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Key messages



The economy is thriving

VWe have record-high employment rates.
Wages are now outpacing price increases.

With this comes high pressure

Domestic prices such as rents, food services,
medical costs are rising rapidly

By not sticking to its rule, the
Government is fuelling two major risks

large and growing underlying deficits

Even higher prices



Detall



Rapid growth
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Driven by consumer spending

Consumer spending recovers Wages bounce back Low-wage sectors also see it
€ billions, constant 2022 prices Real hourly wages, Index: 2014=100 Real hourly wages, Index: 2014=100, 4Q avg
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Leading to high pressures

Domestic prices rising quickly
% change, yearon-year
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Government is adding to pressure

Large budget packages boost prices

Estimated cumulative impact on prices
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It's breaking its rule

Budgets break the rule and go beyond inflation
Net spending, € billions

2021 2022 2023 2024 2025



And there’s more to come

Health overruns are already substantial
€ billions, overrun for current health spending
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Corporation tax might plug gap

Surplus driven by windfalls

€ billions, general government
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But it is incredibly risky

Corporation tax is incredibly concentrated
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Beneath, the deficit is widening

The underlying deficit is large and growing
€ billions, structural balance

This underlying deficit is substantial.

(@8

4 To put it in context, a deficit this large would

: require €3,600 of tax increases for every
worker or €1,800 in spending cuts for every
R person fo close it.

While closing the deficit in full might not be
-6 necessary to ensure debt sustainability, this
gives a sense of the underlying gap behind

110 the headline numbers.

2019 2020 2021 2022 2023 2024 2025



Why are we concerned



The risks are clear

The Government has few constraints other than
the National Spending Rule and the economy's
capacity to take the extra pressure.

Continuing fo breach the rule will push up prices
and generate a wider underlying detficit.

Everyone pays when prices are pushed higher.

And the detficit could materialise suddenly, even
with a handful of multinationals being affected.



Key questions



Is breaking the rule necessary
with high inflation and fast
population growth?

It's still early to say how much of the
population increase will lead to
permanent impacts on the economy.

Whatever the case, in responding to the
additional pressures now, with more
immediate spending, the Government is
still adding to those same pressures.



Isn’t the Government running a

surplus?

We ran a surplus in the 2000s right up

until the crisis.

It didn't make things safe then. It doesn't
NOW.

The exposure to windfalls and narrowing
of tax base has some parallels.

Headline surpluses then and now
% GNI*

]

hh O »n O

-10

20
25
-30
-35
-40

2004 2008 2012 2016 2020 2024



Will more breaches of the
spending rule lead to
overheating?

This is about keeping people’s jobs, incomes,
and livelihoods safe.

We all want more and better services and
infrastructure.

But the “everything, everywhere, all at once”
approach is costly. It adds to pressures now
and may mean the Government has to later
reverse commitments.



What about Ireland’s
infrastructure deficits?

We know there are infrastructure deficits, but it's
not clear more funding will help.

One option is to rebalance to less worker-
intensive areas.

We also need better planning, regulations, and
incentives. This can promote more cerfainty ano
greater private secfor investment.



Irish Fiscal
Advisory Council

ABOUT US

The Fiscal Council is responsible for providing an
honest and independent assessment of how the
Government is managing the public finances and
the economy.

This includes tracking how it is complying with
rules designed to keep the public finances safe. It
also includes approving the Government’s
economic forecasts o ensure they are realistic.
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