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Summary table

2024 2025 2026 2027

Output (Real Annual Growth %)

Private consumer expenditure 2.9 2.9 1.9 2.1 

Public net current expenditure 5.3 4.1 3.2 2.9 

Investment -28.5 42.6 -9.6 2.6 

Modified investment -4.2 10.9 3.9 4.5 

Exports 8.6 9.7 -4.0 5.7 

Imports 2.7 9.5 -1.7 2.6 

Gross domestic product (GDP) 2.6 12.3 -2.9 6.1 

Modified domestic demand (MDD) 1.8 4.9 2.6 2.8 

Labour market

Employment levels (thousands) 2,757 2,818 2,842 2,889 

Unemployment levels (thousands) 123 137 147 151 

Unemployment rate (% of labour force) 4.3 4.7 4.9 5.0 

Prices

Inflation (CPI) 2.1 2.2 3.7 3.1 

Public Finances

General government balance (Euro, bn) 23.2 11.2 9.2 9.0 

General government balance (per cent of GDP) 4.1 1.8 1.5 1.3 
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Forecast overview

The context for this Commentary is binary in nature due to two conflicting 

factors. On the one hand, the Irish economy continues to grow. 

Notwithstanding the large fall in gross domestic product (GDP), which was 

recorded for Q1 2026 (-12.1 per cent), modified domestic demand (MDD) 

grew by 0.6 per cent, income tax receipts are up by 7.5 per cent on the 

same period last year and unemployment remains low, at 4.9 per cent in 

May.

On the other hand, the conflict in the Middle East led to the closure of the 

Strait of Hormuz and damage to energy production infrastructure, whereby 

energy and other input prices increased. Drawing on data from futures 

markets and on analysis by the National Institute for Economic and Social 

Research (NIESR) in the UK, we have developed estimates of: the inflationary 

impacts for Ireland; and the impact on the demand for Ireland’s exports, as 

the global economy reacts.

The analysis leads us to believe that economic growth in Ireland, as measured 

by MDD in 2026 and 2027 will remain positive at 2.6 per cent and 2.8 per cent 

respectively. The 2026 forecast is higher than that in our spring Commentary

(2.1 per cent), with the difference driven by modified investment. For 

Consumer Price Index (CPI) inflation, we now expect a rate of 3.7 per 

cent in 2026 and 3.1 in 2027 (up from 3.2 and 2.7 per cent in our spring 

Commentary).

Ireland’s exports have shown a remarkably volatile profile over the last 

18 months, due mainly to the ramping up in advance of the Trump tariff 

announcement in spring of 2025, followed by subsequent scaling back of 

exports. For 2026, we expect exports to contract by -4.0 per cent before a 

return to a more usual profile in 2027, with a growth forecast of 5.7 per cent.

Housing output remains a core concern. Based on some positive indicators, 

we have increased our housing output forecasts to 38,500 for 2026 and just 

under 40,500 for 2027. While this represents a welcome movement, the 

absence of a sufficiently large and sustained increase in output alongside 

emerging inflationary headwinds together lead us to believe that supply 

will remain short of demand over our forecast horizon. Given the failure to 

meet housing targets in the recent past and the expectation of continued 

shortfalls relative to demand, the housing deficit will continue to grow.
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Our outlook for the labour market remains broadly positive and we expect 

unemployment to remain low. However, we look at some emerging studies 

on the possible impact of artificial intelligence (AI) on the Irish labour market. 

These studies point to considerable numbers who could be negatively 

impacted, highlighting the need for close attention to this area.

In our General Assessment, we draw on a paper by Bercholz et al. (2026) 

published with this Commentary and discuss how the Government’s 

approach to the fuel package was not ideal due to the lack of targeting. We 

discuss how the ready availability of revenue, and hence the weak budget 

constraint, appears to be contributing to conditions where policy is 

sub-optimal.

Another paper published with this Commentary by Coates et al. (2026) 

shows how Irish small and medium-sized enterprises (SMEs) face significant 

challenges in accessing finance, with high borrowing costs and limited 

banking competition, which have implications for their capacity to scale. 

Finally, in Box A in the Commentary, McArdle et al. analyse emissions data 

and find evidence of decarbonisation in the transport and industry sectors, 

but less so in the case of agriculture. The authors also note that continued 

monitoring is needed to see if the observed decoupling is sustained.
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Overall outlook

Middle East conflict casts shadow on global outlook

While the global economy showed considerable resilience in 2025 to shrug 

off the impacts of protectionist trade policies and heightened geopolitical 

uncertainty, the conflict in the Middle East and the closure of the Strait of 

Hormuz is set to severely test this resilience. Prior to the conflict, growth 

had steadied and disinflation began to become more engrained worldwide 

(IMF, 2026). Indeed, global trade had begun to re-orientate with Asian 

markets increasing activity while the US was taking a step back. A major 

component of this resilience was trade in the components needed in the 

AI economy and for AI-related merchandise. These goods also boosted US 

imports, which were otherwise falling back notably due to the Trump tariffs 

(Van der Wal, 2026).

The scale of the impact of the wider Middle East conflict on trade through 

the Strait of Hormuz can be seen from Figure 1. This chart presents trade 

volumes through the Strait going back to 2019. It is clear that in previous 

periods of global economic shock, such as the onset of the war in Ukraine 

or the COVID-19 pandemic, that trade through the Strait was relatively 

unaffected. The drop off following the war in Iran has effectively shut the 

Strait, with no rebound evident through until the latest date in June, despite 

the ceasefire in place since May.

Figure 1 Trade volumes through Strait of Hormuz (millions of metric tonne equivalents per 

day, 7-day moving average)
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 Source: IMF PortWatch Data
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The impact on energy prices has been dramatic and casts a long shadow on 

the global economy. In the previous Commentary, we devoted considerable 

attention to discussing the potential impact on Ireland of the higher energy 

prices. We drew on research by Egan et al. (2023), which highlighted a 

sensitivity between international energy prices and Irish consumer prices; 

for every 30 per cent increase in the combined basket of global energy 

prices, this leads to a 1 per cent increase in Irish consumer prices. In spring 

2026, we had parameterised our energy price shocks using futures markets 

data, given the early events in the conflict and the heightened uncertainty 

around the scale and duration of the war. Since then, it has become clear 

that the destruction to physical infrastructure has been greater, and the 

duration longer, than previously anticipated.

In the current Commentary, to parameterise our external energy price 

assumptions, we again draw on the most recent futures markets data; in 

addition, we also draw on recent research published by NIESR (2026), which 

presents new baseline and adverse scenarios for oil and gas prices globally 

for 2026 and 2027. Figure 2 presents the updated oil and gas price scenarios 

deployed. For reference we also include a pre-war baseline, also taken from 

NIESR. It is clear that the NIESR baseline and the futures market data for both 

oil and gas are closely correlated. NIESR describe their baseline scenario as 

assuming the current ceasefire holds, ships can start passing through the 

Strait of Hormuz again relatively soon and oil production gets back to normal 

by the end of the year.

While this scenario was developed in late April, the futures data from 16 June 

suggests that these assumptions are similar to prevailing attitudes in financial 

markets. It should be noted that the oil price assumptions built into this 

baseline by NIESR are equivalent to the adverse scenario that was recently 

outlined by the Department of Finance in their Annual progress report. In 

addition to the baseline scenario, NIESR presents an adverse oil price shock, 

which incorporates a greater degree of infrastructure destruction in the 

region and a prolonged closure of the Strait to shipping and trade. These 

data are also shown in Figure 2, and highlight the very notable impact that 

would be felt if the Strait were to remain closed for a considerable period. 

At the time of writing, a framework appears to have been agreed to set 

out a path towards a more sustained cessation of hostilities. However, 

the situation remains extremely uncertain and fluid, and it is unclear as to 

what the impact will be, whether this will continue to hold and how quickly 

normal economic activity will resume in the Persian gulf.
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Figure 2 Oil and gas prices scenarios (quarterly average)

a) Oil prices
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 Source: FRED WTI oil prices, IMF commodity price database, ICE Dutch TTF gas futures, Yahoo Finance oil 
futures, NIESR (2026).

