
7. IRELAND 
Financial stabilisation and labour market improvement sustain the 
recovery 
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Employment gains and confidence lead the 
recovery 

Headline growth of -0.3% in 2013 was below 
expectations, in part due to a surge in imports and 
lower-than-expected private consumption in the 
final quarter of the year. The falling output of the 
pharmaceutical sector had a continuing negative 
effect on merchandise trade, while trade in services 
grew robustly. However, steady improvements 
across all key labour market indicators and a surge 
in machinery and equipment investment provide a 
better barometer of the domestic recovery than the 
highly volatile quarterly national accounts data. 
These indicators are also in line with survey data 
showing a return to confidence for both Irish 
businesses and consumers.  
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Unemployment was estimated at 11.8% in March 
2014. This brings Irish unemployment on par with 
the euro-area average for the first time since 
October 2008. A particular feature of the 
improvement is the continued reduction in the 
number of long-term unemployed, which fell by 
9.3% in the year to March 2013; and in the number 
of youth unemployed, which fell by 8.8% over the 
same period. This trend is forecast to continue with 
unemployment seen averaging 11.4% in 2014, and 
falling further to 10.7% in 2015.  

Real GDP growth in 2014 is forecast at 1.7%, 
driven by the economic recovery in the UK, and 
the euro area. Further gains in employment, a 
modest reduction in the saving rate and rising 
output in the construction sector should support 
domestic demand, which is expected to make a 
positive contribution to growth for the first time 
since 2007. A reduction in the pace of the 
pharmaceutical sector's decline is also forecast for 
2014, as the effects of key patent expiries begin to 
fade and output growth in the sector stabilises by 
2015. GDP growth is forecast to rise further in 
2015 to 2.9%, thanks to stronger domestic demand 
and better net trade as conditions improve in 
export markets.  

Inflation is expected to remain muted as Ireland 
continues the process of internal devaluation.  

External risks are rising, while credit supply and 
legacy debts remain an issue  

Although key trading partners are expected to 
grow, an increasingly uncertain external 
environment poses downside risks to net exports, 
given Ireland's openness and dependence on 
international trade. Any possible rise in energy 
prices related to recent political tensions could also 
have a particularly high impact on Ireland, which 
covers around 85% of its energy needs with 
imports.  

Impaired access to finance and the effects of 
legacy debts continue to pose risks for SMEs 
seeking to replenish capital stocks and seize new 
business opportunities. Impaired credit channels 
are also a risk to the construction sector, which, if 
not addressed, may lead to bottlenecks in the 
supply of new residential and commercial 
property. The successful resolution of non-
performing loans is a precondition for the 
restoration of credit channels and for sustaining the 
economic recovery beyond the short term.  

The robust performance of the labour market remains the most visible sign of the Irish recovery, while 
the ongoing deleveraging in the private and the public sector continue to weigh on the speed of the 
recovery. Public finances benefit from the improved labour market outlook and a rigorous 
implementation of the 2014 budget would yield a modest primary surplus in structural terms. Based on 
current projections, Irish government debt peaked end 2013 at close to 124% of GDP. 
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Public finances benefit from the economic 
recovery 

In 2013, the government deficit declined by 1 pp. 
(from 8.2% of GDP in 2012) to 7.2% of GDP. The 
improvement mostly stems from higher tax 
revenues (in the order of 1.5 pps. of GDP) and a 
reduction in primary expenditure (of around 
0.4 pp. of GDP), more than offsetting an increase 
in debt-servicing costs (of 0.9 pp. of GDP). In 
structural terms, the 2013 general government 
deficit is estimated to have improved by 1.6 pps. of 
GDP. (14) 

The headline deficit is estimated to decline to 4.8% 
of GDP in 2014. The impact of a lower-than-
expected nominal GDP level is offset by the 
positive effect of the improved labour market 
situation through direct tax revenues and lower 
unemployment benefits. As compared to 2013, the 
expected deficit improvement mostly comes from 
a lower public sector pay bill (0.8 pp. of GDP), 
                                                           
(14) In 2013, one-off guarantee payments related to the 

liquidation of IBRC increased expenditure by 0.7% of 
GDP, but one-off revenue from the sale of mobile 
telephone licenses (classified as negative expenditure) 
improved the fiscal deficit by 0.4% of GDP. 

in line with the public sector wage agreements, 
lower social spending due to declining expenditure 
on unemployment benefits (0.6pp. of GDP), one-
off measures (0.5 pp. of GDP) (15) and other 
expenditure reductions. Revenues are expected to 
remain broadly unchanged as percent of GDP. In 
structural terms, the 2014 deficit is estimated at 
4.4% of GDP, 2.1 pps. better than in 2013. 

