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	Basic statistics of Ireland, 2016

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	4.6
	 
	Population density per km²
	69.1
	(37.2)

	Under 15 (%)
	20.6
	(17.9)
	Life expectancy (years, 2015)
	81.5
	(80.5)

	Over 65 (%)
	13.6
	(16.6)
	Men 
	79.6
	(77.9)

	Foreign-born (%, 2011)
	16.4
	
	Women
	83.4
	(83.1)

	Latest 5-year average growth (%)
	0.2
	(0.6)
	Latest general election
	February
	2016

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	In current prices (billion USD)
	304.8
	
	Primary sector
	1.0
	(2.5)

	In current prices (billion EUR)
	275.1
	
	Industry including construction
	39.3
	(26.6)

	Latest 5-year average real growth (%)
	7.8
	(1.9)
	Services
	59.7
	(70.9)

	Per capita (000 USD PPP)
	72.8
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	27.1
	(41.5)
	Gross financial debt
	84.5
	(100.2)

	Revenue
	26.4
	(38.6)
	Net financial debt
	55.5
	(65.2)

	EXTERNAL ACCOUNTS

	Exchange rate (EUR per USD)
	0.904
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.809
	
	Chemicals and related products, n.e.s.
	56.7
	

	In per cent of GDP
	
	
	Machinery and transport equipment
	16.3
	

	Exports of goods and services
	121.7
	(53.9)
	Miscellaneous manufactured articles
	12.6
	

	Imports of goods and services
	99.8
	(49.5)
	Main imports (% of total merchandise imports)
	

	Current account balance
	3.3
	(0.2)
	Machinery and transport equipment
	39.3
	

	Net international investment position (2014)
	-93.2
	
	Chemicals and related products, n.e.s.
	21.5
	

	
	
	
	Miscellaneous manufactured articles
	11.8
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	64.8
	(66.9)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	7.9
	(6.3)

	Men
	70.2
	(74.7)
	Youth (age 15-24, %)
	17.2
	(13.0)

	Women
	59.5
	(59.3)
	Long-term unemployed (1 year and over, %)
	4.2
	(2.0)

	Participation rate for 15-64 year-olds (%)
	70.9
	(71.7)
	Tertiary educational attainment 25-64 year-olds (%, 2015)
	42.8
	(35.7)

	Average hours worked per year
	1 879
	(1 763)
	Gross domestic expenditure on R&D (% of GDP, 2014)
	1.5
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	2.9
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	7.3
	(9.4)

	Renewables (%, 2015)
	8.1
	(9.6)
	Municipal waste per capita (tonnes, 2012)
	0.6
	(0.5)

	Exposure to air pollution (more than 10 g/m3 of PM2.5, % of population, 2015)
	2.8
	(75.2)
	
	
	

	SOCIETY

	Income inequality (Gini coefficient, 2014)
	0.298
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2014)
	9.2
	(11.3)
	Reading 
	521
	(493)

	Median disposable household income (000 USD PPP, 2014)
	 24.3
	(22.9)
	Mathematics
	504
	(490)

	Public and private spending (% of GDP)
	
	
	Science
	503
	(493)

	Health care
	7.8
	(9.0)
	Share of women in parliament (%)
	22.2
	(28.7)

	Pensions (2013)
	5.4
	(9.1)
	Net official development assistance (% of GNI)
	0.33
	(0.39)

	Education (primary, secondary, post sec. non tertiary, 2014)
	3.7
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries. 

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund, Inter-Parliamentary Union, and Central Statistics Office of Ireland.




Executive summary
Economic conditions are good…

Living standards are high in Ireland, with recent improvements underpinned by the strongest post-crisis output recovery in the OECD. The Irish economy has demonstrated impressive durability over the past three decades. Average wages are now comparable with the top tier of OECD countries and income inequality is reduced through the highly redistributive tax and transfer system. At the same time, the population report a high level of work-life balance, feel safe in public spaces and have strong social connections. 
The robust economic recovery has now broadened to domestic demand. Irish export performance has displayed a sustained improvement and business investment by local firms is now recovering strongly, particularly in the construction sector. Household consumption has also been revived, aided by cuts in direct household taxes, strong employment growth and modest import price inflation. The unemployment rate has declined rapidly (FigureA), leading to a pick-up in wage growth in some sectors. 
Figure A. The economy has recovered strongly
[image: graphic]Source: OECD Economic Outlook: Statistics and Projections (database); Central Statistics Office. 
StatLinkhttp://dx.doi.org/10.1787/888933684238

