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Notes

1.

The permission of the Government has been obtained for the use in
this Bulletin of certain material compiled by the Central Statistics
Office and Government Departments. The Bulletin also contains
material which has been made available by the courtesy of licensed
banks and other financial institutions.

Unless otherwise stated, statistics refer to the State, i.e., Ireland
exclusive of Northern Ireland.

In some cases, owing to the rounding of figures, components do not
add to the totals shown.

The method of seasonal adjustment used in the Bank is that of the
US Bureau of the Census X-11 variant.

Annual rates of change are annual extrapolations of specific period-
to-period percentage changes.

The following symbols are used:

e estimated

n.a. notavailable

p provisional

. no figure to be expected
r revised

- nil or negligible

q quarter

f forecast

Data on euro exchange rates are available on our website at
www.centralbank.ie and by telephone at 353 1 2246380.

Enquiries relating to this Bulletin should be addressed to:

Central Bank of Ireland (Publications),

Bosca PO 559, Baile Atha Cliath 1, Eire

PO Box 559, Dublin 1, Ireland

Phone 353 12246278;Fax 6716561
www.centralbank.ie Email: publications@centralbank.ie

ISSN 0332-2645
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Forecast Summary Table

2017 2018 2019f 2020f

Real Economic Activity
(% change)
Personal consumer expenditure 1.6 3 2.1 2
Public consumption 3.9 5 55 2.9
Gross fixed capital formation -31 -2.5 8 6.3
Exports of goods and services 7.8 7.3 4.3 3.9
Imports of goods and services -94 2.5 4.3 4.0
Gross Domestic Product (GDP)?! 7.2 7.5 4.4 3.6
Gross National Product (GNP) 44 5.6 4 3.2
Modified Gross National Income
(Nominal) 3
External Trade and Payments
E\z"c"’(‘)’:fnet'?éf'slﬁfi’g“ne)”ts Current 24920 | 30107 | 31460| 33281
Current Account (% of GDP) 8.5 9.5 9.3 9.3
Prices, Costs and Competitiveness
(% change)
Eﬁg;?ziiLTdexofConswﬂer 0.3 0.7 0.8 13
of which: Goods -2.1 -0.2 -1.1 -0.6

Services 2.5 1.6 2.3 2.8
HICP excluding energy -0.1 0.1 1.0 14
Consumer Price Index (CPI) 0.3 0.5 0.8 14
Compensation per Employee 0.8 2.8 34 3.6
Labour Market
(% change year-on-year)
Total employment 2.9 3.0 2.2 1.7
Labour force 1.1 1.9 1.5 1.5
Unemployment rate (ILO) 6.7 5.7 4.9 4.7
Technical Assumptions?
EUR/USD exchange rate 1.13 1.18 1.15 1.15
EUR/GBP exchange rate 0.88 0.88 0.88 0.88
Oil price ($ per barrel) 48.03 60.18 58.28 58.96
Interbank market - Euribor (3-month -0.33 -0.32 023 0.09

fixed)

1GNI*and adjusted presentations of the BOP/IIP provide more reliable estimates of the resources

available to domestic residents.

2 The technical assumption made is that exchange rates remain unchanged over the forecast horizon.

Oil prices and interest rates are assumed to move in line with the futures market.
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Comment

The Irish economy grew at a strong pace in 2018,
supported by the strength of activity on the
domestic side of the economy and a relatively
favourable international growth environment.
While headline GDP growth last year was distorted
by the activities of multinational enterprises, the
evidence from a range of domestic spending and
activity indicators is that the domestic economy
grew robustly in 2018. The strength of domestic
activity has been underpinned by continuing strong
and broad-based growth in employment, which has
stimulated incomes and supported the growth of
consumer spending, while the growth of key
domestic components of investment, such as
building and construction, has also accelerated.

Looking ahead, the Central Bank’s central forecast is that underlying
economic activity is projected to continue to grow at a relatively solid pace
in coming years, though some moderation in growth is in prospect in 2019
and 2020. This reflects some expected slowing in growth given the
advanced stage of the current cyclical expansion and also a less favourable
and more uncertain international economic environment, with prospects
for growth in our main trading partners having being lowered in recent
months. With reference to Brexit, it should be pointed out that the central
forecasts have been prepared on the basis of a transition period applying
until end-2020, before any potential new post-Brexit trading relationship
becomes operational. In present circumstances, what has to be overlaid on
these forecasts, is uncertainty related to the future path of the Brexit
process and its timing. The nature and timing of the UK’s exit from the EU,
in particular, whether it is orderly or disorderly, will have an important
bearing on the growth of the Irish economy in coming years and, in the
longer term, the scale of the ultimate impact of Brexit on the economy.

As a first step, abstracting from this uncertainty and conditional on the
assumption of a transition period to end-2020, the outlook for the growth
of the Irish economy remains broadly positive. While the forecast
slowdown in external demand is projected to lead to some moderationin
export growth, the main impetus to Irish economic growth over 2019 and

Central Bank of Ireland ‘
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2020 is expected to continue to come from domestic demand, driven by
further growth in employment and incomes. However, with employment
growth forecast to moderate over the forecast horizon, the growth of
consumer spending is projected to ease towards 2 per cent over this year
and next. Allied to some easing in underlying investment spending, the
growth of underlying domestic demand is projected to moderate to 4.1 per
centin 2019 and 3.3 per cent in 2020, following estimated growth of 6.0
per cent last year. This reflects a slowdown in the growth of private
consumption and investment, partly offset by stronger growth in
government consumption. With regard to GDP, following estimated growth
of 7.5 per cent last year, growth is projected to moderate to 4.4 per cent in
2019 and 3.6 per cent in 2020. These are downward revisions of 0.4 and 0.1
per cent compared to the forecasts published in the last Quarterly Bulletin.

