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1. Executive Summary 

1.1 Introduction 

This is the fourth Banking and Treasury Report of 2019 which we bring to you as part of THE 

TREASURY HUB. 

Brexit disappeared off the agenda, for a while at least, but is back in vogue after the local 

elections in the UK and ahead of the now inevitable (in the UK) European elections. Interest 

rates remain remarkably low and static while the foreign exchange markets have been quiet 

….almost too quiet!  

1.2 Markets in a Table: what’s up and what’s down? 

Table 1. Key Metric Movements: 2019 to date 

Heading Metric YTD move From  To 

Interest 3-m euribor 0.0000% -0.3100% 
-

0.3100% 

Interest EUR 3-year 0.0100% -0.1200% 
-

0.1100% 

Interest GBP 3-year -0.0364% 1.1564% 1.1200% 

Interest USD 3-year -0.2120% 2.5580% 2.3460% 

FX EUR/GBP -4.8852% 0.8996 0.8577 

FX EUR/USD -1.3221% 1.1342 1.1194 

Equities ISEQ 17.6% 5490 6455 

Equities FTSE 100 10.2% 6734 7418 

Equities 
Dow 

Industrial 13.9% 23346 26592 

Gilts IE 10-yr -0.3120% 0.875% 0.563% 

Gilts GB 10-yr -0.0630% 1.249% 1.186% 

Gilts US 10-yr -0.1790% 2.686% 2.507% 

 

Please note that the % moves are in green if the metric has moved upwards and in red if it has 

moved downwards. It is NOT a statement as to whether this is a positive or negative move as 

one could be a borrower or depositor, a seller or buyer of currency, etc.  

1.3 Monthly Feature 

This month’s feature is a brief review of the Irish economy. 

 

 

 



 

 

2 Banking and Treasury Markets Report May 2019 

May 12th, 2019 © THE TREASURY HUB 

1.4 Brexit 

GBP gained support from NO Deal being removed from the possible outcomes. The Tories must 

be facing the European elections with trepidation as losing over 25% of their council seats 

(1300) in the local elections was bad but The Brexit Party founded by Nigel Farage didn’t contest 

those elections. It can be assumed that he will pick up a massive vote from both Tory local 

election voters and those who didn’t even bother to vote meaning that the Tories are facing a 

huge loss of the vote and one that could spell serious long-term trouble. We believe that the 

drive to remove Theresa May will intensify in the short-term leaving us with the next headache: 

just who will replace her?   

If you have an interest in betting, Paddy Power are offering the following odds: 

Month Theresa May ceases to be PM – 12/5 for July 

Next PM – Boris at 4/1 followed by Michael Gove and Jeremy Corbyn at 6/1 

Party with most seats in UK European elections: Brexit Party at 1/8 (Tories are 60/1). 

In the last bulletin we expressed the view that, “assuming a deal is done, or further extension is 

opted for, sterling will weaken possibly towards 88p (EUR/GBP0.88) until they sort out the 

political landscape in the UK. This has the potential for many possible outcomes including a new 

Tory leader, a snap election, and/or a split in either/both of Tory and Labour parties”. We still 

hold this view for now pending the outcome of the European elections. What has supported 

GBP against EUR has been the increasing pessimistic European outlook. The problem at the 

minute is that one can think of a lot of reasons to sell a lot of currencies….but few reasons to 

buy any. This has probably contributed to the stagnant nature of the currency markets in recent 

weeks. However, traders only make money in volatile times, so it is hard to see this level of calm 

persisting.  

1.5 Conclusion 

We hope that this report continues to be of both interest and benefit to you. Please let us know 

if you have a requirement arising from any of the topics discussed herein.   

 

Chris Ball 

Corporate Finance Partner 

T: +353 (0)90 6480607 

M: +353 (0) 86 6075012 

E: cball@rbk.ie 

W: www.rbk.ie 
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2. Interest Rate Review 
 

 

2.1 EUR short-term rates 
 
Background 

 
The Euribor rate that we continue to monitor for the purposes of this bulletin (as it is the most 
relevant one for variable rate debt) is the 3-month rate. 
 