The economy is projected to continue expanding over the next two years, albeit at a more sustainable pace. The labour market will tighten further, with the unemployment rate projected to fall to around 5½percent. This will place further upward pressure on wages and inflation, with consumer prices expected to rise by over 2% in 2019. As real disposable income growth weakens, household consumption growth will also slow. Private construction activity will continue to be spurred by rising property prices, but equipment and machinery investment is likely to be held back by increasing uncertainty in the business sector. GDP growth is expected to be around 2½percent in 2019 (Table1). 
	Table 1. The economy will continue to expand at a solid pace

	[image: graphic]
	Source: OECD Economic Outlook.



…but prospects are clouded with uncertainty 

Brexit is a serious risk to the economic outlook. OECD estimates show that a trade arrangement between the UK and EUgoverned by the World Trade Organisation’s Most-Favoured Nation Rules could reduce total Irish exports by 20% in some sectors such as agriculture and food. Given the large share of multinational firms in the Irish economy, an additional risk to the outlook is rising international tax competition.
Heightened uncertainty makes it vital to further improve the fiscal position. Public finances have improved noticeably, but government debt remains high and tax receipts have become more subject to volatility (FigureB). Further public debt reduction would create scope for budgetary policy to support the economy in the event of a negative shock. This could be achieved through broadening the tax base in a way that does not significantly reduce medium-term growth. For example, while ensuring that social inclusiveness is maintained, VAT preferential rates and exemptions could be eliminated and the property tax yield raised through more regular revaluations of the base. 
Figure B. Gross government debt ratios are declining but remain high
[image: graphic]Source: Central Statistics Office and OECD.
StatLinkhttp://dx.doi.org/10.1787/888933684257

Vulnerabilities in the financial sector also need to be further addressed. While non-performing loans on bank balance sheets have declined by around 60% from their peak, the stock remains high (FigureC). This reflects judicial inefficiencies relating to the repossession of collateral and limited progress in improving the regulatory framework for writing-off NPLs. Measures that address these weaknesses, such as introducing stronger incentives for banks to reduce NPLs, will promote the efficient allocation of capital as well as the resilience of the economy overall.
Figure C. The NPL ratio remains high 
Q2 2017
[image: graphic]Source: European Banking Authority.
StatLinkhttp://dx.doi.org/10.1787/888933684276

Reviving productivity is the key for future output and labour earnings…

Most Irish firms have experienced declining productivity over the past decade. This has largely reflected the poor performance of local firms, with the large productivity gap between foreign-owned and local enterprises having widened (FigureD). The resilience of the Irish economy hinges on unblocking the productivity potential of these local businesses. This can be achieved by further improving the enabling environment for them to succeed and grow. 
Figure D. The large productivity gap has widened
Labour productivity index (Irish firms in 2006=100)
[image: graphic]Source: Department of Business, Enterprise and Innovation.
StatLinkhttp://dx.doi.org/10.1787/888933684295

There are high regulatory barriers to entrepreneurship (FigureE). This reduces competitive pressures on incumbents and the reallocation of resources to new firms that have good ideas. In particular, there are costly regulations relating to commercial property and legal services, while the costs of business failure are high. Access to finance for young firms needs to improve as well and will benefit from further efforts that mend the health of the banking sector and raise the efficacy of state-supported lending initiatives.
Figure E. Barriers to entrepreneurship are high
PMR indicators
[image: graphic]Source: OECD PMR Indicators Database.
StatLinkhttp://dx.doi.org/10.1787/888933684314

Further improvement in Irish infrastructure is needed to promote  firm growth (FigureF). The government plans to increase capital spending significantly over the coming four years and the projects undertaken must continue to be carefully prioritised through evidence-based evaluation of those with the highest returns. To do this more effectively, systemic collection of information on the performance of existing assets is crucial.  
Figure F. The quality of domestic infrastructure needs to be improved
[image: graphic]Source: World Economic Forum.
StatLinkhttp://dx.doi.org/10.1787/888933684333