 Notes: Oil prices given in US dollars per barrel, gas prices in equivalised dollars per barrel.
FRED=Federal Reserve Bank of St Louis;
WTI=West Texas Intermediate;
IMF=International Monetary Fund;
ICE=Intercontinental Exchange;
TTF=Title Transfer Facility;
NIGEM=National Institute Global Econometric Model.

From the perspective of the Irish economy, these developments have 

a number of impacts. First, through subdued international economic 

activity, higher energy prices lower the demand for exported goods and 

services. Second, they raise domestic prices. Third, they lower domestic 

demand through consumption and investment channels. As global growth 

deteriorates, a small, open and highly globalised economy like Ireland is 

unlikely to weather the storm unscathed. Figure 3 presents the forecasts 

for external demand for Irish goods and services,2 again drawing on the 

NIGEM database. We present both the April 2026 forecast as well as the 

forecast from late 2025, which pre-dates the Iran conflict (both series are 

year-on-year growth rates). While Irish demand was naturally going to drop 

off in Q1 on the back of the change in the tariff-driven surge in Q1 2025, the 

impact of the war has substantially lowered the growth in external demand 

for goods and services from Ireland for 2026 and 2027.

2 This indicator creates a world trade index that is weighted by Ireland’s trading partners so as to ensure it 

captures the developments in the markets relevant to Ireland. It is therefore a more accurate outlook measure 

for Ireland relative to general world demand indices.
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Figure 3 External demand for Irish goods and services
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 Source: NIGEM forecast NIESR (2026).

Irish economy contracts as pre-tariff export surge wains

Similar to the resilience shown by the global economy in the face of tariffs, 

Ireland’s export-led growth continued in 2025. However, a major drop in 

exports in the first quarter of 2026 relative to the same period in 2025 led to 

a sharp contraction in the most recent quarterly accounts. This development 

was anticipated as the surge in Q1 2025 was driven by the anticipatory effects 

of Trump tariffs, which came into place in April 2025. This surge was not 

expected to be sustained; therefore, due to base effects, 2026 exports 

were likely to be substantially lower in that period. These exports were 

concentrated in a small number of specific pharmaceutical products. These 

developments can be seen in Figure 4, which presents year-on-year growth 

in GDP and gross national product (GNP) on a quarterly basis. While the 

final quarter of 2025 pointed towards a moderation in output, the first 

three-quarters of the year experienced very rapid growth above 10 per cent. 

This continued moderation continued into the first quarter of 2026 as the 

export base effects passed through.
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Figure 4 Growth in GDP and GNP
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 Source: CSO Quarterly National Accounts.

To highlight the export-driven contraction, Figure 5 presents the overall year-

on-year growth trend in exports for Ireland on a quarterly basis, broken down 

by goods and services. We can see that goods exports rapidly increased 

from the final quarter of 2024 into 2025. Growth continued to be elevated 

through the first three-quarters before declining in the final quarter. Service 

export growth followed a very different path, with a downturn in the second 

quarter followed by a rebound towards the end of the year. This moderation 

was sustained into 2026.
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Figure 5 Growth in goods and services exports
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 Source: CSO Quarterly National Accounts.

To explore this trend in more detail, we decompose the impacts by specific 

sub-sectors within exports. These are presented in Figure 6, which contains 

the growth rate of goods and services. For goods, the data are decomposed 

into three groups: a) pharmaceuticals goods; b) non-pharmaceuticals 

international trade; and c) residual goods trade, which includes contract 

manufacturing etc.3 On the services side, the data are decomposed into 

three groups: a) computer services; b) underlying services; and c) other 

services, which consist primarily of royalties and aircraft leasing.4

Pharmaceutical exports have fallen back in each of the quarters throughout 

2025 from the peak in Q1. Indeed, in the fourth quarter and in January 2026, 

there was a very sharp decline on a year-on-year basis. As in the previous 

Commentary, and following the clear drop off in Q1 2026, it is our working 

assumption that pharmaceutical exports will continue to be lower in 2026 

than in 2025, as the pre-tariff spike drops out of the data. At this point, 

we anticipate a return to pharmaceutical sector export growth in 2027 as 

this decline is not driven by changes to the underlying fundamentals. It 

must be noted that these changes in activity are closely linked to a limited 

number of specific pharmaceutical products, in particular those related to 

3 Non-pharmaceuticals are calculated as total cross-border international trade minus pharmaceuticals. 

Residual goods trade is calculated as total exports from the national accounts minus total international cross-

border trade. More details can be provided by the authors on request.

4 Please see Box A in the summer 2025 Commentary for more details on the definitions of the groups presented 

in this figure.
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the peptide-based hormones used in common weight loss drugs (Central 

Bank of Ireland, 2026).

Figure 6 Growth rate in exports of goods and services by subgroup

a) Goods exports
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 Source: Quarterly National Accounts, authors’ calculations.

The resilience of Irish goods exports for non-pharmaceutical products is 

noticeable given the continued growth throughout 2025 and into 2026, 

despite the global policy changes and the uncertainties relating to the 

trading environment. Furthermore, the growth in service exports, both for 

computer services and underlying services, has continued in a robust fashion 

through 2025 and into 2026. This highlights the strength and resilience of 

the traded sectors in Ireland.

Over the past number of years, considerable attention has been given, in this 

Commentary and elsewhere, to the vulnerability of the Irish public finances 

to corporation tax receipts earned on the back of export revenues. While 

we outline the key risks from a public finances perspective elsewhere in the 

document, it is also important to measure the misalignment of Irish exports 

to underlying production capacity in the real economy using non-financial 

indicators. To provide more insight into this, Figure 7 presents export 

volumes per capita for Ireland and other selected small, open and globalised 

economies in Europe. The comparison is important as countries such as 

the Netherlands and Denmark have experienced considerable growth in 

recent times and are widely seen as having sustainable and productive 

export-oriented economies like Ireland.
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Figure 7 Export volumes per capita, Ireland and selected other countries
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 Source: Eurostat
 Notes: Volumes given in thousand of euro per capita at 2023 prices.

It is clear that Ireland’s export levels per person are much higher than 

that of the other countries presented, and the substantial increases have 

occurred after 2015, which is the period when the recent changes to the 

national accounts measurement for intangibles led to large increases in 

Irish GDP. Decomposing this in more detail, we can explore how a specific 

element of the Irish export of goods and services has contributed to 

these increases. Figure 8 presents per capita export figures for three Irish 

groups, keeping the Netherlands as a comparison country. The categories 

presented for Ireland are: services, cross-border international trade goods 

and the internationalisation goods (including contract manufacturing). It 

is clear that much of the growth has come through services and contract 

manufacturing. This highlights the risks inherent in contract manufacturing 

in particular, which only flows into Ireland due to company-specific tax and 

investment management practices rather than being produced from the 

domestic factors of production.
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Figure 8 Export subgroups volumes per capita, Ireland and Netherlands
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Given the extent to which these exports have increased in recent years and 

the degree to which they are higher per capita than other very productivity 

economies, there must be a question mark as to the sustainability of 

these increases and the length of time they will persist at these elevated 

levels. This is particularly the case where exports are not generated using 

domestic factors of production, allowing export levels to deviate from the 

fundamentals of the economy.

Given these developments, we expect exports to contract by -4.0 per 

cent this year on the aforementioned pharmaceutical base effects, before 

returning to growth in 2027. We expect imports to also decline in 2026 

due to both a drop off in imports of capital goods and intermediate goods 

weakness. Imports are expected to grow by -1.7 per cent in 2026. The 

general slowdown in world demand for Irish goods and services is expected 

to moderate the rate of export growth in the period ahead.

