Banc Ceannais na hEireann
h Central Bank of Ireland

Eurosystem

Media Briefng transcript

Quarterly Bulletin2021:3 1 July2021

Journalist 1:

Did the government’s decision to defer the reopening of indoor hospitality impact onthe
forecasts? And the second questionis, how much savings havebeen built up and how much are
considered excess?

Mark Cassidy:

Okay. Thanks for the questions. So, first of all, the impact that maintaining the restrictionson
indoor dining will have will of course very much depend upon the duration.So, in terms of the
overall economicimpact, the impact onthe overall public finances. If the extensionis limited or
short in nature thenyouwould not expect tosee a material effect onany of our forecasts. Of
course, the longer the extensionof thoserestrictions, the greater the effectswill be. And because
this has beenwithus for solong, because these sectors and these firms have beenbearing the
brunt of the crisis sofar,the longertherestrictionslast,the greater the probabilitythat more
firms will close down permanently. So, | certainly would not want to dismiss the effect. | wouldn’t
want to underestimate the frustrations and the difficulties for businesses and indeed households
who have been facing these problems for solong. But if we’re talking about extensionof a matter
of weeks, then you wouldn’t expect it toshowup in the numbers. It’s just pushing things a little bit
further back.On the second question,in relationtosavings,sol cangive yousome of the numbers
onthat.So, over the period, over the 18-month period from the beginning of 2020 until May of
2021,the overallincrease inhousehold deposits which very much proxies the increase insavings
was €21 billion. That equates toaroundone and a quarter billioneuro a month. To put that in
some context, the average over the previousfive years had been somewhere betweena quarter
and a half a billion euroa month. So essentially, we’re talking around three quartersof a billionto
one billionadditional savings compared with previous averages. So, this means that we estimate
that additional or excess savings could be somewhere of the order of nineto 12 billioneuro at the
moment which equates toaround 10% of annual consumption. So, it’s quite a significant amount
and as mentioned and as outlinedin quite a detailed box inthe bulletin. The extent towhich, but
alsocritically the pace atwhichthese are wound down; we know they could gointo spending; we
know they could have animpact onthe housing market or people may use it to pay down debt will
be one of the important factors for the economy at the moment and | cangive any more detail
about the results of those scenarios if necessary. But theyareinthe box inthe bulletin. I'm not
sureif you canhear me, but if that’s okay.
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Journalist 2:

Could ljust ask youMark about that statement towards the end there about it being reasonable
toconsider the needfor revenue raising measuresor reducing other areas of spending? And then
inthereport you're alsotalking about the extraspendinginBudget'21,the €5.4 billionandit
needs to be financed over the medium-term. So, when do youthink the Government needs to
consider the need for revenue raising measures?Canyougive me a timeframe for that? And then
the second questionis do you agree withthe view put forward by the ESRI that the way the
dynamics work at the moment, that there is scope for between (once things recover), for between
€4 billionto €7 billionayear for capital investments? Thanks.

Mark Cassidy:

Thetwo issues arerelatedbut let me take themseparatelybecausethere are separate elements
also.So, what we're saying interms of the fiscal situation and the needfor either...that likely will
be neededfor either revenue raising measures or for some reductions inother areas of spending is
that there will be trade-offs neededinthe coming years. We knowthe public debt has risenvery
highly. Thereis now the opportunity toreturn the publicfinance to asustainable path. Thatis
necessaryinordertoavoid adding toinflationary pressuresinthe coming years whenthe
recovery gains hold and alsoimportantly toallowfor a reduction of the public debt ratiotomore
sustainable levels. And critically important is the context we’re looking at whichis over the
medium term, the rising costs of anageing population, the critical need for infrastructure
particularly housing investmentandalsorisksthat relate toour corporationtax.So,'ll come to
timingina moment. But essentially that means thatif we’re going todeliver onall of those then
choices do need to be made between the need for the revenue raising measures or reducing other
areas of spending. Regarding timing, | don't think whether it would be this year or next year.|
think this is more in the coming years these choices will be made. But the important...Ifany...In
the current budget, if there were to be permanent increases inspending announced such as was
the case of the order of around at least €5.5 billion inBudget 2021 that you allude to. Thenthere
would at this stage need to be considerationalsotohowthose would be financed because
particularly if you're talking about permanent increases inexpenditure. So, really from now, the
overall pathwiththe publicfinances, taking in consideration howany increases inspending would
be financedor alternativelyif there are tobe decreases inrevenue, what other areas of current
spending might be looked at, might need to be financed? So, it’s not a matter of whether this is for
this budget or the next, this is something that needs tobe takenintoconsiderationinall of the
upcoming budgets. Interms of the ESRI and the amount of capital spending that might be
available.So, first | would distinguish and the ESRI make the important distinction between
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temporary and permanent spending inthis regard also.So,what they're advocating would be a
temporary increase in housing investment which would add to the level of the debt but it would
not permanently put the public debt pathon an unsustainable... public debt, public finances onan
unsustainable path.So, our viewon that | think would be that that is only a partial analysislooking
atone areaof the public finances. Whereas, you needreally totake a holistic view of the public
finances. Andin that case, the optimal increasein public housing investment needs to be
consideredin the context of the other demands on the public finances alsointhe coming years, i.e,
the ones I've mentioned, ageing population, climate change, policies, other infrastructure needs.
And also,in terms of housing, need tolook at the capacity of the State todeliver sucharapid
increaseinhousing.Soreally, | think the ESRI analysis is veryuseful. We fully agree withthe
importance of increasing housing supply and associated infrastructure and facilitiesto accompany
that. We also acknowledge public policy will have a critical role insupporting that but interms of
the optimal role for public policy, we do think we need to consider the publicfinancesinthat
holisticway as | mentioned alsoinmy previous answer.So, | hope that’s not too roundabout a way
of answering your question.

