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CƻǊŜǿƻǊŘ 

¢Ƙƛǎ ¦ǇŘŀǘŜ ƻŦ LǊŜƭŀƴŘΩǎ {ǘŀōƛƭƛǘȅ tǊƻƎǊŀƳƳŜ ǘŀƪŜǎ ŀŎŎƻǳƴǘ ƻŦ .ǳŘƎŜǘ 2014 and other 
Government initiatives.  It includes an update of the economic and fiscal outlook.  It was was 
published in draft form on 15 April 2014 and discussed at the Joint Oireachtas Committee on 
Finance, Public Expenditure and Reform on the same day. 
 
This document is being submitted to the European Commission in accordance with the 
requirements under the European Semester ς Ireland is now a full participant in this process 
following exit from the EU-IMF financial assistance programme in late-2013.  It will also be 
laid before the houses of the Oireachtas. 
 
The document incorporates horizontal guidance provided by the European Council to 
Member States in December 2013 and March 2014 as part of the discussions on the Annual 
Growth Survey.  It also reflects the December 2010 ECOFIN Council recommendations to 
Ireland under the Excessive Deficit Procedure.  It has been prepared in line with the 
September 2012 guidelines on the format and content of Stability and Convergence 
Programmes.  
 
This Update of the Stability Programme should be read in conjunction with LǊŜƭŀƴŘΩǎ bŀǘƛƻƴŀƭ 
Reform Programme 2014, which was published on 17 April 2014 and which outlines progress 
to ŘŀǘŜ ƛƴ ŀŎƘƛŜǾƛƴƎ LǊŜƭŀƴŘΩǎ ƴŀǘƛƻƴŀƭ ǘŀǊƎŜǘǎ ǿƛǘƘƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ ǘƘŜ 9ǳǊƻǇŜ нлнл {ǘǊŀǘŜƎȅ. 
 
The analysis and forecasts contained in this document are based on data available to late-
March 2014.  The macroeconomic forecasts contained herein were endorsed by the Irish 
Fiscal Advisory Council on 7 April 2014. 
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/ƘŀǇǘŜǊ м 
{ǳƳƳŀǊȅ hǾŜǊǾƛŜǿ ŀƴŘ DŜƴŜǊŀƭ tƻƭƛŎȅ {ǘǊŀǘŜƎȅ 

1.1  Policy strategy 
 
wŜŎŜƴǘ Řŀǘŀ ŎƻƴŦƛǊƳ ǘƘŀǘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŜŎƻƴƻƳƛŎ ǎǘǊŀǘŜƎȅ ƛǎ ȅƛŜƭŘƛƴƎ ǇƻǎƛǘƛǾŜ ǊŜǎǳƭǘǎΦ   
 
While the headline measures of economic activity (namely GDP and GNP) can be distorted, 
both positively and negatively, from time-to-time by sector-specific developments in Ireland, 
the underlying picture at present is one of economic recovery that is gaining momentum.  
Labour market data provide the most concrete evidence for this, with annual employment 
growth of over 3 per cent in the second half of last year.  This strong performance in the jobs 
market is consistent with the stabilisation of domestic demand that emerged over the course 
of last year; domestic sources of demand are typically more employment-rich than external 
sources. 
 
Notwithstanding the improvement over the past two years, unemployment remains 
ǳƴŀŎŎŜǇǘŀōƭȅ ƘƛƎƘΦ  Lƴ ǘƘƛǎ ǊŜƎŀǊŘΣ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ƻǾŜǊ-arching economic policy objective 
is to continue to create the necessary conditions for sustainable economic growth in order to 
further reduce unemployment. 
 
In terms of key policies, the Medium-Term Economic Strategy sets ƻǳǘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ 
approach for jobs-rich economic growth over the period to the end of this decade.  This 
involves a three pillar approach.  Firstly, the Government is conscious that there remains 
scope for further improvements in competitiveness, including through structural reforms.  
These include targeted tax policy changes to stimulate activity in key sectors of the economy.  
The Action Plan for Jobs and Pathways to Work initiatives ǎŜǘ ƻǳǘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ǎǘǊŀǘŜƎȅ 
for generating employment and engaging with the unemployed.  In addition, the Government 
is working to ensure that sufficient credit is forthcoming in order to finance economic 
recovery.  Finally, the Government recognises that sustainable public finances are a necessary 
condition for economic recovery.  The immediate fiscal policy objective, therefore, remains 
the correction of the excessive deficit by next year.  Thereafter, fiscal policy will be set in line 
ǿƛǘƘ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘ ǘƻ ƳƻǾŜ ǘƻǿŀǊŘǎ LǊŜƭŀƴŘΩǎ ƳŜŘƛǳƳ-term budgetary objective, which is 
for a balanced budget in structural terms. 
 
It is worth highlighting the institutional reforms that have taken place in the fiscal area in 
recent years.  The establishment of the Irish Fiscal Advisory Council (IFAC) on a statutory basis, 
the placing of fiscal rules on a higher legal basis, and improvements to the budgetary process, 
all represent important enhancements to fiscal policy formulation and help further underpin 
confidence in the evolution of the public finances in Ireland.  On foot of these developments, 
Ireland is now fully compliant with all of the fiscal governance reforms that have been 
initiated in recent years. 
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1.2   Economic and budgetary outlook 
 
Headline measures of economic activity provide conflicting signals for last year: on the one 
hand GDP fell by 0.3 per cent while on the other hand GNP rose by 3.4 per cent.  A more 
detailed inspection shows that sector-specific developments had a large negative impact on 
the GDP figure.  For instance, the impact of patent-expiry depressed gross value added in the 
pharma-chem sector last year.  Because most firms in this sector are foreign-owned, the 
reduction in value added gave rise to reduced profit payments to headquarters abroad, so 
that GNP was largely unaffected by this sector-specific issue. 
 
