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EXECUTIVE SUMMARY

The objective of this Economic Outlook is to provide macroeconomic
projections and scenarios of potential future paths for the economy over a
ten-year horizon. Given the highly globalised nature of the Irish economy,
the potential impacts associated with external shocks feature prominently.
Current geopolitical tensions and ongoing developments in international
trade relations raise concerns regarding the risks ahead for the global
economy. These risks pose a great challenge for the Irish economy, given its
reliance on multinational corporations and their significant contributions to
the overall fiscal balances.
Before describing the macroeconomic projections and scenarios, it is
important to stress that the Economic Outlook is not a forecast of future
economic performance. Instead, it comprises projections of what might
happen subject to a broad range of underlying assumptions. Understanding
the economy’s vulnerabilities and the dynamics of how economic shocks play
out across sectors is an important input into the policymaking process.
An underlying assumption of our baseline projection is that the global
economy continues to evolve along its current pathway without any further
economic shocks; for example, related to tariffs, world demand or exchange
rates. An assumption of no further shocks is unrealistic, but it enables us
to project a ‘business as usual’ pathway for the economy from which we
can assess the impacts of potential challenges or opportunities facing the
economy. Our baseline projection is for an annual average economic growth
rate of 2.3 per cent in modified gross national income (GNI*) out to 2030
and 2.1 per cent from 2031 to 2035. Despite recent international upheavals
and substantial domestic challenges, the outlook for the economy appears
relatively favourable in the absence of any unforeseen shocks. There is
a cautionary note to be added, however. While headline public finance
indicators are strong, budget surpluses are based on windfall corporation tax
receipts. Windfall taxes by definition could disappear rapidly, meaning that
a healthy headline general government surplus of e5 billion could become a
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deficit ofe13 billion if thewindfall receipts disappeared, basedonfigures from
Budget 2026. So while the baseline projects a potentially strong economic
pathway over the coming decade, there is a fundamental vulnerability in
public finances, in addition to other potential vulnerabilities, such as ongoing
trade tensions. It is also the case that longer-term challenges, such as an
ageing population and costs of climate change, are likely to become more
binding in the years after our projection horizon.
History tells us that unanticipated events can have major impacts on the
economy and society, with Brexit, the COVID-19 pandemic and the Russian
invasion of Ukraine recent examples. Our task is to consider what kinds of
shocks, events or policy initiatives (both positive and negative) could arise
and how they might impact the economy. The implications of three potential
external shocks are examined:

• A Global Slowdown scenario assesses the implications of a downturn in
world trade via an across-the-board reduction in export demand

• A Competitiveness scenario examines a loss of competitiveness relative
to our international trading partners

• AMultinationals scenario quantifies the impacts of reduced operations
of multinational corporations in the pharma and information and
communication technologies (ICT) sectors.

These risks are centred around foreign-owned multinational corporations,
which contribute around half of the overall gross value added within
the economy. The other half comes from the much more numerous
domestically owned firms, which are characterised by significantly lower
average productivity compared to the multinational sector. Improving
productivity within the indigenous sector could improve their share of
economic activity, which is examined in the following scenario:

• A Domestic Productivity scenario explores the potential outcomes
associated with improving the productivity of indigenous firms.
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TABLE ES: SCENARIO DESCRIPTIONS

Scenario Motivation
Baseline Economy evolves under its current structure with no shocksGlobal Slowdown Exploring the implications of a global trade shock due to the pivotal changein the US tariff policy
Competitiveness Understanding the effects of a competitiveness loss vis-à-vis our tradepartners
Multinationals Quantifying the implications of employment reduction in two majorforeign-owned-dominated sectors
Domestic Productivity Examining the effects of gradually narrowing the productivity gap betweenforeign- and Irish-owned private sector firms

Overall, the scenario analysis shows that the external risks examined could
have significant repercussions for domestic economic activity in Ireland.
The significant reliance on multinational corporations for employment and
for public fiscal balances magnifies the Irish economy’s vulnerability under
uncertain global conditions. Equally, the results show the large positive
contributions of multinational corporations to the Irish economy. It should be
clearly stated that the presence of these enterprises remains a tremendous
positive for the Irish economy, and efforts to retain and expand foreign
direct investment (FDI) must continue. However, the analysis shows the
importance of strategies aimed at rebalancing the composition of economic
activity between foreign- and Irish-owned firms. The main findings of the
scenario analysis can be summarised as follows:

• In the Global Slowdown scenario, a 5 per cent reduction in export
demand is projected to have a severe impact on the economy. GNI* is
projected to be 3.2 per cent lower in 2030 compared to our baseline
trajectory, whereas private and public consumption are projected to
be 6.4 per cent lower than baseline. The unemployment rate is
projected to be 3.5 percentage points higher than the baseline, with
total employment also projected to decline. While a 5 per cent
slowdown in export demand is plausible, a global downturn could be
either more or less severe, with commensurate impacts on the Irish
economy. The openness of the Irish economymeans that a slowdown in
world trade will have significant, direct effects on employment, incomes
and spending in Ireland.
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• Under our Competitiveness scenario, we model a relative decline
in Ireland’s competitiveness. The impact on the economy is quite
significant, with GNI* declining by 3.1 per cent compared to the baseline
by 2030. On the expenditure side, the greatest (relative) impact is on
private consumption, which is 8.6 per cent lower than baseline.

• Under our Multinationals scenario, we explore the impact of future
FDI flows declining and a gradual scaling back of activity levels among
multinationals (rather than a full and immediate exodus). The projected
impact on GNI* is relatively moderate, with a 1.5 per cent reduction in
2030 compared to baseline, but, by definition, this reflects the fact that
much multinational activity falls outside GNI*. Impacts on the labour
market are larger with a 2.5 per cent reduction in total employment
and a 1.5 percentage points increase in the unemployment rate. While
the immediate effect of a contraction in the foreign-dominated sector
would be felt within the sector itself, its effects will ultimately be more
widespread, initially channelled through labour market dynamics and
finally impacting consumption and activity more generally.

• The results of the Domestic Productivity scenario provide insights on
the benefits of narrowing the productivity gap between Irish- and
foreign-owned private sector firms. The recently published Action
Plan on Competitiveness and Productivity outlines several actions to
improve productivity in Irish SMEs. Our scenario assumes a gradual
productivity improvement starting in 2026, reaching 0.5 per cent per
annumbetween 2030 and 2035, within Irish-owned private sector firms.
Such an assumption may be quite ambitious, but its purpose is to
demonstrate the positive impacts of improving productivity within the
domestic sector. Overall, the scenario projects GNI* to reach 2.4 per
cent above baseline by 2035. There are also substantial impacts in the
labour market, with total employment projected to grow by 2.3 per cent
and mean wages increasing by 1.2 per cent compared to the baseline.
Increases in employment and wages are projected to lead to higher
disposable income and consumption. Overall, improving productivity
in the indigenous sector has the potential to raise living standards
substantially.
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While already well known, the analysis here reaffirms the importance of
multinational corporations for the Irish economy in terms of employment,
income and corporation tax revenues. They are a tremendous positive for
the Irish economy, and efforts to retain and expand FDI should continue.
Equally, the heavy reliance onmultinational corporations for employment and
public fiscal balances under uncertain global conditions means that there is
an inherent vulnerability for the Irish economy. Strategies to mitigate that
risk should centre around developing and supporting the contribution of
domestically owned firms to the economy.
There are, and will always be, risks and uncertainties facing the Irish economy
from outside. Irrespective of what those risks may be, increasing the
productivity of our indigenous firms will help increase the resilience of the
economy and society. Policies to improve the productive capacity of the
economy – investments in education, public infrastructure, research and
development – hold out the potential to increase national incomeand thereby
provide the scope to improve social outcomes.



Introduction | 1

CHAPTER 1
Introduction

Ireland’s economic growth experience has fluctuated widely over recent
decades. The Celtic Tiger era was characterised by rapid growth, followed
by a contractionary period which was both precipitated and exacerbated by
the 2008 Global Financial Crisis. After a period of relative stability from 2015
to 2020, the economy was hit by the COVID-19 pandemic and the energy
crisis following the Russian invasion of Ukraine. Understanding the long-run
growth dynamics within these cycles is critical for informed policy discussion
and strategic decisions on the future direction of the economy.
The objective of this Economic Outlook is to contribute to that discussion,
providing detailed macroeconomic scenarios outlining the potential future
evolution of the economy. We are not attempting to forecast economic
growth, employment or government balances over the medium term. That
is a futile exercise. External ‘shocks’, such as the COVID-19 pandemic or the
recent energy crisis, are impossible to predict but can have profound and
long-lasting impacts across the economy and society. Our economic history
also shows that missteps can arise from within, with enduring impacts on the
provision of infrastructure and services. The Economic Outlook is intended
to guide analysis and policy discussion surrounding the implications of the
economy’s current trajectory. We have a growing and ageing population,
with ongoing consequences for government revenues, welfare and pensions,
housing, infrastructure, etc. In this report, we focus primarily on the economy,
but the Economic and Social Research Institute (ESRI) will publish a series
of accompanying themed reports on topics such as healthcare provision,
housing, and climate change. These reports offer the opportunity to examine
some sectoral issues in greater detail, whereas the current report focuses on
the overall macroeconomy.
While our baseline projection may be the centre of attention, it represents
our assessment assuming nothing major goes ‘wrong’, i.e., no large economic
shocks. In practice, such an outcome is unlikely, as shocks and threats
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to the economy continually arise. A key contribution of the Economic
Outlook is to investigate the implications of major risks and opportunities
facing the economy. The evolving stance of US trade policy and the
geopolitical uncertainty in Europe, theMiddle East and beyondwill potentially
have substantial impacts on the economy. We investigate those issues by
examining scenarios related to deglobalisation and the potential downsizing
by multinational firms. The National Competitiveness and Productivity
Council recently highlighted the rising cost of doing business in Ireland and
the need to enhance productivity, issues that we investigate through separate
scenarios. Similar to the baseline, these scenarios are not forecasts; rather,
they illustrate how the associated impacts percolate across the economy,
affecting public finances and the standard of living.
A macroeconomic model is an essential tool to undertake such analyses of
the Irish economy. The model we use is the Ireland Environment, Energy and
Economy (I3E), which has been developed over several years in the ESRI. The
I3E model is a small open economy, single-country intertemporal computable
general equilibrium (CGE) model with a detailed representation of sectors
and households, multiple commodities, as well as government, enterprise
and the rest of the world accounts. The I3E model pays particular focus on
the relationship between the economy, energy inputs, and environmental
impacts in the form of greenhouse gas (GHG) emissions, a functionality not
available in other macroeconomic models and that will be applied in the
aforementioned themed reports.
The remainder of the report is structured as follows. In Chapter 2, we reflect
on the economy over the last ten years in order to set the scene for our
forward-looking projections. Aswill be seen, in spite of a number of significant
economic shocks over this period, the economy registered significant growth.
In Chapter 3, we first present our baseline scenario (the ‘no shock’ scenario)
and then provide the projected results of four alternative scenarios to assess
how economic shocks (both positive and negative) would likely impact the
path of the economy in the decade ahead. The details of the I3E model and
its data sources and calibration procedure are provided in Appendices A and
B. Appendix C presents the annual projection results of our four alternative
scenarios.
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As referred to above, the main reason for undertaking a forward-looking
exercise of this type is to prompt and facilitate discussion on what policies
need to be implemented now so that potential negative events can be
mitigated and so that advantage can be taken of possible opportunities. With
this in mind, Chapter 4 concludes with our reflections on what the results of
the scenarios imply for policy in the coming years.
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CHAPTER 2
Development of the Irish economy, 2015–2024

2.1 SUSTAINED GROWTH IN DOMESTIC ECONOMY
DESPITE REPEATED SHOCKS

The primary objective of this Economic Outlook is to look ahead to the next
five to ten years and to project how the economy might evolve under various
assumptions. But before looking ahead, it is important to look back and to
assess how the economy evolved over the last ten years. In this chapter,
we undertake this reflection. Our aim is to document the broad trends in
macroeconomic variables such as national income and employment, but also
to see how the structure of the economy has changed, or not.
A high-level and succinct summary of the last ten years would read as follows.
The period 2015–2024 has seen sustained economic growth in Ireland, with
measures such as modified gross national income (GNI*) increasing by close
to 40 per cent over ten years. Real consumption per capita and a variety
of measures of income per capita have seen strong growth. Employment
growth has averaged 3.4 per cent per annum, while the unemployment rate
has trended downwards over the period. Over the period as a whole, inflation
has been in line with the target rate of 2 per cent, and real wages have
increased. The headline figures show that government debt has declined and
large general government surpluses have been generated despite substantial
increases in public expenditure in recent years.
In any period, rates of growth such as those just mentioned would be viewed
as impressive, but it is important to note that this economic progress has
occurred despite three significant economic shocks andwhatmight be termed
a significant economic disruption. First, in the period 2016–2019, the exit
of the United Kingdom from the European Union led to uncertainty about
future trade relations between Ireland and the UK. Second, the onset of
the COVID-19 pandemic in 2020 had a profound impact on society and on
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the economy, with consumption affected in 2020 and 2021 by public health
restrictions. Third, high inflation in materials and energy costs, which then
fed into more generalised inflation in 2022 and 2023, represented a shock
to both households and firms. This was followed by interest rate increases,
which put further pressure on households and businesses. As regards the
significant economic disruption, we refer here to the Trump administration’s
moves on tariffs. This has had a direct effect on Irish businesses, many of
which are now subject to a 15 per cent tariff. However, the broader impact of
Trump’s trade policies on global trade and the global economy has also led to
concerns and uncertainty about the future path of global growth. Given the
well-understood globalised nature of Ireland’s economy, the term ‘disruption’
seems appropriate, although the full extent of the Trump administration’s
intent and the implications are still evolving.
In addition, this decadal period should be considered in the context of
the economic crisis that preceded it. Ireland formally exited its bailout
programme in late 2013, but many of the difficulties of that period persisted.
For example, FitzGerald andMcQuinn (2024) shows that the investment rate,
when appropriately adjusted for multinational distortions, fell sharply during
the crisis period and did not recover to its pre-crisis level.
Dealing with distortions in the national accounts caused by the activities of
large multinational firms has become increasingly important over the period.
For example, the release of the national accounts for 2015 saw gross domestic
product (GDP) growth of 26 per cent recorded, with the large shift attributable
to firm-specific onshoring of intellectual property. Large, volatile flows of
investment continued in the years that followed, while distortions to export
and import figures further complicated the headline figures. As a result, we
rely on several modified measures to more accurately capture the portion of
the economy directly related to economic activity occurring in Ireland.
A further consequence of the activities of large multinational firms has been
a growing dependence of the State on corporate tax revenue from a small
number of firms. The latter part of the period has seen repeated warnings of
the windfall nature of these receipts and the dangers of funding expenditure
from such an unstable source of revenue.
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2.2 HEADLINE MEASURES

While many international comparisons continue to rely on GDP as a measure
of economic activity in Ireland, the weaknesses in GDP as a measure
of economic growth in Ireland have been well-documented. FitzGerald
(2015) describes various issues arising from the treatment of patents in the
pharmaceutical sector, the location of profits in multinational firms, the
income of redomiciled public limited companies (PLCs), the assets of aircraft
leasing firms, and exports that are produced and sold abroad.
Domestic analyses of the Irish economy now rely primarily on modified
measures. Two such modified measures show that the economy has grown
by approximately 40 per cent in real terms since 2015.
First, GNI*1 has grown by 42 per cent in the decade. With the exception of the
COVID-19 period, Figure 2.1 shows that growth in GNI* has been consistent,
with slightly higher growth rates observed in the period since the pandemic.

