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Summary 

Economic conditions remain challenging in Ireland, but we still expect the economy to return to growth this year, driven by 

the strength of the export sector, resulting in a positive current account balance.  

 

GDP is recovering as could be seen in the Q211 numbers which were better than expected. We would expect it to be at 2005 

levels by 2013 based on our growth numbers, with GNP (A better representation of the domestic economy) remaining below 

2005 levels at that stage. We expect GNP growth this year will be -0.10%, moving to 0.6% in 2012 and 1.00% in 2013.   

 

The debt levels of the State will remain in focus as we move to a peak debt number of 117% of GDP by 2013. While this debt 

is high, it is not insurmountable for a country with a track record of reducing debt. As can be seen from the late 1980’s where 

Ireland ran large primary surpluses to reduce the level of national debt.  

 

Recent decreases in interest rates that have been applied to the Irish funding from the EFSF and will mean national debt lev-

els will peak at lower levels than previously forecast. A recent ESRI report, estimates the national debt will peak in 2012 at 

112%, dropping to 106% by 2015. In addition the primary budget balance also improves significantly, making the adjustments 

facing the Government less onerous in coming budgets, despite the weaker economic conditions now faced by Europe and 

the US.   

 

Consumer and banking system debt are two influencing variables that were not an issue in the late 1980’s or early 1990’s 

when Ireland last reduced its sovereign debt levels. In this document we show that while the absolute banking liabilities are a 

significant multiple of Irish GDP, there are assets backing these liabilities and significant capital injections have been made 

into the banking system to offset losses on these assets. These injections are already included in our national debt numbers.  

 

We also show that while personal debt remains high in the economy, consumers total balance sheet nonetheless is in good 

shape, even assuming a 60% peak to trough fall in house prices. The Irish consumer is continuing to pay down mortgage and 

unsecured debt and maintains a high savings ratio, resulting in a significant drag on retail sales. A lack of confidence, rather 

than pure indebtedness, is the major obstacle preventing the Irish consumer from spending in our view. That said, a 1% de-

cline in the savings ratio could potentially release €925m back into the economy. 

 

While the high level of personal debt remains a negative for the Irish consumer, 55% of domestic mortgages are on Tracker 

which move in line with ECB base rate moves. The banks themselves have no discretion on the moves. Therefore, interest 

rate cuts in 2012 from the ECB will directly benefit the consumer and may result in some increased spending. Each 25bps cut 

will give €137.4m back to consumers in lower Tracker mortgage rates. This ignores any benefit from reductions in standard 

variable mortgages if banks pass on rate cuts to those customers.  

 

One of the requirements to improve confidence is a lasting solution to the European debt crisis. We outline our opinion on 

how it will be dealt with and how we see it will be positive for Ireland. The proposed solution for Greece delivers an un-

equivocal vote of confidence by European leaders in the Euro and the European banking system. Ireland is a beneficiary 

through lower interest rates and prolonged debt maturities, along with its resolve to solve its country specific issues.  
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Summary Contd. 

 

Potential positives to shorten the period of recovery could include; 

Debt forgiveness could feature in due course in respect of some consumer mortgages, thereby increasing consumer confi-

dence. An amount of latent housing demand has been seen by the levels of demand for the deeply discounted sales of 

new housing developments sold out of receivership/liquidation. 

A reduced savings ratio could increase domestic spending. This may arise either through reduced fear, debt pay-down or 

specific Government incentives to increase spending (lower VAT) or disincentives to save. 

 

A realisation among some market commentators of an element of double counting in the calculation of national net debt 

by including gross debt among banks and assuming this again in the estimate of potential sovereign debt outstanding. 

Where the government borrows to invest in banks, it creates a capital buffer that allows assets to be sold and debts to be 

discharged by banks without a further cost to the exchequer, reducing the level of the national guarantee. 

 

We see the fiscal and banking issues facing the economy as manageable, but retail sales will remain weak for the next two 

years as the saving ratio remains high and the consumer remains worried about pay cuts and further tax increases in the next 

two budgets. Due to these issues, we expect the decline in retail sales to slow in 2012, to -2.3% and be flat in 2013. It will be 

into 2014 before we see an increase in retail sales numbers. The uncertainty over take-home pay will have lessened signifi-

cantly and debt reduction by consumers will be at levels that allow for retail sales expansion. 

 

This view is supported by Irish demographics, where 42.7% of citizens are aged 29 and under, compared to 33.2% within the 

Euro-Zone. Ireland’s more benign demographics mean it doesn’t have the aging population problem of our European 

neighbours, therefore, the work-force should be relatively more productive, implying higher growth than the European aver-

age. A younger population also tends to prioritise spending over saving, as can be seen by the low personal spending levels in 

Germany, which has one of the oldest demographic profiles of the Euro-Zone. 

 

In conclusion, debt levels within the Irish economy remain high and consumer confidence is weak due to fears over unem-

ployment and the international situation in Europe. Despite this, once the numbers are examined, the debt levels are man-

ageable and in the case of the consumer, being dealt with and reduced. The Government is also taking action on the public 

side in reducing deficit levels by the agreed target dates unlike a number of our European peers. This adjustment is impacting 

on consumer spend, in particular on the discretionary side and we see this trend continuing for the next two years.  

Despite our weaker growth estimates, we still see the economy growing next year helped by lower ECB base rates, reduction 

in the interest rate on our borrowings from the ECB and EC plus improving international sentiment towards Ireland. Difficult 

decisions will still have to be made in December and for the following budget, but at least this will, in our view, achieve the 

aim of restoring the finances of the country onto a stable footing and help restore economic sovereignty.    
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1. Introduction 

The economic situation in Ireland remains challenging, however a timid recovery is underway supported by strong exports. 