Productivity spillovers can be enhanced by raising the absorptive capacity of local businesses. The capacity of local firms to absorb and implement new technologies is impeded by relatively weak managerial skills. This partly reflects the low proportion of workers participating in lifelong learning activities. With burgeoning skill demand, there should be an increase in the share of training funding to those in employment. Innovation and the ability for Irish firms to fully utilise new technologies is also weakened by low research and development activities. There is scope to reorient innovation policy to better promote the research intensity of local firms. In particular, public grants for business research and development could be increasingly used, as it would better reach local entrepreneurs that may be in a loss-making position and hence less swayed by tax exemptions on research funding.
…though other significant challenges for wellbeing exist

Life satisfaction is high, but Ireland underperforms in housing, health and getting people into work (FigureG). In each of these policy domains, it is often individuals with lower incomes or skills that are most adversely impacted by policy deficiencies. As such, well-designed reforms can both improve aggregate wellbeing and contribute to a more inclusive society.
Figure G. Life satisfaction is high but challenges exist
[image: graphic]Note: The figure represents the relative position of Ireland with respect to OECD's best (100) and worst (0) performer in each of the areas.
Source: OECD Better Life Index 2017 and OECD Government at a Glance 2017. 
StatLinkhttp://dx.doi.org/10.1787/888933684352

Housing affordability is reduced by low dwelling supply in Ireland’s main cities. Recent policy measures have sought to improve affordability, but have mostly focused on the demand-side. A longer-term solution is to prioritise measures that promote dwelling supply. At present, some unnecessary housing regulations in urban centres reduce the density of housing development and raise costs for developers. There are also well-located swathes of land that are underutilised and should be rezoned for residential purposes. To promote the efficient use of such land, a broad-based land tax should be introduced. 
The health system is failing in terms of cost, patient satisfaction and waiting times (FigureH). Demand pressures are likely to heighten as well, with the population expected to age markedly over the coming 15years. Ireland does not have universal coverage for primary healthcare, contributing to poor access and high health costs for some households that cannot afford private insurance. While there is scope for further improvements in health spending efficiency, a path to providing universal coverage should be laid out. 
Figure H. There are lengthy waiting times for medical procedures
Days waiting, 2016
[image: graphic]Note: The figure shows average waiting times across a variety of procedures. Data are for 2015 for NZL.
Source: OECD Health Statistics 2017.
StatLinkhttp://dx.doi.org/10.1787/888933684371

Some vulnerable groups do not participate in the labour market (FigureI). Employment rates are particularly low for young low-educated individuals. Some aspects of the social welfare system continue to disincentivise labour market participation by imposing high effective tax rates when taking up work. More active engagement with the labour market may be promoted through well-enforced job search requirements attached to social benefits and effective training programmes for the long-term unemployed. Ireland also exhibits relatively weak labour force participation for women. In response, the government is introducing a new childcare subsidy. However, the comparatively steep withdrawal of some means-tested benefits means that the participation tax rate will remain high for many women.
Figure I. The labour utilisation rate is low
[image: graphic]Source: OECD Employment Outlook. 
StatLinkhttp://dx.doi.org/10.1787/888933684390

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	
Improving the stability of public finances and the financial system

	The planned departure of the United Kingdom from the European Union is a significant economic risk. Long-term fiscal sustainability is difficult to assess because of the volatility of the economy. However, public debt needs to be reduced further.
	Set medium-term government debt targets as a share of measured underlying economic activity (i.e. GNI*).
Pay down public debt with windfall revenue gains and implement the proposed Rainy Day Fund.
Identify productivity-enhancing fiscal initiatives that could also have a large short-term impact on growth in the face of a negative shock.

	The bank non-performing loan ratio remains elevated. The resolution of impaired loans is particularly slow in the primary dwelling sector, as repossession proceedings are long with uncertain results.
	Introduce regulatory measures to incentivise banks to further reduce non-performing loans.   
Grant creditors a possession order for a future date. 
Protect debtors against slipping into poverty by continuing to raise the social housing stock. 