Key Observations 
 
German inflation is predicted to jump to +2.0% in April 2019 from a low March 2019 reading of 
+1.3%. This, in turn, will drive back up the broader Euro area readings from +1.4% in March to 
+1.7% - still below the ECB target level of 2.0%. Closer to home, a similar trend has emerged in 
Irish inflation, increasing from +0.6% in February to 1.7% in April (highest level it has been in 7 
years). If this trend was to continue, it would increase the vigilance of ECB in the area but, for 
now, interest rates do not look like rising due to inflationary pressures.  
 
The possibility of the ECB increasing the Base Rate has now been pushed back to 2020. The 
recent ECB quarterly forecasts estimate the HICP figure (inflation excluding the volatile energy 
and food inputs) to be trending towards +1.6% in 2021. If this holds true, then the Base Rate is 
unlikely to move before then at the earliest due to inflationary pressures.  
 
With Irish banks continuing to use a floor of 0% in all loan agreements where the interest rate 
basis is Euribor, borrowers are encouraged to look at borrowing margins for a reduction in 
borrowing costs as market rates appear to be going nowhere for now. We believe that margins 
can be negotiated more favourably in the current environment given the lending targets that 
banks have been set this year. 
 
 
 
 

 

THE FLATTENING OF INTEREST RATE CURVES ACROSS THE EUROZONE IN 2019. 

EASING OF RATES IN BOTH UK AND US HAS ABATED IN THE PAST MONTH. 

Given that floating rates are at zero (or thereabouts) and Eurozone fixed rates 

up to 3 years are materially close to if not at that level, current fixed rates 

continue to merit consideration as being good value. UK rates have stalled in 

their easing as Brexit discussions were toned down over the Easter but are 

about to be ramped up again. Please contact us if you are considering fixing 

rates before you do so in order to ensure that value is achieved. 
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Graph 1. 3-m Euribor versus ECB Base Rate: 2008 to date 

 
 

2.2 EUR medium-term rates 
 
Background 

 
We track the 3-year swap rate as a good proxy for medium-term rate trends.  Fixings are available 
for both shorter and longer periods as required under your risk management strategy. 
 
Key Observations 
 

The graph of the 3-year swap rate for the past 5 years follows. The key takeaway from this graph 

is that the 3-year rate is now back or close to the levels seen in Q3 2016 which is when the historic 

lows were experienced. The chart below suggests that we are close to the bottom of this period 

of rate decreases. We continue to point out that the difference between this fixed rate and 

Euribor floating rates is small due to the imposition of a floor of 0% by banks on the latter rate in 

loan agreements. Get in contact with us prior to undertaking any such fixing of debt as there are 

a few pitfalls to be aware of but we believe that this is a possible course of action that you may 

now wish to consider. There are also a number of considerations when fixing including what 

happens if a borrower wants to break the fixed rate before the end of the fixed rate period and 

how might it be penalised, using fixed rate loans versus interest rate swaps, etc? 

 

EUR 3-year swap rates for past five years 
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2.3 UK and US interest rates 
 
While interest rates in the UK and US remain in different parts of the cycle compared to 
Eurozone rates, rates in all three areas had eased over Q1 2019. UK rates have bounced back a 
little over the past few weeks while US rates also seem to have found their trough for now.  
 
Please note that the rates below are before borrowing margins and would also be subject to 
credit spreads if fixed rates were being quoted by banks.         
 
Table 2. Comparative Interest Rates as at April 30th, 2019 

  EUR GBP USD 

3-m -0.310  0.819  2.580  

2-year -0.180  1.049  2.350  

3-year -0.110  1.100  2.290  

5-year 0.060  1.190  2.300  

7-year 0.250  1.260  2.360  

10-year 0.470  1.320  2.450  

2v10 spread 0.650  0.272  0.100  

 
In the UK, worries about the effect of Brexit have resulted in lower UK interest rates in 2019. 
The market view that a No Deal is effectively off the table led to a brief spike in March but this 
has since reversed as political discussions/wranglings continue without any sign of a positive 
breakthrough.  
 
Economic growth forecasts from a selection of banks and consultancies are summarised by the 
UK government and currently forecast +1.3% GDP growth in 2019 with an increase to 1.5% in 
2020. However, the range in 2019 forecasts vary from +0.8% per OECD to +1.9% by Scotiabank.   
 