While domestic demand is weak, the Government is implementing its targets set under the IMF/EC support package, as con-

firmed by the latest Troika review published in September.   

 

Irish Economic Growth  

After three years of declining economic growth, the majority of forecasters are guiding a return to GDP growth this year. Con-

sensus GDP growth forecasts for 2011 are 0.70%, accelerating to 1.93% in 

2012 and 2.40% in 2013. The return to economic growth is being driven by 

exports, which are offsetting the negatives of contracting government and 

consumer spending. Our estimate for GDP growth in 2011 is below consen-

sus at 0.5%, with growth recovering in 2012 to 1.10% as positive economic 

activity continues in the US and UK. Our 2013 estimate of 1.75% is also below 

consensus  reflecting the current weak conditions, which we believe will see 

the European Commission (EC) and Department of Finance (DoF) reduce 

their estimates in coming weeks. Based on our estimates, GDP at the end of 

2013 will still only be at 2005 levels. We emphasise that this is based on a 

lasting solution to the European situation being implemented and does not take account of a number of potential positives, 

which we will outline in the course of the note. 

 

Our GNP estimates are based off our GDP forecast, but GNP will be slower to recover as the domestic economy works through 

tough austerity measures, which will impact an already subdued domestic demand. GNP is forecast to decline further this year 

(-0.10%) before rebounding next year by 0.6% and growing 1.00% in 2013. Based on these growth estimates, GNP will still be 

at pre-2005 levels, significantly below the peak of €163.4bn in 2007. The difference between GDP and GNP is the strong per-

formance of the international sector in Ireland, which is also a major driver of strong exports. This export performance has fed 

into the  recovery in Ireland’s Current Account Balance. 
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Ireland - GDP 2011 2012 2013

ESRI 1.80% 2.30% N/a

DoF 0.80% 2.50% 3.00%

EC 0.60% 1.90% 2.40%

IMF 0.40% 1.50% N/a

OECD 0.00% 2.30% N/a

Dolmen 0.50% 1.10% 1.75%

Average 0.68% 1.93% 2.38%
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1. Introduction (Cont.) 

Export growth continues to result in improvements in the Irish current account balance, which in 2011 is expected to return to 

a positive balance for the first time since the early 2000’s. As can be seen from the graph on the previous page, Ireland has the 

best current account position of all the peripheral European countries and is also  better than the UK. 

The improvement is partly due to the increased demand for Irish exports (where costs adjustments and renewed competitive-

ness are both factors) but is also helped by lower imports, as declining consumer spending has meant lower demand for for-

eign produced consumer items. On a GDP basis productivity growth of 3.3% is estimated for 2010, which is the strongest an-

nual increase since 2002. 

It is estimated that every 1% reduction in Government borrowing through reduced spending results in a fall of 1% in the bal-

ance of payments current account deficit. The impact of austerity measures will therefore likely be significant. Despite our 

lower than consensus growth estimates, we still believe the developed economies will not fall into a double dip recession, al-

lowing Irish exports to continue to grow, but at a slower pace than previously estimated. This, in turn, will improve our current 

account balance and ensure it moves back into surplus in 2011 and beyond.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Commentators have correctly highlighted the challenges facing the Irish economy in terms of slowdown in global growth, the 

continued banking sector crisis and the required Government austerity measures necessary to balance the budget. Nonethe-

less, the State is starting to pay its way in the world again with the current account moving into positive territory and the econ-

omy resuming growth, albeit from a low base.  
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Ireland Major Trading Partners Relative Hourly Earnings

ϵπ½ƻƴŜ2011 2012 UK 2011 2012 US 2011 2012

DoF 1.50% 1.80% DoF 2.20% 2.50% DoF 2.10% 2.50%

EC 1.60% N/a EC 2.00% N/a EC N/a N/a

IMF 1.60% 1.10% IMF 1.10% 1.60% IMF 1.50% 1.80%

OECD 2.00% 2.00% OECD 1.40% 1.80% OECD 2.60% 3.10%

Dolmen 1.30% 1.00% Dolmen 1.40% 1.50% Dolmen 2.00% 2.35%

Average 1.60% 1.48% Average 1.62% 1.85% Average 2.05% 2.44%



 
2. Unemployment 

The labour market remains weak overall, but appears to have begun to stabilise. The unemployment rate currently stands at 
14.4%. We forecast unemployment to remain unchanged at the year end. Falling employment is being absorbed somewhat by 
the continued decline in labour force participation and reversal of the strong boom-era net inward migration. 
 
We forecast that unemployment will fall from current levels through supply adjustment, emigration, etc. and through expected 

government initiatives. Emigration is assumed to be driven by movements in after-tax wage rates. It is forecast that there 

could be cumulative net emigration of over 160,000 over the period 2009 to 2013. On the job creation side, we anticipate spe-

cific government initiatives, continued foreign direct investment as a consequence of productivity gains and, lastly, an over-

correction by domestic companies in reaction to the severity of the recession. We, therefore, anticipate a static unemployment 

rate in 2011 starting to fall in 2012 and ultimately falling to a longer term rate of close to 7% by 2018. There is some risk that 

the increasing long term unemployed (more than one year) develops into structural unemployment.  

 

 
 
 
 
 
 
 
 
 
 
 
 
3. Debt Levels of the Irish State  

The Irish State has moved from low national debt levels in 2007 to 95% of GDP at the end of 2010. The national debt will con-

tinue to rise in coming years due to continuing budget deficits. Based on the latest Troika up-date, debt to GDP in Ireland is 

expected to peak at 117% in 2013 and then begin to decline from 2014 onwards. 
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The deficit and debt numbers have improved slightly, due to the higher GDP number for 2010 of €155.99bn, which previously 

had been estimated to be sub €155bn. The difference, while small, does make the budget adjustments slightly easier than be-

fore and provides some flexibility in case growth numbers for 2011 or 2012 are slightly weaker. 