Domestic economy resilience to be tested by external factors

The domestic economy in Ireland has grown extremely strongly in the 

past decade. High employment growth, a low unemployment rate, and 

sustained increases in disposable income have provided a supportive 

context for the domestic non-traded sectors. This growth has been tested 
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by repeated international shocks, such as COVID-19, the war in Ukraine, 

and geopolitical developments, and has remained resilient. This positive 

out-turn for the domestic economy has, in large part, been supported by 

higher than anticipated government expenditure, a point we return to in 

the public finances section. However, the recent energy price spike will pose 

challenges to the domestic economy as import prices rise and this feeds 

through into domestic prices. This is likely to weigh on real income growth 

and pose affordability challenges to households. This is particularly the case 

for lower income households.

Figure 9 presents the year-on-year growth in the components of MDD, 

household consumption, government consumption and modified 

investment. Growth in government consumption has been strong in recent 

years on the back of large net spending increases by central and local 

government. Household consumption has also continued to remain robust, 

reflecting strong labour market conditions (low unemployment and rising 

real incomes).

Figure 9 Components of MDD, year-on-year growth
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 Source: CSO Quarterly National Accounts.

Modified investment has continued to display considerable variation and 

volatility. Even in the modified series (which removes the R&D related 

intangible investment and the aircraft leasing from the data), company-

specific factors can drive investment flows if large firms make specific 
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capital outlays. This can lead to difficulties in understanding the trend in 

investment activity for small- and medium-sized domestic firms. Considering 

the composition of modified investment in more detail, Figure 10 below 

shows modified investment excluding construction-related activities in 

three further categories: ICT equipment, transport and software, and the 

rest of machinery and equipment.

In recent quarters, there has been a rise in ICT equipment expenditures 

in Ireland.5 This investment has been linked to the import of equipment 

for data centres, particularly those used to facilitate artificial intelligence 

(Department of Finance, 2026). Given the required replacement rates for 

materials in these facilities (Central Bank of Ireland, 2026), our forecast is 

that it is likely that investment levels will remain higher than historical norms 

for the period ahead. For the category that includes intellectual property 

activities, we do not expect the spike observed in Q3 2025 to be repeated in 

the present year. As a result, investment activity in this category is likely to 

be lower over the coming year. Other machinery and equipment investment 

is expected to grow in line with broader economic conditions.

Figure 10 Categories of modified non-construction investment
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To focus more closely on investment in the domestic economy, Coates 

et al. (2026),in a Special Article released with this Commentary, revisit 

5 See winter 2025 and spring 2026 Commentaries for discussion on ICT hardware investment in the US and 

increased ICT equipment in Ireland respectively.
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trends in access to finance for small Irish enterprises, with a view to better 

understanding what is impacting their investment choices. Their research 

clearly shows a low level of demand for bank lending facilities both in Ireland 

but also on a broader European context. When linked to the well established 

investment gap in the European economy (Draghi, 2024), this lack of bank 

loan demand is likely to reflect increased uncertainty about general business 

operating conditions and a hesitancy to make irreversible investments. The 

impact on small firms, both in Ireland and across Europe, is likely to be 

a lower-than-optimal capital stock, which impacts both productivity and 

growth.

To explore this in more detail, Figure 11 presents data on the investment 

ratio for three domestic-oriented industrial sectors: construction, wholesale 

and retail, and accommodation and food services. The investment ratio is 

defined as total gross fixed investment relative to the capital stock.6 These 

sectors are selected to exclude multinational-led sectors in Ireland and to 

gain a cross-country comparison of those sectors dominated by domestic 

firms. The investment ratio is extremely volatile in Ireland, highlighting 

both the swings following the credit boom in the 2000s, its unwinding 

and the subsequent recovery. In recent years, investment has remained 

relatively constant in these sectors in Ireland but the level is below that in 

Denmark and the Netherlands. Increasing investment by domestic firms in 

Ireland, especially towards the levels seen in the better performing European 

economies, would likely increase productivity and output and help to boost 

competitiveness.

6 This calculation is undertaken for the following NACE Rev 2. sectors: F, G, and I. The calculation is as follows: 
𝐼𝑛𝑣(𝐷𝑜𝑚)𝑡
𝐾(𝐷𝑜𝑚)𝑡

= 𝐼𝑛𝑣(𝐹)𝑡+𝐼𝑛𝑣(𝐺)𝑡+𝐼𝑛𝑣(𝐼)𝑡
𝐾(𝐹)𝑡+𝐾(𝐺)𝑡+𝐾(𝐼)𝑡

.
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Figure 11 Investment ratio (investment to capital stock) for selected European comparators
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 Notes: Figures refer to construction, wholesale and retail, and food and accommodation sectors only.

One factor that is likely to weigh on investment in the period ahead is the 

anticipated tightening of monetary policy by the European Central Bank 

(ECB) in response to the inflationary shock. In June, the ECB raised the 

three key ECB rates by 25 basis points based on the economic impacts of 

the Middle East conflict and its generation of inflationary pressures.7 It 

is likely that interest rates will continued to be tightened if inflationary 

pressures become more established in the European economy. This is likely 

to pass through to lending rates, as can be seen in Figure 12, which shows 

the correlation of the Euribor and the Irish lending rate for non-financial 

corporations. If rates rise, it is likely to lower credit demand and to weigh on 

investment.

7 See https://www.ecb.europa.eu/press/pr/date/2026/html/ecb.mp260611 4d41bd5e83.en.html.
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Figure 12 Euribor and Irish NFC lending rate
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We have revised downwards our forecast for consumption due to the higher 

than previously anticipated energy prices. However, the strength of modified 

investment growth observed will offset this in our MDD forecast. As a result, 

we expect MDD growth in 2026 of 2.6 per cent followed by 2.8 per cent 

growth in 2027. Upward factors that are likely to maintain robust investment 

despite rising rates and heightened uncertainty are: the increased levels of 

housing output and the investment in AI-related activities, which is financed 

by multinationals.

Box A below reconsiders the relationship between economic activity, energy 

use and emissions in Ireland. This is an extension of work conducted for the 

winter 2025 Commentary aimed at monitoring over time the links between 

economic output and carbon production.

Box A Beyond GDP: Decoupling growth and emissions

Samuel McArdle, Kirsten Everett and Çağaçan Değer 

A.1 Introduction

The winter 2025 edition of the Commentary (Barrett et al., 2025) included 

the first in what is intended to be a bi-annual series of updated analyses 

examining trends in economic growth, energy use and emissions. This 
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box represents the second edition, with two quarters of update (2025Q4 

and 2026Q1).a To reinstate the objective, this work aims to shed 

light on the situation bearing down on the policy triangle of achieving 

economic growth, meeting energy demands and reducing greenhouse 

gas emissions. Economies demand more energy as they grow, and energy 

from fossil fuels produces emissions, which in turn have consequences, 

most sobering of which are climate change-related damages. But energy 

can and is increasingly produced from renewable sources, with fewer 

concomitant emissions, making it possible to achieve decoupling of 

economic growth and emissions.

As per the previous edition, we first explore the recent trends in 

economic growth, energy consumption and emissions in a two-year 

look-back, before examining select sectors in more detail. The aim is 

to assess the extent to which there is resource decoupling (economy 

grows with a lower reliance on energy use), impact decoupling (economy 

grows with lower emission generation) or decarbonisation (energy use 

is accompanied by lower emissions).

These decoupling and decarbonisation concerns are especially important 

for the electricity, industry, transport and buildings sectors. This is 

because the Environmental Protection Authority (2026) states that 

considerable emissions reductions were needed in these sectors in 

2025 to meet sectoral emission ceilings for the 2021–2025 period. The 

following sections will discuss quarterly trends in gross value added 

(GVA), energy use and emissions, both in aggregate and by sector.

A.2 Economy, energy, emissions

Economy

The top panel of Figure A.1 shows Ireland’s economic activity from 

2024Q2 to 2026Q1. GVA increased between 2024Q2 and 2025Q1. 

