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Ireland in 2021: The lock of the Irish
Ireland is facing the challenge of bouncing back from its huge
economic decline at the end of 2020 while experiencing all the
uncertainty and possible trade problems that Brexit may bring

Brexit and Covid-19 collide
Like the rest of the eurozone, the Irish economy has been dominated by coronavirus
developments this year. Compared to other countries though, GDP appeared to contract much less
in the second quarter – just -6.1% QoQ. This suggests that the impact of the first lockdown was
fairly mild but the well-known distortions to GDP due to multinational profit flows actually mask a
much worse domestic performance. Modified domestic demand, which strips out the multinational
accounting effects, actually contracted by -16.4%, indicating that the economic contraction from
the first lockdown has been among the worst in the eurozone.

Against that backdrop, the strict second wave response is currently dealing another heavy blow to
the Irish economy. While third quarter GDP figures are not yet known, modified domestic demand
figures are likely to place Ireland’s economic performance during the Covid-19 crisis at the lower
end of the eurozone spectrum so far. The second lockdown came quicker than in other countries
as cases rose above the threshold for significant new measures to be taken. Ireland has closed
non-essential businesses and has curbed non-essential travel. As such, Google mobility data
suggests that Ireland is experiencing a worse fourth quarter in terms of economic activity than
other eurozone economies.
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Life after Covid and Brexit
The fiscal response to the pandemic is key to a swift recovery in 2021. As income support has been
extended by the new government, this should mitigate some of the second-round effects of the
virus and help the economy recover. This has resulted in a very expansionary budget proposal for
next year, causing debt-to-GDP to increase significantly. After Ireland had managed to bring down
debt levels to below 60% in the years after the euro crisis, it is now set to increase to 66% in 2021,
according to the 2021 budget proposal. That, however, is still pretty modest when compared with
other countries. 

The outcome of Brexit negotiations is key to the Irish economy's
recovery

A very dominant factor for the Irish recovery in 2021 will obviously be Brexit. Even if a deal is
reached between the EU and UK, any initial disruption would still dampen the recovery path of the
economy moving out of the second lockdown. The worst-case scenario would involve tariffs
introduced between the UK and the EU, which would have a significant negative impact on the
Irish economy as it involves its closest trading partner and the tariffs that the UK would introduce
would disproportionately hit products that Ireland exports to the UK. This means that the outcome
of ongoing negotiations is key for the Irish economy, but the result will be a negative impact on
the economic recovery regardless.

The Irish economy is therefore set for a tumultuous year. Brexit certainty will not necessarily be
helpful as it’s difficult to see how any outcome would not harm economic recovery in 2021. Still,
the impact from Brexit won't be as severe as that seen following Covid-19, and as the lockdown
is lifted, the economy will start another mechanical economic recovery.

The Irish economy in a nutshell

Source: Eurostat and ING Research forecasts
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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