FIGURE 2.1: MODIFIED GROSS NATIONAL INCOME AT CONSTANT (2023) PRICES, 2015–2024

Source: CSO

1 GNI* removes three elements of multinational activity from GDP, namely depreciation on intellectual property,depreciation on aircraft leasing assets, and the net factor income of redomiciled PLCs. For more information,see CSO (2024f).
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Modified domestic demand (MDD) is an alternative headline measure that
focuses explicitly on the domestic economy. It consists of consumption,
modified investment, and expenditure by the government on goods and
services. Figure 2.2 shows that the performance of MDD reflects a domestic
economy that has grown strongly in the past decade, with cumulative growth
equal to 40 per cent. The exception to this trend was in 2020, when a sharp
drop in consumption led to a decline in MDD overall.

FIGURE 2.2: MODIFIED DOMESTIC DEMAND AT CONSTANT (2023) PRICES, 2015–2024

Source: CSO

2.3 COMPONENTS OF NATIONAL INCOME

Real consumption has increased by 39 per cent over the decade. Figure 2.3
contrasts the steady growth in the period before COVID-19 with more volatile
year-on-year changes since the onset of the pandemic. However, the speed at
which the recovery occurred in the level of consumption in the aftermath of
the pandemic is notable, given the level of disruption to consumption patterns
that occurred.
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FIGURE 2.3: CONSUMPTION EXPENDITURE AT CONSTANT (2023) PRICES, 2015–2024

Source: CSO
On a per capita basis, Irish consumption is close to the European Union
average when adjustments are made for the relative prices of goods and
services in different jurisdictions. Figure 2.4 presents consumption per capita
on a purchasing power parity basis, showing that consumption is substantially
lower in Ireland and Europe on average than in the US.
Adjusting for the relative prices in Ireland substantively reframes any
comparison between Ireland and other European countries. Irish
consumption per capita in 2024 was the fourth-highest in the EU in nominal
terms, but correcting for purchasing power parity puts Ireland in tenth place.
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FIGURE 2.4: ACTUAL INDIVIDUAL CONSUMPTION AT PURCHASING POWER PARITY,
2015–2024

Source: Eurostat
As well as the importance of accounting for price differences in presenting
such a comparison, it should be noted that Ireland has experienced much
higher population growth than the European average since 2015. The Irish
population has grown almost ten times faster than the EU population as a
whole over the period, with an average annual growth rate of 1.5 per cent.
Notwithstanding this population growth, consumption per capita growth in
Ireland has tracked the EU average.
Government expenditure on current goods and services has also increased
steadily year-on-year since 2015, with cumulative growth of 62 per cent.
Figure 2.5 shows the development of this measure. This measure of
government expenditure differs from total government expenditure, which
would include investment expenditure and transfers.



10 | Ireland’s medium-term economic outlook: risks and opportunities
FIGURE 2.5: GOVERNMENT EXPENDITURE ON CURRENT GOODS AND SERVICES AT
CONSTANT PRICES, 2015–2024

Source: CSO
As referenced above, investment statistics in Ireland are highly distorted
by the activities of multinational firms. As a result, a modified investment
indicator has been developed that focuses on increases to the capital stock
that relate directly to production occurring in Ireland. Figure 2.6 contrasts
the volatility in the path of headline investment since 2015 with the steadier
growth in modified investment. The modified investment indicator has seen
cumulative growth of 30 per cent.
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FIGURE 2.6: INVESTMENT AND MODIFIED INVESTMENT AT CONSTANT PRICES, 2015–2024

Source: CSO
Moving beyond the domestic economy, exports and imports have increased
notably over the period. Figure 2.7 shows that there was a clear level shift
in net exports after 2020. Having moved in a range between c.e50bn and
c.e100bn in the period 2015–2019, net exports have averaged over e200bn
since 2021. This increase has been driven by exports rather than by imports,
with exports of computer services growing particularly quickly.
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FIGURE 2.7: NET EXPORTS AT CONSTANT PRICES, 2015–2024

Source: CSO
In summary, each of the components of national income from an expenditure
perspective has grown since 2015, with the exception of the COVID-19 period.
Figure 2.8 shows the evolution of the share of MDD from each of the
component parts. The share of MDD coming from consumption was stable
at 58 per cent over the period. However, the share frommodified investment
declined by 2 per cent over the decade to 21.6 per cent in 2024, while the
share from government expenditure increased by 3 per cent over the decade
to 20.5 per cent in 2024. This shift between government expenditure on
goods and services andmodified investment, althoughmodest, is noteworthy.
Given investment needs such as in public capital and in domestic firms (where
productivity levels lag behind the foreign-owned sector), it might have been
expected that modified investment would have increased its share.
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FIGURE 2.8: COMPONENTS OF MDD (SHARE OF TOTAL), 2015–2024

Source: CSO

The evolution of the components of GDP, meanwhile, highlights the scale of
growth in net exports and investment, in particular from2021 onwards. Figure
2.9 shows that the share of GDP coming from consumption and government
expenditure declined, despite robust growth in both. As well as the increase
in the share of GDP attributable to net exports and investment, the volatility
in these series reflects the role of distortions caused by the activities of
multinational firms.
Figures 2.8 and 2.9 provide different perspectives on the components of
economic output over the last decade based on official national accounts
data. While net exports are not present in the MDD numbers in Figure
2.8, these exports underpin the economic activity which allows for the
components of MDD to grow. In an article related to this point, a further
perspective on the composition of economic activity is provided by FitzGerald
(2023). Drawing on both the National Accounts and the Institutional Sector
Accounts, FitzGerald sets out to quantify the relative contributions of the
domestic sector and the multinational enterprise (MNE) sector to economic
output, measured by net national product (NNP).
FitzGerald (2023) notes that foreign MNEs contribute to NNP through the
wage bill and through corporate tax paid. Through his calculations, he
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estimates that 29 per cent of national income arose from the MNE sector in
2021, an increase from 22 per cent in 2013. FitzGerald also estimates that a
third of the wages paid in the Irish economy in 2021 came from MNEs.

FIGURE 2.9: COMPONENTS OF GDP (SHARE OF TOTAL), 2015–2024

Source: CSO

2.4 SECTORAL STRUCTURE OF EMPLOYMENT AND
OUTPUT

The period 2015–2024 has been characterised by a contrast between
sweeping change in the sectoral structure of output and the relative stability
of the sectoral structure of employment. In addition, non-Irish workers have
played an increasing role in employment growth.
Figure 2.10 shows the share of total gross value added (GVA) from each
sector. The increased importance of two sectors is clear, namely ‘Information
and communication’ and ‘Industry (excluding construction)’, which primarily
consists of manufacturing. Together, they now comprise 53 per cent of
headline GVA, a significant increase on the 42 per cent share in 2015. As a
result, the remaining sectors have been compressed as a share of the total
despite experiencing positive growth in level terms.
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FIGURE 2.10: GROSS VALUE ADDED BY SECTOR (SHARE OF TOTAL), 2015–2024

Source: CSO
Figure 2.11 shows the trend in employment over the period 2015 to 2024, and
the strong rate of growth is notable. The total number employed in 2015 was
2.05 million; by 2024, this had reached 2.76 million, an increase of 34.6 per
cent. As is well-recorded, the upward trajectory in employment was halted
during the COVID-19 period and fell from 2.43 million in 2019 to 2.28 million
in 2020, a fall of 2.5 per cent. At the time, concerns were expressed about
the capacity of the labour market to bounce back, with fears that scarring
effects could linger, whereby people who had lost jobs or who experienced a
delayed entry into the labour forcewould finddifficulties finding employment.
This turned out to be largely unfounded. Employment growth returned in
2022 at a rate of 6.6 per cent. Employment has continued to grow. Figure
2.11 shows how total employment reached 2.76 million in 2024, and the latest
data has confirmed that employment is now over 2.8 million (Labour Force
Survey, Quarter 2, 2025).
In order to put Ireland’s rate of employment growth into context, it is useful
to draw on Eurostat data on comparing employment growth over time. Based
on data from 2014 to 2024, Eurostat reports that Ireland had the second-
highest rate of employment growth over the period (38.9 per cent) across
EU countries. Only Malta had a higher rate at 63.1 per cent. For the EU as
a whole, employment grew by 11.5 per cent between 2014 and 2023; the
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corresponding figure for the euro area was 12.5 per cent. In this context, the
scale of employment growth in Ireland over the last decade is striking.

FIGURE 2.11: EMPLOYMENT, 2015–2024

Source: CSO
Given the rapid increase in employment over the decade, it might be
expected that shifts in the structure of employment across sectors would
also be observed. Figure 2.12 shows the proportionate breakdown of total
employment across sectors, and it can be seen that such shifts did not occur.
In fact, there is a remarkable constancy in the shares of employees across the
sectors shown. In 2015, 76.2 per cent of people employed in Ireland were
working in services. Fast-forward to 2024, and we find that 77.4 per cent
were employed in this sector. Also in 2024, 12.2 per cent were working in
industry, 6.2 per cent were in construction, and 3.9 per cent were employed
in agriculture, forestry and fishing. Referring back to the discussion on the
structure of the economy based on GVA, it will be recalled that industry made
up over 30 per cent of the economy since 2015 (see Figure 2.10). With 12.2 per
cent of employees and over 30 per cent of GVA, the productivity advantage
in industry is clear (although complicated by the presence of MNEs).



Development of the Irish economy, 2015–2024 | 17
FIGURE 2.12: EMPLOYMENT BY BROAD SECTORS, 2015–2024

(a) Employment (b) Share of total (%)

Although the structure of employment across services, industry, etc. has
remained constant over the last decade, the question arises of whether the
structure within the dominant sector – services – has changed. This issue is
explored in Figure 2.13, where the breakdown in services across 11 sub-sectors
is shown. As with Figure 2.12, themost striking point is relative constancy over
time as opposed to change. The sub-sector showing the largest proportionate
change in absolute terms is ‘Wholesale and retail trade, repair of motor
vehicles and motorcycles’ – its share fell from 18.7 per cent in 2025 to 15.1
per cent in 2024. Much of this drop occurred after 2017 (in that year, the
sector still had a share of over 18 per cent). While it is beyond the scope of
this report to be definitive on the reason for the decline, it seems likely that
the shifting of retail online might have contributed.
The sub-sector with the second largest proportionate change over the decade
is ‘Information and communication’, increasing from 6.5 per cent in 2015 to
8.6 per cent in 2024. This is followed by ‘Education’ (increasing from 9.5 per
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cent to 10.9 per cent over the decade). After ‘Other NACE activities’, public
administration and defence ranks next in terms of absolute change, increasing
from 5.9 per cent to 7 per cent. From the figure, it appears that ‘Human health
and social work activities’ was very stable over the period (17.1 per cent in 2015
and 17.5 per cent in 2024). However, this obscures somemovementwithin the
period because health’s proportion declined to 16.4 per cent in 2019 before
climbing back to 17.5 per cent in 2024. Combining health, education andpublic
administration, amild upwardmovement in the public sector share is evident,
especially from 2019.

FIGURE 2.13: EMPLOYMENT IN SERVICES SECTORS – SHARE OF TOTAL, 2015 AND 2024

Source: CSO
Figure 2.14 looks at another dimension of the increase in employment over the
last decade, namely, the increasing proportion of migrants in employment. In
2014, 14.2 per cent of people employed were non-Irish, and this rose to 20.1
per cent by 2024. Another way to think about the increasing importance of
migrants in Ireland’s workforce is to note how total employment grew by just
over 34 per cent over the decade, but the number ofmigrants employed grew
by 97 per cent (from281,000 in 2015 to 552,000 in 2024). We should also note
that the proportion of women in the workforce also rose, from 45.7 per cent
in 2015 to 47.2 per cent in 2024.
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FIGURE 2.14: EMPLOYMENT BY CITIZENSHIP/NATIONALITY, 2015–2024

Source: CSO
Figure 2.15 considers one further issue under employment, and this is
productivity. The lines in the figure show output per hour worked at constant
prices from 2014 through 2023 (not 2024 as in other figures due to data
availability) for the foreign- and domestic-dominated sectors and for the
economy in total. In the case of the domestic sector, this is subdivided into
all sub-sectors and those with a market orientation, but the values are very
similar. The main points from the figure are the substantially higher rates of
productivity in the foreign sector compared to the domestic sector, and also
the step-wise changes in the foreign sector. Although all of the other figures
in this chapter start in 2015, here we start in 2014 so that we capture the
step-wise jumps between 2014 and 2015, which were likely associated with
accounting changes as opposed to actual changes in output per hour worked,
with similar effects later. But even accepting this, there is a clear productivity
difference between the foreign and domestic-dominated parts of the Irish
economy, which is important for understanding the structure of the economy
and also for identifying policies which can boost overall productivity.
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FIGURE 2.15: LABOUR PRODUCTIVITY BY GROUP OF SECTORS, 2014–2023

Source: CSO
2.5 PUBLIC FINANCES

Figure 2.16 provides a very broad overview of trends in the public finances
between 2015 and 2024 by focusing on general government debt, with
projected outcomes for 2025 and 2026 included. As can be seen, debt
levels had been broadly constant in the run-up to the pandemic and so were
falling as percentages of both GDP and GNI*. The pandemic saw a spike in
public expenditure and a fall in revenues, with the consequent surge in public
borrowing around 2020 and 2021. Since the peak in 2021, the stock of debt
has declined. General government debt is now 32 per cent of GDP and 59 per
cent of GNI*. Judged against comparator countries or against Ireland’s fiscal
history, these figures point to overall health in the public finances, but with a
major caveat.
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FIGURE 2.16: GROSS GENERAL GOVERNMENT DEBT, 2015–2024

Source: CSO and Department of Finance
The caveat is shown in Figure 2.17, which presents total tax revenues from
2014 to (estimated and projected values for) 2025 and 2026. The blue bars
from 2015 show ‘windfall’ corporate tax revenues, which come from two
sources. The first source is the revenue which accrued from the decision of
the Court of Justice of the European Union in the Apple case. This amounted
to e14 billion and was counted in the 2024 receipts. The second source
is receipts, which are part of total corporate tax receipts but which the
Department of Finance views as not being linked to the domestic economy.
These windfall receipts first appeared in 2015 at the relatively modest level of
e1.7 billion. By 2020, the figure had reached e4.7 billion, and it is projected
to climb to e18.7 billion in 2026. If the projected outcomes are realised in
2026, windfall revenues will make up almost 13 per cent of total revenue.
Although the government has run a budget surplus since the end of the
pandemic, the surplus is based on the windfall receipts. Taking 2026 as
an example, while a headline general government surplus of e5.1 billion is
projected (1.4 per cent of GNI*), a deficit ofe13.5 billion (3.6 per cent of GNI*)
would appear if the windfall receipts disappeared. In this way, the true health
of the public finances is exaggerated, and there is a fundamental vulnerability
present.
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FIGURE 2.17: REVENUE FROMWINDFALL CORPORATION TAXES, 2015–2026

Source: Department of Finance (2021–2026), Irish Fiscal Advisory Council (2015–2020)

2.6 CONCLUSION

This look-back over the last ten years has revealed a number of points. In spite
of the various shocks, the economyhas grown strongly, with indicators such as
GNI* andMDD growing by about 40 per cent over the period. An examination
of the components of GDP shows how net exports accounted for an increased
share after 2021. Although net exports do not contribute directly to modified
domestic demand, the employment and corporate tax supported by exports
would have fed into private consumption and government consumption, both
of which grew strongly over the decade. The increasing importance of net
exports is also seen in a shift in the sectoral composition of the economy by
gross value added, with the combined share of industry and information and
communications technology (ICT) growing.
Despite the rapid growth in output, the shares of the components inmodified
domestic demand remained broadly constant. To the extent that there was
a shift, this was between government consumption (which saw a modest
rise) and modified investment (which saw a modest fall). Employment also
grew strongly over the period, with an increasing share of migrants in the
workforce.
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By many measures, the Irish economy from 2015 to 2024 can be viewed as a
success story, but it is important to recognise the failures and vulnerabilities
too. Although housing did not feature in our analysis above, the ongoing
failure to meet targets on housing supply is well-documented, as are the
broader issues around the adequacy of public infrastructure (e.g., IFAC, 2024).
An ongoing failure to make sufficient progress towards our 2030 climate
objectives should also be noted. We drew attention to the possible over-
reliance on windfall corporation taxes above, and this is a serious potential
vulnerability. Finally, the ongoing gap in productivity between the foreign and
domestic sectors raises questions about the balance between the two for the
long-term sustainability of the economic wellbeing of the country.