Turning to Brexit, in earlier analysis, the Bank has published work
examining the potential medium-term impact on the Irish economy of an
orderly WTO scenario and a Free Trade Area-like agreement. Given its
unprecedented nature, quantifying the impact of a disorderly Brexit is
highly uncertain. With a disorderly Brexit, significant additional frictions
and costs arise, not just from the introduction of new trade arrangements,
but from a breakdown in some of the arrangements that make trade
possible - arising, for example, as a result of regulatory and customs issues,
border infrastructure issues, legal uncertainties etc; with immediately
damaging consequences for trade and the functioning of supply chains for
production, distribution and retailing. Models and forecasting tools can be
used to estimate the impact of long-run changes to trade arrangements but
are less suited to predicting the short-run effects and potential disruption
arising from a breakdown in those arrangements, the scale of which would
also be influenced by the ability of firms and retailers to adjust to any new
arrangements, as well as any policy responses or mitigating actions taken as
aresult.

Given these considerations, Box B (page 23) examines the possible
macroeconomic implications of a sudden and disorderly Brexit in March
2019 on the Irish economy. The Box finds that the abrupt ending of existing
cooperation agreements between the EU and the UK in a disorderly Brexit
would have material and immediate economic implications. The impact of a
‘no-deal’ Brexit would permeate all areas of economic activity. There would
be heightened stress in financial markets and a potentially large
depreciation of sterling. The deterioration in economic conditions and a
more adverse outlook would cause firms to delay or cancel investment
plans. Consumer spending would also be negatively affected, reflecting
concerns over future job losses and income prospects. At least for an initial
period, it is likely that there would be disruption at ports and airports if

Central Bank of Ireland ‘
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border infrastructure is unable to cope with the new arrangements. Given
the deep supply chain linkages between Ireland and the UK, reflected in the
reliance on the UK for imports of intermediate goods used in production by
Irish firms, and also given the scale of food and consumer goods imports
from the UK, there would be implications for firms through disruption to
their production processes and for households through the price and
availability of consumer goods. Exports would fall due to an immediate and
large reduction in demand from the UK and the fall in sterling, with some
sectors being further affected by any imposition of tariffs and non-tariff
barriers. Those sectors which are more reliant on trade with the UK or
which are more vulnerable to the imposition of tariff and non-tariff
barriers, such as agriculture, food and smaller scale manufacturing, are
likely to be more adversely affected.

Given its unprecedented nature, and the uncertainties around the scale and
duration of the disruption arising from a sudden departure from existing
arrangements, quantifying the impact of a disorderly Brexit through these
channels is extremely uncertain. With these caveats, the estimates in Box B
indicate that a disorderly Brexit could reduce the growth rate of the Irish
economy by up to four percentage points in the first year. Given the current
favourable central forecasts for the Irish economy, this means that there
would continue to be some growth in output in 2019 and 2020, evenin a
disorderly Brexit. However, the pace of growth in both years would be
materially lower. The fact that the economy would continue to grow in
2019 and 2020 in a disorderly Brexit reflects the current strong, broad-
based growth in the economy, the diversified nature of production in many
sectors and the strength of domestic demand. It is important to note these
are not forecasts of future outcomes. Instead, they represent an illustration
of the possible impact of a disorderly Brexit under a range of key
assumptions.

However, Brexit is not the only risk to the Irish economic outlook and other
material domestic and external risks persist. On the domestic side, while
some moderation in underlying domestic demand is in prospect following a
period of strong growth, labour market conditions are still set to tighten
further. As the economy moves closer to full employment, there is a need to
continue to guard against the risk that strong cyclical conditions give rise to
overheating dynamics. On the external side, in addition to Brexit, there
continue to be some clear downside risks facing the Irish economy. The
international economic outlook has weakened since the publication of the
last Bulletin, while risks related to international trade and taxation persist.
Given the position of Ireland as a small, highly open economy and the
important role of multinational firms within the economy, changes in global

Central Bank of Ireland ‘
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trade, taxation and currency conditions have an important bearing on the
performance of the economy.

In terms of domestic policy, the resilience of the economy and its ability to
withstand future downturns is enhanced if buffers are built up during good
times that enable stronger counter-cyclical policy actions in the event of
any future economic downturn. The strong economic growth performance
and still high levels of public debt warrant a greater improvement in the
fiscal position than is planned. With regard to composition, the
unpredictability of corporate tax revenues in recent years points to the
danger of relying on, what might prove to be a partly transitory surge in
revenues to fund lasting spending commitments. It would be more prudent
to save rather than spend windfalls to mitigate pro-cyclical dynamics and
build up buffers to limit the cost of future downturns.
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An Timpeallacht Gheilleagrach

Bhi borradh maith faoi gheilleagar na hEireann in
2018, agus ta neart na gniomhaiochta ar an taobh
intire den gheilleagar mar aon le fas idirnaisiunta
sach fabhrach ag tacu leis an mborradh sin.

Cé go raibh fas OTI priomha a shaobhadh ag
gniomhaiochtai fiontar ilnaisiunta, léiritear le
fianaise 6 réimse tascairi a bhaineann le caiteachas
agus gniomhaiocht intire go raibh borradh mér
faoin ngeilleagar intire in 2018. Ta fas laidir, leathan
ar fhostaiocht mar bhonn agus mar thaca faoi neart
na gniomhaiochta intire, rud a chuireann borradh
faoi ioncaim agus a thacaionn le méadu ar
chaiteachas tomhaltoiri, fad ata fas laidir tagtha
freisin ar phriomhghnéithe intire den infheistiocht,
amhail tégail agus foirgniocht.

Ag féachaint romhainn, tuartar i réamhaisnéis l[arnach an Bhainc Ceannais
go dtiocfaidh fas ar luas sach laidir ar an mbunghniomhaiocht eacnamaioch
in 2018, cé go bhfuil ionchas ann go dtiocfaidh maolu airithe ar an bhfas sin
in 2019 agus in 2020. Is léirit é sin ar mhoillit airithe ar fhas a rabhthas ag
sUil leis i bhfianaise céim chun cinn an leathnaithe thimthriallaigh ata anois
ann agus i bhfianaise timpeallacht eacnamioch idirnaisiunta nios It fabhrai
agus nios éiginnte, inar thainig laghdu ar ionchais fais ar bpriomh-
chomhphairtithe tradala le mionna beaga anuas. O thaobh Brexit de, ba
cheart a shonru gur ullmhaiodh na réamhaisnéisi larnacha ar an mbonn go
mbeadh idirthréimhse i gceist go dti deireadh 2020, sula dtiocfadh aon
chaidreamh tradala nua ionchasach iar-Brexit i ngniomh. Agus culinsi mar
at3, is ga éiginnteacht i dtaca leis an treo a ghlacfaidh préiseas Brexit amach
anseo, agus an t-am a bhainfidh leis, a chur leis na réamhaisnéisi sin. Maidir
le nadar agus am imeacht na Riochta Aontaithe 6n Aontas Eorpach agus go
hairithe, mas Brexit orduil né mi-orduil a bheidh ann, beidh tionchar
tabhachtach aige ar fhas gheilleagar na hEireann sna blianta ata romhainn,
agus ar scala an tionchair dheireanaigh a bheidh ag Brexit ar an ngeilleagar
san fhadtéarma.