	Some aspects of Ireland’s tax system both narrow the tax base and distort the efficient allocation of resources. 
	Reduce the number of VAT rates.
Reassess property values more regularly for the purposes of calculating local property tax. At the same time, protect those low-income workers adversely impacted.

	Creating the conditions for sustained productivity growth

	Managerial skills are relatively poor, weakening the potential for productivity spillovers to local firms. This reflects low lifelong learning participation by employees. 
	Increase the share of funding to training for those in employment and financial support to workers undertaking postgraduate courses.

	The design of the local business tax and regulations related to commercial property and legal services weigh on the productivity of entrepreneurial firms. 
	Reduce the price of construction permits and registration of property charged by the relevant authorities. 
Permit the introduction of new forms of legal businesses.
Replace local business tax with a broad-based land tax.

	Entrepreneurial activity, as measured by entry and exit rates, is low. This partly reflects the high costs of business failure.
	Introduce guidelines for banks that specify circumstances under which personal guarantees from businesses should not be sought.

	Bank financing has declined significantly since the crisis. Young businesses often face investment financing constraints, partly reflecting a lack of competition between lenders.
	Further develop alternative financing platforms for young businesses.

	Research and development capacity in local firms is weak, reducing their ability to innovate and the diffusion of new technologies from foreign firms located in Ireland. This partly reflects public support for business research and development being heavily skewed towards tax incentives.
	Increase the use of direct public support for business research and development such as grants, loans and loan guarantees.

	The quality of Irish infrastructure is low compared with other comparable countries.
	Systematically collect information on the performance of existing public assets to better enable transparent, evidence-based, prioritisation of future infrastructure projects.

	Improving wellbeing further

	Housing supply is not keeping up with demand, manifesting in strong growth in house prices and rents. Supply is impeded by stringent regulations that add to the cost of dwelling construction and reduce the supply of low-cost housing. 
	Encourage local councils to rezone underutilised sites as residential.
Relax building regulations in urban centres relating to minimum dwelling sizes and bans on north-facing apartments. 

	Labour force participation remains weak, given high average effective tax rates for some groups when returning to work, weak enforcement of job search requirements, a lack of relevant skills and high childcare costs. 
	Make all social benefits conditional on earnings, not employment status, and withdraw them more gradually as earnings rise.
Review programmes for the long-term unemployed and fully roll-out the new information system for training programmes.

	Ireland does not have universal coverage for primary healthcare. There are lengthy waiting times in public hospitals and limited public coverage leads to high out-of-pocket payments for those without private health insurance.
	Move towards providing universal access to health and social services and incentivise patients to access care outside of hospitals. 





Key Policy Insights


	Recent macroeconomic developments and short-term prospects


	Solving the legacies of the crisis by buttressing the financial system and public finances


	Addressing medium-term challenges for wellbeing





The Irish economy continues to grow rapidly and has come a long way since exiting the EU-IMF financial assistance programme in late-2013. In the subsequent years, nominal measures of national income have grown by over one-third. The labour market, which is probably the best barometer of economic trends at present, has shown a decline in the unemployment rate from above 15% to close to 6%. At the same time, Ireland continues to outperform other OECD countries in many non-income indicators of wellbeing, such as personal security, environmental quality and the strength of social connections. 

The economic recovery has benefitted from past reforms. New measures have focused on changes to the budgetary framework and macro-prudential policies which have safeguarded the economy against a new banking and fiscal crisis. Barriers to employment have also been reduced by improving job creation schemes, ongoing reductions in childcare costs and lowering marginal tax rates for low-income households. 

Both public finances and the stability of the financial sector have also improved in recent years. With heightened uncertainty relating to the United Kingdom’s planned departure from the European Union (“Brexit”; Figure 1) and potential reductions in corporate tax rates in other countries, such progress is welcome. Yet, the ability for the economy to absorb a fresh economic shock is threatened by public debt per person remaining one of the highest in the OECD and a large stock of non-performing loans lingering on bank balance sheets. 



Figure 1. Many Irish firms believe they are negatively exposed to Brexit

Proportion of firms expecting a negative impact from Brexit.

[image: graphic]Source: EIB Investment Survey.