Turning to this year, GDP is projected to increase by 2.1 per cent, broadly unchanged from 
the projection that underpinned the Budget last October.  Domestic demand is expected to 
make a positive contribution to growth, while a small negative contribution from net exports 
is anticipated.  Economic activity is expected to accelerate gradually next year and return to 
its estimated trend growth rate further out the forecast horizon. 
 
The macroeconomic forecasts underpinning this Update have been endorsed by the IFAC (see 
annex 3). 
 
 
Table 1: Economic growth, general government balance and debt ratio 

 2013 2014 2015 2016 2017 2018 

Real GDP (% change) -0.3 2.1 2.7 3.0 3.5 3.5 

       
Employment (% change) 2.4 2.2 2.0 2.0 1.9 1.9 
        
Underlying general government deficit 
(% of GDP) 

7.2 4.8 2.9 2.2 1.2 0.0 

        
EDP target (% of GDP) -7.5 -5.1 -2.9 n/a* n/a* n/a* 

        
Debt ratio (year-end) 123.7 121.4 120.0 115.9 112.0 107.2 

       

Net debt position (% of GDP) 98.3 100.8 100.7 97.6 94.6 90.6 
 

* Final EDP target is for 2015 
Source: 2013 - CSO; 2014 to 2018 - Department of Finance 

 
 
Turning to the public finances, a general government deficit of 7.2 per cent of GDP was 
recorded last year, below the ceiling imposed by the recommendations under the excessive 
deficit procedure (EDP).  In relation to 2014, there have been a number of important 
developments since the Budget last October.  These include a lower than previously 
estimated cost of debt servicing and better than expected Central Bank surplus income.  There 
are, however, a number of smaller offsetting factors such as a higher EU Budget contribution 
which, combined with a lower projection for the level of nominal GDP, mean that the 
projected deficit for 2014 is 4.8 per cent of GDP.  This is unchanged from the Budget 2014 
forecast, and remains below the EDP ceiling. 
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Looking to ƴŜȄǘ ȅŜŀǊΣ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƛǊƳ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ŎƻǊǊŜŎǘ ǘƘŜ ŜȄŎŜǎǎƛǾŜ ŘŜŦƛŎƛǘ ōȅ 
2015 remains the cornerstone of near-term fiscal policy.  On present estimates, this should 
be achieved with the previously announced policy of a package of tax and expenditure 
ƳŜŀǎǳǊŜǎ ƻŦ ϵнΦл ōƛƭƭƛƻƴΦ  However, the actual consolidation effort required to meet the deficit 
objective will be based on the most up-to-date economic and fiscal data on Budget day.  The 
specific measures will be announced in the Budget in October 2014, and will take on board 
the conclusions of the Comprehensive Review of Expenditure (CRE) and other ongoing 
reviews.  
 
The general government debt-to-GDP ratio peaked at close to 124 per cent at the end of last 
year, and is now on a firm downward trajectory.  It is important to highlight that the gross 
debt figure includes significant cash reserves and other assets accumulated in order to ensure 
a smooth re-entry to capital markets.  Net public indebtedness ς which excludes these cash 
reserves and other assets ς amounted to just under 100 per cent of GDP last year, well below 
the gross figure.  Finally, from a financing perspective, it is also worth pointing out that 
funding requirements over the short and medium term have been reduced significantly on 
foot of the maturity extension to official EU loans agreed last year.   
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/ƘŀǇǘŜǊ н 
9ŎƻƴƻƳƛŎ hǳǘƭƻƻƪ 

2.1  Summary 
 
Provisional figures show that GDP fell slightly last year as inter alia headwinds associated with 
patent-expiry in the pharma-chem sector depressed output and exports.  By contrast, 
domestic demand stabilised and returned to growth in the second half of the year.  The 
recovery in domestic demand also helps explain the very strong labour market performance 
last year where employment growth outperformed expectations. 
 
Turning to the short-term outlook, there is now mounting evidence that recovery is gaining 
ƳƻƳŜƴǘǳƳΦ  !ŎǘƛǾƛǘȅ ƛǎ ƛƳǇǊƻǾƛƴƎ ƛƴ Ƴƻǎǘ ƻŦ LǊŜƭŀƴŘΩǎ ƪŜȅ ŜȄǇƻǊǘ ƳŀǊƪŜǘǎ, which should 
support the exporting sectors.  While patent-expiry will continue to weigh on exports this 
year, available evidence suggests that the impact will not be as large as was the case last year.  
On the domestic front, the investment cycle has clearly turned, while strong employment 
growth allied with improving confidence should support an increase in personal spending.  
Against this general background, GDP is projected to increase by 2.1 per cent this year (GNP 
by 2.7 per cent)1. 
 
The pace of GDP growth is expected to accelerate in 2015 and beyond, as the output gap 
closes and the pace of growth reverts to its estimated trend rate of 3½ per cent.  Employment 
is set to expand by around 2 per cent per annum with unemployment falling to 8 per cent by 
the end of the forecast horizon. 
 