However, the whole of 2025 remained relatively flat. The latest quarter, 

2026Q1, exhibits a sudden drop, driven by the industry (excluding 

construction) sector. While it appears dramatic, the contraction seems 

to be an expected result of multinational corporations ‘frontloading’ 

exports in anticipation of tariffs threatened by the US administration this 

time last year. Notably, it seems to have returned to its 2024Q2 levels. 

(For more information, refer to the ‘Overall outlook’ section of this issue 

of the Commentary.)
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Figure A.1 Recent trends in economic activity, energy consumption and emissions

 Source: Authors’ own using data from the Central Statistics Office (2026), SEAI (unpublished), and the 

Environmental Protection Agency (2026)
 Notes: GVA is at constant market prices, chain linked annually and referenced to year 2023. All series 

are seasonally adjusted. 2025Q4 represents the latest emissions data available.

Energy

The middle panel of Figure A.1 shows little change in Ireland’s energy 

consumption from 2024Q2 to 2026Q1, similar to the pattern observed 

in Barrett et al. (2025). However, unlike the former year-to-date 

(2024Q2–2025Q1), seasonally-adjusted energy consumption in 

2025Q2–2026Q1 remained above 36 TWh, hinting at an increasing 

trend, though continued monitoring is needed to make stronger 
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inferences. In 2026Q1, most energy (49 per cent) came from oil. 

Electricity is the next largest share, at 24 per cent, followed by gas at 17 

per cent. In April 2026, 48 per cent of electricity came from renewables, 

of which 78 per cent came from wind and almost 12 per cent came from 

solar (Eirgrid, 2026).

Emissions

The bottom panel of figure A.1 reveals a slight increase in 2025Q3 from 

the preceding quarter, but it is still lower than the first year-to-date 

(2024Q2–2025Q1). This slight increase continues in 2025Q4 and seems 

to be driven by a return to the buildings sector’s levels in the 2024Q1 

to 2025Q1 period. In 2024Q4, the buildings sector was 14.5 per cent 

of total emissions; this share decreased to 12.4 per cent in 2025Q2 but 

has since increased to 14.2 per cent in 2025Q4. Agriculture remains the 

sector that contributes the most to emissions, followed by the transport 

sector.

A.3 Decoupling

As per the previous edition, we take a closer look at the extent to which 

economic activity, energy consumption and emissions are decoupling for 

aggregate sectors where comparison is feasible.
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Figure A.2 Sectoral resource/impact decoupling and/or decarbonisation

 Source: Authors’ own using data from the Central Statistics Office (2026), SEAI (unpublished), and the 

Environmental Protection Agency (2026).
 Notes: GVA is at constant market prices, chain linked annually and referenced to year 2023. All variables 

are seasonally adjusted. Industry GVA includes construction in this figure. Transport GVA 

includes distribution, hotels and restaurants. Industry final energy consumption is calculated by 

averaging annual energy balance shares for 2022–2024 and applying these shares to the 

respective fuels’ quarterly energy use. Final energy consumption in the buildings sector is 

assumed to follow the path of natural gas as emissions data is only heat-related. Electricity 

energy measures the consumption of electrical energy, not production. 2025Q4 represents the 

latest emissions data available.

Panel 1 of Figure A.2 shows relatively stable GVA and emissions for 

agriculture, both exhibiting similar fluctuations between 2024Q2 and 

2025Q2. After 2025Q2, GVA and emissions diverge, with GVA increasing 
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to 2025Q3 while emissions were reduced. This provides some evidence 

for impact decoupling, but between 2025Q3 and 2025Q4, both GVA and 

emissions increase, though the rate of increase in GVA is larger. The most 

recent GVA data show a decline in GVA closer to its ‘baseline’ 2024Q2 

level. Emissions data for 2026Q1 are needed to see if emissions mimic 

this reduction in GVA, but these data are not yet available.

The second panel of Figure A.2 shows that industry GVA increased 

between 2024Q2 and 2025Q2 but then declined, reaching levels below 

the 2024Q2 baseline in 2026Q1. On average, between 2024Q2 and 

2026Q1, the industry sector’s energy consumption has increased slightly, 

and emissions have fluctuated though they have decreased since 

2025Q1. This decline in emissions and increase in energy consumption 

since 2025Q2 provides initial evidence for the decarbonisation of the 

industry sector. The decline in industry GVA and the increase in energy 

consumption between 2025Q2 and 2025Q4 are interesting to note, 

although this is the opposite direction to a typical resource decoupling, 

where energy consumption declines and GVA increases.

Panel 3 of Figure A.2 indicates that GVA, energy consumption and 

emissions in the transport sector have experienced similar fluctuations. 

The energy and emission lines seem very close between 2025Q1 and 

2025Q2, but by 2025Q3 and 2025Q4 they have diverged. This provides 

evidence of decarbonisation, particularly since emissions decreased 

between 2025Q3 and 2025Q4 while energy increased. According to 

the Environmental Protection Agency (2026), the reduction in emissions 

in the transport sector between 2025Q3 and 2025Q4 was the result 

of a reduction in rail and water transport emissions. Road transport 

emissions increased between 2025Q3 and 2025Q4 (Environmental 

Protection Agency, 2026), but annual road transport emissions were 

lower in 2025 than they were in 2024. A possible explanation of this may 

be that new Irish registrations of battery electric vehicle passenger cars 

(BEVs) increased by 62 per cent, and electric light commercial vehicles 

increased by 65 per cent in 2025Q3 relative to 2024Q3 (Society of the 

Irish Motor Industry, 2026a, 2026b). In 2025Q4, new Irish registrations 

of electric light commercial vehicles increased by 148 per cent and BEV 

sales of passenger cars decreased by 8 per cent relative to 2024Q4.

The fourth panel of Figure A.2 portrays changes in natural gas energy 

consumption and related emissions from building heating. Although 

the lines in the graph closely align between 2024Q2 and 2024Q4, they 
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diverge thereafter. But between 2025Q1 and 2025Q4, the patterns 

of fluctuation are the same for energy consumption and emissions, 

although the extent of the change varies. This may indicate fluctuations 

in heating requirements due to the weather. Although there may have 

been evidence of decarbonisation between 2025Q1 and 2025Q2, given 

the larger decline in emissions than in energy use, in 2025Q3 and 

2025Q4, there is a greater rate of increase in emissions than in energy 

consumption, refuting the initial evidence of decarbonisation.

The change in electricity production emissions and the consumption 

of electricity by the entire economy is shown in Panel 5 of Figure 

A.2. Overall, electricity consumption increased between 2024Q2 and 

2026Q1. The emissions increased between 2024Q2 and 2024Q4, then 

decreased through 2025Q3, and increased again through 2025Q4. While 

electricity emissions peak in 2024Q4, electricity consumption rises 

slightly. There is also an increase in the share of renewable electricity 

generation, from an average of 31.4 per cent in 2024Q3 to 40.13 per cent 

in 2024Q4 (Eirgrid, 2024a, 2024b, 2024c, 2024d, 2025a, 2025b, 2025c). 

However, the increase in electricity demand means that the volume of 

conventional fuels used also increases, thus increasing 𝐶𝑂2eq emissions. 

After 2024Q4, electricity emissions decrease while energy consumption 

continues to increase, providing initial evidence of decoupling between 

emissions and energy use. But the greater rate of increase in electricity 

emissions relative to electricity consumption between 2025Q3 and 

2025Q4 renders it unclear whether a structural decoupling has occurred.

A.4 Conclusion

This analysis used updated quarterly data on final energy consumption 

(SEAI, unpublished), emissions (Environmental Protection Agency, 

2026) and GVA (Central Statistics Office, 2026) to investigate whether 

decarbonisation, impact or resource decoupling have occurred. Signs 

of decarbonisation are evident in the industry and transport sectors. 