Graph 4. GBP 3-year swap rates over past 24 months 

 

In the US, the yield curve continues to shift downwards (rates have moved lower) more quickly 

than we had expected with short-term rates now higher than long-term rates out beyond 10 

Daily GBPSB6L3Y= 10/05/2017 - 17/06/2019 (GMT)

BarOHLC, GBPSB6L3Y=, 09/05/2019, 1.0731, 1.0731, 1.0425, 1.0571, -0.0156, (-1.45%) Price
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years (was to 7 years in the last bulletin). Graph 5 below is for 3-year swaps over the past 24 

months to show where US rates have come from since they started to climb in 2017.  

Graph 5. USD 3-year swap rates over the past 24 months

  

Despite the Fed hiking by 25bp in December, not only is the yield curve negatively sloped i.e. 

short-term rates are higher than long-term rates out to 5 years but the curve has also shifted 

lower i.e. rates have decreased quite quickly over the past few months. This indicates real 

concerns about the US economy possibly slipping into recession by 2020. The outcome to 

trade talks with China continues to have a major bearing on this trend. The fear is also 

possibly attributable to the fact that the economy will mark 10 years of expansion in July 2019 

which is the longest in history. 

 

2.4 Summary 
    

 Give the inability of the Eurozone to stimulate growth and inflation to levels requiring 
higher interest rates, we reiterate the view that it risks turning into another Japan. While 
there is no immmediate upward pressure at all on Eurozone interest rates, it would be 
worthwhile enquiring how far forward a fixing of zero % (before margin) is possible from 
your bank. Should be able to get close to 3 years  

 Continuing Brexit uncertainty will hold back UK interest rates. Given that the terms of Brexit 
are still not agreed within the UK the possibility of a full trade deal being completed by the 
end of 2020 is just about zero in our opinion. The GDP forecasts above whilst unspectacular 
are nevertheless positive and must reflect a smooth Brexit transition so any changes to that 
assumption would keep interest rates lower for longer 

 The continuing inversion of the US interest rate curve underpins the view of a 
slowdown/recession in 2020. We will continue to watch the trade talks with China with 
interest 

 However with unemployment at a 50-year low of 3.6% and job vacancies currently standing 
at 4.7 million (yes you read that correctly), one wonders if the pessimism is a little 
overdone? 
  

Daily USDAM3L3Y= 10/05/2017 - 17/06/2019 (GMT)

Line, USDAM3L3Y=, 09/05/2019, 2.2730, -0.0351, (-1.52%) Price
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3. Foreign Exchange Review 
 

 

3.1 EUR/GBP 
 
Key Observations 
 
Brexit continues to dominate EUR/GBP. The drubbing that the Tories received (over 1300 seats 
and 44 councils lost) is an ominous sign for the European elections (which has been confirmed as 
taking place) as the newly formed Brexit Party did not partake in the local elections and it is 
currently forecast to take 27% of the vote. The same poll estimated that 46% of Tory voters last 
time around will switch to The Brexit Party. Labour, who would normally be expected to gain seats 
at the expense of the Tories, lost 84 seats in the local elections and while the polls indicate that 
Change UK, the pro-Remain party is not showing well in voter indicative preferences to date, it is 
likely that Labour will also lose out to The Brexit Party. Add to that the facts that the latest date 
for leaving the EU is now October 31st (or sooner according to Mrs. May recently) and that Mrs. 
May has committed to stepping down and (and is coming under increasing pressure to outline a 
timeline for same) the prospect of a heated few months on the UK political front is real. Depending 
on who assumes the role of leader of the Tories, there could be a general election thereafter….and 
this is before any talks on the future trade deal even commence. 
 
Graphs 7 and 8 demonstrate the trend in EUR/GBP since Brexit and since Q1 2018 respectively. 
 
The 2018 high/low range of EUR/GBP0.8618 to EUR/GBP0.9099, at only 5.58%, was the narrowest 
annual range since 2006 with the 2019 year-to-date range already at 7.56% and the average is 
1.5p stronger.  
  