 

2.2  Macroeconomic outturn 2013 
 
First estimates2 of economic activity in 2013 were published by the Central Statistics Office 
(CSO) in March.  The figures show a contraction in real GDP of 0.3 per cent for the full year.  
Exports grew only slightly as patent-expiry weighed on the volume of goods exports.  Beyond 
this sector-specific issue, exports recorded a reasonably positive performance, with exports 
of services once again growing solidly. 
 
Somewhat surprisingly, personal consumer spending fell by just over 1 per cent last year.  
After a number of years of under-investment, capital formation increased by over 4 per cent 
last year, with positive contributions from most of the sub-components.  Imports rose by 1 

                                                      
 
 
1 ¢ƘŜ 5ŜǇŀǊǘƳŜƴǘ ƻŦ CƛƴŀƴŎŜΩǎ ƳŀŎǊƻŜŎƻƴƻƳƛŎ ŦƻǊŜŎŀǎǘǎ ŦƻǊ нлмп-2018 were endorsed by IFAC on 7 April 2014.  
For more detail please see chapter 5 and the endorsement letter at annex 3. 
2 All of the national accounts variables referred to in this document have been compiled on an ESA 1995 basis. 
The definitive national accounts for 2013 will be published in the summer and will incorporate methodological 
changes to make the data consistent with the new ESA 2010 statistical basis.  The most important change from 
a national accounting perspective in Ireland is the capitalisation of R&D spending which ceteris paribus will boost 
the level of nominal GDP; previously R&D spending was treated as intermediate consumption. 
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per cent, driven by strong investment in machinery and equipment as well as higher royalty 
and licence payments by the multinational sector. 
 
 

2.3  Macroeconomic projections 2014 
 
9ŎƻƴƻƳƛŎ ŀŎǘƛǾƛǘȅ ƛƴ LǊŜƭŀƴŘΩǎ Ƴŀƛƴ ŜȄǇƻǊǘ ƳŀǊƪŜǘǎ ǎǘǊŜƴƎǘƘŜƴŜŘ ŘǳǊƛƴƎ ǘƘŜ ǎŜŎƻƴŘ ƘŀƭŦ of 
last year, and the pace of growth is expected to accelerate this year.  Projections for GDP 
ƎǊƻǿǘƘ ƛƴ LǊŜƭŀƴŘΩǎ ƪŜȅ ŜȄǇƻǊǘ ƳŀǊƪŜǘǎ ŦƻǊ ǘƘƛǎ ȅŜŀǊ ŀƴŘ ƴŜȄǘ ŀǊŜ ǎŜǘ ƻǳǘ ƛƴ ǘŀōƭŜ нΣ ŀƴŘ ŀǊŜ 
ōŀǎŜŘ ƻƴ ǘƘŜ 9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΩǎ ǿƛƴǘŜǊ ŦƻǊŜŎŀǎǘǎ ǇǳōƭƛǎƘŜŘ ƛƴ Cebruary.  High- frequency 
data ς both hard and soft ς in the intervening period broadly confirm the outlook.  In 
summary, the data suggest increasing momentum in both the US and UK economies; on the 
other hand, while moving in the right direction, the recovery in the euro area will continue to 
lag, due inter alia to legacy effects of the crisis which will take time to work through. 
 
 
Table 2: External assumptions 

 2013 2014 2015 2016 2017 2018 

External GDP growth  % change 

United States 1.9 2.9 3.2 3.5 3.4 3.1 

Euro area -0.4 1.2 1.8 1.5 1.6 1.6 

United Kingdom 1.9 2.5 2.4 2.0 2.1 2.3 

           

Technical Assumptions          

Euro-sterling exchange rate 0.85 0.83 0.84 0.84 0.84 0.84 

Euro-dollar exchange rate 1.33 1.38 1.39 1.39 1.39 1.39 

Brent crude (dollars per barrel) 109 106 102 98 96 96 
 

Source: European Commission Winter Forecasts; projections for beyond 2015 are taken from the IMF World 
Economic Outlook October 2013 
Note: Exchange rates and oil prices (spot and futures) calculated on the basis of a ten-day moving average to 24 
March 2014 and unchanged thereafter. 

 
 
!Ǝŀƛƴǎǘ ǘƘŜ ōŀŎƪŘǊƻǇ ƻŦ ƎǊŀŘǳŀƭ ǊŜŎƻǾŜǊȅ ƛƴ LǊŜƭŀƴŘΩǎ Ƴŀƛƴ ƳŀǊƪŜǘǎΣ ŜȄǇƻǊǘǎ ƻŦ ƎƻƻŘǎ ŀƴŘ 
services are projected to expand modestly in 2014 (by just over 2 per cent).  Services exports 
will once again be the driving force, as patent-expiry will likely continue to weigh on goods 
exports, albeit not to the same extent as last year.  Available data are consistent with this 
analysis; value-based export data were in positive territory in January, while soft data in the 
first quarter indicate that export order books remain healthy in both the manufacturing and 
service sectors. 
 
Turning to domestic developments, consumer spending is set to rebound this year following 
the sharper-than-expected decline last year.  Continued employment growth will support 
household income growth, while improving confidence should result in a decline in the 
savings rate.  In overall terms, consumer spending ς which is by far the largest component of 
domestic demand ς looks set to increase by about 2 per cent this year.  The strong retail sales 
figures in the opening months of this year support this assessment. 
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Available data confirm that investment growth has clearly resumed and an increase of around 
15 cent is projected for this year.  This is driven by broad-based growth across the three main 
sub-sectors: aircraft, other machinery and equipment and building and construction.  Growth 
in construction activity is signalled by the pick-up in housing starts, reflecting supply shortages 
in certain areas, and double-digit growth in home renovation spending in recent quarters.  
Government consumption is set to decline again in line with Government fiscal policy.  Finally, 
import growth is set to accelerate given the improvement in final demand which has a large 
import-content in Ireland. 
 
