Excheauer expenditure ® Non-voted Exchequer expenditure
m Own-resource expenditure of central government agencies
Own-resource expenditure of local government
Accounting/statistical adjustments
m Social Insurance Fund expenditure

. Net voted expenditure 1
1 (gross voted expenditure excl. SIF & NTF) :
1
1 * .
1
| 1

. m Net voted expenditure
Non-voted Exchequer expenditure
(EU budget contributions, salaries of judiciary etc.) 1 120 l .
+ l
Accounting/statistical adjustments 100 [ B =
(accrual + other adjustments)
+ _ 80 B [ |
Own-resource exp. of central gov. agencies I l
(NMPCs, EBFs, Regulators, Technological universities, etc.) 60
+
Own-resource expenditure of local government 0
(Local Authorities, AHBs, etc.)
* 20
Social Insurance Fund expenditure
= . 0
General government expenditure 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Source: Department of Finance calculations™ A

The decomposition of general government expenditure between Exchequer expenditure (voted and non-voted),
accounting adjustments and the own-resource expenditure of the SIF as well as the central and local government sub-
sectors is set out above (figure 14). Net voted expenditure makes up the vast majority of general government spending
with non-voted exchequer expenditure and spending of the SIF the next largest sub-components. Own resource
expenditure of central government entities and local government are both smaller sub-components, totalling c. €6 billion
each in 2023.

As all arms of the general government sector contribute to the state’s overall fiscal position it is important to understand
and monitor these developments as well as those covered by the Exchequer.

N The CSO’s Register of Public Sector Bodies provides a list of all entities included in the general government sector:
https://www.cso.ie/en/releasesandpublications/ep/p-rpbi/registerofpublicsectorbodies2023-provisional/

" [reland’s medium-term fiscal-structural plans will have a five-year horizon (in line with the parliamentary term).

A The main statistical adjustment is an accounting adjustment converting the cash-based Exchequer accounts to an accrual
basis. Financial transactions are also excluded from general government expenditures as they are simply the exchange of one
asset for another on the financial account.

MAN Data from SPU 2024 due to time constraints of Budget 2025 publication.


https://www.cso.ie/en/releasesandpublications/ep/p-rpbi/registerofpublicsectorbodies2023-provisional/

Chapter 5
General Government Debt

51 Summary

Public indebtedness is projected at €217.2 billion (69.1 per cent of GNI*) at the end of this year.
Reasonably solid economic prospects over the medium-term mean that the debt-national income ratio
should continue to fall.

5.2 Debt developments and outlook

With a headline general government surplus of €23.7 billion (7.5 per cent of GNI*) in prospect, public
debt is set to fall further this year, to €217.2 billion. This would leave the debt-GNI* ratio at 69.1 per
cent this year, a decline of 6.8 percentage points relative to last year.

Table 16: General government debt developments, per cent of GNI* (unless stated)

2023 2024 2025 2026 2027 2028 2029 2030

Gross debt (€ billions) 220.7 217.2 211.2 212.5 217.8 224.8 231.7 234.3
Gross debt ratio 75.9 69.1 63.8 61.0 59.5 58.6 57.8 55.9
Change in gross debt ratio(=1+2+3) -6.4 -6.8 -5.3 -2.8 -1.5 -0.9 -0.8 -1.9
Contributions to change in debt ratio”:
General Government deficit (1=1a+1b) -2.9 -7.5 -2.9 -2.4 -1.9 2.7 -2.6 -2.5
: interest expenditure (1a) 1.2 1.0 11 0.9 1.0 11 1.2 1.3
: primary deficit (1b) -4.1 -8.5 -4.0 -3.3 -3.0 -3.8 -3.8 -3.8
SFA (2=2a+2b+2c+2d+2e+2f+2Qg) 15 6.4 1.1 2.8 34 4.5 4.3 3.1
: change in liquid assets (2a) 0.9 &8 -1.5 0.1 0.2 0.9 0.5 -0.9
: interest adjustments (2b) 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
: equity transactions (2c) -0.2 0.0 0.0 -0.1 0.0 0.0 -0.1 -0.1
: accrual adjustments (2d) 0.2 1.8 -1.7 0.0 0.0 0.1 0.1 0.2
: impact of ISIF (2e) 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1
: collateral held (2f) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
: other (2g) 0.5 1.0 4.2 2.8 3.1 3.6 3.7 3.9
Nominal GNI* contribution (3) -5.0 -5.7 -3.5 -3.2 -2.9 -2.8 -2.5 -2.5
Memorandum items:
: average interest rate 1.6 1.4 1.6 1.6 1.8 1.9 2.1 2.3
Note:

~ A positive sign indicates that a component is increasing the debt ratio and vice versa.
SFA = stock-flow adjustment.
Source: CSO, Department of Finance and NTMA.