We remain of the view that if political problems come to pass as highlighted above, the rate 
will head back to EUR/GBP0.8800 at least with EUR/GBP0.9000 a possibility. So, with current 

 

Having started the year weak, EUR/GBP benefitted from the market view that a No 
Deal scenario was unlikely, driving the exchange rate in March to levels last seen in 
Q2 2017. It has range-traded since, partly due to the Easter break in the various 
political institutions. The loss of over 1300 seats and 44 councils by the Tories in the 
local elections is an ominous sign for the European elections as the newly formed 
Brexit Party did not partake in the local elections but are expected to poll very well. 
With increasing pressure on Theresa May to step down, the fallout from the 
European elections to be considered and no transition deal yet, the uncertainty looks 
set to prevail over the Summer. A general election also remains a possibility, 
especially if Mrs. May steps down. All the above would be expected to be GBP-
negative. 

USD is currently treading water, but the average annual high-low move in EUR/USD 
has been close to 15% over the past decade and a half so don’t expect this calm to 
remain.  
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rates over 2p stronger than this time last year, exporters are in a much better position for now. 
Graph 8 highlights that clearly.   
 
Graph 7. EUR/GBP since Brexit Referendum  

 
 
The long-term range above is quite wide: EUR/GBP0.8425 to EUR/GBP0.9050 and exporters are 
unlikely to operate with that wide a tolerance level in their target FX rates. Therefore, in working 
on worst case scenarios, the upper end of that range needs to be assessed as a possible target 
and strategies established to put hedging in place below that level.  The narrower short-term 
range is EUR/GBP0.8500 to EUR/GBP0.8680 as evidenced below. 
6 and 12-month forward points are 0.55p and 1.20p respectively (added to the spot rate).   
 
Graph 8. EUR/GBP: 01/01/18 to date 
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Graph 9. EUR/GBP: Options Volatility

 
 

The above graph is inserted to highlight how volatility has shifted upwards (around Brexit vote 
time) and downwards more recently. Conclusion is that options are cheaper than they have 
been for some time. 
 
Summary 
 
The EUR/GBP exchange rate has traded in a narrow range since March and the markets assuming 
No Deal was off the table. With the political scene about to get livelier in the coming weeks, it is 
difficult to see this calm lasting with the risk being a weakening of GBP. Exporters take note 
accordingly.  
 

3.2 EUR/USD 
 
Background 
 
Exposure to USD tends to be of an indirect nature for many Irish companies e.g. energy and fuel 
prices. EUR/USD is traditionally more volatile than EUR/GBP. Looking at Graph 10, the exchange 
rate range continues to narrow - currently from EUR/USD1.0900 to EUR/USD1.1400.   
 
Graph 10. EUR/USD: 1/1/16 to date 
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Key Observations 
EUR/USD has been moving in a holding pattern for 12 months now. Normally, the easing back of 
US interest rates (highlighted in the previous section) would lead to weakening of the currency 
but the poorer Eurozone outlook coupled with Brexit impact on UK has reduced if not 
eliminated this potential impact. Any sign of a trade deal with China would be expected to be 
USD-positive plus President Trump seems to be off the hook on the Mueller front for now… 
although that, too, may change at any time!  
 
EUR/USD forward points for 6 and 12 months are +0.0180 and +0.0355 respectively. 
 
Graph 11: EUR/USD Options Volatility 

 
 
By comparison to the same chart for EUR/GBP, this has been less volatile over the past number 
of years. 
 
Summary 
 
While the economic outlook for the US is, in the opinion of many, deteriorating, the past quarter 
has seen quite a slowdown in the Eurozone economy, economic forecasts for the common 
currency area have been scaled back and China has also pumped money into the system in 
order to provide economic stimulus. The imposition of 25% tariffs by the US overnight hasn’t 
improved matters, especially as the Chinese consider their response. The effect on the USD has 
been minimal so far (the Dow has taken more of the hit).  
 