Taking all of these elements into account, GDP is projected to increase by 2.1 per cent this 
year.  Reduced profitability in the multinational sector as a result of the expiry of some patents 
in the pharma-chem sector is one of the factors behind the narrowing of the net factor flow 
deficit over the past year or so; a continuation of this is expected this year with the result that 
GNP growth is again projected to be stronger than GDP, with an expansion of 2.7 per cent 
projected.  The balance of payments surplus will likely narrow slightly this year reflecting the 
rebalancing of growth towards more domestic sources. 
 
 
Table 3: Macroeconomic prospects 

 2013 2013 2014 2015 2016 2017 2018 

 ϵƳ year-on-year per cent change 

Real GDP 162,303 -0.3 2.1 2.7 3.0 3.5 3.5 

Nominal GDP 164,050 0.1 2.6 3.6 4.3 4.7 4.7 

Real GNP 137,476 3.4 2.7 2.3 2.5 2.7 2.7 

Components of GDP ϵƳ year-on-year per cent change (real) 

Private consumption  83,061 -1.1 2.0 1.6 1.2 1.2 1.2 

Government consumption  25,052 -0.5 -0.9 -1.6 0.0 0.0 0.0 

Investment 18,385 4.2 15.4 12.4 7.5 7.5 6.0 

Stock changes (% of GDP) 492 0.3 0.3 0.3 0.3 0.3 0.2 

Exports 177,142 0.2 2.1 3.2 4.2 4.4 4.4 

Imports 138,734 1.0 3.2 3.4 3.6 3.5 3.4 

Contributions to real GDP growth annual percentage point contribution 

Domestic demand   -0.2 2.6 2.2 1.6 1.7 1.5 

Stock changes  0.1 0.0 0.0 0.0 0.0 0.0 

Net exports  -0.6 -0.5 0.5 1.4 1.8 2.0 

Nominal aggregates (ƴŜŀǊŜǎǘ ϵнрƳύ ϵ Ƴƛƭƭƛƻƴǎ 

GDP 164,050 168,375 174,450 181,925 190,575 199,600 

GNP 137,925 142,425 147,050 152,700 158,575 164,675 

Source: 2013 - CSO; 2014 to 2018 - Department of Finance.  
Notes: Rounding can affect totals.  
The level of expenditure components are in current prices except for real GDP and GNP which are in constant 
2011 prices. 
Stock changes are assumed unchanged 2014-2018 in nominal terms but fall as a share of GDP by the end of 
the forecast horizon. 
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Figure 1: High frequency indicators 
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Table 4: External balance 

 2013 2014 2015 2016 2017 2018 

Current account (% of GDP) 6.6 5.8 5.2 5.3 5.3 5.3 
Current account (% of GNP) 7.9 6.9 6.1 6.3 6.4 6.4 
       
Of which: (% of GDP)       
 - Balance on goods and services  23.3 22.0 21.9 22.7 23.6 24.7 
 - Balance of primary incomes and transfers 16.7 16.2 16.8 17.4 18.3 19.5 
Capital account 0.0 0.0 0.0 0.0 0.0 0.0 
Statistical discrepancy (% of GDP) 0.8 0.8 0.8 0.8 0.7 0.7 

 

Source: 2013 - CSO; 2014 to 2018 - Department of Finance.  
Note: The statistical discrepancy is held constant in nominal terms but declines slightly as a share of GDP.  

 
 

2.4  Medium-term growth prospects 2015-2018 
 
Medium-term forecasts typically involve an assessment of the current imbalance between 
ŀƎƎǊŜƎŀǘŜ ŘŜƳŀƴŘ ŀƴŘ ǎǳǇǇƭȅ όǘƘŜ ƻǳǘǇǳǘ ƎŀǇύ ŀǎ ǿŜƭƭ ŀǎ ŀƴ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ŜŎƻƴƻƳȅΩǎ 
productive capacity.  Assumptions are then made regarding the pace at which the output gap 
closes over the medium term; once gap-closure is achieved, growth is assumed to evolve in 
line with trend.  The projections in this document assume that the output gap closes around 
2017 and that the potential growth rate thereafter is of the order 3½ per cent.3   
 
From a demand-side perspective, growth over the 2015-2018 period is assumed to be led by 
the exporting sectors, especially once the drag from patent-expiry tapers off.  This export-
driven growth projection is based on the critical assumption that further gains in 
competitiveness are realised. 
 
Domestic demand will contribute positively, although legacy effects of the crisis ς such as the 
need to continue repairing public and private balance sheets ς will restrain the pace of growth 
at least to some extent.  An important variable on the demand-side is the investment-output 
ratio; following a number of years of under-investment this ratio has fallen to very low levels, 
both in historical and comparative terms.  Investment is assumed to grow reasonably strongly 
over the forecast horizon reflecting a normalisation of this ratio. 
 
In overall terms, annual average GDP growth of 3.2 per cent is assumed over the 2015-2018 
period.  Given the assumption that exports will lead the way, and in particular the important 
role that the foreign-owned sector is likely to play, the pace of GNP growth is assumed to be 
somewhat lower, averaging 2.6 per cent.   
 