Ma bhaintear tatal as an éiginnteacht, agus ar an gcoinnioll go mbeadh
idirthréimhse ann go dti deireadh 2020, t4 an t-ionchas fais do gheilleagar
na hEireann fés sach dearfach. Cé go dtuartar go n-eascréidh maol airithe
ar fhas onnmhairi as an maolu tuartha ar éileamh seachtrach, meastar gur 6
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éileamh intire a thiocfaidh an priomhspreagadh don fhas thar 2019 agus
thar 2020, arna spreagadh ag tuilleadh fais ar fhostaiocht agus ar ioncaim.
D4 ainneoin sin, toisc go dtuartar go maoléfar an réamhaisnéis ar fhas
fostaiochta thar thréimhse na réamhaisnéise, tuartar go mbeidh maolu ar
fhas caiteachais tomhaltéiri i dtreo 2 faoin gcéad le linn na bliana seo agus
le linn na bliana seo chugainn. | dteannta maolu airithe ar bhunchaiteachas
infheistiochta, tuartar go maoléfar an fas ar bhunéileamh intire go 4.1 faoin
gcéad in 2019 agus go 3.3 faoin gcéad in 2020, tar éis fas measta 6.0 faoin
gcéad an bhliain seo caite. Is 1€irit é sin ar mhoillit ar fhas tomhaltais
phriobhaidigh agus infheistiochta, arna fhrithaireamh go pairteach ag fas
nios laidre ar thomhaltas rialtais. Maidir le ONI, tar éis fds measta 7.5 faoin
gcéad an bhliain seo caite, tuartar go mbeidh maolu ar fhas go 4.4 faoin
gcéad in 2019 agus go 3.6 faoin gcéad in 2020. Is athbhreithnithe anuas de
0.4 faoin gcéad agus de 0.1 faoin gcéad iad sin ar an tuar a foilsiodh san
Fhaisnéis Raithiuil dheireanach.

Maidir le Brexit, ta saothar foilsithe ag an mBanc Ceannais in anailis a
rinneadh roimhe seo inar scrudaiodh an tionchar féideartha meantéarmach
abheadh ag cas EDT orduil agus ag comhaontt amhail comhaontu Limistéir
Shaorthradala ar gheilleagar na hEireann. Toisc nadur Brexit ata gan fasach,
ta ardéiginnteacht ag baint le tionchar Brexit mi-orduil a chainniochtu. Le
Brexit mi-orduil, tagann teannais agus costais bhreise chun cinn, ni hamhain
de thoradh teacht isteach comhaontuithe nua tradala, ach de thoradh
cliseadh ar chuid de na comhaontuithe lenar féidir tradail a dhéanamh -
d’'fhéadfadh sé sin teacht chun cinn de bharr saincheisteanna rialala agus
custaim, saincheisteanna maidir le bonneagar teorann, éiginnteacht
dhlithitil etc; nithe a mbeadh iarmhairti dochracha laithreacha acu ar
thradail agus ar fheidhmiu slabhrai solathair do thairgeadh, do dhaileadh
agus do mhiondiol. Is féidir samhlacha agus uirlisi réamhaisnéise a Gsaid
chun tionchar athruithe fadtéarmacha ar shocruithe tradala a mheas ach nil
siad chomh hoiritinach céanna chun éifeachtai gearrthéarmacha agus
suaitheadh ionchasach a thuar arna n-eascairt as cliseadh na socruithe sin, a
mbeadh a scala faoi thionchar cumas gnéthas agus miondioltéiri dul i
gcleachtadh ar aon socruithe nua, agus faoi thionchar aon fhreagairti
beartais n6 bearta maolaithe arna nglacadh da bharr sin.

| bhfianaise na ngnéithe sin, scrudaitear i mBosca B (leathanach 23) na
himpleachtai macraeacnamaiochta féideartha a bheadh ag Brexit tobann
mi-orduil i Marta 2019 ar gheilleagar na hEireann. Léiritear sa Bhosca go
mbeadh impleachtai eacnamaiocha abhartha laithreacha ag deireadh
tobann a bheith leis na comhaontuithe comhair ata anois ann idir an
tAontas Eorpach agus an Riocht Aontaithe i gcds Brexit mi-orduil. Bheadh
tionchar Brexit ‘gan chomhaontd’ le brath i ngach réimse de ghniomhaiocht
eacnamaioch. Bheadh strus ardaithe ann i margai airgeadais agus b’fhéidir
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go mbeadh dimheas mér ar steirling freisin. Mar gheall ar mheathlt ar
dhalai eacnamaioch agus ar fhorbhreathnu ni ba dhidltai, chuirfeadh
gnéthais pleananna infheistiochta ar athlé né ar ceal. Bheadh tionchar
ditltach ar chaiteachas tomhaltoiri freisin, mar léirit ar imni faoi chaillidint
postanna agus faoi ionchas ioncaim sa todhchai. Don tréimhse tosaigh ar a
laghad, is doigh go gcuirfear isteach ar chalafoirt agus ar aerfoirt mura
mbionn an bonneagar teorann in ann déileéil leis na socruithe nua. |
bhfianaise na naisc dhoimhne sa sleabhra solathair idir Eire agus an Riocht
Aontaithe, rud a léiritear sa spledchas ar an Riocht Aontaithe i gcomhair
allmhairi earrai idirmheanacha a Gsaideann gnéthais Eireannacha i
dtairgeadh, agus i ngeall ar scala na n-allmhairi bia agus earrai tomhaltéiri
6n Riocht Aontaithe, bheadh impleachtai do ghnéthais tri shuaitheadh da
bpraisis tairgthe agus do theaglaigh tri phraghas agus infhaighteacht earrai
tomhaltéiri. Thiocfadh laghdu ar onnmhairi de bharr laghdud mér laithreach
ar éileamh én Riocht Aontaithe agus de bharr titim i steirling, agus bheadh
tionchar breise ar roinnt earnalacha de bharr taraifi agus constaici
neamhtharaife. Maidir leis na hearnalacha sin a bhraitheann nios mé ar
thradail leis an Riocht Aontaithe n6 até nios leochaili i dtaca le tafaifi agus
constaici neamhtharaife, amhail talmhaiocht, bia agus déantusaiocht ar
scala nios 0, is décha go mbeidh tionchar ni ba dhidltai ar na hearnalacha
sin.

