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The Irish Recovery: Stronger and More Broadly Based 

 
The Irish recovery is strengthening: following a stronger-than-expected Q1 performance, we have 
upgraded our growth forecasts and now expect real GDP growth of 3.1% this year vs. 2% previously  
 
Just as significantly, the recovery is also becoming more broadly based: 2014 will mark the first 
year since 2007 that exports, consumer spending and investment will all be growing together – an 
important sign that the recovery is looking more sustainable 
 
The improvement underway in international growth patterns supports the outlook for Irish exports 
where recent momentum has been impressive 
 
Meanwhile, the ongoing improvement in the labour market is a key barometer of a better domestic 
economy.  We note that over half of all the jobs created over the past two years were recorded 
outside of Dublin, indicating that the labour market recovery itself has a breadth to it that extends 
beyond the capital 
 
 

 The Irish recovery dynamic is strengthening. Following the historical upward revisions and stronger-than-expected first 
quarter performance revealed in the latest national accounts release, we have upgraded our growth forecasts, and now 
expect real GDP growth of 3.1% this year. This is about one percentage point higher than our previous estimate, and we 
expect a continuation of solid growth of 3.2% in 2015.  We expect the unusually large gap between growth in GDP and 
GNP of late to narrow, and expect GNP to also grow by over 3% this year and next. 
 

 The main driver of the stronger near-term outlook is a much improved export performance, aided by  the combination of 
improved growth momentum in Ireland’s main trading partners (especially in the UK and US) and better trends in the 
pharma-chem sector as the drag from the patent cliff looks to have eased. From a subdued 1.1% annual gain in 2013, we 
expect Irish export volumes to grow by around 5% this year.   
 

 While high private and public sector debt levels imply some lingering downside risk to Irish growth prospects over the 
medium term, the near term risk skew looks more balanced: downside risks come from the potential for further 
disappointment in the euro zone recovery and from international geopolitical tensions, but recent Irish export momentum 
has been impressive and an upside surprise from this source is a clear possibility. 

 
 We expect the recovery to not only strengthen but also to become more broadly-based this year. In addition to positive 

export growth, we also expect both consumer spending and investment to expand in 2014, marking the first year since 
2007 that each of these three key areas of spending will all be growing together. 

 
 Trends in overall consumer spending volumes up to Q1 of this year have been somewhat disappointing. However, having 

declined by 0.8% in 2013, we expect a return to positive growth of over 1% in 2014, and a further acceleration to 2% in 
2015, with more timely indicators on car and non-car retailing as well as consumer confidence broadly pointing to better 
trends of late.  The expected improvement relative to last year is being driven by the strength in key labour market trends 
with solidly expanding employment now beginning to underpin better underlying income dynamics for the Irish household 
sector.   
 

 Building on the stronger-than-expected 2.4% rise in employment in 2013, we expect further healthy increases of around 
2% both this year and next. Such gains in employment will continue to exert meaningful downward pressure on the 
unemployment rate which we expect to average 11.5% and 10.4% this year and next, down from 13.1% last year and the 
annual cycle peak of 14.7% reached in 2012. 

 
 Beyond the headline labour markets developments, we take additional encouragement from two other features of the 

recent figures. First is the continued strength of full-time employment where annual growth has been above 3% for the past 
three quarters – an important sign of rising employer confidence in the durability of the recovery. Second is the evidence 
that the improvement that is being registered is not confined to Dublin. While jobs growth in Dublin is outpacing that 
outside the capital, six of the seven non-Dublin regions have experienced some pick-up in employment over the past two 
years.  Indeed, over half of the 63,000 net new jobs created in the economy since early 2012 have been recorded outside 
Dublin. 
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 Turning to investment, while growth in overall capital formation and its components has been extremely volatile, trends in 
home-building, non-residential construction and core business capital spending point to the likelihood of total investment 
reversing last year’s 2.4% fall. We expect growth of 8-9% in 2014 and 2015 as capital formation makes gradual inroads 
into recouping the 40% losses experienced over the 2007-11 period. 
 

 The recent improvement in residential activity is particularly welcome, for two reasons. First, the fact that home-building is 
now rising and not falling means that one major headwind which had held the economy back over a deep, seven year 
construction correction has now become a tailwind, thus contributing to both a strengthening and broadening of the wider 
recovery. And second, with price pressures building in some areas of the housing market (particularly Dublin), rising supply 
is badly needed to keep pace with strong demand. 
 

