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Economic Research
Weaker exports, base effects impact GDP forecast 23 July 2018
The Irish economy contracted in the first quarter of the year, according to the CSO; real GDP fell by a
seasonally adjusted 0.6% which was a surprise given a consensus expectation of growth in excess of
1.0%. Irish goods exports, as reported in the monthly trade data, had risen strongly in the quarter but
contract manufacturing (offshore production credited to Irish firms) fell sharply, and as a result total
exports on a national accounts basis declined by 5.8%, so giving a negative contribution to GDP
growth of 7 percentage points. This was partially offset by a fall in imports of 2.5% , a strong stock
build and a marginal increase in domestic demand. The latter occurred despite a fall in personal consumption of 0.3% , reflecting weak car sales and adverse weather.
The CSO release also incorporated revisions to past data , including a downward adjustment to GDP in
2017, with real growth now put at 7.2% from 7.8%. The quarterly pattern was left intact– weak
growth in the first half of the year followed by a surge in H2– although the GDP fall in H1 is now larger
and the recovery revised down. Consequently, the carry-over effects from 2017 are now less pronounced, albeit still strong, with annual growth in the final quarter of last year now reduced to 6.5%
from 8.4%.
The annual growth in Irish GDP in Q1 was still extremely strong, at 9.1%, but was weaker than we
anticipated and we now expect average growth in 2018 to be lower than previously projected due to
the weaker base effect and the fall in contract manufacturing. The latter is hard to fathom and we use a
moving average trend as a forecast guide, and following the q1 GDP data we have revised down our
export estimate for the full year. Investment spending has also been revised down , with only marginal
growth now projected ( a big fall in spending on Intangibles largely offsets double digit growth in construction and a rise in machinery and equipment) although we have also revised up our forecast for
personal consumption growth, to 3%
The net result is real GDP growth of 6.5% and nominal growth of 8%, taking the level of GDP to over
€317bn. The CSO also made significant revisions to net factor flows, with profit outflows now much
higher than previously published. This had a material impact on the Balance of Payments (the current
account in 2016 is now a deficit in excess of 4% of GDP , for example) and GNP. Real growth in the latter is extremely volatile, with a figure of 4.4% in 2017 following 11.5% a year earlier.
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The CSO also publishes a modified national income figure on an annual basis (GNI*) which attempts to adjust
GNP for various multinational related impacts, including high levels if depreciation (reducing taxable profits)
in aircraft leasing and R&D expenditure on Intangibles. Again, there were large revisions to past data, with
GNI* in 2016 reduced by €13bn to €176bn. The 2017 estimate is €181bn and it is argued that this should be
used as the denominator when measuring relative concepts such as the debt ratio, which would be 111% in
2017 against 68% using GDP. We have questioned the rational for GNI* elsewhere and would also note that
tax receipts, presumably a key factor in whether the debt is sustainable, are more closely correlated with Net
National Income, which has always been published and captures all depreciation rather than in selected sectors.
Whatever about the merits of various alternative measure of Irish national income it is clear that demand in
the economy is continuing to drive very strong growth in job creation; employment rose by an annual 62,000
or 2.9% in the first quarter. The labour force is only growing at a modest pace, however, as the trend in the
participation rate is not increasing, and as a result the unemployment rate has fallen at a steady clip. Indeed,
the pace of decline has increased in recent months, taking the June figure down to 5.1% , well below some
estimates of full employment. We believe the figure can go lower, averaging 4.8% next year absent a demand
shock.
The Irish economy can be said to be booming, with capacity constraints evident in many sectors, notably
housing and public transport in Dublin. What is surprising is that this has not translated into significant wage
or price pressures. Weekly earnings in the private sector grew by an annual 1.8% in q1, while CPI inflation
has remained remarkably low, averaging 0.3% last year and only 0.2% in the first half of 2018.
There are clear supply constraints in the economy but demand shocks are always possible and two, in particular, have increased in probability. One is a generalized slowdown in global trade as a result of higher tariffs
and associated uncertainty while the second relates to Brexit ; the chances of the UK leaving the UK in a disorderly manner have risen, so increasing the risks of a significantly negative impact on the Irish economy.
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