Source: CSO, Dolmen Estimates 
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Irish Unemployment

Stability Pact EU/IMF Update (April 2011) 2010 2011 2012 2013 2014 2015

D5t όϵƳύ €155,992€158,020€162,761€169,271€175,000€182,725

Real GDP Growth -0.40% 0.75% 2.50% 3.00% 3.00% 3.00%

Nominal GDP Growth -2.90% 1.30% 3.00% 4.00% 3.38% 4.41%

DŜƴŜǊŀƭ DƻǾŜǊƴƳŜƴǘ .ŀƭŀƴŎŜ όϵƳύ€50,100€15,665€13,905€12,130€8,130€5,035

Annual deficit as % of GDP 32.12% 9.91% 8.54% 7.17% 4.65% 2.76%

General Government Debt €148,000€173,000€187,000€198,000€203,000€202,825

GGD as % of GDP 94.88% 109.48% 114.89% 116.97% 116.00% 111.00%

Source: DoF



 

3. Debt Level of the Irish State (Cont.) 

The reduction in the interest rate charged to Ireland on its loans following the EU Summit meeting on the 21st of July is an 
even more positive development than the higher than expected GDP number for 2010. This has been further supported by the 
recent proposals adopted by the European Commission, suggesting reduced interest rate margins and extended maturities for 
loans granted by the European Union (EFSM) to Ireland and Portugal. Both countries should pay lending rates equal to the 
funding costs of the EFSM, i.e. reducing the current margins of 292.5bps for Ireland and of 215bps for Portugal to zero.  
 
The reduction in margin will apply to all instalments, i.e. both to future and to already disbursed tranches. The decision covers 
money (€22bn) from the European Financial Stabilisation Mechanism (EFSM). This is separate from the reductions in Ireland's 
interest rates agreed in July by EU leaders which covered money (€22bn) from the European Financial Stability Facility (EFSF).  
 
The ESRI has completed a report, adjusting deficit and national debt numbers for the reduction in the EFSF facility to Ireland in 
July. The numbers are outlined below and highlight the positive impact it has on the debt dynamics of Ireland before and after 
the interest rate reduction on the EFSF facility.  
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2010 2011 2012 2013 2014 2015

D5t όϵƳύ €155,992€158,020€162,761€169,271€175,000€182,725

DŜƴŜǊŀƭ DƻǾŜǊƴƳŜƴǘ .ŀƭŀƴŎŜ όϵƳύ€50,100€15,665€13,905€12,130€8,130€5,035

Annual deficit as % of GDP 32.12% 9.91% 8.54% 7.17% 4.65% 2.76%

General Government Debt €148,000€173,000€187,000€198,000€203,000€202,825

GGD as % of GDP 94.88% 109.48% 114.89% 116.97% 116.00% 111.00%

Debt Interest Payments €5,000 €5,900 €7,200€8,000€11,000€11,300

Interest Payments as % of GDP 3.21% 3.73% 4.42% 4.73% 6.29% 6.18%

Primary Balance -€44,900-€9,700-€6,300-€1,900€2,900€6,300

As % of GDP -28.78% -6.14% -3.87% -1.12% 1.66% 3.45%

As per DoF estimates in April 2011

2010 2011 2012 2013 2014 2015

D5t όϵƳύ €155,992€158,020€162,761€169,271€175,000€182,725

DŜƴŜǊŀƭ DƻǾŜǊƴƳŜƴǘ .ŀƭŀƴŎŜ όϵƳύ€50,100€15,100€12,600€10,500€6,300€3,200

Annual deficit as % of GDP 32.12% 9.56% 7.74% 6.20% 3.60% 1.75%

DŜƴŜǊŀƭ DƻǾŜǊƴƳŜƴǘ 5Ŝōǘ όϵƳύ€148,000€171,400€181,700€187,800€191,100€194,300

GGD as % of GDP 94.88% 108.47% 111.64% 110.95% 109.20% 106.33%

5Ŝōǘ LƴǘŜǊŜǎǘ tŀȅƳŜƴǘǎ όϵƳύ€5,000 €5,400 €6,200€8,500€9,100€9,500

Interest Payments as % of GDP 3.21% 3.42% 3.81% 5.02% 5.20% 5.20%

Primary Balance -€44,900-€9,200-€5,300-€2,400€4,800€8,100

As % of GDP -28.78% -5.82% -3.26% -1.42% 2.74% 4.43%

ESRI & Dolmen estimates 

Debt dynamic estimates prior to 21st of July Summit 

Debt dynamic estimates post 21st of July Summit 



 

3. Debt Level of the Irish State (Cont.) 

The reduction in the interest rate on the EFSF facility alone, now means the Government debt peaks at 112% of GDP in 2012 

and not 117% in 2013. The ESRI study uses the same growth numbers as per the DoF study completed in April of this year 

(higher GDP numbers than we expect). On the positive side, it doesn’t take into account the further interest rate reductions 

achieved by the Government on the other European facilities and it uses an interest rate of 6% for new debt issuance by the 

Irish Government once it re-enters the market post 2013. 

The report shows how the debt dynamics of the Irish state are improving and a weaker growth environment will be offset, at 

least in part, by lower financing costs for the State. This will allow Ireland to continue on its austerity programme at roughly 

current levels, even in a weaker growth environment.  