 So far this year, completions are running about 30% higher than 2013 levels nationally indicating that a supply response is 
now getting underway. Furthermore, the geographic mix of that supply response is favourable, in that completions in Dublin 
are up 190% y/y compared with a rise of just 7.5% outside Dublin indicating that new dwellings are now being brought on 
stream at a faster pace where they are needed most. The problem is that supply is likely to continue to struggle to keep up 
with demand, in the short term at least.  Fewer than 1,400 new units were completed in Dublin last year, for example, 
which falls a long way short of recent ESRI estimates of the medium-term requirement for housing in the capital of around 
7,000 per annum. 
 

 Combining price-supportive supply-demand dynamics in Dublin in particular with continued improvement in key underlying 
labour market fundamentals along with the strong momentum evident in recent trends argues in favour of further solid 
growth in house prices. Following a return to positive (2%) growth last year, we expect the CSO residential property price 
index to rise by a further 10.5% on average this year, and by another 8% in 2015. 

    
 The strengthening of the economy’s recovery dynamic is also benefiting the public finances which were close to Eur1bn 

(0.5% of GDP) ahead of expectations at end July. Aided further by the helpful effect of the recent large upward revisions to 
nominal GDP, this leaves Ireland on track to record an underlying general government deficit of under 4% of GDP this year 
– well ahead of both the government’s planned 4.8% and the 5.1% ceiling set by Europe.  That would also mark a fourth 
consecutive year of budgetary outperformance relative to target as Ireland continues her journey back to fiscal balance 
from the peak underlying deficit of just below 12% of GDP in 2009. This more favourable deficit profile opens the door for 
some material easing back on the planned Eur2bn of fiscal tightening in the coming October budget while still getting the 
2015 deficit below the long-standing 3% target.   
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Forecast Overview 
 

 2011 2012 2013 2014F 2015F 
GROWTH       
Consumer Spending (%YOY) -1.1 -1.1 -0.8 1.1 2.0
Investment (%YOY) -3.0 4.2 -1.8 8.5 8.1

- Housing -20.5 -22.6 3.5 20.1 13.5
- Other Building & Construction -13.6 12.7 18.3 8.0 7.5
- Machinery & Equipment 1.5 -2.1 1.8 8.0 10.0

Government Spending (%YOY) -2.2 -2.2 1.3 -0.3 -1.1
Exports (%YOY) 5.5 4.7 1.1  4.9 4.7
Imports (%YOY) -0.6 6.9 0.5 4.5 4.5
  
Real GDP (% YOY) 2.8 -0.3 0.2 3.1 3.2
Real GNP (% YOY) -0.7 1.9 3.2 3.4 3.3
  
Housing Completions  10,480 8,488 8,301 11,000 13,000
  
PRICES  
CPI (% YOY) Average 2.6 1.7 0.5 0.4 1.0
HICP (% YOY) Average 1.2 1.9 0.5 0.5 1.1
  
LABOUR MARKET  
Employment (% YOY) Average -1.8 -0.6 2.4 1.9 1.9
Unemployment Rate annual avg.% 14.6 14.7 13.1 11.5 10.4
  
PUBLIC FINANCES  
General Government Balance (% GDP)* -9.1 -8.6 -6.0 -3.9 -2.5
  
  
ECB Refi Rate (End of Period) 1.0 0.75 0.25 0.15 0.15
  
* as measured on underlying basis (i.e. 
excluding the impact of banking interventions) 
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External Environment 
 
The latest national accounts figures paint a more positive 
picture of recent Irish export performance than the previous 
vintage of data (which were compiled on the basis of less 
comprehensive underlying source figures).  Upward revisions 
now leave annual growth in export volumes at 4.7% and 1.1% 
for 2012 and 2013 respectively, up from the previous estimates 
of 1.6% and 0.2%.  That still leaves intact the general pattern of 
sequential year-to-year momentum loss from the post-Lehman 
snap back in 2010 (when exports rose by 6.2%).  However, one 
important feature of the latest national accounts figures is that 
they now show a stronger improvement in export performance 
over the course of last year such that annual growth in exports 
at end-2013 is now estimated at 3.8%, up from 2.9% previously. 
 
Furthermore, the national accounts figures for the first quarter of 
this year show that the export sector has managed to build 
further on this improved trajectory.  A robust quarterly gain of 
1.8% in Q1 followed a 2% jump in the final quarter of last year.  
This produced a further acceleration in the annual rate of growth 
which now stands at a three-year high of 7.4%, a strong 
turnaround from the annual fall of 2.3% recorded in Q1 2013. 
 