 
 

                                                      
 
 
3 It is stressed once again that estimates of the potential growth rate of the Irish economy are subject to wide 
margins of uncertainty, given inter alia the openness of the economy.   
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Figure 2: Contribution to GDP growth 

 
Source: 2013 ς CSO; 2014 to 2018 ς Department of Finance.  

 
 

2.5 The labour market 
 
The labour market recorded a very strong performance in 2013, with almost all metrics 
surpassing expectations.  Importantly, last year marked the end of five years of employment 
losses.  Since the trough in employment recorded in the first quarter of 2012, more than a 
quarter of all employment lost over the crisis has been regained. 
 
Looking at developments in more detail, Quarterly National Household Survey (QNHS) data 
show that employment growth gained steady momentum as 2013 progressed, with annual 
growth of 3.3 per cent recorded in the fourth quarter.  After adjusting for seasonal factors, 
the number of people unemployed fell consistently over the year with the unemployment 
rate declining to just over 12 per cent by the fourth quarter.  This fall from a peak of over 15 
per cent is all the more noteworthy given that it was accompanied by an expanding labour 
force in 2013, the first annual increase in labour supply since the crisis began.  Claimant-count 
data (the Live Register) point to a continued fall in the unemployment rate in the first quarter 
of this year. 
 
Employment growth of 2.2 per cent is projected for 2014.  This is driven by a combination of 
strong carryover from 2013, together with the improved outlook for domestic demand. 
Employment growth is supported by strengthening labour demand in the services sector in 
particular, and is consistent with both the outlook for services exports and trends emerging 
across more conjunctural PMI indicators.  On the assumption of a further expansion of the 
labour force, unemployment is projected to average 11.5 per cent this year.   
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Employment growth averaging 2 per cent per annum over the forecast horizon is projected, 
consistent with a gradual reduction in the unemployment rate.  At the same time, labour force 
growth is anticipated to accompany the improvement in employment over the forecast 
horizon, tallying with evidence of pro-cyclical labour supply dynamics in Ireland.  With positive 
labour supply dynamics in prospect, this is likely to dampen an otherwise faster decline in the 
unemployment rate. 
 
 
Table 5: Labour market developments4 

 2013 2013 2014 2015 2016 2017 2018 

  ('000s) % change (unless otherwise stated) 

Employment 1880 2.4 2.2 2.0 2.0 1.9 1.9 
Unemployment rate (QNHS basis)  13.0 11.5 10.5 9.7 8.9 8.0 
         
Labour productivity (GDP per person 
employed) 

 
-2.6 -0.1 0.7 1.0 1.5 1.5 

         
Compensation of employees*  2.9 3.4 3.6 4.1 4.1 4.2 
Compensation per employee*  1.5 1.1 1.5 2.0 2.2 2.2 

 

*Non-agriculture sector. 
Source: 2013 - CSO; 2014 to 2018 - Department of Finance. 

 
 

2.6  Price developments 
 
As measured by the Harmonised Index of Consumer Prices (HICP), inflation averaged 0.5 per 
cent last year.  This moderate rate was in no small part due to the absence of the energy 
effect that had been so pronounced throughout 2012. 

 
Inflationary pressures are expected to remain relatively muted once again this year.  Futures 
prices for oil suggest that energy prices will exert slight downward pressure on overall prices, 
while exchange rate movements over the first few months of the year should also limit 
external inflation pressures.  The recovery in domestic demand is unlikely to result in the 
emergence of any significant price pressures on the domestic front, given the amount of spare 
capacity at present.  Taking all of these factors into account, HICP inflation is expected to 
average 0.5 per cent this year.  A gradual acceleration in HICP inflation is assumed over the 
forecast horizon on the back of a gradual pick-up in domestic demand and the waning of 
external factors that are currently dampening prices in Ireland. 
 
  

                                                      
 
 
4 Lǘ ǎƘƻǳƭŘ ōŜ ǎǘǊŜǎǎŜŘ ǘƘŀǘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ Ǝƻŀƭ ƛǎ ǘƻ ŀŎƘƛŜǾŜ Ŧǳƭƭ ŜƳǇƭƻȅƳŜƴǘ ōȅ нлнл όŘŜŦƛƴŜŘ ŀǎ ŀƴ 
unemployment rate of approximately 5 to 6 per cent) as per the 2013 Medium-term Economic Strategy (MTES), 
this goal can be achieved with the determined implementation of appropriate Government policies. For more 
detail see MTES page 13 (http://mtes2020.finance.gov.ie/wp-content/uploads/2013/12/MTES.pdf) 

http://mtes2020.finance.gov.ie/wp-content/uploads/2013/12/MTES.pdf
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Table 6: Price developments 

 2013 2014 2015 2016 2017 2018 

 % change 
GDP deflator 0.4 0.5 0.9 1.2 1.2 1.2 
        
Private consumption deflator 1.6 0.9 1.1 1.4 1.6 1.6 
Harmonised index of consumer prices (HICP) 0.5 0.5 0.9 1.4 1.6 1.6 
        
Export price deflator (goods and services) 0.1 0.5 0.9 1.2 1.2 1.2 
Import price deflator (goods and services) 0.3 0.9 0.8 1.2 1.2 1.2 

 

Source: 2013 - CSO; 2014 to 2018 - Department of Finance.  

