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Note that as a percentage of GNP, HH consumption is approximately 38%. Govt spending component of NI is 15% and net 
exports is approximately 15%. I prefer to use gross exports as the timeline above shows that since 2014 to 2020, total exports 
have doubled. 

 
This chapter will review impact of Covid-19 on consumption, government flexibility to bridge the gap with current budget 
deficit projections in 2020.
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Snapshot of Irish Economy end 2019

Recent Impact of COVID-19 on Irish Economy 



Consumption and Household Wealth 

 
Wealth is a different concept in economics than income but the two are ultimately related in the long run. Irish household 
wealth could simplistically be the value of their assets: property, savings and pension assets. In the event of Covid-19, the 
stock markets, credit markets took a huge hit, not unlike the situation post Lehman. But with government stimulus and
continued large scale quantitative easing by CBs, worldwide, asset prices have rebounded

                    
              

Albeit, not all Irish households have private pensions, Zurich Life estimates 70% of Irish workers over the age of 45, 
hold a private pension to supplement their state pensions. We have also seen a rebound in riskier credit assets and a 
substantial rally in government bonds. 

              On the housing front, there has not been a significant impact on home prices in any region of the Republic.

So, arguably, as these are recent data points, no deterioration so far in household wealth.
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The Income Effect of Covid-19 due to the Consumer 

In consumption trends going forward, the impact of a significant fall in HH consumption will have an effect on Irish 
economic growth and Irish fiscal policy through channels: fall in consumption effected by real income, savings rate, 
drop in VAT receipts. Unemployment rate which effects consumption and puts further pressure on fiscal flexibility. 

 

An important potential forward indicator of savings versus consumption is consumer confidence. This is extremely weak 
and useful as a high frequency data set

 
 

Next Unemployment rate which although traditional unemployment rate has not increased substantially, the 
intervention of government gives an implicit COVID-19 UE rate
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Finally, let’s look at actual consumption data. Not surprising, this indicator registered a very steep decline. But recent 
data showed a jump to pre COVID-19 levels. This May shore up government tax receipts due to the dependency of the 
state on VAT receipts. This data set is useful as is a measure of retail sales volume. 

 
 

A bleak picture from consumer confidence and potential real unemployment returning to GFC levels, but perceptions 
of Household wealth should remain constant and some return to normal sales volumes post lockdown. With all the 
caveats that if nation forced back into lockdown, and the economic disruption continues, these data sets could 
deteriorate.
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Government Flexibility to Bridge the Gap 

 

 

It is tempting to argue that as a small open economy with such high dependency on export markets for our economic 
growth, the Irish government would find it difficult to bridge a substantial budget deficit. In the short run, Ireland probably 
can but only to mitigate a social crisis and lessen the blow of a health crisis. But arguably if exports collapse, we will see a 
very large contraction in National Income. So arguably two arguments: can we fund a large budget deficit AND can we 
mitigate a collapse in GNP? Let’s explore the first question.

 
 

 

The Ministry of Finance projects an upper end budget deficit of €30 billion for 2020. To finance such, the state must 
borrow. Mainly in international bond markets. The bond markets know this. How have they reacted?

Extremely benign reaction. This can be due to factors: ECB QE and also marker perception that the current 
pandemic crisis will be sharp but brief in duration. Conclusion is bond markets, for now, will fund the 
deficit. 
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For the first six months of 2020, income tax was slightly better than same period 2019, VAT was 20% down on same period but 
Corporation tax receipts (90% of which comes from MNCs) was far more buoyant. This came in at €5.9 billion in the first 6 
months of 2020. Whether that can be sustained into the second half given the fall in 2nd quarter gdp of our main trading 
partners will be explored in the next chapter. There was also a transfer of €2 billion from NAMA. So from a receipts side, not 
as damaging as could have been.

 It could be argued that the jump in retail sales volumes might restore some VAT stability in July-December 2020.

      Drilling down into where the Irish government receipts originate. 
Source Department of Finance
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The two main sources of stress are social protection and health spending, €4.1 and €1.2 billion ahead of target.

            

Where is the budget deficit forming

This is a snapshot of breakdown of Irish fiscal spending projections pre Covid-19

                 
              

 

Ireland may have some flexibility to offset expenditure by delaying transportation, social housing and other infrastructure 
spending. But as these are expenditures that appear in GNP or National Income accounts, this would be also a negative 
on growth?
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At end 2019, the Irish National Debt stood at approximately €200 billion. Per capita, approximately €40k. Only behind Japan and 
the United States in the developed world. More importantly, is what the ratio of ND/GDP is

Where would leave the Health of the National Debt?

This has contracted considerably and Ireland might be perceived as a “good credit”. Eurostat projects an 8% 
decline in Ireland GDP for 2020. Assume 10% and €30 billion of increase in ND, this would lead to about 
%70 ND/GDP pushing us back to 2016/2017 period.

Conclusion: This is probably sustainable from a credit rating and market access 
perspective.

The next section, we will explore potential impact on our export markets and FDI in the National Income model.
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Exports and Imports

 

 
                    
                    
        

Exports of merchandise goods has not been severely affected by Covid-19 as of June 2020. This might seem counterintuitive 
given the substantial GDP contraction of our major trading partners over Q2 2020.

However imports have fallen, in part due to the imports of aircraft. Ireland imports high numbers of aircraft, not for 
domestic use but part of financial services industry. Ireland is a major player in aircraft leasing. With collapse in global 
aviation, this market has contracted to a demand shock.
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Imports, as noted, have contracted, the standout fall being aircraft purchases for Leasing. 

As we see, certain sectors did not perform as well. Notably control systems for industrial use. This may 
indicate a substantial fall in Investment by private firms in the economies of Ireland’s major trading partners.

The reason for Ireland escaping such a demand shock for her exports may lie in the composition of her 
industrial output. Much of Ireland’s export led recovery has been due to growth in pharmaceuticals and 
medical devices.
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Geographic breakdown of Irish exports in June 2020

11



   

Economic Performance of our Trading Partners 
During Covid-19

UK

USA
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EU
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