24 | Ireland’s medium-term economic outlook: risks and opportunities

CHAPTER 3
Baseline and scenario projections 2025–2035

3.1 INTRODUCTION

In this chapter, we present the projected results for the baseline and four
scenarios that represent both potential risks and opportunities for the
economy. The baseline projection is not a forecast but provides a plausible
profile of the growth path for the economy over the medium term to 2035.
It is subject to a series of underlying assumptions about the world economy
and domestic factors, including demographics and migration. The four
scenarios, entitled Global Slowdown, Competitiveness, Multinationals and
Domestic Productivity, examine deviations from the baseline, each with a
different set of underlying assumptions, representing potential opportunities
and challenges facing the economy. Table 3.1 provides a brief overview of the
assumptions underlying each scenario, with each explained in greater detail
in the following subsections.
The first three scenarios have adverse effects on the Irish economy. Although
the magnitudes of the shocks on key economic indicators differ in these
scenarios, the similarities in the results stem from the current multinational-
dominated, export-oriented nature of the Irish economy. Any negative shock
affecting these two pillars on which the Irish economy has relied over the
last decade, especially during and after the COVID-19 pandemic, would have
significant repercussions for the domestic economy. The current global
economic context, geopolitical risks and pivotal changes in the US trade and
industry policies raise concerns about the potential realisation of the risks
considered in these three scenarios. Predicting whether such shocks will
arise, their timing, and their precise scale is impossible; however, making the
economy more resilient to such shocks is possible. In this respect, our fourth
scenario examines how improving domestic productivity leads to increased
growth, more jobs and higher wages.
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TABLE 3.1: POLICY SCENARIOS

Scenario Motivation Implementation
Baseline Economy evolves under its currentstructure with no shocks
GlobalSlowdown Exploring the implications of a globaltrade shock due to the pivotal changein the US tariff policy

Gradual reduction in export demand(reaching 5% in 2030)
Competitiveness Understanding the effects of acompetitiveness loss vis-à-vis ourtrade partners

Gradual reductions in both real percapita wage income abroad and worldprices of non-energy commodities(reaching 5% in 2030)
Multinationals Quantifying the implications ofemployment reduction in two majorforeign-owned-dominated sectors

Gradual reduction in employment in thepharma and ICT sectors (reaching 10% in2030)
DomesticProductivity Examining the effects of graduallynarrowing the productivity gapbetween foreign- and Irish-ownedprivate sector firms

Gradually increasing additional capitaland labour productivity growth between2026 and 2035 among Irish-ownedprivate sector firms (reaching 0.5% perannum in 2030)

Full details of themodel underpinning our analysis are provided in Appendices
A and B for interested readers. However, before proceeding, we give
a broad overview of the methodology applied. The Economic Outlook
utilises the ESRI’s Ireland Environment, Energy and Economy (I3E) model.
In a nutshell, the I3E model is a small open economy, single-country
intertemporal computable general equilibrium (CGE) model comprising
69 production sectors producing 67 commodities and 10 households
representing heterogeneity in the residential sector by area of residence
(urban and rural) and disposable income. The model also comprises the
government, which collects taxes and redistributes income through welfare
payments, and the rest of the world, to (from) which Ireland exports its
outputs (imports commodities).
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3.2 BASELINE PROJECTION

The baseline can be thought of as a possible trajectory for the economy in a
business-as-usual, no-shocks setting, subject to the underlying assumptions,
as outlined below.2 With the baseline in place, it is then possible to
investigate the risks and opportunities potentially facing the economy by
estimating the extent to which shocks lead the economy to deviate from the
baseline. In particular, we focus on scenarios related to global slowdown,
competitiveness, and productivity.
The baseline projection reflects the potential implications of global economic
uncertainty due to recent changes in US tariff policy. In April 2025, the US
began imposing tariffs on all imported goods from all trade partners, ranging
from 10 per cent to 67 per cent. As part of the US–EU deal reached in July
2025, the tariff rate for imports of cars, pharmaceuticals, semiconductors
and beverages from the EU to the US was set at 15 per cent (EC, 2025). The
immediate implication was likely to be a decline in global economic activity,
following the experience of earlier trade wars and curtailments of free trade.
Some commentators have forecast a relatively significant negative impact for
Ireland, but the channels of impact are nuanced. A trade war between the
US and China would have overall manageable costs for Europe, but countries
that export more to the US will be hit harder (Hinz et al., 2025). While the
US market represents 5.8 per cent of Europe’s total exports, it is 11.6 per cent
for Ireland, dominated by pharma and beverage products. CBI (2025b) have
already suggested that the impacts of the US tariffs on the Irish economy will
be moderately low overall, but concentrated in the multinational-dominated
sectors. With the I3E model differentiating between 69 sectors producing 67
commodities, the baseline projection incorporates the differing impacts of US
tariffs across sectors.
In addition, the I3E baseline incorporates other recent developments affecting
the Irish economy, including post-COVID-19 changes in demand, supply
and public balances, carbon pricing adjustments (both Emissions Trading
System (ETS) and non-ETS sectors), and the ongoing transition of electricity
production from fossil fuels to renewable resources.

2 Appendix B provides more technical details about the calibration and baseline.
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TABLE 3.2: BASELINE PROJECTION – MACROECONOMIC ENVIRONMENT

Variable 2026–2030 2031–2035Real GDP 2.4 2.2Real GNI* 2.3 2.1Modified Domestic Demand 2.3 2.1Private Consumption 2.2 2.1Government Consumption 2.2 2.1Modified Investment 2.6 2.3Exports 2.4 2.2Imports 2.4 2.2Trade Balance 2.4 2.2Trade Balance, % of GDP 20.6 20.5Disposable Income 2.3 2.2Contributions to MDD Growth, Consumption 1.3 1.1Contributions to MDD Growth, Modified Investment 0.7 0.5Contributions to MDD Growth, Government 0.5 0.4
Notes: The figures are annual average (compound) growth rates (per cent) inthe corresponding period for the real values of monetary aggregates and annualaverages in the corresponding period for the ratios.

Table 3.2 provides the key macroeconomic aggregates for the baseline
projection. The annual average growth rate of gross domestic product (GDP)
is projected to be 2.4 per cent between 2026 and 2030, and then 2.2 per
cent between 2031 and 2035. Over the first five years, two components of
GDP are projected to grow at higher rates than GDP: modified investment3
(2.6 per cent) and net exports (2.4 per cent). Despite the increase in tariffs
on major export commodities, the contribution of net exports is associated
with inelastic demand for some export commodities, especially pharma (CBI,
2025b), and due to high levels of contract manufacturing (Barrett et al.,
2025).4 Although the growth rate of disposable income is projected to be
quite strong (2.3 per cent), growth in private consumption is slightly lower
(2.2 per cent), reflecting the continuation of a high savings rate in the near
future (Barrett et al., 2025; CBI, 2025a). In the second half of the forecast
horizon (2031–2035), however, disposable income and consumption growth
are projected to converge. After a strong growth of 3 per cent in 2026,

3 As capital in the model is considered as physical capital stock, modified investment is reported rather than totalinvestment, since it purely reflects the additions to the physical capital stock.4 In contract manufacturing, an Ireland-based entity contracts the production of a commodity in another country(e.g., in Asia) and sells the commodity in a third country (e.g., in North America) without the commodity everentering Ireland, but the transaction is recorded as Irish exports.
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modified domestic demand (MDD) growth is projected to moderate through
to 2035. Private consumption expenditures are projected to account for
nearly half of MDD growth, followed by modified investment. The very
close growth rates in the key macroeconomic aggregates stem from the
balanced growth path assumption of CGE modelling. In the policy scenarios,
model outcomes deviate from their baseline levels depending on the shock
considered, as explained in greater detail in Appendix A. In the medium-
to long-term, the growth rates of all variables converge to the long-term
potential economic growth rate.

TABLE 3.3: BASELINE PROJECTION – LABOUR MARKET

Variable 2026–2030 2031–2035Labour Force 0.9 0.6Total Employment 0.8 0.6Real Wage Rate 1.4 1.5Output per Worker 1.6 1.5Net Migration, ’000 60.3 33.4Unemployment Rate, % of Labour Force 5.8 5.3
Notes: The figures for Net Migration and Unemployment Rate are annual averagesin the corresponding period and annual average (compound) growth rates (per cent)in the corresponding period for the other variables.

The labour market dynamics of the baseline are summarised in Table 3.3. The
annual average net migration figure is projected to be 60,300 between 2026
and 2030, 20 per cent lower than the CSO (2024h) M2 assumption.5 The
projected reduction in net migration stems from a lower rate of economic
growth than in the last decade, which is associated with slower labour force
and employment growth. As a result, the unemployment rate is projected
to increase slightly through 2030. Between 2031 and 2035, net migration
is projected to decline to approximately 33,400 and real wage rates are
expected to grow moderately. The projected reduction in the unemployment
rate (from5.8 per cent to 5.3 per cent) in the early 2030s is the result of a sharp
decline in net migration inflows, which reduces labour force growth (from 0.9
per cent to 0.6 per cent) more than the employment growth (0.8 per cent vs
0.6 per cent).

5 This is the medium migration scenario. Appendix B provides more details about the assumptions.
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Despite slower projected economic growth than in the last decade, fiscal
indicators suggest that the government is expected to maintain a positive
general government balance equal to 0.4 per cent of modified gross national
income (GNI*) over the next decade (Table 3.4). However, when windfall
corporation tax (CT) collection, assumed to be half of the total corporation
tax collection, is deducted from the general balance, the government deficit
is projected to reach 7.4 per cent of real GNI*. In the same period, the
projections indicate that the debt stock-to-GNI* ratio will be 74.3 per cent,
stemming from lower economic performance.

TABLE 3.4: BASELINE PROJECTION – PUBLIC FINANCE

Variable 2026–2030 2031–2035Revenues 2.3 2.2Expenditures 2.2 2.1GGB, % of GNI* 0.4 0.5GGB (exc. windfall CT), % of GNI* -7.4 -7.2Debt Stock, % of GNI* 74.3 72.5
Notes: The figures are annual average (compound) growth rates in the corresponding periodfor the real values of monetary aggregates and annual averages in the corresponding periodfor the ratios. GGB stands for General Government Balance, and GGB (excl. windfall CT) standsfor General Government Balance excluding windfall Corporation Tax, which is assumed to behalf of the total CT collection.

It should be noted that the public expenditure profile along the baseline,
and thus in all policy scenarios, does not include potential implications
of ageing-related expenditures, climate change-related shocks, the public
investment expenditures outlined in the National Development Plan (NDP),
and the transfers from the government to the Future Ireland Fund and the
Infrastructure, Climate and Nature Fund. Examining the potential public
finance implications of ageing-related expenditures requires an analysis
with an extensively disaggregated demographic structure, as in the recently
published Department of Finance (2025) report. Climate change-related
expenditures will be covered in a themed report, and analysing the NDP-
related expenditures is beyond the scope of the Economic Outlook. As evident
in Department of Finance (2025), demographic- and climate-related spending
pressures are expected tomainly affect the Irish economy and public finances
after 2035, beyond the horizon of this report.
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3.3 GLOBAL SLOWDOWN

The US administration’s actions on trade policy in April 2025, increasing tariffs
on all trading partners, marked a potential turning point in the globalisation of
the world economy. Many countries and trading blocs responded quickly by
attempting to conclude ‘deals’ to ameliorate the impacts of the US’s unilateral
action. China countered with commensurate tariffs and measures, which
risked an escalation into a trade war between two of the world’s largest
economies. What has characterised the period since April is uncertainty,
discord and the willingness of the US to adjust its policies arbitrarily. While
expectations of a global trade war have dissipated somewhat, the ongoing
fickleness and unpredictability of global geopolitical and trade relationsmean
that the probability of a trade war is substantially higher now than at any time
in the past 20 years.
A key consequence of a wider trade war would be a reduction in global
economic activity. As a small open economy with significant net exports
relative to its GDP, Ireland would be particularly vulnerable. Potential impacts
operate through a number of channels. A reduction in world trade would
immediately affect exporting firms. The impact of rising import costs (e.g., via
higher tariffs) would be more widespread, affecting domestic manufacturing
and services, as well as consumption. With lower revenue and rising costs,
jobs would be at risk. Migration plays an important role as a cushion
in the Irish labour market through counter-cyclical adjustments in labour
supply. When the Irish economyperformswell, higher netmigration increases
labour supply and reduces pressure on wages and production costs, in turn
preserving international competitiveness. During an economic contraction,
lower net migration reduces labour supply and mitigates against larger
declines in wage rates and increases in unemployment.
While the scale of impacts through various channels will depend on the
specific measures that might arise in a trade war, we develop a Global
Slowdown scenario to provide some insight into the relative scale of
potential impacts. As the baseline projection already incorporates recent US
tariff increases, including on pharma and beverages exports, this scenario
quantifies the adverse effects of further escalation into a wider global
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trade war. A global slowdown shock is simulated via a decline in global
trade volume, as outlined in Table 3.1, reflected in a gradual reduction in
export demand for Irish export commodities reaching 5 per cent in 2030.
This scenario considers an across-the-board reduction in the export share
parameters of all export commodities. The reduction in Irish exports due to
the Global Financial Crisis was 3.8 per cent in 2008 compared to 2007, when
the exports-to-GDP ratio was 0.8. As summarised above, the Irish economy
has become more export-oriented over the last decade, with the exports-to-
GDP ratio reaching 1.5 in 2024. In this respect, given the current structure
of the Irish economy, a 5 per cent gradual reduction in export demand is
a plausible assumption in the context of a highly volatile global economic
landscape.