 
In terms of the GDP deflator ς which accounts for price changes in all components of demand 
and, as such, is the broadest measure of price developments in the economy ς an increase of 
0.5 per cent is forecast for this year.  This reflects the fact that the terms of trade effect is 
projected to be negative this year, due in part to recent exchange rate developments.  The 
private consumption deflator is likely to record higher growth than the HICP in 2014 as well 
as 2015 reflecting, in part, the impact of rising private and imputed rents on the private 
consumption deflator. 
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/ƘŀǇǘŜǊ о 
hǳǘƭƻƻƪ ŦƻǊ ǘƘŜ tǳōƭƛŎ CƛƴŀƴŎŜǎ 

3.1  Summary 
 
The general government deficit for 2013 is estimated at 7.2 per cent of GDP which is within 
the EDP ceiling of 7.5 per cent of GDP.  Growth in tax revenues and expenditure restraint were 
key contributors in achieving the target.  The 2014 Budget projected a deficit of 4.8 per cent 
of GDP for this year; this projection remains unchanged although minor offsetting 
compositional changes have been incorporated. 
 
Turning to 2015, a deficit of under 3 per cent is forecast, in line with commitments under the 
EDP.  Thereafter, the fiscal rules require sufficient progress towards achieving a balanced 
budget in structural terms by 2018.  The debt ratio peaked in 2013 and will be on a downward 
trajectory over the forecast horizon.  With regard to funding, recent issuance by the NTMA 
has been at favourable rates with the majority of the 2014 funding target achieved. 
 
 

3.2  Budgetary outturn 2013 
 
The end-year outturn for 2013 was broadly in line with expectations at Budget time.  Tax 
revenue grew by 3.2 per cent ŀƴŘ ŦƛƴƛǎƘŜŘ ǘƘŜ ȅŜŀǊ ǿƛǘƘƛƴ ϵмф Ƴƛƭƭƛƻƴ όлΦм ǇŜǊ ŎŜƴǘύ ƻŦ ǘƘŜ 
.ǳŘƎŜǘ нлмп ŦƻǊŜŎŀǎǘ ƻŦ ϵотΣунр ƳƛƭƭƛƻƴΦ  hǾŜǊ ǘƘŜ ŎƻǳǊǎŜ ƻŦ ǘƘŜ ȅŜŀǊΣ ǘƘŜ ǎǘǊƻƴƎŜǎǘ 
performing tax heads against profile were stamp duties and corporation tax.  Net voted 
expenditure for 201о ǿŀǎ ϵпоΦм ōƛƭƭƛƻƴΣ ǿƘƛŎƘ ǿŀǎ пΦн per cent lower than the previous year 
and 0.7 ǇŜǊ ŎŜƴǘ ōŜƭƻǿ ǘƘŜ ǾƻǘŜŘ ŜȄǇŜƴŘƛǘǳǊŜ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ϵпоΦп ōƛƭƭƛƻƴΦ 
 
.ǳŘƎŜǘ нлмп ŦƻǊŜŎŀǎǘ ǘƘŀǘ ǘƘŜ нлмо ƎŜƴŜǊŀƭ ƎƻǾŜǊƴƳŜƴǘ ŘŜŦƛŎƛǘ ǿƻǳƭŘ ōŜ ϵмнΦм ōƛƭƭƛƻƴ ƻǊ тΦо 
ǇŜǊ ŎŜƴǘ ƻŦ D5tΦ  ¢ƘŜ ŀŎǘǳŀƭ ƻǳǘǘǳǊƴ ǿŀǎ ǎƻƳŜǿƘŀǘ ōŜǘǘŜǊ ŀǘ ϵммΦу ōƛƭƭƛƻƴΦ  IƻǿŜǾŜǊΣ ŦƛǊǎǘ 
estimates of 2013 nominal GDP are lower than forecast at Budget time.  So the headline 
saving is offset to some extent by the denominator effect from lower GDP.  This still results in 
a 2013 deficit estimated at 7.2 per cent of GDP, comfortably inside the EDP ceiling of 7.5 per 
cent of GDP.  
 
 

3.3  Budgetary outlook 2014 
 
Budget 2014 forecast a general government deficit of 4.8 per cent of GDP for 2014.  In broad 
terms, the updated projections in this document reaffirm this forecast despite some changes 
in the underlying composition. 
 
In terms of deviation from Budget day forecasts, in Exchequer terms, there has been an 
ƛƳǇǊƻǾŜƳŜƴǘ ƻŦ ǎƻƳŜ ϵфлл million.  While very positive in cash terms, most of this does not 
impact on the general government balance and relates to timing issues rather than new 
windfall gains.  For example, receipts from the sale of the National Lottery were provisionally 
expected to be received in two tranches, one in late 2013 and one in 2014.  Because the 
agreement was not signed until early 2014, ǘƘŜ Ŧǳƭƭ ϵплр million will now be received in 2014 
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resulting in ŀƴ 9ȄŎƘŜǉǳŜǊ ƛƳǇǊƻǾŜƳŜƴǘ ƻŦ ϵнлнΦр million relative to the initial 2014 profile.  
In general government terms for 2014Σ ǘƘŜ Ŧǳƭƭ ϵплр million had been included as a receipt in 
Budget 2014. 
 