 

-6
-4
-2
0
2
4
6
8
10
12

-4
-2
0
2
4
6
8

10
12

Export Volumes, sa %

q/q (lhs) y/y (rhs)

Source: CSO

 
 
Several factors are at play here.  First, very importantly, the 
international economic environment has shown steady 
improvement, with trade-weighted measures of both GDP and 
import growth across the euro zone, UK and US having 
accelerated notably over the year to the first quarter.  Second, 
the impact of the patent cliff looks to be waning as a drag on 
chemicals exports.  The monthly goods trade figures show that 
annual growth in the value of chemicals exports got back into 
positive territory in the three months to February, having been 
contracting at a 14% pace in the three months to August last 
year.  Third, the export base itself continues to expand in line 
with the continuing flows of foreign direct investment with the 
IDA reporting another very solid year in 2013 which saw the 
strongest net jobs growth in the FDI sector in some ten years.  
And underpinning both the FDI performance and underlying 
export performance more generally is the meaningful 
improvement in competitiveness which has taken hold since the 
economy turned down in 2008. 
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Looking past the first quarter (which is the most recent quarter 
for which total export volume estimates are available), available 
monthly figures on goods trade as well as the export orders 
series of the manufacturing and services PMIs suggest that 
export trends have remained healthy through the second 
quarter and into the early part of the third.  In terms of 
international demand, while the flat Q2 GDP reading provided 
another reminder of the disappointing nature of the euro area 
recovery, the broad pattern remains one of gradual underlying 
improvement in the zone, evidenced by the emergence of a 
modest downtrend in the unemployment rate in recent quarters 
and an associated improvement in retail sales trends.  
Moreover, growth is looking solid both in the US - helped by a 
sharp bounce back in Q2 - and especially in the UK, where the 
y/y rate of expansion reached a six and a half year high of 3.2% 
in Q2.   
 
Overall, looking at the prevailing consensus for the external 
environment, the weighted average GDP growth rate across 
Ireland’s Key Trading Partners (the euro zone, UK and US) 
looks set to pick up by about one percentage point this year 
relative to last, and to improve further, albeit more modestly, in 
2015.  We also think that currency movements should be 
supportive of export performance.   Eur/USD has fallen by about 
4% from its high of the year ($1.40 seen in early May), and we 
think the single currency could well come under some further 
downward pressure against the dollar in the months ahead, 
especially if market expectations about Fed policy tightening 
firm up.  Indeed, the euro has already fallen markedly against 
sterling ahead of an expected first rate hike in the UK within the 
coming six months; the Eur/Stg rate has gone from a high of 
over 88p in February 2013 to around 80p at present, leaving it 
some 7% lower than year-ago levels - a development of 
particular resonance to indigenous Irish firms exporting to the 
UK. 
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Despite the more positive trends and prospects for international 
growth, the post-crisis landscape continues to carry lingering 
downside risk, particularly in the euro zone, while policy makers 
in the UK and US have some tricky navigating to do as they 
seek to begin the interest rate normalisation process in the 
months and quarters ahead.  Plus recent developments in the 
Ukraine, Russia, Gaza, Iran, Iraq and Syria mean that 
geopolitical risks bear close watching.  Nonetheless, combining 
the healthy momentum provided by a strong finish to 2013 with 
the solid Q1 performance and the encouraging signs on the 
external backdrop in the form of growth and currency trends 
leaves us comfortable pencilling in a return to solid annual 
growth in Irish exports.  We are pencilling further gains for 
exports in the coming quarters, albeit at a more modest pace 
than in the half year to Q1, which would generate acceleration 
from 1.1% in 2013 to around 5% for both this year and next.  
Notwithstanding international growth and geopolitical 
uncertainties, and the high levels of volatility in the Irish export 
data, we think the risks around this outlook are skewed to the 
upside, especially in the short term when momentum could be 
stronger than we are allowing for. 
 
Imports grew by a subdued 0.6% on average in 2013, reflecting 
sluggish trends in both exports and domestic demand.  But the 
trend did improve as the year progressed and our forecast calls 
for a pick-up to 4.5% on average in 2014 (and similar in 2015), 
reflecting higher import requirements of a stronger export sector 
and improving domestic demand trends.  Taking our export and 
import projections together, net trade looks set to contribute 
positively to the economy’s growth dynamic both this year and 
next. 
 