Reuters carried a story recently that the lack of volatility in the financial markets has led to a 
reduction in FX hedging. Two observations here: firstly, low volatility makes FX options cheaper 
and, as these are a more structured means of protecting against adverse moves whilst 
benefitting from favourable moves, now would be a good time to price them if use of them 
makes sense. Secondly, prolonged periods of stability in the FX markets have to end eventually. 
This, in turn, implies that any hedging action will be as a result of an adverse move (i.e. money 
will already have been lost) but our experience is that even then, people are slow to hedge as 
they consider adverse moves to be temporary (“the rate will come back again”) so they put off 
hedging in the hope that the move is temporary…which in itself is gambling. So be careful 
against that backdrop.   
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4. Oil and Financial Markets 

 
4.1 Oil Price Trends 

 
Graph 12. Oil prices: 5-year trend 

 
 
The swift bounce back in oil prices that was experienced in January lasted to April 25th (peak of 
$75.60 in Brent Crude). Key reasons for the spike were Iran, Venezuela and Libya (all supply or 
sanctions issues). But a less highlighted fact was a problem in pipeline oil from Russia. The 
presence of corrosive elements in oil loaded into a main pipeline rendered such product difficult 
to refine and this has led to a reduction in supply pending resolution of the problem. However, 
the more recent easing of the price may be due to long-term variables. Apparently, the absence 
of hedge funds piling into Oil on the recent rise in price was partly due to an evaluation of long-
term prospects. Slowing economies demand less for starters. But US shale production also 
continues to grow and is allied with better connectivity from production sites to export locations 
on the Gulf Coast. So, there is a sense that this may have peaked for now. 
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 Oil price rebound had been strong but has eased over April 

 But bond yields and equity markets are bouncing around a little.  
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4.2 US 

4.2.1 US Bond Yields 

Graph 13. US 10-year Bond Yields: 12-month trend 

 
 
This rate declined to 2.34% to the end of March but was (briefly) back at 2.61% within 3 weeks. 
The yields appear to be reacting to economic prospects and, in particular, developments in the 
US-China trade negotiations. Expect it to continue to ebb and flow as a result. 
  

  4.2.2 US Equity Markets 

Graph 14. Dow Jones Industrial Average: 12-month trend  

 
 
The remarkable recovery since December’s slide ended (for now?) at the end of April. The fact 
that this positive economic cycle will be 10 years old in July (which is the longest yet) might have 
some bearing along with the ongoing Chinese trade tensions. With interest rates globally either 
low or stagnant/declining, the search for yield supports equities. Is the risk/reward tradeoff 
skewed too much towards risk? Uber has just been priced at the low end of the expected range 
…and for a company that may never make a profit (as quoted recently) to be worth $82billion? 
Reminiscent of the peak of dot com boom? Such a value for loss-making companies depends on 
the share price climbing to make a return. Is this not how Ponzi schemes work? Or is this the new 
world we live in?  
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4.3 Ireland 

 
Graph 15. ISEQ: 12-month trend 

 
 
Similar equity market story in Ireland. Strong recovery since the start of December. To put current 
levels in context, the peak was in 2007 at 9981 (financial institutions drove a lot of that). Current 
levels in the pre-crisis era were reached in October 2005. 
 
Graph 16. Irish 10-year bond yields: 12-month trend 

 
 
The easing of this rate continues to be good news for the government in the context of refinancing 
the EUR14 billion that is due for refinancing in 2019 alone. This week they issued a 30-year bond 
for €4billion at a rate of 1.50%. 
 
The current Irish gilt curve is negative out to 5 years.  
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4.4 UK 

Graph 17. FTSE 100: 12-month trend  

  
The FTSE 100 for 2018 was down over 12% in the year but is up 7.0% at current levels (was up 

8.7% at the end of March). Trend is not dissimilar to the US as Brexit doesn’t have much effect 

on the participants as most of them are multinationals with business across the globe. Whether 

the forecast political disruption has an effect, we shall see but on balance one would expect it to 

be negative as political stability is a basic requirement for most business investment. 

 

Graph 18. UK 10-year bonds: 12-month trend  

 
 

4.5. Summary 

 
The outlook from an investment perspective had stabilised in Q1 but bond and equity markets 
have gone into reverse over April. Political considerations remain a key consideration with the 
European elections up next followed (probably) by some UK political fall-out. Stability would 
appear to be unlikely. 
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5. Irish Economic Review 

5.1 Background 
 
The recovery from the financial crisis has been stronger than anticipated but it has also been 
uneven (sectorally, geographically and in socio-economic/demographic terms). 
 
Firstly, let’s have a look at key indicators and, to give them perspective, we will also highlight the 
last time that these levels were reached (where possible/relevant) and benchmark them against 
US and UK equivalents. 