This downward trajectory in the debt-income is set to continue next year, with debt projected at €211.2
billion (63.8 per cent of GNI*). The debt-income ratio® is projected to fall over the medium-term but,
crucially, this is contingent upon continued robust economic growth, sound budgetary management and
the absence of any significant shock to corporate tax revenue (or, indeed, other revenue streams). As
previously highlighted, the corporate tax revenue stream is highly concentrated, and any sharp reversal
would have negative implications for the debt-income trajectory.

9 Gross debt rises for technical reasons associated with the projected exchequer deficit in the second half of the decade. This
anomaly is overcome by focussing on net debt, which is falling.



5.3  Structural aspects of Irish public debt
5.3.1 Composition of debt

The composition of public debt is an important structural dimension that must be considered in any
assessment. At end-2023, total outstanding liabilities of General Government amounted to €220.7
billion (table 16). Almost two-thirds of these were fixed-rate treasury bonds. Obligations to the official
sector — the European Financial Stabilisation Mechanism (EFSM), the European Financial Stability
Facility (EFSF) and the Support to mitigate Unemployment Risks in an Emergency (SURE) — were the
next most important, accounting for just under a fifth of liabilities.

Figure 15: Structural aspects of Irish general government debt

A: composition of debt at end-2023, € billion B: maturity profile 2024-2030 € billions”
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Note:

The “other” category includes consolidation adjustments in
respect of debt, including Government bonds and short-
term paper, held by General Government entities.

Source: CSO, NTMA.

Note:

A As at end-September 2024

* Includes NTMA Repo activity.

** Excludes other MLT loans of €5m.
Source: NTMA.

5.3.2 Funding and maturity profile

Late last year, the NTMA announced a bond funding range of €6-10 billion for 2024. With its final bond
auction of the year in September, the NTMA has completed its funding for the year issuing a total of €6
billion of Government bonds. This issuance was completed at a weighted average yield of 2.7 per cent,
and at a weighted average maturity of 11.6 years.

On the redemptions front, there was a €8 billion bond maturity in March. There was also a €0.8 billion
EFSM maturity earlier this year. For next year, there is one bond maturing in March — the 5.4 per cent
2025 bond — which has an outstanding balance of €11.5 billion (figure 16B). There is also a further
EFSM maturity of €2.4 billion.

Cash/liquid asset balances were almost €25 billion at the start of the year. They are expected to be
higher at year-end 2024, largely due to the scale of the forecast full-year Exchequer surplus.
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5.3.3 Net debt

General government debt, as defined under the Excessive Deficit Procedure (EDP) regulation, is a
gross measure of government liabilities. It is also important to take into account financial assets of the
general government sector. In Ireland, EDP-defined financial assets include liquid assets held by the
Exchequer, Ireland Strategic Investment Fund cash and non-equity investments and other cash and
liquid assets held by the general government sector.

Table 17: Gross and net general government debt, per cent of GNI* at end-year

2023 2024 2025 2026 2027 2028 2029 2030
General government debt (gross) 76.1 69.1 63.8 61.0 59.5 58.6 57.8 55.9
EDP debt instrument assets 13.1 16.2 17.1 17.8 18.9 20.9 22.8 23.6
Net debt (EDP measure) 63.0 52.9 46.7 43.2 40.7 37.7 35.0 32.3
Net debt (national measure)* 60.9 49.7 41.8 36.8 32.8 28.5 24.4 20.4

Note:

AN This is a broader measure than EDP debt instrument assets that includes fund assets — Future Ireland Fund and
Infrastructure, Climate and Nature Fund — that can consist of equity investments.