The historical track record for Ireland shows a willingness to implement tough austerity measures to reduce deficits and na-

tional debt levels.  In 1986, Ireland had a national debt equal to €35,553 per person. This compares to €43,721 per person now 

in an environment where the GDP of the economy per capita is at much higher levels. Also, real interest rates in the late 1980’s 

were at 10%, compared to 0.2% today.     

 

 

 

 

 

 

 

 

 

 

 

 

As can be seen, in the early 1980’s, Ireland ran large primary deficits at levels similar to those experienced in 2009 and 2010. 

Budgetary discipline, continued strong current account surpluses and ensuing economic growth allowed significant debt reduc-

tion in the late 1980’s. Therefore, while Ireland is facing a large national debt there is a precedent in the past for the State to 

reduce those levels. 
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Source: OECD, IMF 



 

4. Funding the Irish State  

The EU and the IMF have so far provided €22.2bn financial assistance (14.3% of GDP) under the programme, which totals 

ϵурōƴ ƛƴŎƭǳŘƛƴƎ ǘƘŜ LǊƛǎƘ ŎƻƳǇƻƴŜƴǘΦ ¢Ƙƛǎ ŎƻǊǊŜǎǇƻƴŘǎ ǘƻ ƻƴŜ ǘƘƛǊŘ ƻŦ ǘƻǘŀƭ ŜȄǘŜǊƴŀƭ ŦƛƴŀƴŎƛŀƭ ŀǎǎƛǎǘŀƴŎŜ ƻŦ ϵстΦрōƴ ŜƴǾƛǎŀƎŜd 

under the program. Instalments amounted to €17.8bn in the first quarter of 2011 and €4.4bn in the second. The disbursed EU 

funds of €15.0bn were provided by the European Financial Stability Mechanism (€11.4bn) and the European Financial Stability 

Facility (€3.6bn). The planned instalments for the third and fourth quarter of this year amount to €4.5 and €11.5bn, respec-

tively. Disbursements for 2012 and 2013 are tentatively planned for €19.0 and €10.3bn, respectively. 

For the next number of years retail and short-term debt funding are expected to cover limited amounts of overall financing 

needs for the Irish State. There is no need for the Irish sovereign to tap the international bond market until the second half of 

2013, but it is the stated intention of the authorities to re-enter the market sooner and also to keep a sufficiently large enough 

cash buffer for the post-programme period. 

 

 

 

 

 

 

 

 

 

5. Privatisation Receipts  

As part of the Memorandum of Understanding with the Trokia, Ireland must raise €2bn from sale of state assets, with some 
Troika members indicating a number closer to €5bn would more desirable. Assets being discussed include Bord Gáis (National 
Gas Board), ESB (National Electricity Company), Bord na Moná (National Peat Company & Renewable Energy Generator), Col-
lite (State Forestry Agency), minority stake in Aer Lingus, RTÉ (National Television & Radio station) plus a number of smaller 
agencies. 
 
Progress has been slow with a number of reports due from Government indicating their intentions. In recent weeks, more 
pressure has been put on the Government to raise the €2bn from sale of minority stakes in some of these companies. The 
most likely is a minority stake in ESB, which management value at €6bn, but may be less in the current market environment. A 
partial sale would realise €2bn, or close to it, in one transaction. 
 
Achieving €2bn from privatisation will not eliminate the Irish Budget deficit in 2012 (expected to be €13.9bn), but it could give 
Ireland the ability to meet agreed targets if growth numbers are significantly weaker than what we and/or the Irish Govern-
ment expect. It allows a degree of flexibility to the Government in achieving its targets without imposing even more austerity 
measures.  
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6. Banking System 

One difference to the late 1980’s are the problems in the banking system. The domestic banks are heavily reliant on ECB fund-

ing and State Guarantees following outflow of deposits from the banking system.   

Outstanding funding within the domestic banking system is €319bn or 2.05x 2010 GDP. This is a significant burden for a small 
economy and many view this as a further potential liability for the State on top of the national debt of €148bn at the end of 
2010. 

 
Many of the resulting commentaries fail to take account of the assets on the other side of these liabilities and the recapitalisa-

tion of the banks that has already been funded by the State, which allows the banks to sell assets at current market levels and 

deleverage without further recourse to the state. The assets of the Irish banks post transfer of loans to NAMA and sales are 

mainly mortgage assets. 

 

Mortgages as at the end of June 2011 are 54% of the Irish loan portfolios and will move higher as the deleveraging of non-core 

assets continues. When including personal loans, the percentage moves to 58%. In addition we believe that the banks have 

foreign assets of €30bn+ that may be sold in 2011 without further write-downs beyond those anticipated in stress tests and 

resulting recapitalisations. From this point, the path of loan books of the banks and the fortunes of the consumer are inter-

twined. The consumer, for reasons we outline below, is in a better position than is accepted by many commentators and as the 

economy begins to recover, consumer confidence should improve and the quality of the Irish loan portfolios should also im-

prove. 

 

Taking the base scenario used by Blackrock under the PCAR Stress Tests, losses in the Irish banking system on mortgage portfo-

lios, including the cost of deleveraging, should reach €9.925bn, or 14.3% of the total recapitalisation of the banking system. 

The recapitalisation of the banking system is already included in the calculation of the national debt estimates, meaning the 

potential losses for the banking system are already paid for and should not be double counted, despite the suggestion of some 

commentators. 

 

It also demonstrates that the liabilities the State is guaranteeing within the banking system may well be covered by the assets 

on the banks balance sheets and not necessarily by the State. The potential shortfall has been covered by the capital injections 

undertaken and proposed into the banking system. 