 

Consumer spending 
 
Overall consumer spending fell by 0.8% last year in real terms, 
marking the third year in a row of spending declines for the Irish 
household sector. And the quarterly national accounts figures 
for the first quarter of this year indicate that spending trends 
remained poor in the early part of the year. Expenditure 
recorded a 0.1% quarterly decline in Q1, as a strong uplift in car 
sales was not enough to compensate for ongoing weakness in 
other areas of spending, including in services where 
expenditure trends remain weak. 
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Analysis of recent trends in spending, income and savings 
patterns is somewhat hampered by data issues at present.  The 
personal income tables of the National Income and Expenditure 
(NIE) Annual results for 2013 have yet to be released and the 
quarterly Institutional Sector Accounts have been revised for 
2013 but not for earlier years, making it difficult to draw firm 
conclusions about the income and savings dynamics that have 
been behind the observed trends in spending of late. One useful 
data point from the recently-released NIE accounts, however, is 
the annual remuneration of employees (RoE) series. RoE is a 

gauge of the aggregate income accruing to the household 
sector from the labour market, and is the most important source 
of overall disposable income for Irish households, accounting 
for over 80% of the total. Significantly, the 2013 figures show 
notable improvement in RoE trends as growth picked up to over 
3% last year following no growth  over 2011/12 and two years of 
severe contraction in 2009/10.   
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Of course, the major driver of the improvement in RoE last year 
was the turnaround in labour market activity. The 2.4% 
expansion in total employment in 2013 underpinned 3.1% 
growth in aggregate wages and salaries (the dominant 
component of RoE), the implication being that there was also 
some mildly positive growth in compensation per person 
employed last year too.   
 
Households continue to face important headwinds, including 
high debt levels and the drag from the ongoing fiscal tightening.  
However, the key point in the above analysis is to highlight that 
developments in the labour market are now playing a very 
important role in fostering better trends in the underlying income 
dynamics being experienced by the Irish household sector in 
aggregate. In turn that provides a solid basis for expecting 
actual spending trends to show improvement.   
 
While it has been somewhat surprising that spending trends 
have remained as sluggish as they have in recent quarters 
given the strong gains in employment, we do expect overall 
consumer spending to put in a better performance this year.  
Indeed, we take encouragement for this perspective from the 
recent trends in retail sales and consumer confidence.  
Sentiment continues to trend higher, and in July reached a 
seven and a half year high, boosted by improved readings on 
both current conditions and future expectations.  The headline 
retail sales figures showed a quarterly decline of 1.3% in Q2 
which will make it difficult for overall consumer spending to 
record much of an uplift in the second quarter. But the poor 
headline retail numbers are mainly a reflection of volatility in the 
motor trade where sales fell by over 8% q/q in Q2 following a 
strong first quarter and ahead of the new 142 registration 
season. Core (i.e. ex motors) sales posted a relatively healthy 
1.3% quarterly increase, which took the annual rate of increase 
to 4% in Q2 – the strongest pace of core sales growth since 
early 2008.  With indications that July was a strong month for 
car sales combining with improving trends in both confidence 
and non-car retailing, we expect the second half of the year to 
show clearer signs of a pick-up in total spending. 
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In summary, underpinned by further gains in employment of 
around 2%, we expect overall consumer spending to rise by 
1.1% in real terms this year - a near 2% point swing relative to 
2013 - and we expect a further acceleration to around 2% next 
year as the spending recovery gains traction. 
 
 

Investment 
 
Total investment collapsed in the years following the financial 
crisis. Capital formation contracted sharply by 18% and 17.8% 
in 2009 and 2010 respectively and by a more moderate 3.2% in 
2011. This left the 2011 reading some 40% lower than the pre-
crisis peak reached in 2007. There has however been 
something of a turnaround in recent years, with outright growth 
of 5% recorded in 2012, the first year of growth since 2007. This 
was helped by a number of the capex components returning to 
strong annual growth including Non-residential Construction. 
Although 2013 did see overall investment fall by 2.4%, 
underlying investment trends were better than that summary 
statistic conveys as the hugely erratic aircraft component 
continued to weigh on the overall investment figure. Home 
Improvements, Non-residential Construction and Machinery & 
Equipment (ex aircraft) all witnessed solid year on year growth 
as the economy continued to show signs of recovery last year.   
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Overall Residential construction (investment in new dwellings 
and home improvements) grew by 3.5% in 2013 after four years 
of sharp declines. Home-building, a major headwind which had 
held the economy back over a deep, seven year construction 
correction has now become a tailwind, thus contributing to both 
a strengthening and broadening of the wider recovery.  
Furthermore, with price pressures building in some areas of the 
housing market (particularly Dublin), rising supply is badly 
needed to keep pace with strong demand. 
 