FIGURE 3.1: MACROECONOMIC AGGREGATES – GLOBAL SLOWDOWN

(a) GDP and GNI* (b) MDD and Components

Figure 3.1a shows the percentage deviations in real GDP and GNI* from the
baseline between 2026 and 2035. The Global Slowdown scenario is projected
to lower real GDP by around 4 per cent in 2026, compared to the baseline.
Out to 2030, the GDP decline is projected to reach 8 per cent, and then
to remain roughly at that level compared to the baseline until 2035. The
projected evolution of GNI* is relatively more muted compared to GDP, a
3 per cent deviation from the baseline in 2030 with a slight improvement
thereafter. Asmultinational corporations (MNCs) are affectedmore than Irish-
owned firms operating in traditional sectors concentrated in the domestic
market, resource reallocation lessens the negative impact of a global shock on
the domestic economy. As labour employed in the MNC-dominated sectors
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becomes unemployed due to a reduction in the output of those sectors, wage
rates decrease, which, in turn, increases labour demand among Irish-owned
firms.
Figure 3.1b displays the projected evolution of modified domestic demand
(MDD) and its components. As GNI* and MDD represent domestic economic
activity under the production and expenditure approaches, respectively, their
evolution follows similar patterns, but the impact on MDD is greater. The
Global Slowdown scenario affects MNCs’ operations in the country through
lower employee compensation, production taxes and investment in physical
capital. Additionally, projected reductions in both private and government
consumption further lowerMDD quite significantly throughout the projection
period. Though a Global Slowdown scenario would have a significant impact
on modified gross national income (2–3 per cent), the impact on modified
domestic demand is anticipated to be substantially greater (declining by as
much as 5 per cent compared to the baseline).

FIGURE 3.2: LABOUR MARKET – GLOBAL SLOWDOWN

(a) Employment and wage (b) Migration

Figure 3.2 depicts the labour market implications of the Global Slowdown
scenario. In line with the macroeconomic aggregates, the labour market
is projected to be adversely affected by a 5 per cent reduction in total
employment, a 2 per cent reduction in real mean wages, and a more than
3 percentage point increase in the unemployment rate. Due to projected
adverse labourmarket conditions, migration is expected to decline by 40,000,
shifting from a net inward flow of 33,000 per annum to a net outward flow of
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more than 7,000 per annum after 2030. Themigration channel is expected to
play a key role in shaping labour market outcomes by substantially reducing
labour supply, thereby reducing the number of unemployed and, thus, the
unemployment rate.

FIGURE 3.3: PUBLIC FINANCE – GLOBAL SLOWDOWN

Figure 3.3 shows three public finance indicators, where GGB represents
general government balance, and GGB (exc. windfall CT) is the GGB
but excluding 50 per cent of the total corporation tax collection by the
government. The results indicate a deterioration in the general government
balance (as a percentage of GNI*) of 1.3 percentage points in both indicators
relative to the baseline by 2030. In the years to 2030, the deterioration in the
GGB (exc. windfall CT) is slightly better than that of GGB, reflecting the gradual
decline in MNCs’ economic activity due to lower export demand. After 2030,
in line with steady economic activity, as measured by GDP and GNI*, public
balance indicators are projected to be stable, thoughworse than the baseline.
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3.4 COMPETITIVENESS

The National Competitiveness and Productivity Council (2025) recently
highlighted the rising cost of doing business in Ireland. Among the issues it
emphasised are a sharp rise in labour costs, both through wage increases and
new working conditions measures; the highest electricity prices in Europe
and high insurance costs. In addition, domestic infrastructure constraints
in transportation, energy and housing, as well as skills shortages, especially
in emerging technologies (Whelan et al., 2024), are important factors
affecting production costs and, thus, the competitiveness of Irish firms. The
government’s Action Plan on Competitiveness and Productivity (Government
of Ireland, 2025) describes competitiveness as central to driving sustainable
growth, supporting employment, and improving living standards. It identifies
competitiveness as an issue within our domestic sphere of influence, rather
than factors on the global landscape. We consider a Competitiveness scenario
to explore the effects of a loss in the competitiveness of the Irish economy
relative to international trading partners, illustrating howour competitiveness
is central tomaintaining a vibrant economy. We implement a competitiveness
shock through two channels: prices and the labour market. Starting with the
labour market, if Irish firms become uncompetitive, it has a direct impact
on employment: both labour demand and net inward migration decline. In
modelling the scenario, we implement this mechanism as an exogenous 5 per
cent reduction in realwage incomeabroad, which equates to a relative decline
in Ireland’s competitiveness.6 (see Table 3.1). For the price mechanism, we
implement a 5 per cent reduction in export prices, i.e., the prices received by
Irish exporter firms.7 Since export prices, relative to domestic prices, are the
major determinant of supply to international markets, a reduction in these
prices lowers export supply.
The headline impact of a deterioration in competitiveness is a downward
trend in real GDP; it is projected to be 4 per cent lower than its baseline from
2030. The primary channel of the reduction in competitiveness is through the

6 Wages are endogenous within the I3E model. From a modelling perspective, exogenously adjusting wage incomeabroad is equivalent to an increase in wages.7 CGE models have two international prices exclusive of any taxes for each commodity. The purpose is todifferentiate the price received by an exporter (due to an export tax) and the price paid by an importer (due toany tariffs and excise taxes).
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FIGURE 3.4: MACROECONOMIC AGGREGATES – COMPETITIVENESS

(a) GDP and GNI* (b) MDD and Components

main export sectors dominated by MNCs. The projected impact through this
channel is a steep decline in GNI* over the years to 2030. On the expenditure
side, the most significant relative impact is on private consumption, with a
projected 8 per cent reduction from baseline by 2030, as shown in Figure
3.4b. All components ofMDD are projected to be negatively impacted relative
to baseline, with modified investment expenditures the least affected by the
end of the projection horizon, though they remain 5 per cent below baseline.

FIGURE 3.5: LABOUR MARKET – COMPETITIVENESS

(a) Employment and wage (b) Migration

The reduction in export prices suppresses output, and a substantial decrease
in domestic economic activity is projected. As illustrated in Figure 3.5a, the
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employment decline in this scenario is projected to reach 6 per cent in 2030
and to remain at that level thereafter. The reduction in competitiveness
is also projected to reduce the real mean wage by more than 2 per cent.
The unemployment rate is projected to rise by 4 percentage points in 2030,
compared to its baseline level. Given these adverse labour market impacts,
net migration into Ireland is projected to decrease by between 36,000 and
57,000 during the projection horizon. The slump inmigration figures indicates
that net migration into Ireland will turn to net emigration, with a range of
3,000 to 24,000. With projected net emigration, a reduction in labour supply
is anticipated, which is an outlet that offsets a potentially larger increase in
the unemployment rate.

FIGURE 3.6: PUBLIC FINANCE – COMPETITIVENESS

The implications of losing competitiveness vis-à-vis the rest of the world on
public balances are depicted in Figure 3.6. The results indicate a worsening
public fiscal stance over the projection horizon. Both public balance indicators
are expected to be lower than their baseline levels by around 1.8 percentage
points at the end of the projection horizon. After 2030, the public balance
indicators are projected to remain lower than baseline levels but to follow
a stable pattern. The debt-to-GNI* ratio is projected to increase by 12
percentage points in the 2030s compared to the baseline.
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3.5 MULTINATIONALS

Multinational corporations (MNCs) make significant contributions to the Irish
economy. Over 87 per cent of gross value added in industry in 2022 was
attributable to MNCs, 61 per cent in services, and 18 per cent in construction
(CSO, 2024b). Although Ireland’s low corporation tax regime was successful
in attracting MNCs, especially those based in the US, Gunnigle and McGuire
(2001) argue that their reasons for locating and investing here are broader,
including the supply, quality, and flexibility of labour. This is supported
quantitatively in Lawless et al. (2014), which also finds that infrastructure,
market potential, and geography play a role in firm location decisions.
Nonetheless, there are fears of an exodus of US MNCs due to the US’s stance
on tariffs and the America First trade and investment policies. For instance,
on 26 September 2025, the US President announced the imposition of a 100
per cent tariff, effective 1 October 2025, on pharmaceutical products, with an
exemption for manufacturers that have been building a production unit in the
US.8 With substantial levels of physical capital investment and an exit tax of
up to 33 per cent on the transfer of assets, it is unlikely that there would be an
abrupt exodus of US companies from Ireland. Where US policies could have
a more immediate effect is on future foreign direct investment (FDI) flows
into Ireland, gradually scaling back economic activity. While such a situation
may arise in the context of ongoing global trade trends and the international
environment, we develop our Multinationals scenario to investigate it in
isolation. Specifically, the MNC scenario explores the implications of a
gradual decline (reaching 10 per cent in 2030) in the pharma and information
and communication technologies (ICT) sectors, relative to their baseline
employment levels. Since these sectors are highly capital-intensive, gradually
reducing their employment in Ireland is expected to affect their investment
expenditures and, in turn, their capital accumulation. A lower capital stock
is expected to affect their output at a larger magnitude over time, which has
repercussions on their exports, profits and thus corporation tax payments.
Other sectors with close economic relations with them will face secondary
impacts.

8 As part of the US–EU trade deal, MNCs operating in Ireland are exempt from this additional measure.
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FIGURE 3.7: MACROECONOMIC AGGREGATES – MULTINATIONALS

(a) GDP and GNI* (b) MDD and Components

In theMultinationals scenario, where MNCs operating in the pharma and ICT
sectors reduce their employment, the reduction in real GDP is projected to be
4.6 per cent in the 2030–2035 period, compared to the baseline. However,
the implication on domestic economic activity, as measured by real GNI*,
is projected to be more moderate, with a -1.5 per cent deviation from the
baseline in 2035.
MDD is projected to fall by around 2.8 per cent relative to baseline by 2030
and thereafter, largely driven by declining modified investment. The impact
of the employment shock on modified investment is projected to persist
throughout the projection period, with a -3.8 per cent deviation from its
baseline level. As noted, the projected decline in capital accumulation is
expected to negatively impact employment andwage incomes, which, in turn,
is projected to lead to a downward trend in private consumption over the next
decade. While the immediate effect of a contraction in the MNC sector will
be felt within the sector itself, its effects will ultimately be more widespread,
initially channelled through labour market dynamics and finally impacting
consumption and activity more generally.
As employee composition within the sectors impacted in the Multinationals
scenario is dominated by high-skilled labour, reductions in their labour
demand affect the high-skilled segment of the labour market more than the
low- and medium-skilled segments. Since the labour force participation of
high-skilled labour is less elastic than that of other groups (e.g., Doris, 2001;
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Mastrogiacomo et al., 2013, for Ireland and the Netherlands, respectively),
they remain in the labour market and are hired by Irish-owned firms. The
reallocation of high-skilled labour from the highly productiveMNC-dominated
sectors to lower productivity Irish-owned sectors limits the reduction in real
GNI*.

FIGURE 3.8: LABOUR MARKET – MULTINATIONALS

(a) Employment and wage (b) Migration

The shift in the employee composition of Irish-owned traditional sectors,
which are dominated by medium-skilled labour, towards high-skilled labour,
affects the medium-skilled segment the most. In other words, a shrinking in
the MNC sector is anticipated to lead to the replacement of medium-skilled
labour by high-skilled labour at lower wages elsewhere in the economy. Irish-
owned firms will not have capacity to hire all unemployed high-skilled labour,
so the increase in the aggregate unemployment rate is largely driven by high-
skilled labour. Their low unemployment rate within the baseline projection,
however, keeps the aggregate unemployment rate effect moderate, which
is projected to be around 1.4 percentage points above its baseline level, as
shown in Figure 3.8a. Less favourable labour market conditions are projected
to lower net migration flows into Ireland by approximately 23,000 per annum
by the end of the projection horizon, as illustrated in Figure 3.8b.
The effects of a potential contraction in the multinationals sector on the
public fiscal stance are provided in Figure 3.9. The immediate implication
of the shock on the general government balance, as a percentage of GNI*,
is projected to be a 0.8 percentage point reduction relative to the baseline.
The general government balance, excluding the windfall corporation tax as a
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FIGURE 3.9: PUBLIC FINANCE – MULTINATIONALS

percentage of GNI*, is projected to decrease by 0.6 percentage points in 2026.
After the initial impact, deviations in both indicators from their baseline levels
are expected to remain negative but stable until the end of the projection
horizon. Resource reallocation (e.g., labour) from the two MNC sectors to
all other sectors is the main channel driving this moderation in public fiscal
stance. In line with these flow indicators, the debt stock-to-GNI* ratio is
expected to rise; the projected 2026 ratio is 3.6 percentage points above
its baseline level. As the debt stock results from cumulative government
dissaving, its ratio to GNI* is projected to rise to 6.2 percentage points in 2035
relative to its baseline level.

3.6 DOMESTIC PRODUCTIVITY

A notable characteristic of the Irish economy is its dual industrial structure:
foreign-owned MNCs with high levels of productivity contribute around half
of overall gross value added, while the other half comes from domestically
owned firms, with significantly lower average productivity. In addition
to differences in levels, productivity growth rates also differ. Between
2011 and 2024, the compound growth rate of output per worker was 6.1
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per cent, whereas the rates for the sectors dominated by domestic and
foreign-owned firms were 2.9 per cent and 11.7 per cent, respectively (CSO,
2024i). The labour productivity differential between Irish- and foreign-
owned firms widened between 2014 and 2021, especially in the chemicals,
pharma, computer, electronic and optical products, and software and
computer programming sectors (Lawless, 2025). Furthermore, even in sectors
that are not traditionally foreign-dominated (e.g., food, beverages), labour
productivity in domestic-owned firms substantially lags that of foreign-owned
firms (Lawless, 2025). Possible reasons for such a productivity differential are:
the labour-intensive nature of Irish-dominated sectors; their limited capacity
for innovation (both financial and technical); and their risk aversion (Lawless,
2025). The National Competitiveness and Productivity Council (2025) has
also emphasised the significant investment gap between MNCs and SMEs in
research, development and innovation (RD&I), and that existing tax incentives
are relatively less accessible to SMEs. Data from CSO (2025a) show that non-
Irish firms’ research anddevelopment (R&D) expenditure is now5.5 times that
of Irish firms. Similarly, with respect to firm size, SMEs and large firms spent
about the same on RD&I in 2013, but the gap has widened since, with large
firms now spending almost 3.5 times as much as SMEs (CSO, 2025b).
The recently published Action Plan on Competitiveness and Productivity
outlines several actions to improve productivity in Irish SMEs (Government of
Ireland, 2025). Priority actions on productivity include increasing expenditure
on research activity in the higher education sector to boost basic and
applied research and innovation; scaling Enterprise Ireland and IDA-backed
technology centres to drive collaborative RD&I in SMEs; and developing
options, including new tax-based supports, to encourage the adoption of
innovative technologies by the SME sector. While the wider Action Plan
should deliver domestic productivity dividends, it is useful to examine the
issue here to demonstrate the importance of this policy initiative in terms
of potential benefits to the economy, as well as a hedge against over-reliance
on FDI. For clarity, this scenario is not an assessment of the Action Plan itself,
as that would be materially beyond our modelling capacity. Its purpose is to
demonstrate, in an abstract sense, the importance of improving productivity
within the domestic sector.
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To implement a Domestic Productivity scenario, we assume an additional
increase in capital and labour productivity among Irish-owned sectors,
excluding the public-dominated sectors (public administration, education and
health), beginning in 2026. The additional productivity growth rate gradually
increases until 2030, reaching 0.5 per cent per annum. This corresponds to
cumulative additional productivity growth of 4 per cent by 2035, compared
to the baseline scenario. Irish-owned sectors can achieve this productivity
growth through digitalisation and the upskilling and reskilling of labour,
as outlined in Government of Ireland (2025). If the policies focusing on
domestic firms could narrow the productivity gap between Irish- and foreign-
owned private sector firms, the value added generated by these sectors
would grow at a faster rate, which is expected to result in an increase in
their share of total economic activity, including in employment creation and
corporation tax. In this respect, we explore the implications of rebalancing the
composition of economic activity between Irish- and foreign-owned sectors
through productivity improvement.