 

 
October 2011   
 
Outlook for the Irish Economy
       

 

Bank Debt AIB BOI IPM EBS Anglo * Total

UnGuaranteed (Bn) €5.70 €4.12 €0.54 €0.40€3.47€14.23

Guaranteed (Bn) €5.86 €5.95 €1.24 €1.03€2.97€17.04

ECB Funding (Bn) €30.00 €26.00 €10.20€4.90€15.20€86.30

Central Bank Funding (Bn) N/a N/a N/a N/a €16.90€16.90

Interbank (Bn) €11.30 €10.00 €3.35 €0.90€1.60€27.15

Customer Deposits (Bn) €60.90 €70.00 €17.20€9.42 N/a €157.52

Total €113.76€116.06€32.53€16.65€40.14€319.14

LTD Ratio 142% 165% 214% 175% N/a N/a

*As of Dec 2010, AIB and IPM numbers adjusted for deposits purchased from Anglo and Irish Nationwide

Source: Company Accounts, Dolmen Estimates



 

6. Banking System (Cont.) 
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30-Jun-11 30-Jun-11 31-Dec-10 30-Jun-11

BOI ϵōƴ ϵōƴAIB ϵōƴ ϵōƴEBS ϵōƴ ϵōƴIPM ϵōƴ ϵōƴ

Irish Mortgages 28.0 Irish Mortgages 27.2 Irish Mortgages 14.0 Irish Mortgages 25.8

FTB 8.2 Prime 17.5 Prime 14.0 Prime 20.3

BTL 7.2 Staff/Others 1.8 BTL 5.5  

Prime 6.7 BTL 7.9

Switchers 5.9

UK Mortgages 29.9 UK Mortgages 3.42 UK Mortgages 7.1

Prime 14.2 Prime - NI 2.1 BTL 7.1

BTL 11.1 Prime - UK 1.0

Self-Cert 4.6 BTL 0.3

Ire Prop & Construction 9.5 Ire Prop & Construction 13 Ire Prop & Construction 2.9

Land 1.5 Investment 7.8 Retail BTL 1.5

Development 0.9 Land & Develop 5.2 Comm BTL 0.4

Investment 7.1 Commercial 0.9

UK Prop & Construction 12.2 UK Prop & Construction 9.1 Commercial 2.3

Land 0.9 Investment 7.1

Development 0.7 Land & Develop 2.0

Investment 10.6

Other Prop & Construction 1.0 Other Prop & Construction 2.5

Investment 2.3

Land & Development 0.2

SME/Non-Property 28.0

Ireland 13.7 0.8

UK 8.1 Contractors 0.8

ROW 6.2

Consumer 3.3 SME 13.8 Consumer ROI 1.1

Ireland Ireland 13.8

Loans & o/d 1.2

Credit Card 0.7 Corporate 9.46

Car Loans 0.2

UK Consumer ROI 6.00

Credit Card 0.5 Ireland 6.00

Car Loans 0.7

Other - UK 0.8

Total 111.9 Total 86.08 Total 16.8 Total 36.3

Source: Company Accounts, Dolmen Estimates 



 

6. Banking System (Cont.) 

This point is also true of NAMA, where circa €71.2bn of loans have been purchased for circa €30.2bn, with €1.5bn of that con-

sideration in junior NAMA bonds that only pay if the loan portfolio performs. NAMA has already redeemed €750m of NAMA 

bonds year-to-date, which is 2.6% of the outstanding senior NAMA bonds. The loan losses created by NAMA transfers have 

already been funded by the state in the form of capital injections. 

 

The recapitalisation of the banking system has moved the Irish banks to capitalisation levels well above peers and allows them 

to deleverage over €70bn of assets over the next 2.5 years, reducing reliance on ECB and Central Bank funding and, in turn, 

reducing the contingent liability for the State from the support it is providing the system. 

 

 

 

 

 

The restructure of the banking system is on-going, but the recapitalisations are complete. The sale of businesses and de-

leveraging is on-going within all banks. Bank of Ireland completed its capital raise with the State ending up with only a 15% 

shareholding, down from circa 34% prior to the capital raise.  

The investors were led by Fairfax Financial Holdings and include WL Ross, Capital Research (part of The Capital Group), Fidelity 

Investments and Kennedy Wilson. These investors, together, hold 34.9% of BOI equity and have injected €1.123bn into the 

bank. The attraction of private capital into Bank of Ireland is a significant positive for the State as it reduced the recapitalisation 

bill and leaves one domestic bank outside State control. It also demonstrates to the market that private investors are inter-

ested, and have confidence in Ireland and still see it as an investment opportunity.   

The end result of this restructuring of the Irish banking system will be two main pillar banks in domestic ownership plus a num-

ber of foreign-owned operations. The number of banks competing for business will be dramatically reduced and the domestic 

institutions will be more focused on re-shaping their businesses and deleveraging.  

Central to the timing of a meaningful recovery in employment is the provision of credit by the banks in Ireland. We estimate 

that it will take up to two years before credit is provided in any meaningful way. Domestic banks will have deleveraged and 

restructured by this point and will be focused on improving the value of the bank by increasing the price to book ratio through 

a defined path to sustainable return on equity.  

This will be achieved by lending at higher margins. The business plans approved at European level have forced the sale of units 

contributing non-interest income and, therefore, lending at higher margins will be the only route to profitability. With produc-

tivity gains, companies should be able to afford higher margins, while pricing falls in domestic housing will equally make higher 

mortgage rates more affordable.  