While the CSO’s Residential Property Price Index (RPPI) has 
been volatile this year, renewed strong momentum has 
emerged in recent months.  Following a weak first quarter in 

which prices nationally fell by 1.3% q/q (led by a 1.9% q/q drop 
in Dublin), a sequence of very strong monthly readings since 
then saw a strong rebound take hold in the second quarter.  In 
fact the 6.8% q/q jump in prices in Q2 marked the strongest 
quarterly gain in the history of the index (which goes back to 
early 2005).  This took the annual increase to a seven-year high 
of 12.5% and the cumulative rise from the March 2013 cycle 
trough to over 15%, albeit that the level of prices in June was 
still over 43% lower than the September 2007 peak.  
 
The strength of the Dublin market was again the dominant 
theme: an 11% quarterly surge in prices in the capital took the 
annual pace of increase to a series high 23.9% in June as tight 
supply continues to combine with improving economic 
conditions to generate particularly strong upward pressure on 
prices.  That takes the total uplift in Dublin prices from the cycle 
low point of August 2012 to almost 27%, though even after this 
strong pick-up they remain over 44% lower than the early 2007 
high point.  Supply issues are mainly a Dublin phenomenon, 
meaning that ex-Dublin price trends are nowhere near as 
strong, albeit that they have begun to record mild increases.  A 
2.6% quarterly rise in Q2 took the annual increase to 3.4% and 
the total rise from the March 2013 cycle low to 5.6%. 
 
On recent supply-side developments, so far this year, 
completions are running about 30% higher than 2013 levels 
nationally indicating that a supply response is now getting 
underway.   
 
Furthermore, the geographic mix of that supply response is 
favourable, in that completions in Dublin are up 190% y/y 
compared with a rise of just 7.5% outside Dublin indicating that 
new dwellings are now being brought on stream at a faster pace 
where they are needed most.  The problem is that supply is 
likely to continue to struggle to keep up with demand, in the 
short term at least.  Fewer than 1,400 new units were 
completed in Dublin last year, for example, which falls a long 
way short of recent ESRI estimates of the medium-term 
requirement for housing in the capital of around 7,000 per 
annum. 
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Combining price-supportive supply-demand dynamics in Dublin 
in particular with continued improvement in key underlying 
labour market fundamentals along with the strong momentum 
evident in recent trends argues in favour of further solid growth 
in house prices.  Following a return to positive (2%) growth last 
year, we expect the CSO residential property price index to rise 
by a further 10.5% on average this year and by another 8% in 
2015. 
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Recent trends in Non-residential Construction have also been 
positive with two strong years of investment showing growth of 
12.7% in 2012 and 18.3% in 2013. This comes after three 
consecutive years of decline averaging 25%. More timely 
indicators also offer some further encouragement about more 
recent trends in this area. The Ulster Bank Construction PMI 
has shown readings above 50 since Sep ’13 and trending 
upward in both commercial and civil engineering activity. The 
second quarter of this year averaged 61.2 and the July reading 
was higher again at 62.6. The rate of growth in new orders has 
also accelerated sharply in recent months with July’s reading 
being the strongest since November 2004.  
 
Commercial property prices are also growing at a rapid rate. 
IPD capital values rose by almost 12% y/y in Q2, driven by 
particular buoyancy in the Dublin office market where demand 
for prime office space is running well ahead of available supply. 
This is being driven by a stronger domestic economy along with 
continued growth in foreign direct investment. The IDA indicates 
that over 100 investments have been secured in the first six 
months of 2014, with the outlook for the second half of the year 
also looking favourable.  
 
Growth in Machinery & Equipment (ex aircraft) has also been 
benefiting from FDI-related activity and has been exceptionally 
strong over the past twelve months, up just under 40% in Q1 
2014 in year on year terms.  
 
One notable development in the investment data relates to a 
change in the national income accounting standards introduced 
by the new European System of Accounts (ESA 2010). The 
largest change for Ireland is the new treatment of research and 
development (R&D) spending which was formerly treated as a 
cost of production but which is now to be recognised and 
counted as investment. This change results in a “level shift” 
higher in measured Irish Investment and GDP in recent years, 
with such R&D amounting to between 3.7% and 4% of GDP (as 
now measured) over the past four years. In 2013 for example, 
this item alone boosted the level of measured nominal GDP by 
some €7.2bn.  
 
The newly-added Intangibles component of capital formation to 
which R&D belongs, is now a significant contributor to the 
overall investment number. Over the past three years, 
Intangibles have been equivalent to roughly 30% of total 
investment.  After recording substantial increases of 10.1% and 
17% in 2011 and 2012 respectively, Intangibles witnessed a 
sharp decline in 2013 of 19.4%. Figures available for the first 
three months show a modest increase of 1.1 in year on year 
terms. 
 