There is initial evidence of a decoupling of GVA and 𝐶𝑂2eq emissions 

in the agriculture sector, and potential evidence of decarbonisation in 

the electricity sector. However, the 2025Q4 emissions data suggest that 

these initial decouplings in the agriculture and electricity sectors are 

not sustained over time. Continued monitoring of GVA, final energy 

consumption and emissions will occur and will be included in the winter 

2026 Commentary.

.
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continued into the first quarter of 2026. While Ireland’s infrastructure 

deficits are well documented in many areas, including transport, energy, 

climate and health, and substantial investment is required, the decline 

in non-residential construction presents an opportunity to re-orientate 

resources towards residential activities. This is especially important in an 

economy at full capacity with little or no slack in the labour market.

Figure 13 Investment in building and construction
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 Source: CSO Quarterly National Accounts.

Focusing specifically on the production of new residential housing, Figure 15 

presents the level of planning permissions, commencements and 

completions. While the level of commencements has rebounded in Q1 

2026, this is due to the very low levels observed in 2025 following the 

policy-induced spike in the preceding year. Focusing on completions, there 

has been upward momentum throughout 2025 and into 2026 (on a 

year-on-year basis). However, the levels remain below what would be 

required to meet annual housing needs on a sustained basis. Indeed, 

focusing on the number of units receiving planning permission can provide 

an approximate 2-3 year ahead lens into future completions. In Figure 15:B, 

we compare the actual level of planning permissions to a model predicted 

level.8 While the number of units receiving planning permission has risen in 

8 This is the underlying model used in the ESRI’s short-term forecasting tool, HESTIA. It determines units given 

planning permission based on an error correction framework linked to interest rates, unemployment and 

house prices.
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recent years, there has been no sustained upward trend and the current 

levels are lower than would be expected given the underlying 

fundamentals.

Therefore, while it is likely that a rise in housing output will occur in both 

2026 and 2027, the leading information provided in planning permissions 

suggests that sustained rises above the current level are not a given. Indeed, 

there are a number of potential headwinds that could knock the recent 

progress off course. These include the impact of cost increases from the 

rise in energy prices to construction materials and other operating costs, as 

well as potential increases in interest rates that may feed through following 

any tightening of monetary policy by the ECB. As noted in the spring 2026 

Commentary, Irish housing output is very sensitive to materials cost inputs 

as shown by Egan, McQuinn, and O’Toole (2024); a 1 per cent increase in 

building costs leads to a 0.84 per cent reduction in housing output. Figure 14 

presents construction cost inflation from the Central Statistics Office’s (CSO) 

wholesale prices indices data. While it is clear that up to April, construction 

cost inputs have not begun to rise overall, it can be seen that specific oil-

reliant products (such as those with a high oil component) have begun to 

rise. It is likely, given the scale of the shock to fossil fuel prices, that the 

broader inflationary effects will pass through into construction input prices 

in a more sustained manner through the end of the year, as primary product 

price increases feed through the supply chain. However, the magnitude will 

depend on both the path of fossil fuel prices as well as industry factors.
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Figure 14 Buildings materials cost (annual inflation rate)
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Given the broad range of influences, we have increased our housing output 

forecasts to 38,500 for the present year and to just under 40,500 for 2027. 

However, we feel that, outside this forecast horizon, uncertainty is high and 

considerable headwinds remain.

Figure 15 Planning permissions, commencements and housing completions
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Evidence of the strong demand-side pressures in the housing market can be 

seen in Figure 16, which presents the growth rate in house prices alongside 

income and employment growth. Both income and employment are critical 

fundamental factors driving house prices; they are used extensively in 

modelling house prices levels (Egan, McQuinn, & O’Toole, 2024; Egan, 
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McQuinn, & O’Toole, 2024) and any potential misalignment in the housing 

market (McQuinn, 2017). It is clear that strong income and employment 

growth are contributory factors in explaining recent strong house price 

growth; however, these factors alone are unlikely to explain all of the recent 

upward pressure on prices. The theme of house price sustainability is 

something we will return to in future Commentaries.

Figure 16 House prices, employment growth and incomes

-30

-20

-10

0

10

20

2010Q1 2015Q1 2020Q1 2025Q1

House Price Growth (%)
Employment Growth (%)
Total Disposable Income Growth (%)

 Source: CSO Quarterly National Accounts.



 26 | Quarterly Economic Commentary, summer 2026

Inflation

Inflation has increased in 2026, with the current CPI rate of inflation standing 

at 3.6 per cent in May. This is a continuation of a broader trend in this decade 

of faster price growth and more impactful price shocks after the relative 

price stability of the 2010s.

So far, price increases in 2026 have been concentrated in energy. Figure 17 

shows the CPI excluding energy and the index for energy prices. The relative 

stability of prices in all other categories since 2024 contrasts with the large 

swings in the energy price index, while the impact of the onset of war in the 

Middle East on energy prices in March 2026 is clear.

Figure 17 Annual rate of inflation, CPI energy index and CPI index excluding energy
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Figure 18 shows that energy prices have made a significant contribution to 

the overall 12 month percentage change in inflation in recent years. That 

this has occurred despite energy having a relatively low weight in the overall 

basket of goods is testament to the size of the swings in energy prices.
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Figure 18 Contribution to recent inflation by selected sectors
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Goods inflation is now slightly higher than services inflation. This is a 

reversal of the recent trend. The scatter plot in Figure 19 shows that services 

inflation has exceeded goods inflation for most of the past three decades, 

as evidenced by the concentration of observations below zero on the axis 

measuring the difference between goods and services inflation.

However, the points that are above this line have mostly occurred in 

periods of high energy price inflation, i.e. in the shaded grey area of the 

chart. The exception to this rule is the period during the Global Financial 

Crisis, highlighted in the orange dots. Oil prices rebounded in 2009 but 

weak consumer demand in a struggling Irish economy at that time led to 

significant deflation, which was larger for services than for goods.
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Figure 19 CPI energy index vs difference between goods and services inflation
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 Notes: Orange dots refer to observations in the period 2008–2010. The shaded area captures observations, 
with positive energy price inflation and goods inflation greater than services inflation.

Despite the substantial size of the shock, the charts above show that the 

impact of the Middle East conflict on consumer prices has been mostly 

limited to energy prices to date. However, input prices for producers in 

other sectors have been affected by this shock, with consumers likely to face 

higher prices in the coming months as a result. The following box addresses 

this issue in the context of food prices.

Box B Fuel and food price inflation

Dónal O’Shea 

In addition to the direct impact of higher fuel prices outlined in a 

Research Note published with the Commentary (Bercholz et al., 2026), 

households will likely face a secondary effect through increases in food 
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prices. The impact of the war on food prices will come at both ends 

of the production process, and affect both domestic production and 

imports.

For domestic production, higher green diesel prices and higher fertiliser 

costs are already increasing costs for farmers. For domestic final goods, 

higher prices for white diesel will increase the costs of distribution over 

the coming months. These two effects also apply to imported final 

goods as well, though they will be further adversely affected by higher 

international freight and insurance prices.

B.1 Agricultural price inputs

The closure of the Strait of Hormuz has impacted three key inputs in the 

agricultural sector: fertiliser, feed and fuel.

The UN Conference on Trade and Development describes the impact 

of the closure of the Strait of Hormuz on the global markets for urea 

and ammonia (UNCTAD, 2026). This is by way of a direct restriction on 

transport for the fertilisers themselves and because of restrictions for 

natural gas, which is a key input in the production of fertilisers. Figure B.1 

shows that commodity prices for an index of fertilisers have increased 

since the war, though it appears that this is a continuation of a pre-war 

trend rather than a sharp deviation.

Figure B.1 Producer price index for ammonia, nitric acid, ammonium compounds and 

urea (index, 2020 = 100)
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While that may be true on a global scale, the local impact has been more 

abrupt. Figure B.2 shows that wholesale feed and fertiliser prices in 

Ireland have increased sharply since the onset of the war. In the case of 

feed, this increase is sharper and larger in level terms than the increase 

in 2022. However, for fertiliser the increase is modest compared to 2022. 