StatLink  http://dx.doi.org/10.1787/888933683174



Resilience to future shocks is also weakened by underlying fragilities in the economy. Aggregate productivity has been rising in recent years, but this has owed to the performance of some large foreign-owned companies. New firm level analysis, undertaken in tandem with this Economic Survey, highlights that the majority of firms in Ireland experienced a decline in productivity between 2006 and 2014 (Figure 2). Consequently, a critical question to further raise living standards in Ireland is how to enhance the productivity of local Irish firms. This is the focus of the thematic chapter of this Economic Survey and the growth-impact of some of the related reform recommendations are quantified in Box 3 (further below). 



Figure 2. Most businesses have experienced a decline in productivity

Median firm productivity (Index 2006 = 100)

[image: graphic]Note: The firm level analysis using OECD MultiProd is explained in more detail in the thematic chapter. The figure above shows multifactor productivity (using the Solow method) of the median firm in the productivity distribution at each point in time. These results are consistent with labour productivity estimates based on both micro and macro data.

Source: Department of Finance (2018a).

StatLink  http://dx.doi.org/10.1787/888933683193



There are other medium-term challenges to wellbeing on the horizon. With the population likely to expand notably over the coming years, pressures will mount on the health system and existing infrastructure. Furthermore, unless inclusive-minded reforms are undertaken, the burden of these pressures may disproportionately fall on lower-income households. Such pressures need to be addressed while ensuring that pro-cyclical budgetary policy is avoided.

Against this backdrop, the main messages of this Economic Survey are:


	The resilience of the economy to future shocks needs to be buttressed by improving the stability of public finances and the financial system. 


	Creating the conditions for sustainable productivity growth of local firms is critical to supporting future Irish living standards.


	While Ireland is a rich country with a highly redistributive tax and transfer system, there are several areas where wellbeing could be improved over the medium-term, including the supply of housing, water infrastructure, health services and labour market participation. 





Recent macroeconomic developments and short-term prospects

The Irish economy has continued to grow robustly over the past four years. The recovery from the crisis was initially driven by exports due partly to improved cost-competitiveness (OECD, 2015). Subsequently, growth has also been supported by domestic demand. The strength of underlying economic activity has been difficult to gauge over the past two years due to some distortions in the headline national accounts measures (Box 1). Nonetheless, estimates of underlying domestic demand, which exclude volatile components related to the activities of multi-national enterprises (MNEs), grew by around 5% in 2016. 



Box 1. Modified GNI – A new indicator of underlying economic activity in Ireland

Irish economic indicators recently made headlines due to an enormous upward revision for the year 2015. According to the Irish Central Statistics Office, real GDP grew by 25.6% in 2015 (compared to 8.3% recorded in 2014 and the initial estimate of 7.8% in 2015) while real GNP rose by 16.3%. The strength of these figures reflects issues associated with measures of economic activity produced in accordance with international standards in an increasingly globalised economy. 

A small number of multinational enterprises (MNEs) relocated their intellectual property assets to Ireland in 2015. This resulted in a huge increase in the Irish capital stock. In 2015, the gross capital stock of fixed assets rose by some 300 billion Euros (compared with Irish GDP of 195 billion in 2014). The relocation of intellectual property assets was accompanied by a substantial increase in exports through contract manufacturing (for more details, see FitzGerald, 2015).

In this context, the headline GDP figure is becoming less relevant for explaining underlying economic activity in Ireland, which is problematic for policy-makers. An Economic Statistics Review Group was convened in 2016. It proposed a Modified Gross National Income (GNI) indicator that adjusts standard GNI for the depreciation of foreign-owned domestic capital assets and the retained earnings of re-domiciled firms (both of which are not considered relevant for explaining the resources available to the domestic population). The Central Statistics Office announced its first estimates in July 2017 with nominal GNI* growth of 11.9% in 2015, still very robust but significantly lower than the 34.7% nominal GDP growth reported for the year (Figure 3). 



Figure 3. Growth in modified GNI has recently been weaker than GDP

Current prices, euro billions

[image: graphic]Source: Ireland Central Statistics Office.

StatLink  http://dx.doi.org/10.1787/888933683212





Business investment was significantly boosted by intellectual property (IP) investment by multinational...
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