The trigger point for renewed lending will be a loan to deposit ratio of circa 122.5% as highlighted in the PLAR report. This 

process of improvement will be gradual and will require a sustained European-wide banking solution. 
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AIB BOI EBS IPM

Core Tier 1 (Dec 2010) 3.70% 9.00% 8.00% 10.60%

Pro forma Core Tier 1 * 21.90% 16.10% 22.60% 32.40%

*Assuming immediate capital injection

Source: Company Accounts, Dolmen Estimates 



 
7. Impact of European Solution on Ireland 

Ireland’s prosperity as a small open economy has always been dependent on outside influences, with the current situation 

within Europe adding a new dimension to this point. The concerns over peripheral Europe and our absolute debt levels has 

resulted in Irish bond yields increasing to record highs and will make it more difficult for Ireland to access markets from 2013, 

as planned under the IMF/EU support package. 

 

In our view the issues within Europe are coming towards an end game, even though this may take another number of months 

to be implemented. The spike in Italian yields has worried European policy-makers due to the size of the national debt, €1.6Tr 

compared to €1.2Tr for Spain, Ireland, Greece and Portugal combined. 

 

On the 21st of July, European leaders announced a series of measures in total contributing to €159bn of additional aid for 

Greece. The €440bn rescue fund also was authorised to buy debt across stressed Euro nations. The fund can also aid troubled 

banks and offer credit-lines in times of market speculation. Financial institutions will contribute €50bn after agreeing to a se-

ries of bond exchanges and buybacks that will reduce Greek debt. Ireland benefitted through a reduced interest rate that saves 

ϵуллƳƴ ŀ ȅŜŀǊ ŀƴŘ ǇǊƻƭƻƴƎŀǘƛƻƴ ƻŦ ŘŜōǘ ǊŜǇŀȅƳŜƴǘ ǘŜǊƳǎ ŦǊƻƳ тΦр ȅŜŀǊǎ ǘƻ мр ȅŜŀǊǎΦ ¢Ƙƛǎ ŀƴƴƻǳƴŎŜƳŜƴǘ ǎŀǿ LǊƛǎƘ ŘŜōǘ ƳŀǊπ

kets react positively as part of a broader positive reaction in Greek, Portuguese, Italian and Spanish bond markets. 

 

The EMU leaders’ crisis response was more comprehensive than many market commentators had expected even with these 

significant steps the peripheral countries still need to move to a sustainable path towards debt reduction. Greece still remains 

vulnerable and has struggled to meet the imposed IMF austerity targets and public asset sales targets. It is, therefore, unclear 

whether Greece is structurally in a position to benefit from the better bailout terms.  

 

What was clear is that, pressed to act, European governments will do so in defence of the Euro and the European banking sys-

tem. Any additional solution for Ireland is relatively easier to implement as, post these moves, it is the deleveraging of the 

banking sector debt that resolves much of our outstanding problems. 

 

In our view Europe, will eventually move towards asset purchases and the potential for EuroBond issuance will move ahead of 

the market in the current crisis. Purchases of problem assets from the European banking system will help to restore confidence 

in the banking system plus EuroBond issuance for weaker countries will reduce spreads in the peripheral States. The purchase 

of peripheral debt at a discount to face value by the ECB should result in debt levels within peripheral states falling as the debt 

can be retired at less than face value. 

 

The result of asset purchases will be a form of QE within Europe and, in time, will help to stimulate inflation. It could poten-

tially result in a move from the ECB’s sole mandate of price stability to one of Growth and Price stability, similar to the Federal 

Reserve. 

 

For Ireland, it will eliminate the uncertainty surrounding the continued existence of the Euro, helping to improve consumer 

confidence. It has the potential to increase asset values as seen in the US and generate inflation, eroding the large debt levels 

built up in European sovereigns. 

 

The final positive is the impact on growth, as the uncertainty over the Euro falls, consumers will begin to spend and reduce pre-

cautionary savings, not only in Ireland but across Europe. An increase in growth will directly benefit Ireland, further reducing 

the national debt as GDP grows over time. 
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8. Consumer Indebtedness 
Another factor different to the situation that Ireland found itself in during the late 1980’s is the indebted nature of the Irish 

consumer and the Irish corporate. The levels of secured and unsecured debt increased rapidly in the early part of the past dec-

ade and this level of debt is often cited as a reason for lack of consumer spending. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

While it is correct the level of consumer debt increased dramatically in recent years, as can be seen from the credit card and 

mortgage numbers above, the level of debt has been continuing to decrease since January 2008. The level of monthly spending 

on personal credit cards is back to 2004 levels and personal credit card balances outstanding have fallen to 2006 levels. 

 

This shows the Irish consumer is continuing to deleverage personal balance sheets and this has had an impact on spending 

levels by consumers. The saving ratio remains high compared to recent history and has only declined slightly from the 2009 

high of 12.32%. Every 1% decline in the savings ratio, it should be noted releases, €925m of potential consumer spend. 

 

Even with the high personal debt levels within the economy, the balance sheet of the private sector in Ireland is healthy. 
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8. Consumer Indebtedness (Cont.) 

The table below is our estimate of the balance sheet of the private sector in Ireland. It is based on figures from recent Central 

Bank releases and our estimates on direct equity and pension holdings. This would imply that there is equity within the Irish  

private sector of €421bn. To put this in context, it is 2.7x 2010 GDP, 1.6x all remaining domestic bank liabilities and 12x the 

total NAMA senior bonds outstanding. 

 

 

Even when stress testing value of housing, (assuming a further 20% decline in the average house price to €150k), the domestic 

balance sheet of the consumer remains in a strong position. It would leave equity of €350bn on the   balance sheet (2.3x 2010 

GDP). It should be noted a further 20% decline in the average house price from current levels would be a peak to trough fall of 

circa 60%. 