The timing of the increase is more impactful for fertiliser, with CSO data 

indicating that over 40 per cent of fertiliser is typically sold in the period 

April–June.b By contrast, seed prices have not been affected by the war 

to date.

Figure B.2 Irish wholesale price indices for agricultural inputs (index 2020 = 100)
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 Notes: Latest available data is to April 2026.

Agricultural producers also face increased fuel prices. Figure B.3 presents 

an index of wholesale prices for petrol and for two types of diesel.c Green 

diesel, also known as ‘marked gas oil’ is marked for certain uses including 

agriculture. It differs minimally from ‘white diesel’ or ‘autodiesel’, but it 

is taxed at a lower rate.d In general, prices for green diesel, white diesel 

and petrol move in the same way. However, green diesel prices have 

risen sharply in the months since the war started, with year-on-year 

growth of 45 per cent observed in April. This sharp change, allied to 
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the fact that the level is almost as high as its peak in 2022, represents a 

significant disruption to the production process in the agriculture sector.

The deviation of the growth paths of green and white diesel likely reflects 

the difference in the scale of the excise cuts applied to the two forms 

(Bercholz et al., 2026). This was a function of the prior low rate of excise 

paid on green diesel. Given that the chemical composition of the two 

types of diesel are similar, changes in the prices of one relative to the 

other essentially reflect a policy choice.

Figure B.3 Index of prices for fuel types (index, 2021 = 100)
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B.2 Distribution costs

Following the approach of Revoredo-Giha and Costa-Font (2026), we 

consider the connection between price increases in diesel and price 

increases in food. We observe a similar relationship in Ireland to the one 

they describe in the UK. Panel A of Figure B.4 shows that spikes in food 

inflation tend to follow price spikes in motor fuel, but there is evidence 

of a lag.

In Panel B of Figure B.4, we investigate the length of this lag. The figure 

shows correlation coefficients for food and fuel prices in Ireland at 
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different lag lengths for fuel prices. The relationship is strongest after a 

period of 8–10 months. This suggests that the impact of the war on food 

prices in Ireland is yet to be felt.

Figure B.4 Food and fuel prices

a) Year-on-year growth in price index for motor fuel and food
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In addition to domestic costs, international freight prices have increased 

since the war began. Kaitila (2026) document that the increases have 

been sharpest in two particular indices. The Baltic Capesize Index 

captures freight that is too large to fit through the Suez or Panama 

canals while the Baltic Dirty Tanker Index captures the cost of shipping 

unrefined crude oil. Insurance costs for shipping have also risen due to 

the obstruction of the Strait and the uncertainty associated with the war 

(Revoredo-Giha & Costa-Font, 2026).

B.3 Pre-war context

Two additional features of the the economic context for food prices in 

Ireland from before the onset of the war should be noted. First, the 

Commentary has previously examined the degree of market integration 

between Ireland and the UK for food and non-alcoholic beverages, 

finding that prices often move together.e This relationship was shown 

to be particularly strong during periods of higher inflation. Industry 

forecasts suggest UK food price growth of 9 per cent in 2026.f

Second, food accounts for around one seventh of total expenditure for 

the majority of households. The autumn 2025 Commentary examined 

the share of household expenditure on food by income quintile. 

Although higher income households do spend a lower share of their 

total expenditure on food, the negative relationship between income 

and food as a share of total expenditure is not a linear one. In particular, 

food excluding takeaways and meals in restaurants represents 14–15 per 

cent of total expenditure for each of the bottom three quintiles, before 

falling to 11.5 per cent and 9.3 per cent for the top two income quintiles.

In addition, expenditure on food in general is likely to be more inelastic 

than expenditure on particular sub-categories of food. Food price 

inflation in the past 18 months has been attributable in part to specific 

food items, which allows for the possibility of substitution away from 

these categories. For example, Bourke and Arce Alfaro (2025) outline the 

disproportionate contribution of several food items to price growth in 

2025, particularly beef and butter. The analysis presented above suggests 

that increases in food prices in 2026 might be more broad-based, which 

reduces the possibility of substitution.

B.4 Policy implications

Taken in the round, the evidence above suggests that policymakers 

should closely monitor food prices in the months ahead. This is 

specifically because: a) Input prices are increasing sharply; b) 
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Distribution costs are increasing; c) Forecasts in the UK are for high price 

growth and the Irish and UK grocery markets are relatively integrated; 

and d) Food is an inelastic expenditure category, particularly for lower 

and middle income households.

The final point is the most relevant for policy. The tax and welfare system 

will play a role in supporting households. Bercholz et al. (2026) review 

the cost-of-living measures deployed in response to energy price shocks 

in 2022 and 2023, and outline the policy response to date in 2026.

In terms of any further intervention, the International Monetary Fund 

(IMF) outlines the following four policy priorities in responding to 

the recent food and energy price shocks (Gourinchas et al., 2026), 

with their full argument outlined in the April World Economic Outlook 

(International Monetary Fund, 2026):

• ‘Let domestic energy prices reflect international costs.

• Shield vulnerable households with targeted, temporary support.

• Support viable small businesses with liquidity, not price controls.

• Reserve generalised subsidies and price caps for truly exceptional 

shocks.’

Beyond these principles, we make two additional comments. First, food 

is a highly salient expenditure category. Recent work published by the 

Bank of England shows that food prices have a disproportionate impact 

on households’ inflation expectations (Anesti et al., 2026). Credible 

monetary policy can work to keep inflation expectations anchored 

during times of price increases, as outlined in the case of the Ukraine 

war by the IMF (Carrière-Swallow et al., 2022).

Second, the current level of competition in the grocery sector should be 

monitored on an ongoing basis. The most recent review of the sector 

conducted by the Competition and Consumer Protection Commission 

found positive signs of competitiveness, including through competition 

on prices, aggressive marketing on price and product differentiation. 

In addition, they found that profit margins in the grocery sector in 

Ireland are comparable with that of similar firms in the UK and Europe. 

(Competition and Consumer Protection Commission, 2025)

.

.
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experienced a spike in consumer prices since March. While the size of the 

spike has been slightly smaller in Ireland than in Belgium, Italy and France, 

inflation here remains above the average for the euro area.

Figure 20 HICP inflation in selected countries
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The ECB recently emphasised two key differences between this shock and 

the 2022 energy price shock. First, the initial economic conditions are 

different. Arce et al. (2026) points to lower initial inflation, a looser euro 

area labour market and less expansionary euro area monetary and fiscal 

policy in 2026 than in 2022.

Second, the disruption is larger for oil than for gas in 2026 – the opposite 

was true in 2022 (Arce et al., 2026). This has particular implications for 

Ireland. Given that Irish electricity generation is more reliant on gas than 

most European countries (Wade et al., 2026), the scale of the increases in 

electricity prices observed in 2022–2023 is unlikely to be repeated if the 

current disruption remains concentrated in oil.

On the other hand, some households have been exposed to the immediate 

and sharp increase in oil prices. Bercholz et al. (2026) note that 26 per cent 

of households rely on kerosene to heat their homes, with the majority of 

these households being located in rural areas. These households are unlikely 
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to be able to substitute to other fuel types this year.9 The Commentary has 

previously shown that different cohorts of the population face different 

inflation rates.10 That analysis showed that households in the bottom 

income decile faced inflation rates over 2 per cent higher than those in the 

top decile at the peak of the 2022–2023 inflationary period.

In this case, there is an additional difference: as well as differences in 

inflation rates by income, the impact could vary substantially depending 

on the extent to which households rely on oil for heating and transport. 

Should the war continue, lower income households that rely on oil may be 

significantly at risk as winter approaches, as suggested by Fitzgerald (2026).

We expect inflation to be 3.7 per cent in 2026 and 3.1 per cent in 2027. These 

figures refer to the average price increase over the course of the year.

9 Curtis and Stanley (2016) document that demand for home heating oil is inelastic, particularly in the short 

run.