National debt cash interest costs this year are now projected to bŜ ǎƻƳŜ ϵплл million lower 
than estimated at the time of Budget 2014.  This reduction largely reflects timing factors ς 
including the buy-ōŀŎƪ ƛƴ 5ŜŎŜƳōŜǊ нлмо ƻŦ ϵпΦм ōƛƭƭƛƻƴ ƻŦ ŀ DƻǾŜǊƴƳŜƴǘ ōƻƴŘΣ ǿƘƛŎƘ ƭŜŘ ǘƻ 
lower interest payments in the early part of 2014 ς as well as a more favourable interest rate 
environment generally.  In general government terms, interest expenditure is now projected 
to be around ϵ200 million below the Budget 2014 estimate.  The other significant deviation 
from expectation is the estimated Central Bank surplus which is much higher than anticipated.  
Offsetting these improvements were a series of more modest changes across a range of 
issues.  In overall terms, the outcome of these revised figures is that the nominal deficit is 
slightly improved on that at Budget time. 
 
Budget 2014 forecast tax revenue to increase by close to 6 per cent year-on-year in 2014.  
Performance through the first quarter 2014 has been positive with taxes ahead of profile by 
ϵнрт million (2.9 per cent) which represents a year-on-ȅŜŀǊ ƛƴŎǊŜŀǎŜ ƻŦ ϵпмр million (4.7 per 
cent).  Looking at the individual tax heads, of particular note is the strong performance of 
income tax, the largest tax head, on the back of a recovering labour market.  Performance in 
the first three months of the year is encouraging and gives confidence that the forecast for 
tax revenue growth for 2014 will be achieved.  
 
Turning to the spending side, the Revised Estimates for Public Services 2014 (REV), which was 
published in December 2013, set out the detailed allocations for all Government 
Departments.  The 2014 estimate for total gross voted ŜȄǇŜƴŘƛǘǳǊŜ ƛǎ ϵро ōƛƭƭƛƻƴΦ  This is 2.7 
per cent below the 2013 provisional outturn figure.  bŜǘ ǾƻǘŜŘ ŜȄǇŜƴŘƛǘǳǊŜ ŦƻǊ нлмп ŀǘ ϵпм.4 
billion is 4 per cent lower than in 2013.  Expenditure by all Departments will continue to be 
monitored closely against their detailed monthly gross and net profiles. 
 
DǊƻǎǎ ǾƻǘŜŘ ŜȄǇŜƴŘƛǘǳǊŜ ǳǇ ǘƻ ǘƘŜ ŜƴŘ ƻŦ aŀǊŎƘ нлмп ǿŀǎ ϵмсо Ƴƛƭƭƛƻƴ όмΦн ǇŜǊ ŎŜƴǘύ ƭower 
than profile, representing a year-on-ȅŜŀǊ ŘŜŎǊŜŀǎŜ ƻŦ ϵпрн Ƴƛƭƭƛƻƴ όоΦп ǇŜǊ ŎŜƴǘύΦ  5ǳŜ ǘƻ 
increased revenue from PRSI, receipts to the Social Insurance Fund and the National Training 
Fund were 7.2 per cent ahead of profile for the first quarter.  Net voted expenditure up to the 
ŜƴŘ ƻŦ aŀǊŎƘ нлмпΣ ǿŀǎ ϵсом Ƴƛƭƭƛƻƴ όрΦу ǇŜǊ ŎŜƴǘύ Řƻǿƴ ȅŜŀǊ-on-ȅŜŀǊ ŀƴŘ ϵнсм Ƴƛƭƭƛƻƴ όнΦр 
per cent) below the estimate profile.   
 
 

3.4  Transition from the deficit for 2013 to the deficit for 2014 
 
The first official estimate of the general government deficit and debt for 2013 is made by the 
Central Statistics Office (CSO).  This report shows the deficit at 7.2 per cent of GDP in 2013.  
¢ƘŜ 5ŜǇŀǊǘƳŜƴǘ ƻŦ CƛƴŀƴŎŜΩǎ ŦƻǊŜŎŀǎǘ ƻŦ ǘƘŜ ŘŜŦƛŎƛǘ ŦƻǊ нлмп ƛǎ пΦу ǇŜǊ ŎŜƴǘ ƻŦ D5tΦ  
 
Figure 3 details the transition from the deficit for 2013 to the deficit for 2014.  The diagram 
ǎƘƻǿǎ ƳŜŀǎǳǊŜǎ ŀƳƻǳƴǘƛƴƎ ǘƻ ϵоΦм ōƛƭƭƛƻƴ ŀǎ ǿŜƭƭ ŀǎ ƻǘƘŜǊ ŦŀŎǘƻǊǎ ƛƳǇŀŎǘƛƴƎ ƻƴ ǘƘŜ ŦƛǎŎŀƭ 
accounts to achieve a deficit in 2014 within the EDP ceiling of 5.1 per cent of GDP. 
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Figure 3: Transition from 2013 to 2014 general government deficit 

 

Notes: 

Diagram not drawn to scale. 
The diagram starts with the 2013 general government deficit of 7.2 per cent of GDP. All further adjustments 
show the difference between 2014 and 2013 items to arrive at the 2014 deficit. A negative adjustment lowers 
and improves the deficit while a positive adjustment has the opposite effect.  
The diagram shows changes on a general government basis.  

¶ With 2.6 per cent year-on-year nominal GDP growth there is an improvement to the deficit ratio of 
about 0.2 per cent. 

¶ General government taxes for 2014 are scheduled to be ϵнΦ1 billion better than were collected in 
нлмоΦ [Ŝǎǎ ǘƘŀƴ ϵм billion of this increase is due to new measures introduced in the Budget as well 
as carryover from previous Budgets with the remainder of increased taxes due to the impact of 
economic growth. 