2023 data are from SPU 2024. The CSO will publish revised data later this month.

Source: CSO, Department of Finance and NTMA

On this basis, net debt is gross government liabilities excluding these liquid financial assets of
government (table 17). At end-2024, net public indebtedness is projected at 52.9 per cent of GNI*, and
at 46.7 per cent of GNI* for next year.

5.3.4 Credit rating

Ireland’s long-term credit rating is now firmly in the “AA” category with all the main rating agencies (table
18). Following upgrades from Moody’s and Standard & Poor’s in 2023, Fitch also upgraded Ireland’s
credit rating in May of this year.

Table 18: Irish sovereign credit rating

Long-term rating Short-term rating Outlook
Standard & Poor’s AA A-1+ Stable
Moody’s Aa3 P-1 Positive
Fitch Ratings AA F1+ Stable

Note:
As at end-September 2024.
Source: NTMA
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Chapter 6
Risk and Sensitivity Analysis

6.1 Introduction

Evidence is mounting that the global economic environment has become more volatile — the ‘Great
Moderation’ that characterised the two decades leading up to the global financial crisis has ended.

From an economic perspective, a greater susceptibility to shocks highlights the importance of stress-
testing baseline economic forecasts to alternative assumptions. The analysis in this chapter, therefore,
shows how the economy might evolve in the event of (i) an externally-generated shock and (i) a
domestically-sourced shock.

The main identifiable risks to the short- and medium-term outlook for the economy and public finances
are set out in the risk matrix.

Risks to the economic outlook are two-sided: domestic demand could be stronger-than-assumed and,
notably, underlying inflation more persistent. On the other hand, risks to external demand are tilted to
the downside.

6.2  Scenario Analysis
6.2.1 External shock

An important development in recent years has been a slowdown in the pace of global economic
integration and, on some metrics, actual ‘de-globalisation’. Activist industrial policies, triggered in part
by the need to protect key supply chains, have become much more prominent in major regions.
Elevated geopolitical tensions are a key driver of these trends, as was the pandemic which exposed
some of the vulnerabilities associated with elongated supply chains.

Against this backdrop, the question arises as to the impact on the Irish economy from an escalation in
the pace of ‘de-globalisation’. In an attempt to provide some answers, the ESRI’s structural model of
the Irish economy (COSMO?*) was used to simulate a scenario in which two key symptoms of de-
globalisation (tariffs and re-shoring of investment) are transmitted to the domestic economy. First, a 1
per cent fall in world demand (relative to baseline) is used to represent the loss in the competitiveness
of Irish exports arising from the introduction of tariffs in our trading partners. Second, investment in the
traded sector is reduced by 2 per cent (again, relative to baseline) to mimic the impact of lower foreign
direct investment arising from more interventionist industrial policies in other jurisdictions.*

The impact of this scenario on the Irish economy is uniformly negative (table 19), reflecting the highly
globalised nature of Ireland’s economy and reliance on both export markets and foreign investment.
Overall, GNI* is 1% percentage points (pp) cent lower than baseline by the end of the horizon (five
years after the shock). The fall in demand and slower investment lowers Gross Value Added (GVA) in
the traded sector by 1% pp relative to baseline levels over the medium-term. Lower employment in the

10 Bergin, A., Conroy, N., Rodriguez, A.G., Holland, D., Mclnerney, N., Morgenroth, E.L. and Smith, D., 2017. COSMO: A new
Core Structural Model for Ireland (No. 553). ESRI Working Paper.

1 While the fall in world demand would, by itself, produce a decline in investment in the traded sector, this decline would be
significantly lower than the 2 per cent used in this scenario. Combining the world demand shock with this higher investment
effect therefore allows us to approximate a scenario in which foreign tariffs are combined with other policy measures which impact
on investment more directly.



traded sector reduces consumer spending — thereby transmitting the shock from the traded- to non-
traded sector. Total employment at the end of the forecast horizon is % pp below its baseline level.