FIGURE 3.10: MACROECONOMIC AGGREGATES – DOMESTIC PRODUCTIVITY

(a) GDP and GNI* (b) MDD and Components

The Domestic Productivity scenario is projected to boost real GDP by 2.3 per
cent to 3.4 per cent over the 2026–2035 period. Its positive impact on real
GNI* is projected to start at 0.8 per cent in 2026 and to reach 2.4 per cent in
2035. As is evident in Figure 3.10a, the deviation from the baseline becomes
stronger in the second half of the forecast horizon as the cumulative effects of
the productivity increase in Irish-owned sectors take place, and the projected
GNI* growth rate is expected to converge to that of GDP.
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Figure 3.10b displays the deviations in MDD and its components from the
baseline. In line with the macroeconomic aggregates, it is projected that
MDD and its components will deviate from their baseline levels following a
robust path. The projected deviation on MDD starts from 1.2 per cent in
2026 and reaches 3.7 per cent in 2035. The main driver of MDD growth
in this scenario is private consumption. The path of modified investment
expenditures underscores the importance of productivity improvements for
capital accumulation. The deviation in modified investment expenditures is
projected to be approximately 3 per cent in 2035.

FIGURE 3.11: LABOUR MARKET – DOMESTIC PRODUCTIVITY

(a) Employment and wage (b) Migration

The repercussions of such a productivity shock on the labour market are
also projected to be favourable: around a 2 per cent increase in total
employment, more than 1 per cent increase in real mean wage, and around
a 1 percentage point reduction in the unemployment rate in the second half
of the next decade, as shown in Figure 3.11a. In line with these, annual net
migration is projected to steadily increase to 27,500 by 2035, compared to
the baseline (Figure 3.11b). In this scenario, employment and wage growth
are expected to be driven by high-skilled labour until 2030, as the pace of
narrowing the productivity gap is slow between 2026 and 2030. Beyond
2030, Irish-owned firms employ relatively more low- and medium-skilled
than high-skilled labour as a consequence of the productivity improvements.
The immediate favourable conditions in the economic aggregates, especially
in labour market outcomes, stem from the I3E model’s perfect foresight
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assumption: all economic agents are assumed to know the future path of
productivity growth and to adjust their decisions accordingly.

FIGURE 3.12: PUBLIC FINANCE – DOMESTIC PRODUCTIVITY

The productivity improvement in Irish-owned firms is projected to generate
a favourable public fiscal stance over the projection horizon, as depicted in
Figure 3.12. The results indicate that the general government balance, as a
percentage of GNI*, is projected to improve by 1 percentage point in 2026
relative to its baseline level and then gradually decline to 0.8 percentage
points above that level. As domestic firms become more productive over
time, their contributions to the government’s total corporation tax revenues
increase. As a result, the general government balance is projected to improve
towards the end of the projection horizon. The favourable projections for the
general government balance indicators are reflected in a declining debt stock-
to-GNI* ratio throughout the scenario horizon.

3.7 INCOME DISTRIBUTION

The discussion of the scenarios in the previous subsections focused on
aggregate national-level metrics, such as income and private consumption.
When examining issues related to the household sector, such as household
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income, greater granularity is useful for policy purposes. The I3E model
facilitates analysis of the household sector by income quintiles, enabling
examination of the distributional implications of policy shocks. Table 3.5
shows the projected percentage change in each income quintile’s real
disposable income from the baseline in the scenarios considered. For
simplicity, three years are presented. In the table, household groups are
sorted from the poorest 20 per cent of households (i.e., the 1st quintile) to
the richest 20 per cent of households (i.e., the 5th quintile). The initial insight
from the table is that the relative scale of impact due to the various scenarios
differs considerably. It is worth repeating here that the outcomes are based
on the scenario assumptions, meaning that they are projections rather than
forecasts. Nonetheless, they provide a sense of relative scale and distribution
of effects across household groups.

TABLE 3.5: CHANGE IN REAL DISPOSABLE INCOME ACROSS HOUSEHOLD QUINTILES

Year Quintile Global Slowdown Competitiveness Multinationals Domestic Productivity1st 0.8 0.3 0.7 -0.52nd -0.1 -0.6 0.1 -0.13rd -1.9 -1.8 -1.3 1.04th -4.4 -3.2 -3.3 2.52026
5th -6.8 -4.5 -5.3 4.11st 1.2 0.0 0.6 -0.22nd -0.5 -1.6 -0.2 0.23rd -3.5 -3.4 -1.7 1.04th -7.3 -4.8 -3.6 2.12030
5th -10.8 -5.5 -5.4 3.11st 1.0 0.0 0.6 0.02nd -0.5 -1.7 -0.2 0.63rd -3.3 -3.6 -1.7 1.44th -6.8 -5.1 -3.6 2.22035
5th -10.1 -6.1 -5.5 2.8

Note: The figures are projected percentage deviation from the baseline in each quintile’s realdisposable income. The 1st quintile represents the poorest 20% of households, and the 5th quintilerepresents the richest 20%.
The channels of impact on household income are broadly similar in the
Global Slowdown, Competitiveness and Multinationals scenarios. The scale
of impact is most significant under the Global Slowdown scenario, with the
highest quintile proportionately themost affected. In 2030, their real disposal
income is projected to decline by almost 11 per cent compared to the baseline
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scenario, whereas in the 2nd quintile, the projected decline is just 0.5 per
cent. In contrast, disposable income is projected to increase in the 1st quintile,
reflecting a shift towards lower-skilled workers in the labour market, and
a relatively high proportion of households that are in receipt of welfare
payments.
Given that the MNC and domestic export-oriented sectors are both high-
skills and high-wage employers, it is not surprising that the most significant
proportional impacts on disposable incomes occur in the higher income
quintiles across the Global Slowdown, Competitiveness and Multinationals
scenarios. However, the impacts are projected to occur across household
groups, though proportionately less at lower incomes. Real disposable
incomes across all household groups are intricately linked to our ability to
participate competitively and trade in the international economy. While the
projected impacts from the Global Slowdown scenario are greatest, those
from the Competitiveness scenario demonstrate why competitiveness affects
both businesses and households. It would be remiss not to mention the
impact on and of the housing crisis in this context. A business sentiment
survey by Golden and Carr (2023) revealed that 63 per cent of respondents
found it challenging to recruit and retain staff, with housing seen as the
most significant barrier. This forces businesses to pay higher wages, thereby
increasing labour costs and hurting competitiveness (Duffy et al., 2005).
Losing competitiveness against our trading partners is projected to have a
substantial impact on incomes across the income distribution.
The implication of a productivity boost in Irish-owned firms is a projected
boost in income across the distribution. As described earlier, employment
and wage growth in the Domestic Productivity scenario are anticipated to
be initially driven by more highly skilled labour, but as the productivity gap
narrows, Irish-owned firms are projected to employ relatively more low- and
medium-skilled than high-skilled labour as a consequence of the productivity
improvements. In Table 3.5, this is evident by the projected higher growth in
incomes of the 1st–3rd income quintiles compared to baseline in 2035 versus
earlier.
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CHAPTER 4
Conclusion and policy recommendations

The objective of this Economic Outlook is to provide analysis to inform policy
discussion about the strategic direction of the economy. To facilitate that
discussion, we provide detailed macroeconomic projections for the economy
out to 2035, in the form of a baseline and potential deviations from that
path under different scenarios. The projected results are based on the
ESRI’s Ireland Environment, Energy and Economy (I3E) model, a fully dynamic,
single-country, small open economy computable general equilibrium (CGE)
model with multiple sectors and households, the government, and the rest of
the world.
We began this forward-oriented exercise by looking back at the last ten
years, which allowed us to develop our baseline projection and facilitated
our discussions of the scenarios we explored. The ten-year look-back showed
an economy that has grown rapidly over the period despite a number of
economic shocks – Brexit, COVID-19, Russia/Ukraine. Economic growth also
led to employment and population growth, all of which should be celebrated.
However, it has to be recognised that the speed of population growth, coming
after a period of low public investment following the Great Recession, has
contributed to the housing crisis.
In broad terms, our baseline projection takes the current trajectory of the
economy and assesses how the major economic aggregates – modified gross
national income (GNI*), modified domestic demand (MDD), employment, the
fiscal balance, etc. – would evolve in the absence of significant events (or
shocks) which would move the economy off that trajectory. As discussed
throughout the report, the assumption that nothing will move the economy
from its current trajectory is unrealistic. Our task was then to think about
what sorts of shocks, events or policy initiatives (both positive and negative)
could potentially arise and how these might impact the economy.
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Two broad areas arose. First, given Ireland’s exposure to international
developments, we decided to assess shocks that captured (a) a slowdown
in global economic activity, (b) a fall in Ireland’s competitiveness relative to
the rest of the world and (c) a reduction in activity among multinational
corporations in Ireland. Second, like others, we thought it important to look to
the policy levers within Ireland’s control, and sowe assessed how productivity
growth in Irish-owned firms could impact the economy.
Under the assumptions considered in the scenarios, the projected results
clearly show that external risks to the Irish economy would have significant
repercussions for economic activity. The heavy reliance on multinational
corporations for employment and public fiscal balances under uncertain
global conditions leads to vulnerability for the Irish economy. It should be
clearly stated that the presence ofmultinational corporations (MNCs) remains
a tremendous positive for the Irish economy, and efforts to retain and expand
foreign direct investment (FDI)must continue. However, strategies tomitigate
economic risk in the face of international uncertainty highlight the importance
of domestically owned firms.
The projected results of theDomestic Productivity scenario provide important
evidence to support policies, such as those outlined in the Action Plan
on Competitiveness and Productivity (Government of Ireland, 2025), to
improve productivity of Irish-owned firms, including small- and medium-
sized enterprises and start-ups. As discussed in the Action Plan, investment
in a number of areas is critical. First, research-oriented firms are typically
found to be more productive and more likely to innovate, but financing
such investments can be difficult for smaller and younger firms. Hence,
policy supports can be very valuable. Second, investment in human capital is
typically associated with productivity improvements, and this is increasingly
the case in a time of rapid technical change. The funding of primary,
secondary, further and higher education is critical in this context, both for
first-time students and for lifelong learners. This latter group will become
all the more important as the population ages. A third area of investment
which can boost productivity is public infrastructure. To take one example, the
economy’s capacity to attract and retain people of all skill levels will be partly
dependent on the quality of life in Ireland, covering areas such as housing,
healthcare and transport.
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Such policies hold out the prospect of generating significant dividends for
the Irish economy through several channels. First and most importantly,
the results in our Domestic Productivity scenario showed strong increases in
modified investment expenditures, suggesting rapid capital accumulation in
the economy, with Irish-owned sectors contributing more. Higher investment
expenditures and a higher capital stock of domestic-oriented sectors expand
the tax base. This reduces the relative contribution of windfall revenues and
generates amore stable tax base. The stronger revenue flows would generate
more fiscal space for the government to tackle the structural social problems
Ireland is facing today, including housing and healthcare delivery, and climate
risks. Second, the projected convergence in the growth rates of GNI* and
GDP toward the end of the projection horizon indicates an increase in the
share of Irish-owned firms in total economic activity. This has two important
repercussions: a relatively lower reliance on MNCs for employment creation
and a substantial improvement in the corporate tax base.
A key advantage of using a CGE model for the type of analysis conducted
in this report is that it can uncover the full set of implications of shocks.
Among the set of implications, which are reported upon, are those related
to the distribution of income. The external shocks considered are projected
to have negative macroeconomic and labour market outcomes but to lead to
a slight narrowing of the income distribution. Domestic policies to improve
productivity in Irish-owned firms are projected to benefit the Irish economy
but could widen income inequality as high-skilled workers benefit more.
The latter case is a good reminder of the interactions of economic policies
and social outcomes and the fact that positive economic developments do
not always translate readily into improved social outcomes. But as is always
the case when national income rises, the scope to improve social outcomes
expands. In the Domestic Productivity scenario, any widening in the income
distribution could be addressed by increasing the market income of low- and
medium-skilled labour by reskilling and upskilling to better adapt to new
technologies, such as artificial intelligence (AI). Another tool to address the
income distribution issuewould be to improvewelfare policies to better cover
those who will be affected more by the policy change.
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In choosing the scenarios discussed above, we had to limit ourselves to a
set of plausible shocks which are within reasonable bounds of possibility.
However, there are many other plausible shocks which we have not analysed
but which featured in our internal discussions. At the time of writing, AI
is being discussed extensively in both positive and negative terms. The
positivity centres on the productivity-enhancing possibilities. Recently, some
negative sentiments have been expressed about the possibility of unrealistic
expectations around AI artificially boosting investment levels and stock
valuations. It is impossible to know how this will unfold in the coming
years, but AI is likely to feature prominently. Another modern development
whose full impact is not yet fully understood is the rise of cryptocurrencies.
Fears around financial instability are keenly felt by Ireland’s economists in the
wake of the Great Recession, and so a close eye is maintained on financial
innovation.
There are other factors which provide threats. The climate crisis is a source
of great concern. Investment will be needed in an effort to reduce emissions
and also to adapt to climate change. Population ageing is also occurring and
will accelerate as the effects of both reduced fertility and mortality combine
to alter our age structure.
While AI, crypto, climate change, etc. may pose threats (or offer
opportunities), we will end by returning to the theme that permeates this
EconomicOutlook. There are, andwill always be, risks and uncertainties facing
the Irish economy from outside. We can only control domestic policy, and so
the onus remains on Irish governments to manage policy effectively. History
tells us that imprudence in the management of public finances can be very
damaging. In that context, running (windfall-adjusted) deficits is concerning.
History also tells us that policies that have improved the productive capacity of
the economy – investments in education, public infrastructure, research and
development – have typically been successful. As illustrated in the Domestic
Productivity scenario, policies to boost productivity hold out the potential to
increase national income and to rebalance the economy towards domestic
firms.
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APPENDICES

APPENDIX A: METHODOLOGY

In a non-technical manner, this appendix presents the details of the Ireland
Environment, Energy, and Economy (I3E) model. A more technical description
of the model is available in de Bruin and Yakut (2021).