| bhfianaise nadur Brexit ata gan fasach, agus i bhfianaise na héiginnteachta
a bhaineann le scdla agus tréimhse an tsuaite arna eascairt as imeacht
tobann 6 na socruithe ata anois ann, ta ardéiginnteacht ag baint le tionchar
Brexit mi-orduil ar na gnéithe sin a chainniochtu. Leis na folairimh sin,
tugann na meastuichain i mBosca B le tuiscint go bhféadfadh Brexit mi-
orduil rata fais gheilleagar na hEireann a laghdu oiread agus 4 phointe faoin
gcéad sa chéad bhliain. | bhfianaise na réamhaisnéisi dearfacha ata anois
ann do gheilleagar na hEireann, ciallaionn sé sin go mbeadh fas airithe fés ar
aschurin 2019 agus in 2020, fit agus Brexit mi-orduil ann. Mar sin féin,
bheadh an luas fais sa da bhliain sin laghdaithe go suntasach. Leanfadh an
geilleagar ag fas in 2019 agus in 2020 i gcas Brexit mi-orduil, agus is léirit é
sin go bhfuil fas laidir leathan ann sa gheilleagar anois, go bhfuil nadar an
tairgthe éagsulaithe i moran earndlacha, agus go bhfuil éileamh intire laidir.
T4 sé tabhachtach a thabhairt faoi deara nach réamhaisnéisi iad seo de
thorthai sa todhchai. Inaionad sin, is |éiriti iad ar an tionchar féideartha a
d’fhéadfadh a bheith ag Brexit faoi réimse priomhthoimhdi.

Da ainneoin sin, ni hé Brexit an t-aon riosca amhain d’ionchas eachamaioch
na hEireann agus t4 rioscai dbhartha intire agus seachtracha fés ann. Ar an
taobh intire, ta dalai an mhargaidh saothair fés le daingnit tuilleadh, cé go
bhfuil maolu dirithe ar bhunéileamh intire ar an bhfas tar éis tréimhse fais
laidir. Fad is atd an geilleagar ag druidim i dtreo lanfhostaiochta, is ga
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cosaint a thabhairt ar an riosca go go n-eascréidh dinimic an rébhorrtha as
dalai timthriallacha laidre. Ar an taobh seachtrach, ta roinnt rioscai soiléire
ar an taobh thios f6s ann do gheilleagar na hEireann, sa bhreis ar Brexit. T4
an t-ionchas eacnamaioch idirnaisiunta lagaithe ¢ foilsiodh an Fhaisnéis
dheireanach, fad is ata rioscai do thradail idirnaisitinta agus do chain
idirnaisiinta fés ann. | bhfianaise chas na hEireann mar gheilleagar beag
fioroscailte agus i bhfianaise rél tabhachtach na ngnéthas ilnaisiinta
laistigh den gheilleagar, bionn tionchar tdbhachtach ag athruithe ar thradail
dhomhanda, ar chdin agus ar dhalai airgeadra ar fheidhmit an gheilleagair.

Maidir le beartas intire, neartaitear athléimneacht an gheilleagair agus a
chumas cult amach anseo a sheasamh ma chruinnitear maolain fhioscacha
le linn tréimhsi maithe, rud a cheadéidh gniomhaiochtai beartais
fhritimthriallacha nios laidre i gcas aon chuli eacnamaioch amach anseo.
Maidir leis an bhfeidhmiocht laidir i bhfas eacnamaioch agus na leibhéil
airde fiachais phoibli ata f6s ann, éilionn siad sin feabhas ni ba mho sa staid
fhioscach na mar ata beartaithe. De réir stuamacht fhioscach, ba cheart
barrachais mhora a bheith ann chun dinimic chomhthimthriallacha a
mhaold agus chun maoldin a chruinnid chun teorainn a chur le costas
culuithe amach anseo. | dtaca le comhdhéanambh, Iéirionn neamh-
intuarthacht ioncaim canach corpardidi le blianta beaga anuas go bhfuil
baol ag baint le brath ar bhorradh faoi ioncam, a d’fhéadfadh a bheithina
bhorradh neamhbhuan, chun gealltanais chaiteachais mharthana a
mhaoinil. B'iomchui amhantair a choigilt seachas iad a chaitheamh, chun
dinimic chomhthimthriallacha a mhaold agus chun maoldin a chruinnit chun
teorainn a chur le costas culuithe amach anseo.
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The Irish Economy

Overview

Following a strong performance last year, while the underlying outlook
for the economy remains positive, it is subject to heightened levels of
risk and uncertainty. There has been some lowering of the prospects
for growth in our main trading partners and downside risks arising from
uncertainty regarding the terms of the UK exit from the European
Union (Brexit) have heightened. Growth in underlying domestic
demand is forecast to slow from about 6 per cent in 2018 to 4.1 percent
this year, moderating further to 3.3 per cent in 2020. This reflects a
slowdown in the growth of private consumption and investment, offset,
in part, by a significant impetus to growth from government
consumption. In the absence of distortions from globalised sectors of
the economy, GDP growth of 4.4 percent this year and 3.6 percentin
2020 would be broadly in line with underlying developments.