10 Analysis presented used the CSO series on ‘estimated inflation by household characteristics’ to compare 

relative inflation in the basket of goods consumed by households in the bottom two deciles with the baskets 

for the top two deciles. See spring 2025 Quarterly Economic Commentary for more details.
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Labour market

The latest available data suggest that employment growth is slowing but 

that unemployment remains low and earnings growth has rebounded. 

These headline facts conceal some interesting trends in key sectors like 

construction and ICT, while differential trends are evident between males 

and females and between full-time and part-time workers.

Full-time employment has continued to grow. The slowdown in overall 

employment growth evident in the latest data has been driven by part-time 

workers. Panel A of Figure 21 shows this in seasonally adjusted level terms, 

with the decline in the red bar capturing an estimated fall of 25,000 in 

the number of part-time female workers and the slight fall in the green 

bar capturing an estimated fall of 7,000 in the number of part-time male 

workers. Panel B of Figure 21 shows the growth rates for the same series over 

a longer time period, highlighting that the part-time series (in dashed red 

and dashed green) tend to be more volatile and that year-on-year growth in 

full-time employment remains positive, though it too has moderated.

Figure 21 Employment split into male/female and full-time/part-time
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The unemployment rate for females has also diverged from the male rate in 

the most recent data. Figure 22 shows that it stood at 5.3 per cent in May, 

with the overall rate remaining below 5 per cent consistently. The figure also 

shows that female unemployment has risen above male unemployment in 

the recent past without persisting, suggesting that caution should be applied 

in interpreting a small number of data points.
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Figure 22 Monthly unemployment rate
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The Commentary has focused in recent quarters on changes in employment 

in the ICT sector. The fall in employment in the sector that emerged over 

2025 is confirmed by the data for the first quarter of 2026. However, the 

drop in employment now appears to be more evenly distributed between 

males and females than it did in the second half of 2025. Figure 23 shows 

the seasonally adjusted estimate of employment in the ICT sector, with the 

level for Q1 2026 indicated by a dashed line for each series.

This decline, from a peak of almost 200,000 workers, should be considered 

in the context of the historic size of the sector, which averaged just over 

100,000 workers in the period 2010–2019. For comparison, employment 

growth in ICT in the period from 2020 to the peak in Q1 of 2025 was three 

times the rate of employment growth in total employment in all other 

sectors.
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Figure 23 Employment in the ICT sector
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In the construction sector, Labour Force Survey data were showing signs 

of strong growth in employment through 2025, but significant quarter-on-

quarter volatility in the estimate warranted caution in interpreting these 

signs as a trend. The picture is now somewhat clearer. Three of the last 

four quarters have produced an estimate for employment on a seasonally 

adjusted basis that is close to or above 190,000 workers. This represents an 

encouraging expansion in labour supply in this sector in the context of the 

country’s ongoing need to develop infrastructure and housing.
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Figure 24 Employment in the construction sector (thousands of workers)
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Earnings growth has rebounded after an apparent slowdown towards the 

end of 2025. Figure 25 shows average weekly earnings and its year-on-year 

growth rate.
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Figure 25 Average weekly earnings (non-seasonally adjusted) and growth rate, year-on-

year
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Discussions of prospects for the labour market across all countries are 

increasingly influenced by considerations of AI and its potential impact on 

work practices and on employment. A number of studies have begun the 

process of teasing through the possible implications in Ireland and the results 

are noteworthy. The Department of Finance estimate that 63 per cent of 

employees in Ireland are exposed to AI (Williamson et al., 2024). For 33 per 

cent of this group, the exposure is positive because AI is a complement to 

their work and so will boost their productivity. However, for 30 per cent of 

the exposed 63 per cent, there is a risk that AI could substitute for their work. 

The Central Bank of Ireland estimates that at least 14 per cent of people 

may be in jobs that are exposed to AI but where substitution effects are 

more likely than complementary effects (Yadav & McIndoe-Calder, 2026). 

The ESRI has shown that around 7 per cent of jobs could be displaced as a 

result of AI exposure (Doorley et al., 2026). While there will be productivity 

increases for those who benefit from AI exposure, the gain will not outweigh 

the losses across the economy.

This latter finding from the ESRI on the losses potentially outweighing the 

gains is important. For the world in general or for large economies, it is likely 

that the positive gains from AI in terms of productivity will outweigh the 

costs in term of job losses. However, it could be that a small economy such 

as Ireland could face losses in the aggregate if the occupational structure is 
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tilted towards jobs where AI is a substitute. Clearly, this issue will require 

much further thought and analysis, but as a country we must be alive to the 

opportunities and challenges.

Our forecast for the unemployment rate is 4.9 per cent and 5.0 per cent in 

2026 and 2027 respectively. We expect employment growth of 0.9 per cent 

and 1.6 per cent in 2026 and 2027.
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Public finances

In Budget 2026, presented in October 2025, the Department of Finance 

projected that the general government surplus for 2026 would be €5.1 

billion (1.1 per cent of modified gross national income GNI (GNI*)). In the 

Annual progress report (APR), published by the Department in April last, the 

projected value of the general government surplus had risen to €9.2 billion 

(2.5 per cent of GNI*). While the improvement in the headline figure is to 

be welcomed, it is useful to look behind the figures and to understand how 

the increase in the general government balance (GGB) surplus came about.

In Table 1, we show the ‘walk’ between the Exchequer balance and the GGB, 

as presented in the Budget and the APR. The first point to be noted is that 

the change in the projected Exchequer balance between the October and 

April publications is small relative to the change in the GGB – the increase 

in the Exchequer balance is €660 million compared to the GGB increase of 

€4.1 billion. As shown in the table, the sources of the changed projection for 

the GGB are mainly changes in the net lending of non-Exchequer entities, 

including local authorities, non-commercial semi-state bodies and other 

‘extra budgetary funds’ such as the National Training Fund.

Table 1 The ‘walk’ from the Exchequer balance to the general government balance (€, mn)

Item Budget 2026 Annual progress 

report 2026

Change 

Exchequer balance -1,845 -1,185 660 

Exclude equity and loan transactions -470 -1,470 -1,000 

Adjust for interest accrual 10 35 25 

Adjust for tax accruals 60 45 -15 

Adjust for other accruals 45 100 55 

Net lending of non-commercial semi-state bodies -1,615 -545 1,070 

Impact of Ireland Strategic Investment Fund 300 300 0 

Net lending of Social Insurance Fund 5,095 5,080 -15 

Net lending of other extra budgetary funds 145 1,900 1,755 

Net lending of local government -3,105 -1,565 1,540 

National Reserve Fund / FIF / ICNF 6,500 6,502 2 

General government balance 5,120 9,197 4,077 

GGB (% GNI*) 1.4 2.5 1.1 

 Source: Department of Finance (2025), Budget 2026; Department of Finance (2026), Annual progress report.

While the public finance headline numbers continue to suggest a relatively 

healthy position, we are always minded to add the well-documented caveats 

so that the underlying vulnerabilities remain to the fore. First, according to 
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the APR, the Department of Finance estimate that €20 billion of corporate 

tax revenue in 2026 (out of a projected total of €35.3 billion) will be ‘windfall’ 

in nature. If the headline GGB is adjusted for this, the GGB surplus of €9.2 

billion becomes a deficit of €10.8 billion. Second, the Department projects 

that corporate tax revenues (€35.3 billion) will make up almost one-third of 

all tax revenue (€35.3/€110.8 billion). This is an unusually large proportion 

by historic and international standards. Third, the degree of concentration in 

the corporate tax revenues across companies is alarming, with Cronin (2026) 

estimating that three companies pay almost half of Ireland’s corporation tax 

revenues.

In the early months of 2026, two fiscal challenges have emerged, and the 

contrasting nature of the responses to each are interesting. In the context 

of the energy price increases, which resulted from the conflict in the Middle 

East, the Government introduced measures to lessen the direct impacts on 

households and businesses. A first package of measures was introduced 

in March. It included reduced duties on petrol, diesel and ‘green diesel’ 

and cost €250 million. A second set of measures was introduced in April, 

with further cuts in duties and a postponement in a planned increase in the 

carbon tax. The cost of the second set of measures was €500 million.