 

Therefore, while the absolute level of debt within the Irish economy is large, the significant amount of assets the Irish con-

sumer has on the other side of the balance sheet is often ignored and makes the situation look significantly better. For the con-

sumer, it is lack of confidence that is keeping them back from spending which is not surprising due to the media’s blanket cov-

erage of economic issues plus the problems within the banking system. 

 

While the large levels of personal debt in the economy is a negative, there is 

one positive. The majority of the debt is mortgage debt, of which 84.7% is on 

variable interest rates. Over half (54%) of mortgages are on Tracker, which 

match moves in ECB base rates for life, with banks having no discretion on hold-

ing onto any rate decreases under such contracts. The remainder are Standard 

Variable Rate (SVR) mortgages, but banks may hold onto any rate reductions by 

the ECB if they wish or increase rates at their discretion.  

 
 
A 25bps rate cut by the ECB, could, therefore, reduce the interest bill on tracker mortgages by €137.4m or 0.10% of GDP, as-
suming no rate reduction occurs on SVR. We predict interest rates will be cut by 75bps during 2012 by the ECB, releasing 
ϵпллƳ ōŀŎƪ ƛƴǘƻ ŎƻƴǎǳƳŜǊ ǇƻŎƪŜǘǎ ƻǊ лΦол҈ ƻŦ D5tΦ ¢Ƙƛǎ ǿƻǳƭŘ ǇǊƻǾƛŘŜ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ōƻƻǎǘ ǘƻ ǘƘŜ ŜŎƻƴƻƳȅ ŀǎ ƛǘ ǿƛƭƭ ƘŜƭǇ ǎǳǇπ
port consumer spending. 
 
This is a very different situation to the one  expected four months ago, when an interest rate hiking cycle was underway by the 
ECB, with each hike taking more cash out of the economy and making debt reduction more difficult.     
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Mortgage Type € Mn %

SVR 30,843 31.20%

Tracker 52,880 53.49%

Fixed 15,128 15.30%

Total Mortgages 98,851 100.00%
Source:  Central Bank of Ireland 

Household Net Worth 

€ Mn € Mn

Housing 400,835 Mortgage Debt 98,371

Personal Deposits 92,133 Personal Credit 17,783

Non-Financial Depo. 31,655 Other Loans 13,356

Pensions 113,345 Non-Financial Debt 89,069

Equity Portfolio 12,744 Equity 432,133

650,712 650,712

Source: Central Bank, Dolmen Estimates

Assets Liabilitities



 
9. Demographics & Population Dispersal  

Equally when considering the long term wealth of the economy one should consider the demographics of that country. There is 

a long held belief that there is a correlation between the demographic profile of a country and its GDP growth. A younger    

consumer spends more, costs less and is less of a burden on the state. They are more flexible and more likely, in the absence of 

employment, to emigrate. 

 

  
 

 
 

 

 
 

 
 

 

 
 
 
 

Over 42% of the Irish population is aged 29 years or younger compared to the Euro-zone average of 33.2%. Almost half (46%) 

are in the prime earning aged bracket (30 to 60 years of age) versus 48% in the Euro area, and, importantly, only 11% are over 

retirement age, versus 18% in the EU area. A younger demographic profile means that Ireland is not facing the issue of fewer 

workers supporting more aging retirees, as in Germany and Italy. This should mean Ireland’s growth potential is significantly 

higher than current levels and higher than the more developed economies. In addition, the burden of state healthcare faced by 

other countries is a much longer-dated liability than for Ireland and the cost of unemployment is likely to be mitigated by emi-

gration. The Irish population is heavily concentrated around the major cities of Dublin, Cork and Galway. Almost 50% of the 

population is located within those areas where workers receive higher wages on average compared to the other counties.    
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Source:  CSO 

Source:  CSO 
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10. Retail Sales & Consumer Confidence 
As in most recessions, retail sales and consumer confidence has been badly impacted. In the case of Ireland, retail sales have 

continually fallen since April 2008, excluding small positive rebounds in early 2010 and Oct 2010. Following the significant fall 

since 2008, consumer spending is back to 2004 levels. 

 

 

 

 

 

 

 

 

The chart below of money supply relative to credit shows that despite relative growth in the supply of money, consumers have 

continued to pay down debt, so much of the recent trend in retail sales and consumer confidence is driven by fear rather than 

indebtedness. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

It should be noted that Ireland has experienced a very similar move in retail sales to many other Euro-Zone members. Irish con-

sumer confidence remains weak but is off the lows seen in 2008. 
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Source:  CSO, Dolmen Estimates 

Source:  ECB 
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10. Retail Sales & Consumer Confidence (Cont.) 

There has been a downturn on the data series in the last month and we would expect Irish Consumer Sentiment to remain 

muted over the next 12 months. Our rationale for this is the level of uncertainty over the coming budget in December plus the 

fact that continuing sovereign issues in peripheral and indeed wider Europe will result in continued concerns over job security 

and income fears at the consumer level. In essence, we believe two budgets will be required to assure the consumer not only 

that the majority of austerity steps have been taken but also that they have been quantified.  

 

Until Irish consumers believe the risks of further pay cuts and tax increases have reduced, confidence will remain weak. The 

concerns over the future of the Euro-Zone will also need to dissipate for the consumer, in our view, to become more positive. 

Nonetheless forecasts show Ireland achieving significant improvements in public finances before other peripheral states. We 

also believe measures to resolve the European debt crisis will include lower interest rates, rescheduled debt maturities and 

perhaps a moving of some Irish mortgage assets to the balance sheet of the ECB on a more permanent basis. 

