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Setting the scene

• Near-term outlook: headwinds and tailwinds

• Medium- and longer-term outlook: “Mega-trends” (the 4Ds)

o Demographic headwinds

o Decarbonisation – role and impact on the economy / public finances

o Digitisation – headwind or tailwind ?

o De-globalisation ?

• Conclusion
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Near-term outlook – key cyclical factors
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Headwind #1: Supply side shock….

Transfer of purchasing power abroad
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energy import bill, € bn [ annualised ]

'norm' (2015-2019) = €5 bn

peak [Feb] = €13½ bn

increase vs norm = €8½ bn (c.3% GNI*) 
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Loss of purchasing power since Jan 2021

…interplay with demand has triggered inflation spike

Rate has peaked but last mile?

peak: 9.6
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Headwind #2: Synchronised monetary tightening – transmission lags

US: policy rates +525 bps since low point
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…though household debt service burden is increasing

HH have absorbed the interest rate shock but pockets of vulnerability

‘Hedging’ of interest rates slows pass-through…
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Many (not all) HH built up ‘excess’ savings during pandemic 

Households (in aggregate) are unusually liquid

HH balance sheets in strong position

117
100 98 95 89 83

63

44

69

88 90

108 108
123 125 130 127 125

134

159 159

132

-200

-150

-100

-50

0

50

100

150

200

250

300

2
0
0

1

2
0
0

2

2
0
0

3

2
0
0

4

2
0
0

5

2
0
0

6

2
0
0

7

2
0
0

8

2
0
0

9

2
0
1

0

2
0
1

1

2
0
1

2

2
0
1

3

2
0
1

4

2
0
1

5

2
0
1

6

2
0
1

7

2
0
1

8

2
0
1

9

2
0
2

0

2
0
2

1

2
0
2

2

financial balance sheet of the household sector, per cent GNI*

cash & deposits loan securities equity insurance & pension funds other household net (financial) worth

deleveraging but also new 

housing supply shortages-10

-5

0

5

10

15

20

25

30

35

40

Q
1
 2

0
0
0

Q
1
 2

0
0
1

Q
1
 2

0
0
2

Q
1
 2

0
0
3

Q
1
 2

0
0
4

Q
1
 2

0
0
5

Q
1
 2

0
0
6

Q
1
 2

0
0
7

Q
1
 2

0
0
8

Q
1
 2

0
0
9

Q
1
 2

0
1
0

Q
1
 2

0
1
1

Q
1
 2

0
1
2

Q
1
 2

0
1
3

Q
1
 2

0
1
4

Q
1
 2

0
1
5

Q
1
 2

0
1
6

Q
1
 2

0
1
7

Q
1
 2

0
1
8

Q
1
 2

0
1
9

Q
1
 2

0
2
0

Q
1
 2

0
2
1

Q
1
 2

0
2
2

Q
1
 2

0
2
3

p
e
r 

c
e
n
t 

o
f 
d
is

p
o
s
a
b
le

 i
n
c
o
m

e

hh_SR hh_SR, 4qma



9 An Roinn Airgeadais | Department of Finance

Headwind #3: External demand has softened

Exports: reversal of pandemic premium China – macroeconomic imbalancesExternal demand: loss of momentum
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Tailwind #1: budgetary support

Temporary budgetary supports during cost of living, € bn

pre-Budget 2023, €3 bn

Budget 2023: temporary, €5 bn

post-Budget 2023, 
€1 bn

budget 2024, €3 bn
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…though need to be conscious of fiscal icebergs

Narrow corporate tax baseFive-fold increase in corporation tax since 2015, € billions, 12-mrs

€4.7bn

€23.8bn
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Tailwind #2: resilience of the labour market

Employment in excess of pre-pandemic trend / peak

actual:
2,709

hypothetical: 
2,639
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peak: 2,385
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MDD: rapid rebound but moving sideways…

Macro-indicators confirm economy has absorbed shocks

…with services driving consumer spending
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€55,339m

hypothetical:
€57,538m
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peak: €50,256m
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upside downside

Stronger MNC performance Geo-economic tensions

Unwinding of ‘excess’ savings Corporation tax: concentration + policy risk

Sharper monetary policy impact 

Energy / commodity price shocks

Recession main trading partners 

Cost of sovereign financing

Sector specific shocks 

Risks two sides in nature but tilted to the downside 
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Medium- and longer outlook: “Mega-trends” (the “4Ds”)
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Mega-trends: understanding the economic consequences of the ‘4Ds’

Structural change : 

‘Solow’ : Y = A*Lα *K1-α :

Living standards :  GDP (or GNI*) per capita

K

demographics decarbonisation

L TFP

digitalisation deglobalisation
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Mega-trend #1: Demographic headwinds