Turning to our forecast, early-year trends point towards 
substantial expansion in Dwellings investment for 2014, where 
we forecast growth of around 30% on the year and 18% in 
2015. Despite a sluggish first quarter, we expect growth of 
roughly 8% for the next two years in Home Improvements, 

leading to overall Housing investment growth of around 20% in 
2014 and 13% next year.  
 
Continued momentum is expected in Non-residential 
Construction as well as Machinery & Equipment (ex aircraft) as 
robust trends in these areas have been maintained into 2014, 
helped by FDI flows and a recovering domestic economy.  We 
anticipate expansion of 8% and 7.5% in Non-residential 
Construction over the next two years with a similar outlook 
expected for total Machinery & Equipment investment. 
 
Despite a weak first quarter, overall investment was 2.9% 
higher than year ago levels for Q1. Allowing for the expected 
improvements discussed above, total investment is forecast to 
grow by 8.7% this year and we foresee a further 8.3% 
expansion in 2015. 
 
 

Labour Market 
 
Consistent with ongoing improvements within the economic 
environment, the labour market continues to exhibit positive 
signs of recovery. Employment is continuing to pick up and has 
posted six consecutive quarters of sequential growth to Q1. Last 
year total employment grew by 2.4% and this momentum has 
carried into 2014 with 42,700 individuals added to the workforce 
on the year to Q1, an increase of 2.4%. Driven by solid gains in 
employment, unemployment remains on a now well established 
downward trend after peaking at 15.1% in Q1 of 2012. The 
jobless rate figure has now fallen for eight consecutive quarters 
as the most recent QNHS measure revealed that the total 
number unemployed fell by 33,900 in the year to Q1, leaving 
total unemployment at 258,100 or 12% of the labour force. More 
recent data taken from the monthly Live Register show 
unemployment has continued to fall since the first quarter with 
the July reading standing at 11.5% - the lowest level recorded 
since April 2009. 
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Although public sector employment has fallen in yearly terms in 
each quarter since Q1 ’11, the private sector has continued to 
show growth for the last five, with Q1 ’14 employment up 2.6% 
y/y. This along with six quarters of annual growth in self-
employment has more than offset the public sector decline. 
Another encouraging sign has been the rise in the level of full 
time work which rose by 3.5% in the year to the first quarter and 
has now shown annual growth of over 3% for the past three 
quarters in a row. The greater willingness of employers to 
commit to full-time resources is important confirmation of their 
belief in the durability of the economic recovery that is 
underway. 
 
While the estimate of total employment is robust, sampling 
issues are impacting the allocation of recorded total 
employment to different sectors, including agriculture where it is 
thought that the reported figures likely paint an overly-flattering 
picture of the true situation. The published data show annual 
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growth in agriculture at 14.7% (or 14,400) in Q1 and while that 
is down considerably from the 29.8% (26,800) reported 
(consistent with an easing in the level of noise in the figures), it 
is likely that these numbers continue to contain an element of 
statistical noise that won’t fully wash out until figures for Q4 of 
this year are released in early 2015.  
 
In any case, the reported figures show that there was a mix of 
improvement and deterioration evident across various sectors. 
In all, nine of the fourteen sectors showed expanding 
employment levels over the past year including Professional & 
Technical Services and Accommodation & Food Services. 
These figures also show a strengthening recovery in 
construction: the sector added 6,000 net new jobs in the year to 
Q1, corresponding to annual growth of 6.2%, the strongest 
growth witnessed since Q2 ‘07. 
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Turning to the regional dimension, while job growth in Dublin is 
outpacing that outside the capital, six of the seven non-Dublin 
regions have experienced some pick-up in employment over the 
past two years.  Indeed, over half of the 63,000 net new jobs 
created in the economy since early 2012 have been recorded 
outside Dublin, providing important evidence that the 
improvement that is being registered in the jobs market is not 
confined to Dublin. 
 
 

Change in Employment, Q1 '12 to Q1 '14

000s %

State 63.2 3.5
Dublin 31.4 5.8
Ex-Dublin 31.8 2.5

 
 
More timely indicators of a stronger labour market can be seen 
in the recent PMIs. The employment component of the Services 
PMI has been trending over 50 now for twenty three 
consecutive months to July, the Manufacturing for fourteen 
months, and the Construction for eleven successive months. 
These readings suggest that the positive momentum in total 
employment is likely to be sustained into the second half of the 
year.  
 