Table 19: External shock — ‘de-globalisation’, pp deviation from baseline

T T+1 T+2 T+3 T+4 T+HS
GNI* -0.4 -0.6 -0.8 -1.0 -1.1 -1.2
Employment -0.1 -0.3 -0.5 -0.6 -0.7 -0.7
GVA, Traded Sector -0.5 -0.8 -1.1 -1.2 -1.3 -1.4
GVA, Non-Traded Sector -0.4 -0.6 -0.7 -0.9 -1.0 -1.0
Investment, Traded Sector -2.0 -2.0 -2.0 -2.0 -2.0 -2.0
Investment, Non-Traded Sector -0.6 -0.9 -1.2 -1.3 -1.4 -1.4

Note: shock = 1 per cent fall in external demand + 2 per cent fall in investment (vs baseline)
Source: Department of Finance calculations based on ESRI COSMO model.

The Department is working alongside the ESRI in order to provide a more in-depth understanding of
how de-globalisation may impact the Irish economy over the medium-term; this analysis will be
published in due course.

6.2.2 Domestic shock

In September, the Government organised a competitiveness summit, and agreed a greater focus on
competitiveness was needed.*?

Against this backdrop, a deterioration in the cost competitiveness of Irish firms is modelled below (table
20). The trigger for the lost competitiveness is an increase in wages that is not offset by higher
productivity. This raises the production costs of firms located in Ireland and makes it more difficult for
firms to sell on international markets, while the general slowdown in economic activity (i.e. GNI*) also
acts as a disincentive for business investment in the non-traded sectors of the domestic economy.

Table 20: Domestic shock —loss of competitiveness, pp deviation from baseline

T T+1 T+2 T+3 T+4 T+5
GNI* 0.0 0.0 -0.1 -0.3 -0.4 -0.7
Employment -0.1 -0.2 -0.3 -0.4 -0.5 -0.6
GVA, Traded Sector -0.1 -0.2 -0.5 -0.8 -1.2 -1.6
GVA, Non-Traded Sector 0.1 0.3 0.4 0.5 0.6 0.6
Investment, Traded Sector 0.0 0.0 -0.1 -0.3 -0.5 -0.8
Investment, Non-Traded Sector 0.0 0.0 0.0 -0.2 -0.4 -0.6

Note: shock = 1 per cent increase in wage growth (vs baseline) not offset by productivity. GNI* is assumed to increase in line
with GDP.
Source: Department of Finance calculations based on ESRI COSMO model.

The shock to domestic competitiveness is calibrated by assuming wage growth which is 1 per cent
higher than the baseline, with the additional wage increases not offset by higher productivity growth.
Higher wages boost consumption (and hence GVA in the non-traded sector), but also lead to a loss in
competitiveness which reduces exports and depresses output in the traded sector of the economy. The

2https://www.gov.ie/en/press-release/564c¢7-government-considers-competitiveness-
challenges/#:~:text=The%20Summit%20focused%200n%20the,ensure%20a%20pro%2Denterprise%20economic
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overall impact is to reduce employment by c.% pp (relative to baseline) over the medium-term. Both
the traded and non-traded sector see a decline in investment due to the impact of higher labour costs.
Overall, GNI* would be around % pp below baseline at the end of the horizon.

6.3 Risk Matrix

The Department’'s assessment of the main short- and medium-term macroeconomic (table 21) and
fiscal (table 22) risks is set out below.



Table 21: Risk assessment matrix —economic

Risk Likelihood Origin Impact and main transmission channel

Downside

Medium / High — external demand could be weaker than anticipated in light of the slowdown in high frequency indicators,