A.1 Computable general equilibrium modelling

The purpose of the Economic Outlook is to provide a trajectory for Ireland’s
medium-term economic dynamics, which requires an extensive analysis
encompassing multiple sectors. To this end, the ESRI’s Ireland Environment,
Energy and Economy (I3E) model is used. The I3E model is a fully dynamic,
i.e., intertemporal, single-country, small open economy computable general
equilibrium (CGE) model designed to understand the economic relationships
between various economic agents, includingmultiple sectors, heterogeneous
representative household groups, a government, an enterprise (the owner of
all firms) and the rest of theworld. CGEmodels are a class of economicmodels
that analyse economic ‘shocks’ in a counterfactual manner by comparing
the outcomes of policy scenarios, compared to a baseline outcome with no
policy change (Böhringer and Löschel, 2006, p. 53). The scenarios provide an
understanding of the direction of policy impact and their order of magnitude,
rather than focusing on the informational value of precise numbers (Böhringer
et al., 2016, p. 503). In this respect, a ‘baseline’ scenario, along which
the economy evolves without any change in resource allocation (i.e., labour,
capital), is constructed, and the results of a policy scenario are presented as
deviations from this path.
The baseline is a path calibrated using data collected over a single year,
representing the economy in both accounting and economic equilibrium. The
economy is in an accounting equilibrium, with total expenditure equal to
total income for each agent. Along the baseline path, with the exogenous
economic growth rate, the modelled economy follows ‘a balanced growth
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path’, where per capita economic aggregates grow, but the capital-to-labour
ratio and the income distribution between them remain constant (Kaldor,
1961; Acemoğlu, 2009). Growth rate projections generally rely on production
functions that incorporate total factor productivity (TFP). However, in many
CGE models, such as I3E, technical change is labour-augmented to achieve a
balanced growth path.9 A modelling problem arises at this point: the TFP-
based economic growth rate needs to be converted into labour-augmented
technical change. To make the two models consistent with each other, labour
productivity growth is obtained as a residual during CGE model calibration
(Delzeit et al., 2020; Foure et al., 2020).
The baseline reproduces the path of the economy, imposed by exogenous
growth rates for gross domestic product (GDP), population, and labour
productivity, under the balanced growth path assumption. However, as CGE
models are used to make counterfactual comparisons, the growth rates of
macro- and micro-level variables deviate from exogenously specified growth
rates in the short- and medium-term. In this case, as the value added of
some sectors grows at a higher rate than others, resources are allocated from
declining (or slowly growing) sectors to (relatively) expanding sectors until
relative prices become stable, a process known as price adjustment. In the
long run, however, the growth rate in the model economy converges to its
long-run ‘potential’ growth rate.
Several entities publish economic growth projections for Ireland. The
growth metrics commonly used by the Department of Finance and other
independent institutions include GDP, modified gross national income (GNI*)
or net national product (NNP) (DFIN, 2023, 2024a,b; Conefrey et al., 2024;
Egan and McQuinn, 2024). As CGE models operate on the accounting
principle, which ensures that the income of each agent in themodel economy
equals its expenditures, excluding income received by foreign entities from
domestic economic activity is not immediately feasible. Following the CGE
literature, we need to estimate a projected GDP growth rate to calibrate
the I3E model’s baseline. However, as GNI* is the primary macroeconomic
aggregate that represents activity in the Irish economy, we calculate it using
the production approach by excluding payments to capital made by foreign-

9 Acemoğlu (2009) provides a detailed discussion on the relationships between types of production function andtechnical growth.
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owned dominated sectors, as the leftover value from GDP represents the
amount of resources that can be used for consumption and investment
purposes by residents of Ireland (CSO, 2024f). Based on the I3E model’s
assumptions about the share of foreign-owned firms across all sectors, GNI*
is incorporated as an endogenous variable in the model’s post-simulation
calculations. Using a similar approach, the I3E model also tracks evaluations
of modified investment and modified domestic demand (MDD).
A.2 I3E model

A.2.1 Production

The production side of the model comprises 69 sectors that produce 67
commodities, categorised into two broad groups based on their investment-
determination rules. Dividend maximisers choose investment to maximise
the present discounted value of their dividend streams, subject to the capital
accumulation function, whereas investment of non-dividend maximisers is a
fixed fraction of their net-of-tax profits. Unlike static or recursive dynamic
CGE models, endogenising firms’ investment decisions through a dividend
maximisation problem is crucial in intertemporal models for two reasons.
First, under the assumption of perfect foresight and rational expectations,
a policy-induced resource reallocation across sectors is endogenised, as the
firm’s dividend stream depends on future factor prices, tax rates, and the
depreciation rate. Secondly, the model’s dynamics depend not only on
household consumption smoothing but also on firms’ investment decisions.
Our investment modelling strategy induces sector-specific capital stocks,
similar to dynamic CGE models in the literature, in which firms can finance
investment expenditures using three funding sources: retained earnings,
foreign/domestic borrowing, and issuing new shares. In the current version of
the model, firms can only use their retained earnings; our approach is similar
to that of Diao et al. (1999).
Each firm combines value added, energy and other materials to produce its
output using a constant elasticity of substitution (CES) type nested production
function. The value-added nest is a CES aggregate of capital and labour, which
itself is a CES aggregate of three labour types. The bundle of other materials
is also a CES aggregate of non-energy inputs. The composite energy input is
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a CES aggregate of all energy commodities (coal, peat, diesel, marked diesel,
gasoline, kerosene, jet kerosene, fuel oil, liquid petroleumgas, natural gas and
electricity), but the elasticity of substitution takes three different values to
introduce heterogeneity across sectors by considering the differences in their
energy demand composition and substitution possibilities.10 NACE sector D35
(electricity, gas, steam and air conditioning supply) is disaggregated into eight
sectors: conventional (using fossil fuels), hydro, onshore wind, offshore wind,
other renewables, natural gas production, distribution and transmission, and
hydrogen. These sectors, except for distribution and transmission, have
distinct production nests for their composite energy inputs. The conventional
electricity production sector combines its primary inputs (natural gas, coal
and electricity) with other energy sources (i.e., auxiliary inputs), with limited
elasticity of substitution. The remaining sectors use electricity as their only
energy input.
One notable characteristic of the I3E model is that it allows producers to fully
internalise the costs of the EU Emission Trading System (ETS) and carbon tax
exemptions, as sectoral ETS emissions are not subject to the Irish carbon tax
to avoid double taxation. Exogenous changes in EU ETS prices, its legislation
(such as sectoral allowances), and the carbon tax, alter the sector-specific
incurred unit cost of an energy input depending on the sectoral EU ETS
emissions-to-total emissions and the allowances-to-ETS emissions ratios. This
affects the optimal combination of capital, labour, energy and other inputs
to minimise production costs. The emissions of the energy production,
petroleum refining, mineral and aviation sectors are fully covered by the EU
ETS. These firms pay the EU ETS costs and are fully exempt from the carbon
tax. On the contrary, land transportation (road or rail), agriculture, waste and
the residential sector are subject only to the Irish carbon tax. For the other
sectors, EU ETS coverage varies based on the average combustion capacity of
firms.

10 Certain sectors, e.g., textile, trade and professional services, can easily alter their energy input composition,whereas the aviation sector does not have any alternative energy input beyond using jet kerosene.
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A.2.2 Labour market

Within the I3E model, there are three types of labour based on educational
attainment: low-, medium-, and high-skilled. The CSO’s Labour Force Survey
is used to determine the composition of sectoral demand across labour types.
The demand for each type of labour stems from firms’ cost-minimisation
problem, which treats labour types as imperfect substitutes for one another.
The supply of labour is determined endogenously by net migration and the
labour force participation rate (LFPR). Net migration is a function of the net-
of-tax wage income differential between Ireland and the rest of the world.
The LFPR is a negative (positive) function of the unemployment rate (the net-
of-tax real wage rate). The total labour supply, including net migration, is
adjusted by the exogenously set working-age population ratio. Converting
population projections into labour force projections is not a trivial task, as
their growth rates can differ due to several factors, e.g., rising female labour
force participation, and consequently, using the working-age population as a
proxy for the labour force is not recommended (Foure et al., 2020). In this
respect, Foure et al. (2020) argue that a distinction should be made between
the population, the working-age population and the labour force. The
endogenous LFPR in the model directly addresses this issue using calibrated
parameters from the Labour Force Survey.
The difference between total supply and demand for each labour type
determines the level of involuntary unemployment and the unemployment
rate, both of which play an important role in shaping the model’s dynamics.
The labour-type-specific unemployment rate determines the equilibrium real
wage rate in each labour market through a wage equation calibrated using
Labour Force Survey data. The aggregate unemployment rate, on the other
hand, allows the I3E model to incorporate unemployment benefits into
government welfare transfers to households.
Another important element in the labour market is that each labour type
disaggregates its total employment across sectors by maximising wage
income, treating sectors as imperfect substitutes for one another. This is an
important feature, as it enables the model to replicate the changes in the
sectoral composition of employment, particularly in response to asymmetric
shocks across sectors, such as the COVID-19 crisis.
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A.2.3 Households

The I3E model has ten representative household groups (RHG), defined by
income quintiles, across an urban–rural divide. Within the limitations of CGE
modelling, the aim is to quantify the implications of policies on the between-
group income distribution. Each RHG maximises its present discounted
value of intertemporal utility subject to its budget constraint, which equates
disposable income to the sum of consumption expenditures and savings.
Disposable income has five components: net-of-tax wage and dividend
income, government welfare transfers and pensions, and non-means-tested
transfers.
Each household disaggregates its total consumption across several composite
commodities, including transportation, energy, nourishment, services and
remaining commodities. In the detailed consumption nest, each composite
commodity has sub-composite commodities. For instance, at the top level,
households first choose howmuch composite energy theywill consume, then,
at themeso-level, choosewhich heating commodity to use amongnatural gas,
electricity, solid or liquid fuels, and then further disaggregate solid (between
coal and peat) and liquid (across kerosene, LPG, and marked diesel) sub-
composite commodities.

A.2.4 Government

The government collects direct taxes on labour incomes and sectoral profits
(i.e., corporation tax), indirect taxes on sales of commodities, carbon tax
on energy commodities, export and import tax on trade of commodities,11
and production tax on production activities. Half of the total ETS revenue is
allocated to the government, and the other half to the European Commission.
The government allocates its total revenues to consumption, to transfers to
households in the form of welfare and pensions, and to interest payments
on its outstanding foreign debt stock. Government demand for public
commodities has two components: an autonomous part (fixed in nominal
terms) and an induced part (a function of nominal GDP). The budget for

11 Only electricity is subject to an export tax, as it is exempt from the carbon tax.
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pensions is fixed in real terms and adjusted by the Consumer Price Index
(CPI). Government transfers have three components: a fixed autonomous
component and two induced components that respond to changes in the
aggregate unemployment rate and the CPI. Hence, the welfare system
plays an automatic stabiliser role, which is crucial in Ireland (Doorley et
al., 2021; Yakut and de Bruin, 2023). The total nominal values of these
two government transfers are distributed across households based on fixed
fractions calibrated using the Survey on Income and Living Conditions (SILC)
(CSO, 2021). The difference between the government’s total revenue and
expenditure constitutes public savings, which determines the change in the
government’s foreign debt stock.
For the EconomicOutlook, an additional set ofmacroeconomic aggregates has
been introduced into the I3E model: GNI* and MDD, as summarised below,
and two public finance indicators, as a fraction of GNI*, general government
balance and general government balance (excludingwindfall corporation tax).
General government balance is the difference between the total revenues
and total expenditures of the government, and general government balance
(excluding windfall corporation tax) is general government balanceminus half
of the total corporation tax receipts. As all items of the government revenues
and expenditures are linked to economic activity, their values are calculated
endogenously along all scenario paths. In dynamic CGE models, ensuring
convergence to a new equilibrium relies on a set of conditions imposed on the
model’s last period. The condition for the government budget is zero savings,
which keeps its debt stock constant after the terminal period. In all policy
scenarios, therefore, the model follows a path to achieve zero public savings.

A.2.5 Enterprise

The I3E model includes an ‘enterprise’ account, which is assumed to own
all firms. Such an assumption simplifies modelling and avoids the need for
detailed data that are not available. This enterprise agent collects all gross
sectoral profits and the net factor income from the rest of the world and pays
corporation tax to the government. A portion of net-of-corporate-tax profits
is defined as enterprise savings. The difference between the enterprise’s total
income and savings is distributed to households as dividends.
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A.2.6 Endogenising GNI* and MDD

The I3Emodel endogenously provides numerousmacroeconomic aggregates,
either within the core model or in the post-simulation phase. The post-
simulation element facilitates a reduction in the model’s size and improves
its tractability in terms of variables and equations. Although GDP is
a key aggregate within the I3E model, GNI* and MDD are important
macroeconomic metrics for the Irish economy. To this end, the assumptions

TABLE A.2.1: ASSUMPTIONS ON SECTORAL GROSS OPERATING SURPLUS SHARES

Sector NACE Code Domestically-owned Foreign-ownedManufacture of petroleum products C19 100Manufacture of chemical products C20 100Manufacture of basic pharmaceuticalproducts C21 100
Manufacture of high technologyproducts C26-C28 10 90
Other manufacturing C31-C33 80 20Construction F 82 18Trade G 70 30Air transport H51 75 25Hotels & Restaurants I55-I56 70 30Broadcasting J58-J60 20 80Telecommunications J61 25 75Data Centres J62-J63 100Financial Services K 20 80Real estate activities L 70 30Professional Services M 60 40Rental & Leasing N77 60 40

provided in Table A.2.1 on the sectoral gross operating surplus shares are
applied. GNI*, following CSO’s (2024f) production approach definition, is
calculated as the sum of compensation of employees paid by all sectors,
indirect taxes on products (i.e., production, sales, and carbon), and the gross
operating surplus of each sector multiplied by the shares of domestically
owned firms in Table A.2.1. Therefore, GNI* is GDP minus the gross operating
surplus of foreign-owned sectors, calculated under the assumptions. The
same ownership shares are also used to obtain the sectoral modified
investments, which in turn are used to calculate MDD.
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APPENDIX B: DATA SOURCES AND CALIBRATION

This appendix explains the data sources and the model’s calibration
procedure, including details of the growth accounting exercise used to
estimate Ireland’s potential economic growth rate until 2050.
B.1 Data sources and calibrating model parameters

Calibrating the computable general equilibrium (CGE) model parameters
requires forming a Social Accounting Matrix (SAM), an organised matrix
representation of all transactions between the agents of the economy. A
SAM is thus a comprehensive accounting framework within which the full
circular flow of an economy occurs: households use their disposable income
for consumption, which generates revenue for producers, which, in turn,
generates income for the factors of production received by households –
the owners of these factors. SAMs are constructed from input-output (IO)
tables derived from the Supply and Use Tables (SUTs). The supply table
provides information on which sectors produce which commodities, imports
by commodity, trade margins and net indirect taxes by commodity. The
use table comprises information on inputs to production, payments to the
factors of production, net taxes on products, and final demand components
(consumption, government, gross fixed capital formation, and exports).
As the I3E model is used to examine energy- and climate-related policies,
an extended version of the SAM – an Energy SAM (ESAM) – is required. In
this respect, the energy-related sectors and commodities in the SAM are
further disaggregated. The disaggregation process requires not only obtaining
information on the intermediate-input demand composition of production
activities and the composition of value added by factors of production, but
also on the distribution of final consumption across private (household)
consumption, public consumption, investment consumption and exports.
As the data provided by the SUTs are insufficient to construct an ESAM,
additional macroeconomic data, such as government transfers to households,
government savings and net factor income from the rest of the world, are
obtained from government and national accounts. In addition, analysing the
distributional impacts of policy changes requires disaggregating the private
household sector into several distinct representative household groups based
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on disposable income. To better understand labour market dynamics, the
total labour force is also disaggregated into low-, medium- and high-skilled
labour based on educational attainment. Disaggregation of the household
sector and the labour force requires calibrating a large number of parameters.
For instance, the labour income of households, which is a single number
in the SAM, must be disaggregated across both households and labour
types. Therefore, the Household Budget Survey 2022–2023 (HBS), for the
composition of consumption across household groups, the Survey on Income
and Living Conditions 2020 (SILC), for the composition of disposable income,
and the Labour Force Survey 2020 (LFS), for the sectoral composition of
employment by skill type, are used extensively. As the latest SUTs for the Irish
economy are based on 2020, the ESAM is constructed for that year, despite
the unique characteristics of the COVID-19 pandemic.
The ESAM provides all the relevant information needed to calibrate the
initial values of all model variables and parameters. Sector-specific variables
(parameters) such as capital stock (production tax rate) are calibrated using
gross operating surplus (production tax payments to the government). The
model does not distinguish between tangible and intangible capital/assets
and assumes that all capital stock is tangible. Although such a distinction
would be plausible in the case of Ireland, modelling the production and
trade of intangible assets is not a trivial task. Using a multi-country CGE
model that assumes a fixed global supply of intangible assets is the general
practice in the literature (e.g., de Mooij and Devereux, 2011). Commodity-
specific parameters, such as the value-added tax rate, are calibrated using
the government’s tax collections and total expenditures by commodity. The
wage income (corporate) tax rate by type of labour (enterprise) is calibrated
by dividing direct tax payments by each type of labour’s (enterprise’s) total
income. In calibrating the composition parameters for private consumption,
household expenditures by commodities are used with the given elasticity
of substitution parameters. For public consumption, expenditures by
commodities are divided by the government’s total expenditures. Along any
scenario paths, unless otherwise stated, all parameters are assumed to be
constant at their initial calibrated values.
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B.2 Obtaining economic growth rate path