 

 

 

 

 

 

 

 

 

 

 

The timeline for this is very difficult to estimate, but it will be into 2012 at the earliest in our view. Unemployment levels will 

improve through emigration and labour cost reductions and savings will continue to attract foreign direct investment. 

 

We see little prospect of a retail sales recovery to 2007 levels in part due to a sustained higher level of unemployment and a 

smaller available pool of labour due to emigration, but we do see an eventual recovery. We expect sales to continue to be 

weak in coming quarters, but closer to the 2.3% average declines seen in the last 12-months. While poor, this is a better per-

formance than experienced since January 2009 (4.4% decline on average). We predict sales volumes will stabilise in 2013 as 

consumers become more confident of their financial position. 

 

One significant variable in the forecast for consumer spending is potential changes in the savings ratio. We are assuming it will 

remain elevated for the next 2-years, but a 2% decline in the ratio to 9.4% would mean retail spending would end up almost 

flat compared to our 2.3% decline. Even a 1% decline would result in retail spending performing better than seen in the last 

three years. The decline in the savings ratio would also be an indicator that the consumer is becoming more confident and the 

benefit to retail sales could even be higher than our conservative estimate. A decline in the savings ratio could also be driven 

by Government moves such as VAT reductions or taxation on pensions, as we have already seen. 

 

Lastly the losses assumed by the capital increases provided to banks will result in sale of completed properties at lower prices 

and possibly some form of debt forgiveness for certain distressed mortgage holders. These factors should result in an increase 

in disposable income. 
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11. Budget Adjustments - Budget 2012 & 2013 
The level of austerity undertaken by the Irish Government remains significantly larger than other European member states. 
The Irish Government has already pushed through measures totalling €22.7bn between spending cuts, tax increases and other 
measures, equivalent to 14.4% of 2011 GDP. 
 
Some of these measures impacted politically sensitive areas such as Social Welfare (€1.64bn of reductions in Budget 2010 and 
2011) and reductions in Civil Service pay (salaries down by 6.5% in Budget 2010 and introduction of Pension Levy in Feb. 2009). 
The Civil Servant changes total €3.1bn alone or 2.0% of GDP. 
 
Salaries within the public sector increased between 1999 and 2009 by 35% on average, compared to a 16% rise in Germany. 
However, on average, public servants' pay has been reduced by 15% in total since 2009. A moratorium on recruitment, promo-
tions and retirement packages has already brought down the number of people working in the state sector by more than 5% 
since the end of 2008 to just under 303,500 at the end of March. The Government wants to reduce numbers by a further 8% by 
2015. Anecdotal evidence is for significant numbers moving out of the public sector over the last year, due to the early retire-
ment packages. It should be noted that Ireland reduced Civil Servant numbers in the late 1980’s during the last fiscal crisis the 
State faced. Again, during that period, the cuts were accepted without significant protests. 
 
The Fine Gael - Labour coalition needs to find another €12bn in savings or increased tax receipts between 2012 and 2015, 
probably more if global economic prospects worsen. Minister of Finance, Michael Noonan, has already stated that “a lot of the 
low hanging fruit has been picked.” 
 
The Irish government has indicated that it will outline a medium term fiscal plan for 2012-2015 by end-October 2011, when it 
would be able to avail of the results of the Comprehensive Review of Expenditure, which is currently under way. The policies 
underlying this path will be specified in more detail by Budget Day, early in December 2012. For 2012, the Government is re-
quired to introduce fiscal consolidation measures of at least €3.6bn. In addition, it is required to deliver a general government 
deficit that is no larger than 8.6% of 2012 GDP. The Minister for Finance has continually mentioned a range between €3.6 and 
ϵпōƴ ŦƻǊ ǘƘŜ ŦƛǎŎŀƭ ŀŘƧǳǎǘƳŜƴǘ ƛƴ нлмнΦ ²Ŝ ǿƻǳƭŘ ŜȄǇŜŎǘ ŀ ƴǳƳōŜǊ ŎƭƻǎŜǊ ǘƻ ϵпōƴ ŦƻǊ ƴŜȄǘ ȅŜŀǊ ŀǎ ǘƘŜ ǿŜŀƪŜǊ ŜŎƻƴƻƳƛŎ ƻǳǘπ
look and lower domestic growth numbers will mean hitting the agreed deficit target of 8.6% of GDP will become more difficult 
with an adjustment of only just €3.6bn. 
 

 
 
 

The table above shows the agreed deficit levels with Ireland’s lenders, but while these are based on higher growth numbers 
than we now expect, the reduction in the interest being charged by the European part of our bailout package plus the smaller 
than expected borrowings for the banking system will offset at least part of the impact from weaker growth. 
 
The levels of fiscal adjustment undertaken by the Irish Government are much larger than those achieved by our other peers 

and have been accepted by the population as realistic and necessary. The further €12bn needed in the next number of years 

will be difficult to achieve, but the clarity post budget 2013 will, in our view, be a catalyst for the reversal of the trends cur-

rently seen in the savings ratio and in retail sales. This will facilitate the potential for the domestic economy to add to eco-

nomic growth rather than relying wholly on the export sector.   

 

 

2011 2012 2013 2014 2015

9ȄŎƘŜǉǳŜǊ .ŀƭŀƴŎŜ όϵƳƴύ-18,165 -17,040 -13,405 -9,495 -6,885

DŜƴŜǊŀƭ DƻǾŜǊƴƳŜƴǘ .ŀƭŀƴŎŜ όϵƳƴύ-15,665 -13,905 -12,130 -8,130 -5,035

% of GDP -10.00% -8.60% -7.20% -4.70% -2.80%

 
October 2011   
 
Outlook for the Irish Economy
       

 

Source:  DoF 
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