tiEEler el de e LA 23EE and given the fragmentation of global supply chains across geo-economic blocks.
Escalation of geopolitical tensions Medium External ;;g:o—m 6)1, further escalation of geopolitical tensions (e.g. Ukraine, Middle-East, Taiwan) would have spill-overs for the global
Energy price shock Medium External ngh — Given Ireland’s limited domgstlc energy generating capaC|_ty and our dependence on gas and oil imports, any volatility
in global energy markets could rapidly pass-through to energy prices.
- ; " High — the Irish economy is currently operating at capacity, and supply-side bottlenecks (e.g. housing and labour markets)
LEES € CampelilEnzss AR DIEEETE and an acceleration of wage growth could further weigh on Ireland’s competitiveness (i.e. wage-price spiral).
Digitalisation / Arificial Intelligence Medium External Medium — Al has the potentl_al to bring ab(_)ut‘tran_sfor_matlve change. However, the nature of this change remains uncertain.
Al could lead to the automation of tasks with implications for the labour market.
Sector-specific shock Medium External Medlu_m / High - given th_e concentrateq nature of Irish exports (see box 2), sector, firm and even product-specific shocks
would impact output and incomes negatively.
MNCs High External Medium — stronger value-added from multinationals would boost wages, corporate sector output, and GDP.
Unwinding of excess savinds Low Domestic High — Households continue to hold a large stock of savings accumulated during the pandemic, greater use of these savings
9 9 would increase consumer spending or investment and boost domestic demand.
Inaporopriate monetary policy stance Hiah External Medium — Given aggregate demand is already exceeding supply in the Irish economy, the overall euro area stance may not
pprop fy policy 9 be optimal for Ireland and could boost domestic demand and increase overheating pressures.
. L . Domestic/ Medium — higher-than-expected inward migration would boost labour supply, employment and output and keep a lid on
iz tig) S peeied miEia Redinn External adverse competitiveness developments (with additional supply offsetting increases in demand).
Higher than expected housing output Medium Domestic Meq|um — A more rapld pace of hqusmg supply gr.owth would help I.reland meet the pgnd-up dema}nd for ho.u.smg at an
earlier stage and alleviate longstanding bottlenecks in the economy, with knock on benefits for Ireland’s competitiveness.
Digitalisation / Artificial Intelligence Medium External Medium / High — Al may improve the pace of innovation and boost the productivity capacity of the Irish economy

Source: Department of Finance




Table 22: Risk assessment matrix — fiscal

Impact and main transmission channel

Medium — Ireland’s international and humanitarian obligations have necessitated a significant increase in public
expenditure, which could potentially become larger.

Medium — Although the rate at which the population is aging is known, there is a risk that the associated costs
increase at a faster paced than currently estimated.

High — revenue from this source is expected to be affected as international tax policy changes take effect; the
actual cost could be higher than currently assumed.

High — Around half of corporation tax revenue arise from the 10 largest payers; a shock to this revenue stream
would have severe implications for the public finances.

Risk Likelihood
Domestic

Humanitarian assistance measures Medium
Ageing population Medium
Corporation tax: policy change High
Corporation tax: concentration risk Low
External

Borrowing costs Medium
Climate change and renewable energy targets High
Litigation or one-off measures Medium

Source: Department of Finance

Low — global sovereign borrowing costs have risen from exceptional lows during the pandemic and further
increases are possible.

High — climate policy and the corresponding actions needed to reduce emissions will have macroeconomic and
fiscal implications that are uncertain and difficult to quantify.

Medium — an adverse or unexpected outcome of litigation against the State or other one-off fiscal costs, which
resulted in additional expenditure could pose a risk to the achievement of budgetary targets.
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Annex 1
Interaction with fiscal council

Irish Fiscal
Advisory Council

Dear Secrefary General Hogan,

The Council hos a statutory obligafion to endorse, o appropriate, the macrosconomic
fonecasts prapared by the Depariment of Finonce on which Budget 2025 will be based.!
The Council's endorsement opproach has three elements:

1} comparing the Department’s macroeconomic forecasts with the Council's Benchmark
projections and with forecasts from other bodies;

2} considering the methodologies used 1o produce the forecosts; and

3} reviewing the Deporiment’s past forecast ermors for evidence of systematic bis.

The Council discussed the Depariment's forecasts at its endorsement mesfing on 23rd
September 2024,

The Insh Fiscal Advisory Counal sndorses as within the rangs of appropnate forecasts fhe
sat of mocrosconomic projections prepared by the Depariment of Finance for Budgst 2025
covering the years 2024 to 2030,

The Council is satisfied that the forecosts are within an endorsable range considering the
methodologies used and the plovsibility of the judgements mads.

This endorsement comes of @ fime when the economy is parforming abowe its potential and
with risks related fo copacity constraints domesfically.

The Council weloomes the Department's engagement and fransparency during this
endarsement, as well oz its continued efforts o advance the methods underpinning its

macroeconcmic forecosts,

The Council will discuss the endorsement proces:s and assess the macroeconomic projections

in its forthcoming Fiscal Assessment Report.