The forecasts for output and employment growth this year and in 2020
published in this Bulletin are predicated on the implementation of the
Draft Brexit Agreement as agreed between the EU and The UK on 14
November 2018, or an agreement similar to this. Since it encompasses
atransition period to the end of 2020 when EU law will remain
applicable to and in the UK, the Draft Agreement, if implemented, will
not have a material impact on the outlook for the economy up to that
point. However, even under these assumptions, with the ratification of
the agreement uncertain and given the continuing threat of a disruptive
Brexit, increased uncertainty could have a negative impact on growth
prospects this year.

Strong labour market conditions that underpinned a marked
acceleration in consumer spending last year will continue to support
consumer demand this year and next. However, with increasing
uncertainty about economic prospects weighing on sentiment,
consumer spending is unlikely to match the growth in disposable
incomes. Growth in consumer spending is forecast to slow from 3 per
cent last year to 2.1 percent this year and 2 percent in 2020.

Robust growth in underlying investment of about 17 per cent last year
reflected continuing strength in building and construction investment
together with a sharp rebound in underlying machinery and equipment
following a surprisingly weak outturn in the previous year. In contrast
to the buoyancy in underlying investment headline investment dropped
sharply last year due to a significant fall in investment in intellectual
property (IP).
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It is estimated that 18,000 housing units were completed in 2018 and
forward-looking indicators point to 23,000 completions this year, rising
to 27,000 units in 2020. Growth in overall building and construction
investment is forecast to average 15.6 per cent this year, close to the
outturn for last year, before moderating to 10 per cent in 2020.
Projected growth in underlying machinery and equipment investment
points to a more significant slowdown from almost 22 per cent growth
in 2018 to 5 per cent this year and 4.2 per cent in 2020. This reflects
both the exceptional strength last year, which would be difficult to
sustain, and the negative impact of increased risks and uncertainty on
investor confidence. Underlying investment is forecast to increase by 9
per cent this year and by 7.1 per cent in 2020.

A strong labour market performance last year reflected corresponding
strength in the domestic economy. It is estimated that employment
growth averaged 3 per cent while unemployment declined by a full
percentage point to 5.7 per cent, on average. While moderation in the
pace of employment growth in line with the outlook for aggregate
demand is forecast, growth of 2.2 per cent this year and 1.7 per centin
2020 is likely to exceed growth in labour supply of about 1.5 per centin
both years. As a result, there is scope for a further decline in the
unemployment rate to an average of 4.9 per cent this year and 4.7
percent in 2020.

The strength of domestic demand is not reflected in the consumer and
corporate credit trends which remain subdued. While new lending to
both households and small and medium sized enterprises (SMEs) is
growing at anincreasing rate, in both cases it remains below the rate of
repayment of outstanding loans. This ongoing deleveraging has
resulted in significant declines in debt burdens from pre-crisis peaks. In
the household sector, for example, the debt to disposable income ratio
has declined from a peak of over 210 per cent in 2009 to less than 128
per centin 2018 Q2. This ratio, nevertheless, remains high by
international standards and is the fourth highest in the euro area.

Underlying inflationary pressures in the Irish economy remain subdued
despite the strength of domestic activity. While higher energy prices
pushed up headline inflation during the course of last year, core
inflation (excluding exergy prices) has been barely positive (0.1 per cent
in November). Average headline inflation last year of 0.7 per cent
reflected a 0.2 per cent decline in goods prices offset by a 1.6 per cent
increase in services prices, which were mainly driven by growth in
housing rents. Headline HICP inflation is projected to pick up
marginally to 0.8 per cent this year as weaker goods prices inflation
arising from exchange rate effects and lower energy prices offset a
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gradual pick up in services inflation due to increasing wage pressure in a
gradually tightening labour market. HICP inflation is forecast to
average 1.3 per cent in 2020.

Robust growth in pharmaceutical exports drove a strong export
performance last year with growth of 7.3 percent overall in volume
terms. Growth in services exports, which was relatively weak in the
first half of the year, picked up strongly in the second half led by strong
growth in exports of computer services and business services. The
geographical spread of export demand reflected the relative
performance of our main trading partners, with strong demand in the
EU (excluding the UK) and the rest of the World contrasting with a
slowdown in the UK market.

Looking ahead to this year and in 2020, a projected moderationin
export growth reflects a corresponding slowdown in world demand.
Export growth is forecast to moderate to growth of about 4.3 per cent
this year and 3.9 percent in 2020. With Brexit-related uncertainty
weighing on demand, the weakness in the UK market, evident last year,
is likely to persist leading to a further shift in export sales to better
performing markets such as the remaining EU Member States and the
UsS.

While the outlook for exports is predicated on a Brexit along the lines of
the Draft Agreement, the probability of a more disruptive Brexit,
beginning on 29 March with no transition, has risen appreciably. The
potential impact of a disruptive Brexit is discussed in Box B below.
While it is not possible to be precise in estimating the overall impact, it
is clear that the effects would be severe for the UK and would have
negative and material economic implications for Ireland. The impact on
the Irish economy would be propagated predominately through the
trade channel. A large and protracted drop in UK demand combined
with a potentially severe disruption to trade and a loss in
competitiveness in the face of a decline in sterling would lead to a
dramatic drop in exports to the UK. Spillover effects would be likely to
affect key areas of economic activity in Ireland.

Risks to the outlook are mainly external but could be exacerbated by
overheating in a domestic economy approaching full employment.
While forecast revisions incorporate recent downward adjustments to
the outlook for world demand, risks to the external environment
remain high and with a more pronounced downward tilt. The most
significant near-term external risk relates to uncertainty surrounding
the terms of Brexit. While a benign Brexit is assumed in the baseline,
the risk of a disruptive Brexit has increased significantly. Other external
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risks that have the potential to undermine growth prospects here
include changes to international tax regimes that can have an impact on
FDI decisions by multinational firms, disruptive movements in bilateral
exchange rates and risks to the world trading architecture.

Figure 1: Contributions to GDP Growth
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Box A: The International Economic Outlook

By Monetary Policy Division

Global economic activity has remained resilient and expanded at a steady
pace, but signs of a less even expansion and a moderating momentum are
emerging. The IMF foresees global GDP growth of 3.5 per cent in 2019
and 3.6 per cent in 2020. Projections were revised down for 2019,
reflecting output gaps already closed in many advanced economies and
spare capacity expected to tighten across emerging market economies.
Moreover, while the global impact of the intensified trade tensions
between the United States and China is still relatively limited, heightened
uncertainty about future trade relations may adversely affect confidence
and investment.