As reported in the APR, the Government decided to increase the expenditure 

ceiling in 2026 by €700 million to facilitate these payments. Reference is also 

made to a component of extra expenditure in the Department of Education 

being facilitated by the ceiling increase, but a much larger component 

of extra spending in that department is to come from a levy on other 

departments. In April, the Government announced an additional allocation 

to the Department of Education of €646 million, of which €200 million 

would come from a contingency fund and €464 million would come from a 

levy imposed on other departments.11 Most departments now face levies of 

between 1 and 1.4 per cent in 2027.12

The effort to contain overall spending in the context of the extra Department 

of Education allocation is to be welcomed, but it will be important to review 

the stringency of the effort as the year progresses. Recent years have seen 

multiple examples of spending overruns and supplementary estimates, 

often documented in our Commentaries and elsewhere.

We can get a broader perspective on the paths of expenditure and tax 

revenues so far in 2026 from the latest Fiscal Monitor.13 At the end of May, 

11 See https://www.irishtimes.com/ireland/education/2026/04/25/department-of-education-to-receive-646-

million-to-fill-budget-hole/.

12 https://www.rte.ie/news/politics/2026/0521/1574547-government-department-levies/

13 https://assets.gov.ie/static/documents/7fac352a/Fiscal_Monitor_May_2026.pdf

https://assets.gov.ie/static/documents/7fac352a/Fiscal_Monitor_May_2026.pdf
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gross voted current expenditure was €2.8 billion ahead of last year’s figure 

(or 7.4 per cent). As this category of spending is projected to grow by 5.8 per 

cent for the year, this raises a concern about the pace of current spending 

growth, especially as a rate of 5.8 per cent is already sizeable relative 

to the anticipated growth rate of the economy. For gross voted capital 

expenditure, the situation is reversed, with the growth rate to end-May (5.3 

per cent) being below that projected for the full year (17.3 per cent). As 

capital expenditure is typically lumpy, it could well be the case that spending 

will accelerate over the remainder of the year. However, if capital spending 

plans are frustrated by the widely discussed obstacles to infrastructural 

development, this will be a concern.

Total tax revenues of €38.7 billion were collected to end-May, which is 

an increase of €500 million on last year (or 1.3 per cent). When once-off 

receipts arising from the Court of Justice of the European Union (CJEU) ruling 

are excluded from the 2025 figures, total tax receipts have increased by €2.2 

billion (or 6.1 per cent). Income tax receipts are running at 7.5 per cent ahead 

of the same period in 2025. The corresponding figures for corporation tax, 

VAT and excise are 9.1 per cent (excluding the CJEU receipts), 7.1 per cent and 

minus 3.6 per cent respectively. The fall in excise revenues is due to the fuel 

packages mentioned above.

For the purposes of our forecasts, we take the GGBs for 2026 and 2027, as 

projected by the Department of Finance – €9.2 billion in 2026 and €9 billion 

in 2027.
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General assessment

As was the case in our previous Commentary, it has been challenging to be 

overly definitive on the path of the economy over the next eighteen months. 

On the one hand, the recent economic data generally point to a healthy level 

of buoyancy. However, the ongoing impacts of the conflict in the Middle 

East continue to pose a threat in the form of elevated energy, fertiliser and 

other input prices. We have used futures markets to inform our analysis and 

these have contributed to our view that the economy will continue to grow 

in 2026 and 2027, but that inflation will remain a challenge over the forecast 

horizon with rates of 3.7 per cent in 2026 and 3.1 per cent in 2027.

The increases in energy prices have had notable impacts on households. The 

extent of these impacts are set out in the paper by Bercholz et al. (2026), 

which is published along with this Commentary. The one element of that 

paper that we will emphasise here is the finding that, ‘in absolute terms, 

higher income households benefit by almost twice as much as lower income 

households, indicating that much of the €440 million14 cost of the package 

is directed at high income households’. We should note that Berchloz et al. 

(2026) found the package to be progressive in the sense that the measures 

were more valuable to lower income households as a proportion of income. 

However, the finding on the absolute value of the measures is disappointing. 

In our previous Commentary, we wrote about the desirability of targeting 

measures to alleviate the impact of energy price increases, drawing on the 

extensive analysis of the measures that had been introduced in the wake 

of the Russian invasion of Ukraine. We wrote how the welfare system was 

the most effective method of targeting assistance, and how even universal 

energy credits, while not ideal, achieved a higher level of progressivity 

compared to cuts in taxes.

The failure to achieve a higher degree of targeting might have been a 

clear political choice, although it would be unusual that the Government 

would seek to provide higher cash transfers to higher income households. 

Instead, it could be that the ready availability of funding (and so a weak 

budget constraint), when combined with the pressure exerted on the 

Government through the fuel protests, led to a sub-optimal policy choice. 

These conditions are likely to hold in a number of settings in the coming 

months, and we would urge the Government to be mindful of avoiding poor 

outcomes. In most economies, the bond markets act to constrain fiscal 

14 The analysis is focused on households so the cost of measures considered is less than the full package.
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policy, with fiscal rules adding a further constraint. For Ireland currently, 

the headline public finance numbers obscure vulnerabilities and so these 

constraints are not acting with any force.

The ready availability of funds and the absence of external constraints 

provide a context for the upcoming negotiations on a new public sector 

pay agreement. Clearly, it is not the role of the ESRI to make any detailed 

comments on the possible content of an agreement, but we would make 

the following points with regard to the overall context. First, it is well 

understood that a higher ability to afford pay rises on the part of employers 

raises the bargaining power of employees. As discussed in the section above 

on public finances, the headline figures suggest a high level of ability to pay 

on the part of the State, but the underlying situation is a lot more nuanced. 

Ideally, this should be recognised by both sides in the negotiation. Second, 

the scale of public sector employment relative to the rest of the economy 

means that the associated pay deals can have spillovers into the broader 

labour market. This can happen in two ways. First, if the public sector pay 

deal creates ‘norms’ with respect to pay beyond the public sector, this can 

lead to upward wage pressures elsewhere. Second, in an economy with 

full employment, the public sector competes for scarce labour resources. 

As it raises wages, it bids up wages more broadly. It may well be the case 

that public sector employees have reasonable claims for pay increases. It is 

also the case that for specific occupations where hiring is proving difficult 

for the public sector, more attractive packages might be needed. However, 

the broader potential competitiveness impacts should certainly inform the 

Government’s position.

In all sectors, cases for pay increases are always strengthened when 

productivity increases are achieved, and this is true in the public sector. It is 

well understood that measuring productivity in the public sector is difficult, 

but a paper published by the National Competitiveness and Productivity 

Council (NCPC) late last year is illuminating (NCPC, 2025). The paper draws 

on the Blavatnik Index of Public Administration. This index has been 

developed by the Blavatnik School of Government at Oxford University, and 

is based on 82 metrics, which are used to compare public sector 

performance across countries. While the authors of the NCPC paper stress 

that the results should we treated with great care due to data issues, 

including outdated data, they report how ‘Ireland ranked 14th out of 16 

Western European countries and last among a peer group of six small, 

advanced economies’. In total, 120 countries are included in the study and 

Ireland ranks 24th out of the 120. This aggregate ranking hides considerable 

variation in Ireland’s performance across different sub-indicators. Ireland 
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ranked highly in human resource management (4th), diversity & inclusion 

(5th), and tax administration (3rd) but poorly in digital services (83rd), 

procurement (77th), and technology & workplaces (108th).

The NCPC warnings on the reliability of the index should be heeded but the 

results still raise questions about the scope for productivity improvements, 

especially involving digital technologies. There could be value in linking pay 

increases to such productivity improvements in a public sector pay deal, 

as this would allow for pay increases while reducing potential negative 

spillovers to the broader economy.
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