Another important element of the model calibration is determining the
path of the economic growth rate, which reflects the economy’s potential
and provides crucial information for calibrating the dynamics of CGE
models, as discussed in Appendix A.1. To this end, a growth accounting
framework assuming an aggregate production function is utilised, often
referred to as the ‘Solow–Swan growth model’ (Solow, 1956; Swan, 1956).
For the given sequences of gross domestic product (GDP), capital stock and
employment, the production function is used retrospectively to disentangle
the contribution of total factor productivity (TFP). TFP growth relates to both
factors of production and is generally calculated as a residual (e.g., Solow,
1956; Nishimizu and Hulten, 1978; van der Eng, 2010).
The same growth accountingmethodology can be used to project future paths
for GDP and other macroeconomic aggregates, such as gross national product
(GNP) and gross national income (GNI), under specific assumptions about
capital stock, employment and TFP. The growth accounting approach provides
a set of ‘potential’ economic growth paths conditional on assumptions
about the trajectories of capital stock, employment and TFP. Employment
projections are based on working-age population figures from population
projections, along with different assumptions on labour force participation
rates and unemployment rates. Deriving the capital stock series requires
a saving rate (savings-to-GDP ratio) or, equivalently, an investment rate
(investment expenditures-to-GDP ratio). These rates can be calculated based
on the available historical data on savings, investment expenditures and
GDP.12 The last element required to conduct projections is the future level
of TFP. Since it is calculated as a residual in the retrospective analysis,
determining its sequence from external resources is challenging. Therefore,
its historical annual average growth rate is applied to its calculated initial
level. This approach is widely used for academic purposes (e.g., Stiroh, 1998;
Jorgenson and Vu, 2017) and plays an integral part in the growth projections
of many international and national institutions (Loayza and Pennings, 2022;
Duval and de la Maisonneuve, 2009; CBO, 2018; Pedersen, 2000; Cuadrado
et al., 2022). The prime usefulness of the methodology lies in its ability to set

12 Since the methodology works with a closed economy, which is not the case in any country, the savings andinvestment rates cannot be considered equivalent. Therefore, the investment rate is generally used.
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different sequences of capital stock, labour force and TFP, thereby obtaining
various economic growth rate patterns and identifying the contributions
of each component. Its main limitation, however, is not considering the
composition of economic activity across sectors, which plays a crucial role in
growth dynamics (Delzeit et al., 2020, p. 176).
We apply the Solow–Swan model to project Ireland’s potential economic
growth rate, using assumptions about demographic change and investment.
Multiple cases are considered to better understand the implications of
different combinations of assumptions on the investment rate, i.e., the share
of investment expenditures in output (low, medium and high), and the
population growth rate, which varies depending on migration levels (low,
medium and high) assumptions.13
The cases we consider are mixes of different assumptions on investment rate
and net migration, as summarised in Table B.2.1. For migration, we adopt
the CSO’s M1, M2 and M3 assumptions, representing high, medium, and low
net migration (CSO, 2024h). Our investment rate assumptions are based on
deviations from the historical average rate of 23 per cent. Our low investment
rate is inspired by the 2008–2015 period, where the average investment
rate was 20 per cent of GDP (CSO, 2024d). Hence, we assume a gradual
decrease in the investment rate from 23 per cent in 2023 to 20 per cent in
2030, and maintain this rate thereafter. This case replicates Ireland’s adverse
experiences after the 2008 crisis. In contrast, we also adopt an optimistic
investment case in which the rate increases to 26 per cent by 2030, and
maintains this rate thereafter. This replicates the 2000s era up to 2008 to
a certain extent. A medium investment assumption is a constant 23 per cent
throughout.
For the assumption combinations in Table B.2.1, we implicitly assume that a
high investment rate is a signal of an improving economy and thus attracts
more immigration. Thus, we are not coupling a high investment rate path
with a low migration assumption. A low investment rate in Ireland is
often seen as an indicator of a weak Irish economy, which could reduce

13Unemployment and labour force participation rates determine the labour force dynamics based on the populationdynamics. As a sensitivity analysis, we additionally investigated changes in the profiles of these variables.However, they have a limited impact on the calculated growth paths, with the underlying demographicdynamics being the primary factor in determining growth.
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TABLE B.2.1: GROWTH ACCOUNTING CASES

Population Investment rate
MedInv MedMig CSO M2 Fixed at 23% of GDP
LowInv MedMig CSO M2 Decreases from 23% in 2023 to 20% in 2030
LowInv LowMig CSO M3 Decreases from 23% in 2023 to 20% in 2030
HighInv HighMig CSO M1 Increases from 23% in 2023 to 26% in 2030

immigration. On the other hand, if it reflects a struggling global economy,
Ireland, as an EU member and a relatively advanced economy, could attract
international migrants. Herm and Poulain (2012) review the relationship
between investment levels and international migration, which is complex
and challenging to predict, but considering both medium- and low-migration
assumptions, coupled with a low investment rate, is appropriate.
B.2.1 Growth accounting methodology

The macroeconomic model underlying growth projections is a Solow-type
growthmodel based on aCobb–Douglas production function using capital (Kt )and labour (Lt ) inputs as given in eq. (B.2.1).

Yt = AtKα
t L1−α

t (B.2.1)
where At is the TFP growing at the rate of gt :

At+1 = (1+gt)At (B.2.2)
Capital accumulation is based on existing capital stock less depreciation at the
rate of δt plus investment expenditures It :

Kt+1 = (1−δt)Kt + It (B.2.3)
where investment expenditures are a portion of the output, with rate st :

It = stYt (B.2.4)
The employment is replaced with the labour force, which is calculated based
on assumptions about the working-age population, WorkPopt , the labour
force participation rate, LFPRt , the unemployment rate, Ut , and, finally,
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hours worked, Ht . Hence, labour utilised in production is defined as:

Lt = (1−Ut)[LFPRt WorkPopt ] Ht (B.2.5)
B.2.2 Data for growth accounting exercise

The model is simulated for the period from 2024 by using 2023 as the base
year, t0. The assumed parameter values are presented in Table B.2.2. The
GDP and the capital stock values for 2023 are taken from CSO (2024d) and
CSO (2024c), respectively. Following the standard practice in the literature
(e.g., Egan and McQuinn, 2024), the share of capital in output, α , and the
depreciation rate are taken as α = 1

3 and δ=0.06, respectively.
Demography and labour

Understanding potential population and labour dynamics is crucial, as labour
depends on the working-age population, unemployment rate, and LFPR.
The working-age population includes individuals aged 15 to 74, with the
expectation that the population will age and that labour force participation
by older cohorts will increase in the future. Privalko et al. (2019) finds that
Ireland has a higher retention rate of older workers compared to the rest of
the Organisation for Economic Co-operation and Development (OECD) and
that the rate has increased steadily since 2012, from 55 per cent to 71 per cent
in 2018. Declining fertility rates and increased longevity will lead to the Irish
population ageing rapidly in the coming decades (DFIN, 2024a), such that the
share of the population over the age of 65 will increase from 15 per cent in
2022 to 21 per cent in 2040 (Bergin and Egan, 2024).
The demographic projections aggregated for ages 15–74 are presented in
Figure B.2.1. CSO (2024g) provides three projections, M1, M2 and M3,
based on different net migration assumptions. The working-age population
is around 3.9 million in 2023. Under the high migration scenario, M1, the
working-age population increases at a decreasing rate, reaching around 5
million by 2050. Under the medium migration scenario, M2, the working-
age population exhibits a similar trend, reaching approximately 4.6 million
by 2045 before levelling off by 2050. Under the low net migration scenario,
M3, the working-age population behaves similarly until it reaches a peak of
4.3 million by 2040, before falling to 4.2 million by 2050. Under M3, net
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TABLE B.2.2: PARAMETER VALUES USED IN GROWTH ACCOUNTING CASES

Parameter Value Data source Notes
Y0 492,128 CSO (2024d) 2022 base, million euros
K0 798,765 CSO (2024c) 2022 base, million euros
α 1/3 Assumed
δt 0.06 Assumed
gt 0.0075 See in text for details
WorkPopt CSO (2024h) Age 15–74, M1, M2 and M3 projections
LFPRt 0.7 CSO (2024a,e,h) See in text for details
Ut CSO (2024e) See in text for details
Ht 1,656 Assumed 34.5 hours x 48 weeks = 1,656 hours/year
L0 4.35 Calibrated See in text for details
st 0.23 CSO (2024d) See in text for details
A0 0.00199 Calibrated See in text for details

immigration is assumed to decrease to 10,000 by 2032 and remain constant
thereafter. The decreasing trend in M3 indicates that the rate of declining
fertility exceeds the relatively low net migration.

FIGURE B.2.1: DEMOGRAPHIC PROJECTIONS (MILLION PEOPLE, AGE 15–74)

Source: CSO Projected Population based on Census 2022, CSO (2024h)
Labour supply is obtained by applying the LFPR to the associated demographic
cohorts. The evolution of the LFPR in Ireland is presented in Figure B.2.2a,
which shows that the LFPR increased steadily until 2008. After that, there is
a decline to about 62 per cent, and it remained stable at this rate until the
COVID-19 pandemic. After the COVID-19 pandemic, the rate increased to the
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mid-60s. The red portion of the line shows the recent developments. LFPR
maintains a slight but persistent positive trend. This generates the expectation
that the LFPR will be higher in the coming decades.

FIGURE B.2.2: LABOUR FORCE PARTICIPATION RATE

(a) Historical (b) CSO Projection

Source: Authors’ calculations based on CSO Actual and Projected Labour Force from 2022 (CSO, 2024a) and CSOPopulation Projection based on Census 2022 (CSO, 2024h)

Figure B.2.2b shows the projected path of LFPR based on the CSO’s population
and labour force projections. Under the three demographic scenarios,
variations in LFPR appear over time, albeit negligibly. In 2037, LFPR under
M1, M2, and M3 scenarios is 70.1 per cent, 69.8 per cent, and 69.5 per cent,
respectively, with the average of 69.8 per cent. On this basis, we assume that
a 70 per cent LFPR is acceptable for a baseline.

FIGURE B.2.3: UNEMPLOYMENT RATE, PER CENT OF LABOUR FORCE

Source: ILO Participation and Unemployment Rates (CSO, 2024e)
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Next, consider the unemployment rate. Given the labour supply, the
unemployment rate determines the number of people in actual employment,
as implied by eq. (B.2.5). The unemployment rate for Ireland is presented
in Figure B.2.3, which shows the decrease in the late 1990s and the stable
path it followed until 2008. Then the jump during the 2008 crisis is observed.
After a second jumpduring the COVID-19 era, the unemployment rate appears
to have settled by 2022. The average unemployment rate from 2022Q1 to
2024Q4 is 4.3 per cent. We assume that this is the initial value of the
unemployment rate. We also assume that by 2030, this rate will increase
to 4.75 per cent. This reflects the universal expectation that the adoption of
new technologies, especially artificial intelligence (AI), will lead to an increase
in the unemployment rate (Susskind, 2020). In the Irish context, research
published by DFIN and DETE (2024) finds that occupations accounting for 63
per cent of employment are exposed to AI, with 30 per cent of these at risk of
being substituted. The existing trade policy uncertainty further complicates
the issue. For example, Egan and Roche (2025) finds adverse impacts on the
level of employment in Ireland as a consequence of tariff actions between the
US and the rest of the world. However, we do not expect the unemployment
rate to increase to high levels. Along the baseline, the unemployment rate is
assumed to start at 4.3 per cent in 2023, increase to 4.75 per cent in 2031,
and remain constant thereafter. Finally, we assume the working hours, Ht , tobe constant at 1,656 labour hours (34.5 hours per week× 48 working weeks).
These assumptions enable the calculation of the time path of labour supply
using eq. (B.2.5).
Capital stock and investment rate

The initial capital stock is based on CSO (2024c). The data from the CSO
is available for several items. Among these, those directly related to the
production process are included in the capital stock figure. For example,
dwellings are excluded from the data because they are not a physical input
to the production process. Roads are similarly excluded. This implies a capital
stock-to-GDP ratio of approximately 1.62.
A key item in the model regarding growth dynamics is investment. Equation
(B.2.4) relates investment expenditures andGDPby using the investment rate.
This ratio can be calibrated using data on investment expenditures and GDP,
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FIGURE B.2.4: GROSS FIXED CAPITAL FORMATION-TO-GDP RATIO

Source: Authors’ calculations based on CSO (2024d)

as depicted in Figure B.2.4. During the 2015–2020 period, exceptionally high
investment-to-GDP ratios were observed. The ratio fluctuates between 0.2
and 0.3 from the mid-1990s to the mid-2010s. The rate jumps up to 0.36 in
2016 and remains exceptionally high until 2021. If one excludes this period,
an average ratio of 0.23 is obtained. This ratio is adopted as the baseline.
Total factor productivity

Finally, we consider the initial value for TFP, A0. By rewriting the production
function given in eq. (B.2.1) at t = 0:

A0 =
Y0

Kα
0 L1−α

0
(B.2.6)

For the obtained values of K0 and L0 and the assumption on the parameter
α , A0 is calibrated to 0.002.
By eq. (B.2.2), TFP grows at the rate gt . The production function is used to
calculate a historical path forAt , and its growth rate is calibrated based on thispath. Utilising the historical values ofYt ,Kt and Lt from the CSO and assuming
α=1/3, the resulting series for At displays an average annual growth rate of
0.75 per cent during the 1998–2019 period.
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B.2.3 Growth accounting results

The potential GDP growth rates for the economy, based on the assumptions
outlined in Table B.2.1 (and model parameter assumptions in Table B.2.2),
are illustrated in Figure B.2.5. Only four of the cases considered in this
analysis are presented for clarity of illustration. One is themedium investment
rate coupled with medium migration (MedInv-MedMig), representing an
average case. A low investment medium migration case (LowInv-MedMig)
was subsequently adopted as a foundation for the calibration of the I3E
model. The figure also presents an optimistic case with high investment and
high migration (HighInv-HighMig) and a pessimistic case with low investment
and low migration (LowInv-LowMig).