Ireland’s demographic profile is changing … ‘Solow’ growth model: Y = A*L^(α)*K^(1-α)
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…as in other advanced economies

Demographic headwinds (contd.)
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Old-age dependency ratio set to deteriorate…
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…with rising debt-income on unchanged policies

Annual age-related expenditure projections 2019-2050, per cent of GNI*

2019 2030 2050 ∆ 2050-19

Pension costs 7.4 9.6 12.1 4.7

Health Care 6.6 7.2 8.3 1.7

Long-term care 2.0 2.7 3.9 1.8

Education 5.3 5.3 5.2 -0.1

Total age-related 21.4 24.7 30.6 8.1

With major fiscal costs…
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Transition to carbon neutrality: Need to mobilise new revenue streams

Mega-trend #2: De-carbonisation – impact on economy and public finances

Carbon pricing – pathway to €100 per tonne
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Mobilising the evidence: ‘green budgeting’

De-carbonisation (contd.)

Transmission channels to K,L,TFP

Labour

Supply 

(-/+)

Migration 

(-/+)

Human Capital

(-) short run 

(+) long run

Capital

Investment 

(-) short run 

(+) long run

Infrastructure 

(-/+)

Depreciation 

(-)

TFP

Within firms 

(-/+)

Re-allocation 

(-) short run

(+) long run

Climate positive Climate negative

Climate 

budgetary 

impact

Revenue Tax expenditure Revenue Tax expenditure Total

Extension ACA for energy efficient 

equipment
7

Electricity micro generation 4.5

Zero VAT rate for audiobooks and 

ebooks
3

Zero VAT rate for solar panels for 

schools
0.5

Extension of 9 per cent VAT rate for gas 

and electricity
-315

Extension of MOT rate reduction to end-

March 2024
-122

Extension of relief for battery electric 

vehicles
30

Original market value deduction for 

certain categories of vehicles
-

Relief for battery electric vehicles -

Carbon tax 152

Total €m 152 45 0 -437 -240
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starting point main features drivers

INDUSTRIAL REVOLUTION 1.0 1800s
Mechanisation 

[ agriculture / industry ]
water, steam

INDUSTRIAL REVOLUTION 2.0 1870s Mass production electricity

INDUSTRIAL REVOLUTION 3.0 1980s Technological advancement digital, electronic

INDUSTRIAL REVOLUTION 4.0 2000s AI / robotics / automation computer power

Mega-trend #3: Digitisation – headwind or tailwind ? 

Industrial revolution 4.0 = transformative [ “this time is different”? ]
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Digitisation (contd.) 

machines replacing hands

• Industrial Revolutions 1.0 – 3.0:
- complement for labour

- boost productivity

: sectoral shifts into higher ‘value-added’ activity

• Industrial Revolution 4.0:
- cognitive

- substitute for labour ?

• Not a given
- “computers are everywhere except in the statistics”

• Policy response:
- avoid ‘race to the bottom’

: guard-rails

: rules / regulations = global public good [ ‘AI doesn’t respect borders’ ] 

- smooth transition

: labour market institutions

machines replacing heads ?
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Trade-intensity of production has stalled Pandemic / war exposed ‘choke points’

Mega-trend #4: De-globalisation
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Probably more ‘slo-balisation’ than 

outright de-globalisation

• Global supply chains

- pandemic: PPE

- war in Ukraine: grain / metals

- Taiwan: semi-conductors ?

• Choke points === single points of failure:

• Premium on security of supply

- shortening of supply chains

• “New” industrial policies

- Single European Market ?

• Not cost-free

- higher prices?

- efficiency / productivity losses?

- global cost of capital?
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Conclusion
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Summary and conclusion

• Past the peak of cycle: more modest growth in prospect

• Intersecting with powerful structural forces

• Policy challenges

o maximise opportunities / minimise challenges

o boost productivity

- ‘bridge the gap’ [ domestic vs foreign-owned ]

o fiscal resilience
- long-term savings vehicles

• Administrative challenges [ civil service / economics ]

o enhance understanding of forces at work

o mobilise better evidence

o scenario analysis
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Disclaimerand other information:

The forecasts in this presentation are those of the Department of Finance set out in its autumn forecasts (Economic and Fiscal Outlook, October 2023). Data
areas per mid-January 2024

Viewsare those of the presenterand not necessarily those of the Minister or Departmentof Finance.

Outturn data are sourced from a variety of sources including the Department of Finance, Central Statistics Office, European Commission (AMECO),
macrobond and CentralBank of Ireland.

For the latestpublication’s followthe Departmentof Financeon socialmedia:

@IRLDeptFinance Department of Finance Ireland

https://twitter.com/IRLDeptFinance https://ie.linkedin.com/company/irldeptfinance


