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In its briefing paper on the European Semester (1 of 
2018), the PBO noted that the “European Commission 
has decided to carry out an in-depth review of 
Ireland”, to investigate the imbalances identified by the 
Macroeconomic Imbalance Procedure.1 This review was 
published on 7 March 2018 as part of the Country Report 
that the European Commission carries out each year within 
the European Semester process.

This Note will summarise the key findings and messages 
of the Country Report. The Country Report is a review of 
macroeconomic and social trends in Ireland, and provides 
the context for the National Reform Programme that the 
Irish Government will present in April.

The Country Report includes four sections:
•	 Economic Situation and Outlook;
•	 Country Specific Recommendations;

•	 Macroeconomic Imbalance Procedure; and
•	 Reform priorities.

The Country Report includes analysis of Ireland’s 
progress on implementing the 2017 Country Specific 
Recommendations (CSRs). The outcome of this analysis 
will inform the Commission when proposing the 2018 
CSRs in May 2018. 

At present, there is no direct enforcement mechanism 
for implementing the CSRs. However, the Reflection 
Paper on the Deepening of the Economic and Monetary 
Union presented the proposal of linking access to 
European funding to implementation of the CSRs.2 

Introduction

1PBO Briefing Paper 1 of 2018, p. 13.
2Reflection Paper on the Deepening of the Economic and Monetary 
Union, European Commission, 2017, p. 25.

In 2017, Ireland was given three CSRs:
1. Pursue a substantial fiscal effort (including 

broadening the tax base and reducing tax 
expenditures);

2. Target public investment in transport, water 
services and innovation supports (also includes 
investment in social housing and childcare); and

3. Reduce the stock of non-performing loans, 
especially resolving long-term arrears. 

Country-Specific Recommendations

In general, the Country Report finds that Ireland “has made 
some progress in addressing the 2017 CSRs”.3 However, 
within CSR 1, the Commission has raised concerns about 
taxation changes made in Budget 2018 that narrow the tax 
base and a growing reliance on pro-cyclical taxes, including 
Corporation Tax and Commercial Stamp Duty, to fund 
permanent increases in public expenditure.

Macroeconomic Imbalances

In the Alert Mechanism Report 2018, the Commission 
identified five indicators of Macroeconomic Imbalance in 
the Irish economy, which were discussed in detail in the 
PBO’s Briefing Paper 1 of 2018.

The Commission identifies Private Sector Debt as the 
most severe macroeconomic imbalance affecting the 
economy, followed by Public Sector Debt. The Country 
Report notes that it “is difficult to disentangle the corporate 
debt component of private debt connected to foreign 
owned [firms].” In order to accurately assess the extent 
of the economic imbalance, it would be necessary to 
differentiate between domestic and foreign firms. The 
Commission does note that a substantial proportion of 
these liabilities are held by “multinational companies with 
little connection to domestic activity”.4 This also makes 
detailing the severity of the negative Net International 
Investment Position difficult.

Regarding Public Sector Debt, the Commission notes that 
“GDP overstates the actual size of the domestic economy”, 
making it a poor measure of the public debt burden and 
“as a proportion of GNI*, public debt amounted to 106% in 
2016”, while the equivalent ratio to GDP was 72.8%.5

The change in the House Prices Index was also 
highlighted as an imbalance. Property markets, and 
specifically house prices, are discussed overleaf.  

The Real Effective Exchange Rate is not discussed in 
the Country Report. The PBO noted in its Briefing Paper 
that this was not likely to be an indication of economic 
imbalance, as domestic demand is one of the key drivers of 
Ireland’s growth.6

6PBO Briefing Paper 1 of 2018, p. 20.

4Country Report, p. 17 and 25.
5Country Report, p. 15.

3Country Report, p. 1.
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These are areas that the Commission expects Ireland to 
proactively address, and examines the progress Ireland has 
made. The Country Report identifies five priorities:

Reform Priorities

1. Public finances and taxation;
2. Financial sector and indebtedness;
3. Labour market, education and social policies;
4. Investment; and
5. Sectoral policies.

The first two priorities largely reiterate the issues raised in 
the Alert Mechanism Report 2018. Notably, under private 
sector indebtedness, the Commission indicates that the 
overall international investment position is positive for 
domestic sectors.7

Concerning the labour market, the Commission points 
to issues with labour market participation. In spite of a 
below-average unemployment rate, Ireland has the fifth-
highest combined unemployment and inactivity rate in 
the European Union. Chart 1 below illustrates the change 
in the Potential Additional Labour Force (PALF) over 
time. While the PALF has reduced from a peak of 58,000 
in 2013, it is still significantly above pre-recession levels, 
and appears to have plateaued at nearly twice its pre-crisis 
level. 

7As was noted may be the case in PBO Briefing Paper 1 of 2018, p. 26.

Chart 1: Potential Additional Labour Force 2004-2017, figures 
in thousands of individuals

Source: Central Statistics Office

Investment refers to both public investment in the 
economy and investment by private firms. According to 
the Department of Finance, Ireland’s overall gross value 
added is 135% of the EU average.8 However, the European 
Commission and OECD9 have both raised concerns with 
the disparity in productivity and productivity growth 
between domestic and foreign firms. This would imply that 
this gross value added is being increased largely by these 
foreign firms.

Most of the growth within Ireland is concentrated among 
the top 10% of non-EU firms.10 Further, evidence shows 
that the gap between the most productive and least 
productive firms is widening.11 Productivity is also highly 
regionally imbalanced. Between 2006 and 2014 the Gross 
Value Added per capita in Dublin grew from €54,600 to 
€62,017. The average change for the rest of country was 
from €31,338 to €27,576 (CSO figures).

Sectoral policies 
Evaluating the property market, the Commission remarks 
that “house prices do not appear to be overvalued at this 
stage [2016], but, affordability is a concern”12 and that 
failing to meet housing demand may impact on future 
growth in the wider economy. The growth in house prices 
has increased since this review. In 2017, the Residential 
Property Price Index grew by 12%, compared to 9% growth 
in 2016. 

Under transport and telecoms, the Commission notes 
poor transport infrastructure around urban centres. In 
addition, the Commission notes the delays in implementing 
the National Broadband Plan. 

In the research, development and innovation sector, the 
key focus is on the scope to tailor research incentives more 
towards indigenous SMEs, and that it is “older, larger and 
non-Irish firms who derived financial benefit” from the 
R&D tax credit.13

Under the heading of energy and climate action, the 
Commission gives a clear warning about Ireland’s lack of 
progress to its greenhouse gas emission/climate targets 
for 2020, noting that Ireland is projected to only achieve a 
reduction of 3% below 2005 levels, against a target of 20%. 
According to the Commission, “this means that Ireland will 
need to buy allocations [for emissions] from other Member 
States.”14

12Country Report, p. 47.
13Country Report, p. 52.
14Country Report, p. 53.

10Country Report, p. 42 & 45.

8Department of Finance Presentation on Firm-level productivity, p. 4. 
Gross Value Added is a measure of the economic value created by the 
production of goods and services in a country. 

11Department of Finance, p. 8 and 17.

9OECD Country Survey 2018, p. 68.
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