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Recent Behaviour of Inflation in Ireland 

After many years out of the news, inflation has come to the fore again in recent months due to a 

spike in inflation across Europe. In Ireland, year-over-year consumer price inflation in September 

was 3.7 percent, the highest reading since before the global financial crisis (see Figure 1). The CSO 

has not yet published its October CPI but Eurostat’s “flash” release for the Harmonised Index of 

Consumer Prices (HICP) estimates there was a further increase of 1.3 percent in inflation last month, 

so a reading of about 5 percent can be expected when the CPI is published next week. 

The largest single contributor to the rise in inflation has been a surge in energy prices. The onset of 

the pandemic saw a collapse in energy prices, most notably with falling oil prices due a collapse in 

demand as lockdowns greatly reduced all kinds of travel. As the global economy recovered, these 

initial price declines have been reversed and energy price are now above pre-pandemic levels.  

Excluding energy, Irish CPI inflation was running at 2.5 percent in September (see Figure 1). While 

this is a moderate number by historical standards, it represents a rapid turnaround from falling 

prices in 2020 and the minimal inflation of the pre-pandemic year.  

 

Figure 1: Year-over-Year Irish CPI Inflation Rate for All Items and All Items Excluding Energy 

 

Note: Author’s calculations based on data from Central Statistics Office 

 

 

  



Pandemic Recovery and Global Factors 

A number of forces are contributing to this rise in inflation.  

The recovery from the pandemic has also seen price rises for services that were restricted in their 

activities during much of 2020. For example, rising year-over-year prices for airfares, hotels and 

restaurants contributed about 0.5 percentage points to inflation in September.  

Rising prices for industrial goods are also contributing to the rise in Irish inflation. This is largely due 

to global factors. The pandemic produced some unusual combinations of supply and demand for 

various products. On the supply side, the crisis led to factory shutdowns across the world in 2020 

and ongoing Covid-19 breakouts continue to cause difficulties for manufacturers in various locations.  

The pandemic also produced unexpected changes in the global spending patterns. With many 

service providers closed and limited in-person shopping opportunities during lockdowns, households 

in advanced economies switched to purchasing goods online, most notably durable goods. This led 

to an increase in demand for products produced in Asia that took manufacturers and transportation 

firms by surprise.  

Prior to the pandemic, the trade war between the US and China convinced many that global long-

distance trade was likely to decline and this led to a reduction in orders for new container ships. This 

left the supply of container shipping below what was needed to cope with the surge in the demand 

for manufactured goods, which has put severe pressure on shipping costs and led to delays and 

parts shortages.  

Another factor influencing global inflation has been the (perhaps counter-intuitive) outcome that, 

while some firms and households were badly affected by the loss of income due to shutdowns, on 

average household balance sheets have strengthened over the past 20 months. This has been due to 

lower consumer spending and active fiscal policies such as wage subsidy schemes that have offset 

much of the direct impact of the pandemic on average household disposable incomes.  House prices 

have continued to rise and global stock markets are at all-time highs, further fuelling the strength of 

household balance sheets around the world. 

 

Base Effects and the Government’s Projections 

So what is inflation likely to do next? One can provide both an optimistic and pessimistic case. Let 

me give you both and we can discuss these arguments in greater detail over questions. 

The positive case rests on observing that the recent high year-over-year inflation rates are partly a 

function of so-called “base effects”.  Prices fell during 2020 and these declines were then reversed 

but the overall amount of inflation seen since the start of the pandemic has still been moderate.  

Figure 2 shows what the CPI would have been in September had inflation grown at a steady 

annualised rate of 2 percent after February 2020. The actual value of the September CPI reading is 

almost exactly equal to this counterfactual.   

The CPI bottomed out in October of last year. This means that while inflation has been moderate 

overall since the start of the pandemic, the current year-over-year inflation calculations are 

comparing prices now to the artificially low prices recorded a year ago.  Once we start comparing 

prices with levels from subsequent base months, year-over-year inflation is likely to fall. By this 

argument, the figure soon to be published for October is likely to be the peak of the current inflation 



spike. (There is perhaps a caveat here that the passthrough from wholesale to retail energy prices 

may continue impacting CPI inflation for some months). 

This optimistic outcome is the scenario anticipated in the economic projections accompanying the 

budget. The government expects oil prices to fall a bit from their current levels and it projects both 

total and core consumer inflation to be about 2 percent in 2022 and beyond. 

 

Figure 2: Irish CPI Inflation and a Counterfactual 2 Percent Annualised Trend Since February 2021 

 

Note: Author’s calculations based on data from Central Statistics Office 

 

Risks of Higher Inflation 

There are a number of risks that inflation will turn out to be higher than the budget projections, both 

in the short and medium term. 

One risk is that wholesale energy prices do not fall in the coming months. The European natural gas 

market, in particular, is under clear strain at present. Gas prices developments in the coming months 

will depend on factors such as the severity of winter weather and Russia’s willingness to supply more 

gas to Europe in the absence of the Nord Stream 2 tunnel’s approval. 

It may also be that some of the cost increases associated with global bottlenecks may take longer to 

resolve than anticipated. For example, it takes about three years from ordering a container ship for 

it to be delivered, so the shortage in this area may continue having an impact for some time to 

come. The large increases in the Irish core CPI over the past few months suggest there is still a 

reasonable amount of inflationary momentum outside of energy prices. 

Beyond the near-term, there is the possibility that higher inflation raises the public’s expectations of 

what future inflation is likely to be. This could end up fuelling a wage-price spiral involving years of 

relatively high inflation.  

Neither financial markets nor professional forecasting economists are anticipating these upside risks 

having a big effect on inflation in 2022 but the risks clearly exist. 



Budgetary Issues 

Ireland imports a high fraction of the items that consumers purchase.  For this reason, Irish 

governments have traditionally had limited control over inflation.  So there were not many tools 

available to the government in the recent budget that could offset the kind of externally-driven high 

inflation we are currently seeing. However, a number of measures were introduced—such as the 

adjustment made to tax bands and the increase in fuel allowance—that will at least partially offset 

its impacts.  

One option would be to consider temporary reductions in VAT rates on certain types of goods and 

services as a way to reduce the headline inflation rate. On balance, I would argue against this since it 

can be politically difficult to reverse rate cuts of this type once the intended temporary period is 

over. 

It is for the best that previous proposals to provide vouchers for hospitality or other policies to boost 

domestic demand were not included in the budget. Also, once the economy has recovered from the 

pandemic, the government will need to manage its ambitious capital spending plans carefully. If 

inflation has moved upwards due to global factors, an overheating domestic economy could make a 

bad situation considerably worse. 

In terms of the budgetary impact, a sustained rise in inflation will place upward pressure on 

government spending. It would result in pressure for higher wage increases from public sector trade 

unions and upward adjustments in welfare rates. That said, higher inflation will also likely increase 

revenue, raising the VAT take as well as corporation and income taxes. The overall effect of a 

sustained increase in inflation on the budget will depend on specific decisions taken by the 

government but, on balance, it is likely to be neutral in its effect on the budget deficit. 

A greater risk stems from the response of central banks. Sustained high inflation would likely see the 

ECB end its accommodative monetary policy and start raising interest rates. This would increase the 

interest cost of Ireland’s government debt, which is high by international standards when measured 

in per capita terms. That said, the public debt has largely been financed via long-term fixed rate 

bonds and loans, with the majority maturing after 2030, so it would take time for this to have a 

sizeable effect on the budget. More worrying would be the possibility that interest rate hikes due to 

central banks would lead to another global recession. 