Last year was the first year in six that employment grew in 
Ireland, marking an important milestone in the economy’s 
recovery. Overall, the Q1 labour market figures suggest that 
after a much-stronger than expected performance throughout 
2013, employment growth moderated somewhat in the early 
part of this year – a near-inevitable downshift from what were 
unsustainably fast rates of expansion. But underlying 
employment trends are still very favourable which leads us to 
foresee growth in employment of around 2% for 2014 and 2015 
respectively. Such gains in employment will continue to exert 
meaningful downward pressure on the unemployment rate 

which we expect to average 11.5% and 10.4% this year and 
next, down from 13.1% last year and the annual cycle peak of 
14.7% reached in 2012. 
 

Inflation  
 
Headline consumer price trends in Ireland remain very subdued.  
Having averaged 1.9% in 2012, overall consumer price inflation, 
measured on a European Harmonised (HICP) basis, eased to 
just 0.5% in 2013.  Available data for the first seven months of 
2014 confirm that price pressures have remained at low levels 
so far this year, with HICP inflation averaging 0.4% over the 
year to July. 
 
Looking back over the past couple of years, HICP inflation 
reached as high as 2.6% in August 2012, falling to a recent low 
of -0.1% in October of last year.  A closer look at developments 
over this period throws up some useful insights.  There was a 
notable decline in recorded inflation in both goods (which fell 
from 1.6% to -2.1%) and services (which fell from 3.6% to 1.9 
consistent with a broad disinflation dynamic across the 
economy.  Indeed, nine of the twelve sub-categories of HICP 
prices showed a drop in their annual rates of change. 
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However, closer examination reveals that disinflationary 
impulses were strongest in goods prices, which accounted for 
two-thirds of the drop in overall inflation.  In fact, one single 
category - energy and seasonal food - was the dominant source 
of disinflation pressure over this period, on its own accounting 
for 1.8% points of the 2.7% point swing in headline inflation.  
The energy component of the HICP alone eased from +10.5% 
to -3.6% y/y, accounting for the bulk of the shift.  Two notable 
external developments lie behind the easing of goods price 
pressures in general, and the decline in energy inflation in 
particular.  First, the upward pressure on wholesale (Brent) 
crude oil price inflation which emerged over late summer in 
2012 subsequently gave way to renewed downward pressure 
from spring 2013.  Second, having been under considerable 
pressure on the exchanges from summer 2011 as the euro 
crisis intensified, the value of the single currency shifted higher 
as risk premia in the euro area began to decline markedly 
following ECB President Draghi’s now famous “whatever it 
takes” speech in London in July 2002.  By the summer of 2013 
the euro had appreciated by close to 10% against both the 
dollar and sterling relative to year earlier levels, in turn exerting 
downward pressure on import prices, including those of energy 
products which were falling in any case in USD terms. 
 

C f Q Q
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But since dipping briefly into negative territory in October last 
year as those forces were operating at their strongest, Irish 
headline HICP inflation has begun to tick back up gradually over 
the past nine months to stand at +0.5% in July on the latest 
figures.   
 
Overall goods price deflation has eased a touch from -2.1% in 
October 2013 to -1.9% in July of this year, but that small change 
masks some larger swings within the category.  Food price 
inflation eased from +0.1% to -3.1% y/y, but energy inflation has 
gone the other way as a June spike in crude prices (linked to 
heightened geopolitical risks) took the annual rate from -3.6% to 
0.8% y/y in July – its strongest in a year.  Service sector price 
trends have, in keeping with the general pattern of recent years, 
been considerably firmer, and have picked up from 1.9% in 
October to 2.6% in July, in the process generating most of the 
upward impetus in the HICP over the past three quarters.  
Unlike many goods prices which are influenced by external 
factors including movements in currency and energy and other 
commodity markets, services prices have closer links to cost, 
price and other trends in the domestic economy.  One 
prominent source of upward pressure with the services category 
has been insurance, for example, where price growth has 
accelerated from -0.1% in October last year to over 5% in July, 
partly reflecting a strong pick-up in transport insurance costs.  
Rents have also been growing solidly, linked to strong demand 
for accommodation relative to available supply, and are up 7.3% 
in the year to July. 
 
Looking ahead, current futures pricing in wholesale oil markets 
points to the possibility of some mild downward pressure on 
consumer energy price inflation in the coming quarters. At 
present, Brent crude is expected to average about $106pb and 
$104 pb this year and next respectively from almost $109 pb in 
2013.  However, there could be upside risk to this outlook if 
geopolitical tensions were to escalate in ways which threatened 
future oil supply.  Also, the impact of any declines in crude costs 
could be mitigated by further weakness in the euro, as 
discussed earlier. 
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Overall, having averaged 0.3% for the first half of 2014, we 
expect HICP inflation at around 0.5% for the full year - 
unchanged from last year’s subdued reading at the same level.  
For 2015 we expect a mild acceleration in inflation to 1.1% 
reflecting some upward pressure on goods import prices from 
currency weakness and an easing of the downward pressure on 
domestic price and cost trends as the recovery in domestic 
demand continues to build gradually.  The recent run-rate of the 
CPI has been a touch lower than the HICP, leaving us with a 
full-year forecast for the former of 0.4%, though we expect it too 
to pick up to around 1% next year. 
 