FIGURE B.2.5: GROWTH UNDER CASES, Y-O-Y PER CENT CHANGE

Higher investment rates tend to generate higher growth, as can be seen
from a comparison of the LowInvMedMig case and theMedInvMedMig case.
Also, demographic dynamics with a higher net migration lead to a higher
growth path as can be seen via the LowInvLowMig and LowInvMedMig
cases. The variations through time are due to the investment and population
assumptions for various cases. In the case of a low investment, the
investment rate falls towards 2030 and dominates the growth dynamics.
After 2030, demographic dynamics take over and become the dominant
factor in determining growth. By 2035, the growth rate in the HighInv-
HighMig case is 3.2 per cent, whereas the LowInv-MedMig case remains at
2.4 per cent. The worst outcome is observed in the combination of low
migration and a falling investment rate case, LowInv-LowMig. In 2035, this
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case results in a growth rate of 2.1 per cent. Although the underlying drivers
of growth vary across these cases, they share a common overall narrative.
Potential growth rates are expected to have a downward trend towards 2035.
The economy is anticipated to continue to grow, but at a slower rate. To
calibrate the I3E model, we use the low-investment, medium-migration case
(LowInv-MedMig), which represents a long-run growth pathway. Within the
model, growth rates of macro- and micro-level variables deviate from the
exogenously specified growth rate in the short- andmedium-termout to 2035,
but the growth rate in themodel converges to this long-run ‘potential’ growth
pathway.
Several domestic and international institutions produce long-term economic
projections for the Irish economy. Table B.2.3 summarises some recent
studies, alongwith the compound average growth rates obtained in this study
for LowInvMedMig. The LowInvMedMig case assumes a decrease in the
investment rate from23per cent in 2023 to 20per cent in 2030, alongwith the
M2 population projection from the CSO. This case is used to calibrate the I3E
Model. All of the estimates presented in the table are produced using a Solow
growth model framework, but they vary in their primary growth metric (GDP
or GNI*) and the projection timeframe, making precise comparison difficult.
The general narrative across all the growth projection exercises presented
in Table B.2.3 is that, subject to various caveats (e.g., on tariffs), economic
growth is projected to average 2–3 per cent out to 2030 and thereafter is
expected to moderate.

TABLE B.2.3: OTHER GROWTH PROJECTIONS

Period GNI* NNP GDP
DFIN(2024b) DFIN(2023) Conefrey etal. (2024) Egan andMcQuinn (2024) DFIN(2024b) LowInv-MedMig†

2025–2027 2.42025–2027 3.52023–2030 2.52024–2030 2.3 2.0 3.62030–2040 1.7 1.5 2.42040–2050 1.4 1.0 1.72030–2050 1.3
† The LowInv-MedMig case is the one used for the calibration of the I3E Model.
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Growth rates presented in Table B.2.3 are based on Solow-type modelling,
which does not account for the coexistence of multiple sectors and consumer
types. What makes the projections in this Economic Outlook novel and
distinctive is that we provide insights into growth dynamics by accounting for
sectoral and household-level complexities. The growth rates presented in this
section are inputs to the calibration of the I3E model, which then generates
growth dynamics that account for the interrelations among economic agents.
By analysing the scenarios using the I3E model, it is possible to identify a
‘potential’ pathway for the Irish economy under the impacts of various risks
and opportunities it faces.

B.3 Technical details for the baseline

Merging national accounts with sector-specific details from the SUTs
enables us to construct the ESAM, which is used to calibrate model
parameters. The potential growth path of the Irish economy is then projected
using a well-known growth-accounting approach, under assumptions about
demographics, the labour market and capital accumulation. This exercise is
based on a quite restrictive structure, which does not allow us to understand
other potential effects, e.g., changes in the international economic context,
that would lead the economy to deviate from its potential growth. Therefore,
the next step is to form the baseline path, incorporating other factors ignored
in the previous stage within the model’s limitations.
The most important limitation of a single-country CGE model is that the
rest of the world is not modelled as a separate economic agent. Therefore,
in addition to international prices (in line with the small-open-economy
assumption), another important variable is treated as exogenous: foreign
savings, i.e., the current account balance. International prices are crucial
determinants of the domestic price movements as they transmit changes in
external conditions into the domestic economy. As mentioned, CGE models
use two international prices for each commodity, exclusive of taxes: the
export price received by an exporter and the import price paid by an importer.
The export price, relative to the domestic market price, drives producers’
supply decisions between domestic and international markets, whereas the
import price, relative to the domestic market price, determines import flows.
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The value of fixed foreign savings plays an important role in driving the foreign
balances; the difference between net exports (revenues in foreign currency)
and the government’s interest payments (expenditures in foreign currency)
must be fixed. The equilibrium is restored through the real exchange rate
adjustment.
An important limitation of CGE modelling is its reliance on the balanced
growth path assumption, which requires all macroeconomic aggregates to
grow at the same rate to keep per capita values constant, along the baseline.
An implication of this assumption is that therewill be no resource reallocation
either within the economy or between the domestic economy and the rest
of the world. Therefore, it is assumed that foreign savings will grow at the
exogenously specified economic growth rate, keeping the current account
balance-to-GDP ratio constant along the baseline.
Apart from these external conditions, the assumptions provided in the
previous subsections in this appendix are not necessarily reproduced along
the baseline of the dynamic modelling exercise. For instance, the I3E
model, as an intertemporal model, does not rely on fixed values of the
investment-to-GDP ratio, unemployment rate, labour force participation rate,
or net migration. All these variables are endogenous in the model, which
consistently calculates them across scenarios, including the baseline. As
the baseline of the I3E model deviates from the single-year calibration by
incorporating economic realisations between 2020 and 2024 and the increase
in tariff rates for pharma and beverage products, these variables take on
values different from their assumed levels. The most striking example
would be the level of net migration. Although the CSO’s central (M2)
scenario, which assumes 75,000 annual net migration until 2030, is used to
calibrate the migration function, the baseline projection suggests that net
migration will average 60,000 between 2026 and 2030. The difference stems
from economic realisations, such as capital accumulation driven by volatile
investment behaviour between 2020 and 2024, and from tariffs.
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APPENDIX C: ANNUAL RESULTS

TABLE C.1: BASELINE

Variable 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
GDPa 2.9 2.4 2.3 2.3 2.3 2.2 2.2 2.2 2.2 2.2GNI*a 3.2 2.2 2.3 2.3 2.3 2.1 2.2 2.2 2.2 2.2Modified Domestic Demanda 3.8 2.2 2.3 2.3 2.3 2.1 2.2 2.2 2.2 2.2Private Consumptiona 3.5 2.0 2.3 2.2 2.3 2.0 2.2 2.2 2.2 2.1Government Consumptiona 3.6 2.0 2.1 2.1 2.1 2.0 2.1 2.1 2.1 2.1Modified Investmenta 3.5 3.0 2.5 2.4 2.3 2.6 2.4 2.3 2.3 2.4Disposable Incomea 3.5 2.3 2.3 2.3 2.3 2.1 2.2 2.2 2.2 2.2Employmenta 0.3 0.3 0.9 0.8 0.9 0.4 0.7 0.7 0.6 0.6Mean Wagea 1.5 1.2 1.4 1.4 1.4 1.9 1.5 1.5 1.5 1.5Net Migrationb 61.5 60.9 60.0 58.5 57.8 33.4 33.8 34.2 32.7 33.0Unemployment Ratec 5.4 5.9 5.9 5.8 5.8 5.4 5.4 5.3 5.3 5.3GGBd 0.4 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.5GGB (exc. windfall CT)d -7.3 -7.4 -7.3 -7.3 -7.3 -7.3 -7.3 -7.2 -7.2 -7.2Debt Stockd 75.2 74.6 74.2 73.9 73.5 73.3 72.9 72.6 72.2 71.9
Notes: GGB (CT) stands for the General Government Balance (Corporation Tax). a: Percentage deviation fromthe baseline in constant prices. b: Difference from the baseline in thousands. c: Percentage point differencefrom the baseline. d: As per cent of GNI*, percentage point difference from the baseline.

TABLE C.2: GLOBAL SLOWDOWN

Variable 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
GDPa -4.1 -5.0 -5.9 -6.8 -7.7 -7.6 -7.5 -7.5 -7.4 -7.3
GNI*a -1.7 -2.0 -2.4 -2.7 -3.1 -3.0 -2.9 -2.9 -2.8 -2.7
Modified Domestic Demanda -2.8 -3.4 -4.1 -4.7 -5.3 -5.2 -5.1 -5.0 -4.9 -4.8
Private Consumptiona -2.5 -3.4 -4.3 -5.3 -6.2 -6.2 -6.2 -6.1 -6.1 -6.1
Government Consumptiona -4.0 -4.6 -5.1 -5.7 -6.4 -6.3 -6.3 -6.3 -6.3 -6.2
Modified Investmenta -2.4 -2.5 -2.5 -2.5 -2.4 -2.1 -1.8 -1.4 -1.0 -0.6
Disposable Incomea -4.1 -4.7 -5.3 -6.0 -6.7 -6.6 -6.6 -6.5 -6.4 -6.3
Employmenta -2.6 -3.3 -3.9 -4.6 -5.3 -5.2 -5.1 -5.1 -5.0 -5.0
Mean Wagea -1.2 -1.4 -1.7 -1.9 -2.2 -2.3 -2.3 -2.2 -2.2 -2.2
Net Migrationb -26.1 -28.9 -32.1 -35.4 -39.0 -40.1 -40.9 -41.8 -42.7 -43.7
Unemployment Ratec 1.4 1.9 2.4 2.9 3.5 3.3 3.3 3.2 3.1 3.1
GGBd -0.8 -0.9 -1.0 -1.1 -1.3 -1.2 -1.2 -1.2 -1.2 -1.2
GGB (exc. windfall CT)d -0.7 -0.8 -1.0 -1.1 -1.3 -1.2 -1.2 -1.2 -1.2 -1.2
Debt Stockd 4.2 5.8 7.7 9.8 12.2 13.0 13.8 14.6 15.4 16.1
Notes: GGB (CT) stands for the General Government Balance (Corporation Tax). a: Percentage deviation from
the baseline in constant prices. b: Difference from the baseline in thousands. c: Percentage point difference
from the baseline. d: As per cent of GNI*, percentage point difference from the baseline.
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TABLE C.3: COMPETITIVENESS

Variable 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
GDPa -3.2 -3.3 -3.4 -3.5 -4.0 -4.0 -4.0 -4.0 -4.1 -4.1GNI*a -1.1 -1.6 -1.9 -2.3 -3.0 -3.0 -3.1 -3.2 -3.3 -3.4Modified Domestic Demanda -3.2 -4.4 -5.1 -5.8 -7.2 -7.3 -7.4 -7.5 -7.5 -7.6Private Consumptiona -3.5 -5.0 -5.9 -6.7 -8.5 -8.6 -8.7 -8.9 -9.0 -9.1Government Consumptiona -2.0 -3.0 -3.5 -4.2 -5.4 -5.5 -5.8 -6.0 -6.2 -6.4Modified Investmenta -3.6 -4.4 -4.7 -5.1 -6.0 -5.9 -5.7 -5.6 -5.5 -5.4Disposable Incomea -2.9 -3.2 -3.4 -3.6 -4.1 -4.2 -4.3 -4.3 -4.4 -4.5Employmenta -2.9 -3.8 -4.3 -4.9 -6.1 -6.0 -6.1 -6.1 -6.2 -6.2Mean Wagea -1.2 -1.4 -1.6 -1.8 -2.2 -2.4 -2.4 -2.4 -2.4 -2.5Net Migrationb -36.0 -40.6 -43.3 -46.2 -51.8 -53.1 -54.1 -55.2 -56.3 -57.5Unemployment Ratec 1.3 2.0 2.4 2.8 3.7 3.6 3.7 3.7 3.7 3.7GGBd -1.3 -1.4 -1.5 -1.5 -1.8 -1.7 -1.7 -1.7 -1.7 -1.7GGB (exc. windfall CT)d -1.1 -1.3 -1.4 -1.5 -1.8 -1.8 -1.8 -1.8 -1.7 -1.7Debt Stockd 3.0 5.3 6.6 8.0 11.1 11.6 12.0 12.4 12.8 13.2
Notes: GGB (CT) stands for the General Government Balance (Corporation Tax). a: Percentage deviation fromthe baseline in constant prices. b: Difference from the baseline in thousands. c: Percentage point differencefrom the baseline. d: As per cent of GNI*, percentage point difference from the baseline.

TABLE C.4: MULTINATIONALS

Variable 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
GDPa -3.4 -3.7 -3.8 -4.4 -4.6 -4.6 -4.6 -4.6 -4.6 -4.6GNI*a -1.1 -1.2 -1.2 -1.4 -1.4 -1.4 -1.4 -1.4 -1.5 -1.5Modified Domestic Demanda -2.2 -2.3 -2.4 -2.6 -2.7 -2.7 -2.8 -2.8 -2.8 -2.8Private Consumptiona -1.5 -1.5 -1.6 -1.8 -1.9 -1.9 -1.9 -2.0 -2.0 -2.0Government Consumptiona -2.4 -2.7 -2.9 -3.3 -3.5 -3.5 -3.6 -3.7 -3.7 -3.8Modified Investmenta -3.6 -3.7 -3.8 -3.9 -4.0 -3.9 -3.9 -3.8 -3.8 -3.7Disposable Incomea -3.1 -3.2 -3.2 -3.3 -3.3 -3.3 -3.3 -3.3 -3.4 -3.4Employmenta -1.8 -2.0 -2.0 -2.3 -2.4 -2.4 -2.4 -2.4 -2.4 -2.4Mean Wagea -0.9 -0.9 -0.9 -1.1 -1.1 -1.2 -1.2 -1.2 -1.2 -1.2Net Migrationb -17.8 -18.4 -18.8 -20.0 -20.6 -21.1 -21.4 -21.8 -22.2 -22.6Unemployment Ratec 1.0 1.1 1.2 1.4 1.5 1.4 1.4 1.4 1.4 1.4GGBd -0.8 -0.8 -0.7 -0.7 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6GGB (exc. windfall CT)d -0.6 -0.6 -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4Debt Stockd 3.6 4.1 4.3 5.0 5.3 5.5 5.7 5.9 6.0 6.2
Notes: GGB (CT) stands for the General Government Balance (Corporation Tax). a: Percentage deviation fromthe baseline in constant prices. b: Difference from the baseline in thousands. c: Percentage point differencefrom the baseline. d: As per cent of GNI*, percentage point difference from the baseline.
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TABLE C.5: DOMESTIC PRODUCTIVITY

Variable 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035
GDPa 3.0 3.2 3.3 3.5 3.7 3.9 4.1 4.4 4.7 5.0GNI*a 1.4 1.6 1.8 2.1 2.3 2.6 2.9 3.3 3.7 4.1Modified Domestic Demanda 2.1 2.4 2.8 3.2 3.6 4.0 4.5 5.0 5.6 6.2Private Consumptiona 2.1 2.5 2.8 3.3 3.7 4.2 4.7 5.2 5.8 6.4Government Consumptiona 3.0 3.5 4.0 4.5 5.0 5.5 6.1 6.6 7.2 7.7Modified Investmenta 1.2 1.4 1.6 1.8 2.1 2.4 2.8 3.2 3.7 4.2Disposable Incomea 3.1 3.0 2.9 2.8 2.8 2.7 2.7 2.7 2.7 2.8Employmenta 1.8 1.9 2.0 2.2 2.3 2.4 2.6 2.8 2.9 3.2Mean Wagea 1.0 0.9 1.0 1.1 1.2 1.4 1.5 1.6 1.8 2.0Net Migrationb 23.2 23.9 24.9 25.9 26.9 28.3 29.5 30.9 32.4 33.9Unemployment Ratec -0.8 -0.8 -0.9 -1.0 -1.1 -1.1 -1.2 -1.4 -1.5 -1.6GGBd 0.7 0.6 0.5 0.4 0.4 0.3 0.2 0.1 0.1 0.0GGB (exc. windfall CT)d 0.6 0.5 0.4 0.4 0.4 0.3 0.3 0.2 0.2 0.2Debt Stockd -2.1 -2.0 -1.9 -1.9 -1.9 -1.9 -2.0 -2.1 -2.2 -2.4
Notes: GGB (CT) stands for the General Government Balance (Corporation Tax). a: Percentage deviation fromthe baseline. b: Difference from the baseline in thousands. c: Percentage point difference from the baseline.
d: As per cent of GNI*, percentage point difference from the baseline.
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