Under the usual no-policy-change assumption, the 
general government deficit is projected at 4.2% of 
GDP in 2015.  

General government debt peaked at 123.7% of 
GDP at the end of 2013 and is projected to decline 
to around 121% in 2014 on account of an expected 
reduction in precautionary cash balances and 
narrowing of primary deficit to almost balanced 
position. An increase in primary surplus is the 
main driver of the projected debt reduction to 
120% of GDP in 2015. 
                                                           
(15) The 2014 fiscal deficit is improved by discontinuation of 

negative one-off in 2013 (0.3% of GDP) and one-off 
revenue from the national lottery licence sales (0.2% of 
GDP). One-off financial sector measures for credit unions 
in 2014 and 2015 amount to less than 0.1% of GDP in each 
year. 

 
 

bn EUR Curr. prices % GDP 94-09 2010 2011 2012 2013 2014 2015
163.9 100.0 5.7 -1.1 2.2 0.2 -0.3 1.7 2.9

78.3 47.8 4.9 0.4 -1.4 -0.3 -1.1 0.4 0.8
29.4 18.0 4.6 -4.9 -2.9 -3.2 -0.6 -2.4 -0.5
17.5 10.7 5.4 -22.7 -9.1 -0.6 3.6 12.0 6.5

6.8 4.2 6.6 -11.2 -1.6 2.3 -8.5 12.0 5.1
176.7 107.8 9.7 6.4 5.4 1.6 0.2 2.8 3.7
137.0 83.6 9.0 3.6 -0.4 0.0 1.0 2.8 2.6
133.9 81.7 5.1 -0.2 -1.4 0.8 3.4 0.4 3.5

4.3 -4.4 -2.4 -0.8 -0.3 1.1 1.1
0.1 0.6 0.9 -0.5 0.2 -0.1 0.0
1.7 3.1 5.7 1.6 -0.7 0.7 1.8
3.1 -4.1 -1.8 -0.6 2.4 2.4 2.3
7.2 13.9 14.7 14.7 13.1 11.6 10.9
4.7 -3.8 -0.1 0.8 -1.7 -0.8 0.5
2.1 -6.7 -4.0 0.0 1.0 -0.1 -0.1

-0.4 -5.3 -4.6 -0.6 0.6 -1.4 -1.4
- 13.2 11.2 10.2 12.3 11.6 14.6

2.6 -1.5 0.7 0.7 0.4 1.3 1.2
- -1.6 1.2 1.9 0.5 0.6 1.1

0.1 -3.6 -6.2 -0.7 -0.2 0.4 0.1
19.9 22.6 22.6 22.2 19.6 18.2 17.8
-0.5 1.1 1.2 4.4 6.6 6.7 8.3
-0.1 0.7 1.1 3.2 6.6 7.1 8.1
-0.5 -30.6 -13.1 -8.2 -7.4 -4.7 -4.0
-0.9 -28.5 -12.5 -7.9 -6.7 -4.2 -4.0

- -9.2 -8.3 -7.9 -6.5 -4.4 -3.9
47.0 91.2 104.1 117.4 123.7 120.6 119.5

Net lending (+) or borrowing (-) vis-a-vis ROW (c)

(a) Eurostat definition.  (b) gross saving divided by gross disposable income.  (c) as a percentage of GDP.

Cyclically-adjusted budget balance (c)

Real unit labour cost

Imports (goods and services)

General government balance (c)

Unit labour costs whole economy

Inventories

Terms of trade goods

Table II.7.1:

Net exports

Public Consumption

Trade balance (c)

Employment

Annual percentage change2012

GDP
Private Consumption

Exports (goods and services)

GNI (GDP deflator)

Structural budget balance (c)

Saving rate of households (b)

Main features of country forecast - IRELAND

Unemployment rate (a)

Gross fixed capital formation

Current-account balance (c)

Contribution to GDP growth:

General government gross debt (c)

GDP deflator

Compensation of employees / head

of which: equipment

Domestic demand

Harmonised index of consumer prices

 
 