 
 Table 3. Key Indicators (source: tradingeconomics.com) 
 

Indicator Current 
Level 

Last seen? US UK 

GDP growth 3.0% Jan 2016 3.2% 0.5% 

Unemployment 5.4% Feb 2008 3.6% 3.9% 

Employed persons 2.272m Highest ever 156.6m 24.1m 

Labour participation rate 62.2% Jul 2018 62.8 79.3 

Youth unemployment 13.4% 2009 8.8% 10.6% 

Inflation rate 1.7% Aug 2012 2.0% 1.9% 

Govt budget (% of GDP) 0% 2007 (3.8%) (2.0%) 

Govt debt (% of GDP)* 64.8% 2009 105.4% 84.7% 

Manufacturing PMI 52.5 Sept 2016 52.6 53.1 

Services PMI 54.7 Oct 2017 53.0 50.4 

Balance of Trade +€6.2bn Jan 2019 is highest ($50bn) (£5.4bn) 

Housing ownership rate 69.5%  All time high is 81.8% in 
2004. Lowest was 68.6% in 
2015 

64.2% 65.0% 

Private debt:GDP 382.3% Low of 188.7% in 2002. 
Highest of 425.6% in 2016  

202.8% 229.4% 

     

*included for comparability purposes. More appropriate to use GNI – see below. 
 
5.2 What’s good? 

 

Unemployment and government budget position are both at their best since the start of the 

crisis. Government debt as % of GDP is also comparatively good. Inflation is climbing but still 

relatively low. The number of people employed is at its highest ever. Both manufacturing and 

Services PMI are above 50 which indicates expansion (and these are forward-looking measures). 
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5.3 Analysis 
 

We need to consider the utterance of Benjamin Disraeli (or Mark Twain?) that there are lies, 

damned lies and statistics. 

Firstly, relating % debt to GDP in Ireland’s case is almost meaningless as it is materially impacted 

upon by transfer pricing. A more meaningful measure recently developed was GNI and our 

Government Debt:GNI is forecast at 105% in 2018. 

 

The desire to avoid debt in a large cohort of the population is evident at a personal level as 

household debt:disposable income is forecast to be 128% in 2018 compared to 202.5% in 2007. 

The 2018 EZ average is 93.5% and 2017 data (latest available by country) varies from 33.4% in 

Hungary to 238.9% in Denmark. Looking at government debt in € terms highlights the issue 

more clearly.  

 

Graph 19. Irish Government Debt (source: tradingeconomics.com)  

 
The above really needs no further comment other than to say that we may have certain statistical 

data that is comparable to Celtic Tiger days, but the amount of money owed by the State is almost 

4 times as high as it was in 2007.  

 

So given the level of debt, the next key questions is what is it costing us to service? 

The good news on that front is that the effect of Quantitative Easing on interest rates in general 

plus the improved credit rating of the State allows the government to borrow at 0% interest rates 

for up to 5 years, circa 0.50% for a 10-year bond and 1.50% for a 30-year bond. These low rates 

allow the State/NTMA to both reduce the cost of servicing debt (the debt that is being repaid in 

2019-2022 was largely raised at the start of this decade at rates between 4% and 5.5%) but also 

to “reprofile” the debt repayment.  Many governments e.g. the US don’t repay their debt: they 

simply refinance or re-borrow new funds to repay maturing debt. Reprofiling is most useful to 

avoid a lot of debt maturing at the same time (the risk being that financial markets are not 

conducive to raising debt at that time). This is referred to as concentration risk. The second benefit 

of reprofiling is to push out the repayment dates. This is the one that is more tempting …and scary 

from a political perspective. It merely pushes out the debt repayment date possibly making it 

someone else’s (some other government’s?) problem.  
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The cost of servicing government debt (despite the absolute level of debt increasing) has fallen 

from €7.7bn in 2013 to a forecast €5.3bn in 2019 thereby contributing to a material % reduction 

in the Budget deficit over the period due to actions outside of the control of the government.  

Re other costs, the population is ageing and this, in turn, is generally deemed to lead to higher 

health and social welfare costs in conjunction with falling tax revenues (older people retire, pay 

less and “cost” more). The number of people over 65 in Ireland is forecast to increase from 

0.63m in 2016 to somewhere between 1.5 and 1.6 million by 2051 (Source: CSO). 