¶ ExpendƛǘǳǊŜ ǎŀǾƛƴƎǎ ƳŜŀǎǳǊŜǎ ƻŦ ϵмΦс billion were announced in Budget 2014.  

¶ Bank guarantee pay-out and income: tŀȅƳŜƴǘǎ ƻŦ ϵ1.1 billion were required to be made by the 
Minister for Finance last year under bank guarantee schemes resulting from the liquidation of IBRC 
in February 2013. Some further minor payments will be required in 2014. This results in a decrease 
in expense froƳ нлмо ǘƻ нлмп ƻŦ ϵмΦл billion. 
Also in February 2013, the Minister for Finance announced that the end of the eligible liabilities 
guarantee (ELG) scheme. Thiǎ ǊŜǎǳƭǘǎ ƛƴ ŀ ŘŜŎǊŜŀǎŜ ƻŦ ϵлΦо billion in income to the State between the 
two years. 

¶ ¢ƘŜǊŜ ƛǎ ϵлΦ3 billion further interest payable in 2014 than in 2013.   

¶ Among the other effects is the sale of state assets. In 2013 ϵ0.7 billion accrued to the State as a result 
of revenue from the sales of mobile phone licenceǎΤ ƛƴ нлмпΣ ǘƘŜ {ǘŀǘŜ ǊŜŎŜƛǾŜǎ ϵлΦп ōillion from the 
sale of the licence to run the national lottery. 

Source: Department of Finance 
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Table 7: Budgetary projections 2013-2018 

 2013 2014 2015 2016 2017 2018 

CURRENT BUDGET       

Expenditure ϵƳ ϵƳ ϵƳ ϵƳ ϵƳ ϵƳ 

Gross Voted Current Expenditure 51,080 49,605 48,250 48,300 48,350 48,400 

Non-Voted (Central Fund) Expenditure 11,105 10,535 11,060 11,610 11,630 12,085 

Gross Current Expenditure 62,185 60,140 59,310 59,910 59,980 60,485 

less Expenditure Receipts and Balances 11,080 11,220 11,580 11,925 12,275 12,645 

Net Current Expenditure 51,105 48,920 47,730 47,985 47,705 47,840 

        

Receipts       

Tax Revenue 37,805 40,040 42,135 43,860 45,850 48,115 

Non-Tax Revenue 2,675 2,285 1,890 1,615 1,225 1,195 

Net Current Revenue 40,480 42,325 44,025 45,475 47,075 49,310 

        

CURRENT BUDGET BALANCE -10,625 -6,595 -3,705 -2,510 -630 1,470 

        

CAPITAL BUDGET       

Expenditure       

Gross Voted Capital 3,420 3,335 3,250 3,255 3,255 3,255 

Non-Voted Expenditure 2,010 1,190 930 1,020 890 890 

Gross Capital Expenditure 5,430 4,525 4,180 4,275 4,145 4,145 

less Capital Receipts 350 335 335 340 340 340 

Net Capital Expenditure 5,080 4,190 3,845 3,935 3,805 3,805 

        

Capital Resources 4,205 2,090 1,615 3,585 1,625 1,625 

        

CAPITAL BUDGET BALANCE -875 -2,100 -2,230 -350 -2,180 -2,180 

        

EXCHEQUER BALANCE -11,505 -8,700 -5,935 -2,865 -2,815 -705 

        

GENERAL GOVERNMENT BALANCE -11,780 -8,090 -5,235 -4,050 -2,265 -85 

 % of GDP -7.2 -4.8 -3.0 -2.2 -1.2 0.0 

       

UNDERLYING GENERAL GOVERNMENT 
BALANCE 

-11,755 -8,040 -5,135 -3,950 -2,265 -85 

% of GDP -7.2 -4.8 -2.9 -2.2 -1.2 0.0 

        

UNDERLYING GENERAL GOVERNMENT 
PRIMARY BALANCE 

-4,075 -75 3,315 4,885 6,985 9,485 

% of GDP -2.5 0.0 1.9 2.7 3.7 4.8 

Source: Department of Finance 
Note: The levels of expenditure and taxation in 2016-2018 will be subject to Government policy decisions 
and the overarching policy objective of reaching the MTO of a balanced budget in structural terms. 
The underlying balance: the net lending of general government adjusted for the effect of financial measures. 
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Figure 4: Developments in the public finances 

 
 

  

3.5  Budgetary outlook 2015-2018 
 
The fiscal outlook for 2015 remains broadly unchanged from that set out in Budget 2014, with 
the Government committed to introducing the necessary tax and expenditure measures to 
bring the deficit below the 3 per cent of GDP deficit target by the end of 2015, as set out in 
the Excessive Deficit Procedure.  On present estimates, this should be achieved with the 
ǇǊŜǾƛƻǳǎƭȅ ŀƴƴƻǳƴŎŜŘ ǇŀŎƪŀƎŜ ƻŦ ǘŀȄ ŀƴŘ ŜȄǇŜƴŘƛǘǳǊŜ ƳŜŀǎǳǊŜǎ ƻŦ ϵнΦл billion.  However, the 
actual consolidation effort required to meet the deficit objective will be based on the most 
up-to-date economic and fiscal data on Budget day.  The specific measures will be announced 
in the Budget in October 2014, and will take on board the conclusions of the Comprehensive 
Review of Expenditure (CRE) and other ongoing reviews.  
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