 

Public Finances 
 
The strengthening of the economy’s recovery dynamic is also 
benefiting the public finances.  Exchequer figures to July show 
the overall revenue position to be over Eur1bn (or 3.4%) ahead 
of plan.  Both tax and non-tax revenues are running higher than 
expected, with a 6.4% annual increase in taxes leaving them 
nearly Eur550m or 2.5% above where they were expected to be 
at this stage of the year.  Each of the top 3 tax categories 
(Income tax, VAT and Excise Duties) are all running between 
5.6 and 7.6% higher than year-earlier levels, providing important 
corroboration of the picture painted by other indicators that the 
economy is experiencing a pick in activity and spending.  The 
other major tax head is Corporation Tax which is running slightly 
lower than year ago levels, but is nonetheless running over 3% 
higher than plan. 
 

Tax Receipts, year to July

Vs. Profile, % y/y%

Income tax 0.6 7.6
VAT 3.5 7.2
Excise duties 5.0 5.6
Corporation tax 3.4 -1.0 
Stamp duties -0.2 -23.1 
Local Property tax 0.2 na
Customs -0.2 2.9
Capital gains tax 0.7 26.8
Capital acquisitions tax 3.0 38.3
Other na 21.1

Total 2.5 6.4
 

 
Turning to spending, health expenditure continues to overrun 
and is some Eur240m or 3.2% over budget in the year to July.  
But strong discipline is being maintained elsewhere such that 
overall current spending by government departments is within 
Eur66mn (or 0.2%) of plan.  
 
Overall, the general government budget balance position was 
close to Eur1bn (0.5% of GDP) ahead of expectations at end 
July.  Aided further by the helpful effect of the recent large 
upward revisions to historic nominal GDP levels, this leaves 
Ireland on track to record an underlying general government 
deficit of under 4% of GDP this year, down from an estimated 
6% in 2013.  Such an outturn would be well ahead of both the 
government’s planned 4.8% and the 5.1% ceiling set by Europe 
in the process marking a fourth consecutive year of budgetary 
outperformance relative to target as Ireland continues her 
journey back to fiscal balance from the peak underlying deficit of 
just below 12% of GDP in 2009.  This more favourable deficit 
profile opens the door for a material easing back on the planned 
Eur2bn of fiscal tightening in the coming October budget while 
still getting the 2015 deficit below the long-standing 3% target.   
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Helped by better domestic news on both the economy and 
public finances and favourable external conditions and 
developments (including a further easing of monetary policy by 
the ECB in June) investor sentiment towards Ireland continues 
to show marked improvement.  Sovereign bond yields have 
continued to trend strongly lower, with 10-year yields making 
fresh all-time record lows of under 2% in August.  Remarkably, 
this leaves them roughly 50bps lower than their UK and US 
equivalents. Generalised downward pressure on bond yields in 
many developed (including euro zone periphery) countries is 
part of the story, as international debt market conditions have 
generally stayed very benign through the summer.  However, 
there has also been a further reduction in the risk premium on 
Irish debt, with the spread relative to Germany now back below 
1%, down from around 2.3% a year ago, and from a peak of 
almost 11.5% in July 2011.  This is the lowest level of spread 
seen since October 2008, with a series of positive ratings 
actions in recent months - including the restoration of an A 
rating by both Fitch and S&P - reinforcing the more positive 
external view of the Irish sovereign. 
 
 

0

2

4

6

8

10

12

14

10-Yr* Irish Govt Bond Yields%

Source: Bloomberg, UB

* 8 and 9 yr yields used where 10 yr not available  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 



11 

Ulster Bank Limited accepts no liability for the outcome of any actions taken arising from the use of this report 
 

 
 
 
DISCLAIMER 
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The information including any opinions expressed and the pricing given, is indicative, and constitute our judgement at 
time of publication and are subject to change without notice. The information contained herein should not be 
construed as advice, and is not intended to be construed as such.  
 
This publication provides only a brief review of the complex issues discussed and recipients should not rely on 
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representations or warranties with respect to the information and disclaim all liability for use the recipient or their 
advisors make of the information.  
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terms of the particular transaction and your circumstances. In the event the market has moved against the transaction 
you have undertaken, you may incur substantial costs if you wish to close out your position. 
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