Sincarahy,

éiﬂﬁmﬁ C.:S]ﬂ7

Seamus Coley
Chairpersen

rish Fiscal Advizory Counc
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Annex 2
Comparison of forecasts

Table Al: Comparison of 2024 forecasts with other public sector institutions

GDP employment inflation gg balance gg debt
Department of Finance -0.2 24 1.7 45 41.4
Central Bank of Ireland -0.9 2.3 1.6 21 42.7
ESRI -0.4 2.1 2.3 15 -
IMF 15 - 2.4 1.7 37.2
European Commission 1.2 - 1.9 1.3 42.5

Note:
Economic variables in per cent change; fiscal variables as a per cent of GDP.
Source: latest forecasts from the institutions cited.

Table A2: Comparison of 2025 forecasts with other public sector institutions

GDP employment inflation gg balance gg debt
Department of Finance 3.9 18 1.9 14 37.9
Central Bank of Ireland 4.6 1.9 1.9 15 40.1
ESRI 2.5 1.9 1.2 1.6
IMF 25 - 2.0 1.5 37.4
European Commission 3.6 - 1.8 12 41.3

Note:
Economic variables in per cent change; fiscal variables as a per cent of GDP.
Source: latest forecasts from the institutions cited.
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Annex 3
Additional fiscal data

Table A3: Difference between exchequer balance and general government balance, € millions

2023 2024 2025 2026 2027 2028 2029 2030
Exchequer balance 1,180 11,570 7,885 -835 -4,365 -3,510 -4,655 -6,150
Exclude equity and loan transactions -680 115 20 -475 25 -105 -220 -340
Adjust for interest accrual 185 385 60 45 -125 -35 -95 -60
Adjust for tax accruals -85 -80 185 190 195 205 210 405
Adjust for other accruals 650 5,760 -5,730 -220 -70 180 205 225
Net lending of NCSSBs" 250 -1,190 -1,775 -1,420 -1,285 -1,010 -1,275 -1,490
Impact of ISIF 305 485 300 225 230 230 230 230
Net lending of Social Insurance Fund 3,385 3,920 4,740 5,980 7,275 8,705 9,715 10,760
Net lending of other EBFs” 160 60 370 545 675 835 980 1,100
Net lending of Local Government -1,020 -1,420 -2,435 -1,900 -1,885 -1,895 -1,635 -1,595
National Reserve Fund / FIF/ ICNF 4,000 4,050 6,080 6,200 6,460 6,720 7,000 7,295
General government balance (GGB) 8,330 23,655 9,700 8,335 7,130 10,320 10,460 10,380
GGB, per cent of GNI* 2.9 7.5 2.9 2.4 1.9 2.7 2.6 25
Nominal GNI* 290,925 314,350 331,075 348,300 365,750 383,600 400,975 419,200
Note:
In the case of ‘net lending’, a positive sign indicates a sector is a net lender, a negative sign a net borrower.
GNI* rounded to nearest €25 million.
" non-commercial semi-state bodies
M Future Ireland Fund; Infrastructure, Climate and Nature Fund.
Source: Department of Finance, CSO, NTMA.
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Table A4: General government balance, per cent of GNI*

2023 2024 2025 2026 2027 2028 2029 2030

Net lending by sub-sector
General government balance 2.9 7.5 2.9 2.4 1.9 2.7 2.6 25