Euro area economic activity was weaker than expected in the second half
of 2018, reflecting a diminishing contribution from external demand and
some country and sector-specific factors. Real GDP increased by 0.2 per
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cent on a quarterly basis and by 1.6 per cent on an annual basis in the
third quarter of 2018. The unemployment rate was 7.9 per cent in
November, down from 8.0 per cent in October, reaching the lowest level
seen since October 2008. Monetary policy remains accommodative,
underpinning domestic demand and supporting favourable financing
conditions. This, together with a continued expansion in global activity, is
supporting business investment.

The ECB staff macroeconomic projections released in December broadly
reflect this assessment, foreseeing euro area GDP to increase by 1.9 per
centin 2018, 1.7 per centin 2019, 1.7 per cent in 2020, and 1.5 per cent
in 2021 (slightly revised down for 2018 and 2019 compared with the
September projections). While the risks surrounding the growth outlook
are still assessed as broadly balanced, the balance of risks is moving to
the downside, due to rising protectionism, vulnerabilities in emerging
markets and financial market volatility.

Turning to sentiment indicators for the euro area, the Markit composite
PMI has moved markedly down recently. Down from 52.7 in November,
the index reached 51.1 in December 2018, which is the lowest reading
since late 2014. This figure is consistent with GDP rising by just under 0.3
per cent in the fourth quarter, but with quarterly growth momentum
slowing to 0.15 per cent in December. The European Commission’s
sentiment indicators also weakened markedly in December, with the
flash consumer confidence indicator, the economic sentiment indicator,
and the business climate indicator decreasing by 2.3 points to -6.2, by 2.2
points to 107.3, and by 0.22 points to 0.82, respectively.

Euro area annual HICP inflation was 1.6 per cent in December 2018,
down from 1.9 per cent in November. While declining from the very high
rates observed in previous months, energy remained the component with
the highest annual rate. Measures of underlying inflation have remained
broadly stable, but subdued overall, with HICP excluding energy and
unprocessed food increasing by 1.1 per cent in December. The December
projections foresee annual HICP inflation at 1.6 per cent in 2019, 1.7 per
centin 2020 and 1.8 per cent in 2021 (slightly revised down for 2019
compared with the September projections). The energy component is
expected to decline further over the forecast horizon, offset by gradually
rising underlying inflation as supply constraints become increasingly
binding.

In December, the Governing Council of the ECB confirmed the end of the
net asset purchase programme but enhanced its forward guidance on
reinvestment, which is expected to continue for an extended period past
the date when the key ECB interest rates will rise. Forward guidance on
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the policy rates was confirmed, with rates being expected to remain at
their present levels at least through the summer of 2019, and in any case
for as long as necessary to ensure that inflation remains aligned with a
sustained adjustment path.

Turning to the United States, economic activity has beenrising at a
strong rate, with real GDP increasing by 0.9 per cent on a quarterly basis
and by 3 per cent on an annual basis during the third quarter of 2018.
Risks to the economic outlook appear roughly balanced. Labour market
has continued to strengthen, with strong job gains and low
unemployment. Annual headline inflation and inflation excluding energy
and food have remained near 2 per cent.

The US Federal Open Market Committee (FOMC) decided to raise the
target range for the federal funds rate to 2.25 to 2.5 per cent at its
December meeting. Timing and size of future adjustment in the federal
funds rate will reflect the FOMC's assessment of realised and expected
economic conditions.

In the United Kingdom, Brexit uncertainties have intensified
considerably in recent months, weighing on the exchange rate of the
sterling, bank funding costs, corporate bond spreads and equity prices.
Such uncertainties, coupled with the slowing global economy, has also
weighed on the growth outlook, with business investment falling and
expected to remain weak in the near term, and the housing market
remaining subdued. On the other hand, household consumption have
been resilient overall.

The Bank of England’s Monetary Policy Committee voted unanimously,
at its December meeting, to maintain the Bank Rate unchanged at 0.75%
and the stock of bond purchases unchanged at £445 billion. Looking
ahead, the appropriate path of monetary policy will necessarily reflect
the broader economic outlook. This, in turn, will continue to depend
significantly on the nature of EU withdrawal and in particular: the form of
new trading arrangements between the European Union and the UK;
whether the transition is abrupt or smooth; and how households,
businesses and financial markets respond.
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Demand

Domestic Demand Overview

Growth in domestic demand, while continuing to be the main driver of
underlying growth in the economy is projected to moderate this year and in
2020. Following growth of 6 per cent last year, the Bank’s adjusted
measure of demand - underlying domestic demand - that removes a
number of the volatile investment components, is forecast to grow by 4.1
per cent this year and by 3.3 per cent in 2020. This projected moderation in
the pace of growth in the domestic economy reflects both the advanced
stage of the business cycle and the negative impact of heightened
uncertainty on consumer and investor confidence.

In addition to the underlying domestic demand measure, the Bank has
developed a new economic activity indicator that uses a large panel of high-
frequency data. This indicator (documented in Quarterly Bulletin No 3
2018) points to a broadly similar underlying rate of growth in the domestic
economy of about 5.7 per centin 2018.

Figure 2: Underlying Domestic Demand and Indicator Models
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Source: Central Bank of Ireland.

Consumption

Consumer spending increased by an estimated 3 per cent last year,
rebounding strongly following a surprisingly muted outturn for 2017.

The pattern of demand during the course of the year was one of weakness
in the first quarter followed by a pronounced pick up in the following two
quarters. Quarterly National Accounts (QNA) data show volume growth in
consumer spending averaging 3.1 per cent in the first three quarters of

the year.
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Strong growth in disposable incomes and favourable labour market
conditions drove consumer demand last year. Consumer sentiment was,
however, less supportive. While confidence among consumers regarding
the personal finances remained relatively stable, growing uncertainty,
regarding the outlook for the economy weighed on overall consumer
sentiment.