 

Looking at the Government revenue side (taxes), we consider corporation and income taxes. 

On the former, while the State may be avoiding concentration risk on the debt repayment profile, 

it is not avoiding it on the corporation tax (“CT”) front. The top 10 companies accounted for 45% 

(or €4.7billion) of the CT take in 2018 up from 40% the previous year and an average rate of 23.8% 

for the period 2008-2012 (Source: Revenue).  100 companies pay almost 75% of the total CT bill 

with foreign-owned companies paying 77% of the total. We have a heavy dependence on US 

companies, especially in the tech/social media space. We did this with manufacturing 25-30 years 

ago but eventually lost these jobs to low-cost economies. The risk in this space is not only to low-

tax jurisdictions globally but the possible challenge to our tax rates from within the EU. The benefit 

is also reduced where recessions arise (lower profits make tax management a lower priority) and 

we have a possible structural social/educational issue: the graduates employed by multinationals 

now were educated over the past 20 years with tax euros from contributors over that period: one 

can validly argue that these companies and others like them need to pay the 12.5% rate to 

continue to enable the investment in our youth into the next generation with the necessary skills. 

Otherwise, you effectively have “asset-stripping” i.e. harvest the fruits of others past tax 

contributions but fail to contribute to the investment for tomorrow’s assets (people/skills). 

 

On the latter, the number of people at work has increased by 20.6% between 2012 and 2018 

(from 1.89m to 2.28m) (Source: CSO). The PAYE take has increased from circa €15bn in 2012 to 

€21.4bn in 2018. This has coincided with rental levels hitting their highest ever levels with the 

most recent report (€1,366 per month on average nationally).  

 

Moreover, when one reviews the macroeconomic outlook of the 2019 Budget, the projected 

growth in income tax is from €21.4bn in 2018 to €28.8bn in 2023 which is quite substantial – 34% 

increase in the ANNUAL income tax take versus increased employment numbers of 10% over the 

same period. The next largest jump is VAT (from €14.0bn to €18.4bn). In total they project annual 

tax revenue to increase from €69.0bn in 2018 to €84.1bn in 2023. 

Of the €15bn increase in annual taxes, €12bn will be spent on expenditure and capex will increase 

from €5.9bn to €9.4bn. The cost of servicing the national debt will actually decrease by almost 

€1bn per annum over the period.  

 

The net effect of that significant improvement will be to move from an annual net deficit of 

(€2.7bn) to an annual net surplus of €0.6bn. This looks very optimistic when one considers the 

now apparent cost overruns on the NCH and the proposed Broadband plan which is also higher 

than at 2019 Budget time and the fact that revenues are forecast to continue to grow despite 
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Brexit, a slowing economic outlook for Europe, increasing trade tensions and an economic 

upswing that is at least 6 years long already. 

 

5.4 Summary 
 

The statistics may be mathematically correct, but we see several challenges on the horizon; 

 Desire to continue to deleverage personal debt and debt levels of SMEs (which are 

probably intertwined to a material degree in any case) is likely to continue and this 

reduces demand through restrained consumption 

 The distribution of wealth towards large companies/small number of individuals has 

been unequal over the recovery    

 Brexit and its impact (which will be for up to a decade?) 

 Increasing global political uncertainty and populism 

 Concentration risk on the CT front 

 Possible EU attack on our CT rate 

 Government debt in absolute terms is still increasing despite a very robust economic 

performance 

 Large capital plans that are consistently running ahead of budget. 

 

One thing we do know from economics is that it runs in cycles, but these cycles can vary in the 

time between downturns, their length and their geographic location. When one considers that 

we remain in unknown territory as regards when/how to reverse QE without having adverse 

economic consequences and we are still borrowing at the top of an economic cycle (but at the 

bottom of an interest rate cycle), the need for prudent investment management, sound  

evaluation of investment opportunities and solid, robust borrowing arrangements should be at 

the top of your agenda. 

 

One final thought: Department of Finance produces a heat map of key financial and economic 

readings which has a lot of red around it from 2008-2010 and beyond. It is currently sitting with a 

lot of green….but the map had a similar look in the 2006-2007 period!   

       

 

 

 