: Central government 3.2 8.0 3.7 2.9 25 3.2 3.0 2.9

: Local government -0.4 -0.5 -0.7 -0.5 -0.5 -0.5 -0.4 -0.4
General government
Total Revenue 42.6 47.4 42.6 42.3 41.8 42.7 42.7 42,5
Total Expenditure 39.7 39.9 39.7 39.9 39.8 40.0 40.1 40.0
Net lending/borrowing 2.9 7.5 2.9 2.4 1.9 2.7 2.6 25
Interest expenditure 1.2 1.0 11 0.9 1.0 11 1.2 1.3
Primary balance 4.1 8.5 4.0 3.3 3.0 3.8 3.8 3.8
One-off / temporary measures 2.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Revenue
Total taxes 32.2 32.8 32.1 31.8 31.1 31.7 31.7 31.7
: taxes on production and imports 11.4 11.0 11.1 10.9 10.8 10.8 10.7 10.7
: current taxes on income, wealth 20.6 21.6 20.9 20.7 20.1 20.7 20.8 20.8
: capital taxes 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Social contributions 7.4 7.2 7.7 7.9 8.1 8.3 8.4 8.3
Property Income 0.7 0.6 0.6 0.6 0.6 0.6 0.7 0.7
Other 2.3 6.7 2.2 2.1 2.0 2.0 1.9 1.9
Total revenue 42.6 47.4 42.6 42.3 41.8 42.7 42.7 42.5
p.m.: Tax burden 39.9 40.4 40.2 40.0 39.5 40.0 40.1 40.0
Expenditure
Compensation of employees 10.7 11.0 11.0 11.0 11.0 10.9 10.9 11.0
Intermediate consumption 6.5 6.2 5.9 6.0 6.0 5.9 6.0 6.0
Social payments 13.7 14.1 13.5 13.4 13.3 13.1 13.1 13.0
1 in-kind via mkt producers 35 35 3.4 3.3 3.3 3.1 3.0 2.9
: other than in-kind 10.2 10.6 10.2 10.1 10.0 10.0 10.0 10.1
Subsidies 0.9 0.8 0.7 0.7 0.7 0.7 0.6 0.6
Interest expenditure 1.2 1.0 11 0.9 1.0 11 1.2 1.3
Gross fixed capital formation 4.1 4.2 4.9 5.0 5.1 5.4 55 5.4
Capital Transfers 0.8 0.8 0.9 0.9 0.8 0.8 0.8 0.7
Other 1.9 1.9 1.6 1.9 1.9 2.0 2.0 2.1
Resources to be allocated 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total expenditure 39.7 39.9 39.7 39.9 39.8 40.0 40.1 40.0
p.m. : Government consumption 21.3 20.7 20.6 20.7 20.7 20.4 20.4 20.4
GNI* at current market prices 290,925 314,350 331,075 348,300 365,750 383,600 400,975 419,200

Source: Department of Finance, CSO, NTMA.




Table A5: General interest expenditure, € millions

National Debt cash interest
per cent tax revenue

per cent of GNI*

National Debt interest accruals
Consolidating and grossing
Accrued promissory note interest
Other

Total Interest on ESA2010 basis
per cent of total gg revenue

per cent of GNI*

2023 2024 2025 2026 2027 2028 2029 2030
3,170 3,010 3,010 2,785 3,065 3,575 4,000 4,540
3.6 3.1 3.0 2.7 2.8 3.1 3.3 3.6
11 1.0 0.9 0.8 0.8 0.9 1.0 11
-190 -385 -60 -45 125 35 95 60
395 350 350 370 380 425 510 540
115 160 185 195 195 205 210 220
3,485 3,135 3,485 3,305 3,765 4,240 4,815 5,360
2.8 2.1 25 2.2 2.5 2.6 2.8 3.0
11 1.0 11 0.9 1.0 11 1.2 13

Source: Department of Finance, CSO, NTMA.

Table A6: Projected movement in general government debt, € billions

2023 2024 2025 2026 2027 2028 2029 2030
GG Debt: Opening Position 224.8 220.7 217.2 211.2 212.5 217.8 224.8 231.7
In-Year Flows:
EBR -1.2 -11.6 -7.9 0.8 4.4 35 4.7 6.2
Exchequer deposits: change 2.6 10.3 -5.1 0.2 0.7 3.3 1.9 -3.7
Net lending of NCSSBs 0.2 0.1 0.2 0.2 0.2 0.2 0.2 0.2
Net lending: local gov. 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other flows -6.0 -2.3 6.8 0.0 0.1 0.1 0.0 0.0
GG Debt: Closing Position 220.7 217.2 211.2 2125 217.8 224.8 231.7 234.3
Note:
NCSSBs = Non-commercial semi-state bodies
Source: Department of Finance, CSO, NTMA.
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Annex 4
Summary: Macroeconomic and fiscal aggregates