Heightened uncertainty regarding international economic prospects and in
particular the risk of a disruptive UK departure from the European Union
will continue to weigh on consumer confidence this year and,
notwithstanding continued growth in household incomes, the outlook is for
some moderation in the growth of consumer spending compared to the
2018 outturn. Personal consumption expenditure is forecast to grow by 2.1
per cent this year slowing further to 2 per cent growth next year. This rate
of growth is likely to be exceeded by projected growth in household
disposable incomes resulting in a gradual increase in the savings rate over
the forecast horizon.
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% change in 2018e % change in 2019f % change in 2020f
vol price €millions vol price €millions vol price | €millions |

Personal
Consumption 3 1.6 104,539 2.1 1.8 108,602 2 2.2 113,212
Expenditure
AIlSTE LN GeCITE: 5 25 31832 | 55 1.9 34222 | 29 2| 35919
Expenditure
Gross Domestic
Fixed Capital -2.5 3.6 69,782 8 3 77,584 6.3 2.5 84,558
Formation

Slllngyeld 15.6 6.8 26911 | 103 5.9 31,430 8 38 35,245
Construction

Machinery and 21.8 0 21,332 5 0.1 22426 | 42 1.2 23,658
Equipment

Intangibles -30 3.5 21,539 8 2 23,728 6 2 25,654
Value of Physical
Changes in Stocks 3,532 3,532 3,532
TOTAL
DOMESTIC 14 24 209,685 45 2.2 223,941 3.6 2.3 237,220
DEMAND
LB ITE 6 2.2 172,629 4.1 2.3 183,971 | 3.3 24| 194,632
Domestic Demand
Exports of Goods 73| 01| 377877 43 1| 398330| 39 15| 420,197
& Services
FINAL DEMAND 5.1 0.8 587,563 4.4 1.5 622,271 3.8 1.8 657,417
Imports of Goods 25 13| -273400| 43 08| -287,662 4 1.2 | -302,637
& Services
el 2,773 2,773 2,773
Discrepancy
GROSS
DOMESTIC 7.5 0.3 316,935 4.4 2 337,382 3.6 2.3 357,553
PRODUCT
Net Factor Income
from Rest of the 14.6 -0.1 -69778 5.8 1 -74,617 5.2 1.5 -79687
World
GROSS
NATIONAL 5.6 0.4 247,157 4 2.2 262,765 3.2 2.5 277,866
PRODUCT
EU subsidies less 1135 1,207 1,276
taxes
GROSS
NATIONAL 5.6 0.4 248,292 4 2.3 263,972 3.2 2.5 279,142
INCOME




Quarterly Bulletin 01/ January 2019 | Central Bank of Ireland |

Figure 3: Index of Volume of Retail Sales
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Box B:

The Macroeconomic Implications of a Disorderly Brexit

By Thomas Conefrey, Gerard O’Reilly and Graeme Walsh

On 29 March 2019, the United Kingdom is due to leave the European
Union. If an EU-UK withdrawal deal is ratified by the UK parliament, a
transition period will take effect until 31 December 2020. During this
period the entire body of EU rights and obligations will apply in the UK as
if it were a member state. This means that the UK will continue to
participate in the EU Customs Union and the Single Market (with all four
freedoms) and all Union policies. The transition period would allow the
EU and UK time to negotiate a new future relationship while also giving
time for citizens and businesses to plan and prepare. The central
forecasts presented in this Bulletin are predicated on a transition period
coming into effect from 30 March. However, there is uncertainty at
present as to whether a withdrawal agreement will be ratified by the UK
parliament. If a withdrawal deal is not ratified, this could result in a
disorderly exit of the UK from the EU on 30 March 2019. In previous
analysis, we have examined the potential impact on the Irish economy
over the medium term of an orderly WTO scenario and a FTA-like
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agreement.®* In this Box, we examine some of the macroeconomic
implications of a disorderly Brexit in March 2019.

From the spectrum of potential outcomes, a no-deal disorderly Brexit
represents a worst-case scenario for Ireland. In the event of a no-deal
outcome, the UK’s status would change to that of a non-member from 30
March 2019. This would mean that all existing cooperation agreements
in place between the EU and UK would no longer apply. The scale of the
potential disruption in a disorderly Brexit is reflected in the fact that the
Preparedness Notices published to date by the European Commission
cover 87 different areas of existing cooperation between the EU and the
UK from movement of animals to energy policy.® The abrupt ending of
these arrangements in a disorderly Brexit would have material and
immediate economic implications.

The impact of a no-deal Brexit would permeate all areas of economic
activity including: financial markets; importing and exporting; supply
chains and business operations; investment; consumer spending; the
labour market; and the public finances. The key channels through which a
disorderly Brexit would affect the Irish economy are discussed below. It
is important to note that, while this analysis assumes a disorderly UK exit
from the EU on 30 March, there are some mitigating factors that would
help to alleviate the severity of a disorderly exit. Should the date of the
UK'’s exit be extended beyond 30 March, this would allow further time
for firms and households to prepare and would lessen the scale of the
disruption from a disorderly exit. Furthermore, in the financial services
sector, substantial preparatory work has already been undertaken to
mitigate the most immediate and material “cliff-edge” financial stability
risks.®

3 See Conefrey, T., Walsh, G. and O'Reilly, G. (2018). “Modelling External Shocks in
a Small Open Economy: The Case of Ireland.” Available at:
https://www.niesr.ac.uk/publications/modelling-external-shocks-small-open-
economy-case-ireland and Conefrey, T. and Walsh, G. (2018). “The Macroeconomic
Implications of the UK Government Brexit White Paper: A Preliminary Analysis.”
Available at: https://www.centralbank.ie/docs/default-
source/publications/quarterly-bulletins/gb-archive/2018/quarterly-bulletin-g4-
2018.pdf?sfvrsn=4

4McQuinn, K. (2018) examines the impact of different Brexit scenarios on output
growth in 2019. See Box 1. https://www.esri.ie/system/files/media/file-
uploads/2018-12/QEC2018WIN.pdf

5> See https://ec.europa.eu/info/brexit/brexit-preparedness/preparedness-
notices en#move