Table A7: Summary — macroeconomic aggregates

2023 2024 2025 2026 2027 2028 2029 2030
Economic activity year-on-year per cent change (unless stated)
Real GNI* 5.0 4.9 2.7 2.7 2.5 2.3 2.2 2.2
Real GDP -5.5 -0.2 3.9 3.7 3.7 3.6 3.6 3.6
Nominal GDP (€ billions) 510 525 557 590 625 662 700 740
Nominal GNI* (€ billions) 291 314 331 348 366 384 401 419
Components of GDP year-on-year per cent change
Personal consumption 4.8 3.2 3.3 2.9 2.7 2.6 2.6 2.4
Government consumption 43 3.0 2.8 1.8 1.7 1.7 1.7 1.7
Investment 2.8 -21.8 23.2 53 5.3 5.2 5.2 5.2
Modified investment -4.4 0.2 1.9 4.8 4.9 4.6 4.6 4.6
Modified domestic demand 2.6 25 2.9 3.0 2.9 2.8 2.8 2.8
Exports -5.8 8.5 1.9 3.8 3.8 3.7 3.7 3.7
Contributions to real GDP growth percentage points
modified domestic demand 1.2 1.2 14 15 14 14 14 14
modified net exports -8.1 -0.2 25 2.2 2.3 2.2 2.2 2.2
stock changes 1.3 -1.2 0.0 0.0 0.0 0.0 0.0 0.0
statistical discrepancy 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Price developments year-on-year per cent change
HICP 52 1.7 1.9 2.0 2.0 2.0 2.0 2.0
GDP deflator 3.6 3.2 2.1 2.1 2.1 2.1 2.1 2.1
Personal Consumption Deflator 8.1 4.0 25 25 2.4 2.4 2.4 2.4
Labour market year-on-year per cent change (unless stated)
Employment 3.4 2.4 1.8 15 1.2 0.9 0.8 0.7
Unemployment (per cent of labour force) 4.3 4.4 45 45 45 4.6 4.6 4.6
Labour productivity 1.5 2.5 0.9 11 1.3 1.4 14 15
Compensation of Employees 10.9 7.7 6.4 6.0 5.3 4.9 4.8 4.5
Wages per head 6.9 4.9 4.2 4.2 3.9 3.9 3.8 3.7
External per cent of GDP
Trade balance 32.9 375 344 345 34.7 34.8 34.9 35.1
Modified current account (per cent GNI*) 3.3 6.8 6.8 6.6 6.4 6.1 55 5.0
Cyclical Developments per cent of potential GNI*
Domestic Output Gap 1.7 24 1.8 14 1.1 0.9 0.5 0.2

Source: Department of Finance.
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Table A8: Summary — Fiscal aggregates

2023 2024 2025 2026 2027 2028 2029 2030
Exchequer € millions
Exchequer Balance 1,180 11,570 7,885 -835 -4,365 -3,510 -4,655 -6,150
Tax Revenue 88,115 105,700 105,420 105,030 108,260 115,540 120,980 126,460
General Government € millions
Total Revenue 123,715 148,960 140,995 147,285 152,870 163,635 171,215 178,180
Total Expenditure 115,380 125,305 131,290 138,945 145,750 153,315 160,755 167,790
General government balance 8,330 23,655 9,700 8,335 7,130 10,320 10,460 10,380
General Government per cent GNI*
Total Revenue 42.6 47.4 42.6 42.3 41.8 42.7 42.7 42.5
Total Expenditure 39.7 39.9 39.7 39.9 39.8 40.0 40.1 40.0
General government balance 2.9 7.5 2.9 2.4 1.9 2.7 2.6 25
Interest expenditure 1.2 1.0 11 0.9 1.0 1.1 1.2 1.3
Primary balance 4.1 8.5 4.0 3.3 3.0 3.8 3.8 3.8
Gross fixed capital formation 4.1 4.2 4.9 5.0 5.1 5.4 5.5 5.4
Gross debt 75.9 69.1 63.8 61.0 59.5 58.6 57.8 55.9
Net debt 62.2 52.9 46.7 43.2 40.7 37.7 35.0 32.3
Note:
Source: Department of Finance, Department of Public Expenditure, NDP Delivery and Reform, CSO, NTMA.
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