6 See speech by Deputy Governor Ed Sibley on 17 January 2019. “Safety and
Soundness: Strategic Priorities for the Next Three Years.” Available at:
https://www.centralbank.ie/news/article/safety-and-soundness----deputy-
governor-ed-sibley18Jan2019
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Financial Market Effects: A disorderly Brexit would cause immediate
disruption in financial markets. Weaker economic conditions and arise in
uncertainty would result in falls in the values of bonds and equities with
spillovers to other markets. Financial market conditions would be likely
to tighten with increases in borrowing costs for UK firms and households.
Exchange rates would also be affected. In a no-deal scenario, NIESR
(2018) assume that sterling would depreciate against the euro by a
further 10 per cent, on top of the 13.5 per cent depreciation since the
2016 referendum.” In a worst-case stress scenario published by the Bank
of England, it is assumed that sterling could fall by 25 per centina
disorderly Brexit. While further depreciation of sterling would aid the
adjustment of the UK economy, it would adversely affect the
competitiveness of Irish exporters, as well as Irish producers that
compete with UK imports in domestic markets.

Consumer Spending and Investment: In a disorderly scenario,
uncertainty over future trade arrangements along with a deteriorationin
the economy and downward revisions to the growth outlook may cause
firms to delay or cancel investment plans. Consumer spending would also
be negatively affected as concerns over future job losses and income
prospects could result in a rise in precautionary saving. A number of
academic studies have demonstrated the existence of a link between the
level of uncertainty and the spending decisions of firms and households.?
For the UK, there is already evidence that uncertainty has had a
dampening effect on UK consumer spending and investment. In a
disorderly Brexit, it is likely that similar effects would reduce activity in
the Irish economy, reflecting a deterioration in both business and
consumer sentiment.’

Importing: Around one quarter of Irish imports of goods come from the
UK comprising mainly intermediate inputs (goods which are subject to
further processing in Ireland and are then either exported or sold in the
domestic market) and consumer goods. Lawless (2018) shows that for
Irish-owned firms, more than half of total imports from the UK are

7 Comparing the average value of sterling in December 2018 with its average value
in June 2016. See
https://www.niesr.ac.uk/sites/default/files/publications/NIESR%20Report%20Bre
Xit%20-%202018-11-26.pdf

8See Bernanke, B.S. (1983). “Irreversibility, uncertainty, and cyclical investment,”
The Quarterly Journal of Economics, 98(1), pp. 85-106 and Bloom, N., Floetotto,
M., Jaimovich, N., Saporta Eksten, |. and Terry, S. (2014). “Really uncertain business
cycles,” US Census Bureau Center for Economic Studies, Paper No. CES-WP-14-18.
? Rice (2019) provides evidence of a link between uncertainty and consumption
and investment spending in Ireland. Rice, J. (2019). “Economic Policy Uncertainty in
Ireland.” Forthcoming.
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intermediate inputs with food products accounting for a further one third
(these could be either consumer goods or intermediate inputs).’® As well
as this direct dependence on UK imports, the UK landbridge is used
extensively by Irish firms for the transportation of a large proportion of
Irish goods trade with the continent.*!

A disorderly Brexit occurring before new border infrastructure, customs
procedures and processes have been established would disrupt supply
chains and inhibit the transportation of goods into and out of Ireland. As
outlined in the Government’s No Deal Brexit Contingency Plan published
on 18 December 2018, the work to prepare the infrastructure at Irish
ports and airports is still at a preparatory stage.'? As a result, a disorderly
Brexit would be associated with additional congestion, disruption to
transport services and delays at the border. Given the importance of
time-sensitive agri-food products in Irish-UK trade, the disruption to
Irish trade from infrastructure bottlenecks could be substantial. Firms
using intermediate inputs sourced from the UK in their production
processes in Ireland would therefore be negatively affected by higher
costs and potential delays. For consumers, this disruption could result in
increases in the price of imported goods while the availability of some
products could also be jeopardised.*®

Exports: a disorderly Brexit would reduce Irish exports due to lower
demand from the UK, higher tariff and non-tariff barriers and exchange
rate effects.

(i) UK Demand for Irish Exports

Membership of the EU customs union means that there are no tariffs or
quotas on goods trade between the EU and UK. As well as ensuring the
absence of tariffs, the EU single market is one of the most advanced
regimes in the world in terms of reducing non-tariff barriers (NIESR,
2018). EU membership is therefore central in ensuring frictionless EU-

10 See Lawless, M. (2018). “Intermediate Goods Inputs and the UK Content of Irish
Goods Exports.” Available at: https://www.esri.ie/system/files?file=media/file-
uploads/2018-06/BKMNEXT362.pdf

11 Lawless and Morgenroth (2017) show that over two thirds of all Irish trade (by
volume) with markets outside the UK is transported via the UK landbridge. The use
of the landbridge is greater for exports than imports. See
https://www.esri.ie/system/files/media/file-uploads/2017-10/WP573.pdf

12 Government of Ireland. (2018). “Preparing for the withdrawal of the United
Kingdom from the European Union on 29 March 2019. Contingency Action Plan.”
Available at: https://www.dfa.ie/media/dfa/eu/brexit/brexitcontingency/No-Deal-
Brexit-Contingency-Action-Plan-December-18.pdf

13 See Lawless, M. and Morgenroth, E. (2017). “Brexit and Irish Consumers.”
Available at: https://www.esri.ie/system/files?file=media/file-uploads/2018-
03/QEC2018SPR SA Lawless.pdf
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UK trade. Estimates from the academic literature show that moving from
full membership of the EU customs Union and Single Market to a trade
relationship on WTO terms would reduce EU-UK trade in goods by
between 53-65 per cent in the long run.** Services trade would fall by 43-
65 per cent.'® The scale of this decline in trade would reduce UK growth
and hence demand for Irish exports. In addition to the trade channel, a
range of studies show that overall UK growth would be negatively
affected through other channels including lower UK FDI inflows and
lower migration. These changes could impair productivity growth in the
long run. Combining all these effects, analysis published by the Bank of
England shows that in a worst-case stress scenario UK GDP could fall by
up to 8 per cent in the first year of a disorderly Brexit, with output 10.5
per cent lower i