Journalist 3:

| just have two questions. Just the projection of the general government deficitinthat tableby the
end of 2023, I thinkit was just under 4%, was it 3.8%? Is that based onnosignificant changesto
budgetary policy,is that based onthe current viewor bearing in mind your answer to a previous
questionthere,is that based on any additional current spending being mitigated by either a
reducing spending elsewhere or taxes? | suppose inaroundabout way,what are the criteria by
which you're assessing thatinyour 4% deficit, a ratio of government deficit to GNI star at the end
of 20237 And my second question, if I'm allowed one, isinthe table above that youhave a line of
compensation per employee. Andfor 2022 the forecast is 4.9%, I'mjust wondering what thatis.Is
that what youexpect averagewage rates togoupby 4.9% or what is that, that compensation per
employeeline?

Mark Cassidy:

Interms of the budget deficit whichyou have at 3.8%. Essentially, we’re takinginto consideration
withtwo caveats. We're taking into consideration the government’s plans asset out inthe stability
update. The two changes that are slightly different, do not represent any forecastsfor us of any
additional discretionarychangesinfiscal policy over that time. Rather, first of all, we now have
confirmation of the extension of the income support intoQ1 2022 which adds some fiscal cost,
thatis additional informationavailabletous. And also, we have slightly higher spendinginrelation
tosocialtransfers,social welfare paymentsduring 2023. The Department of Finance has quite a
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technical assumptiononthose. We have a slightly higher figure just because of howwe see the
relationship betweenthe overall economy and projected social welfare payments. So, there is no
changein,there's no kind of discretionary policy beyond what has been announced by the
Government for example more expansivelyor more revenue. Just a couple of minor reasons why
we have a deficit that is somewhat higher thanthe Department of Finance forecast fromthe
stability programmeupdate. Compensation per employee,indeed that is average ages, average
earnings per worker.So, we have a pick-up over the projection horizon as youcan see and this
reflects twofactorsinparticular. First of all, we are seeing a changein... Following the crisis we
were seeing some change inthe composition of the labour force. So, we've actually seenaverage
earnings increasingquite significantly because quite a number, as we know quite a number of
people have lost theirjobs. The job losses have been predominantly concentrated among lower
paidworkers and therefore that leaves,automatically that leavesthe average wage of those stillin
employment somewhat higher. So, that’s a purely technical compositional effect inthat the
balance, the compositionof the labour force has changed and we’re seeing this over the coming
years. But maybe more notable is we're also seeing increasingsigns of tightness or labour
shortages incertainpartsof the economy. So,employment has been particularly stronginareas
like IT, financial, business, publicadministrationinrecent years. We expect thistrend to continue
and we're seeing this inother economies as well. Emerging labour shortages insome parts of the
economy may be being accelerated or encouraged by some of the structural transformations
we're seeing inthe economy. And therefore, we do expect insome sectors of the economy,
particularly those | mentionedthere, arather rapid pick-upinwages growth.So, they're the two
mainfactors underlying that pick upinwage pressures over the coming years if that’sokay.

Journalist 3:

If | could, just one supplementary onthe first question. What sort of tax revenues are you building
in there? Are youmaking this on the 3.8% deficit,are youfactoringinany significantreductionin
corporate tax revenues?

Mark Cassidy:

Ohyes,sorry.Yes absolutely. We make the sameassumption as the Department of Finance which
istoassumethat corporationtaxesfall by €2 billion over the mediumtermandwe incorporate the
same pathfor that decline as the Department of Finance.

Journalist 3:
That’s great. Thank you.
Mark Cassidy:

Thankyou.
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Journalist 4:

Hi everyone, thanks for the question. My questionis actually just following onfromthe last
sentence you utteredthere Mark about corporationtax revenues. Becauseinone of your boxes in
the forecast youtalk about clearrisks totaxreceipts, especially ina negative scenariowhere
multinationals might leave the country givenyou know, the new global corporate tax rules. You
alsotalk about not only lower corporationtax but lower VAT on income tax if jobs flee along with
those companies. Like sol knowyou're using the same estimates asthe Department of Finance,
but do you expect those estimates togoup or go down because | think the Fiscal Council have said
that the risks might be more on the downside, that more revenue may be lost giventhe new, the
G7 deal? Thanks very much.

Mark Cassidy:

Yes,so as | say our central forecasting come upwiththe same assumptionat the Department of
Finance which is quite a prudent assumption, a decline of €2 billionin those. | would say that
there's very considerable uncertainty, it's not possible to model what the effects may be and there
are...So, first of all | would say that potentially thatis a minimum, you couldn’t rule out that the
hits to corporationtax would be somewhat greater thanthat. The hit at thatis associated with the
OECD changes, either the likely introduction of a minimum effective corporationtax rate which
may be 15% or potential changes todigital media.So, that is the basisfor this reduction;
corporationtaxes of around€2 billion. The other point that you've mentioned yourself there
that’s extremelyimportanttonoticeis youknow,there's a lot of uncertainty around corporation
taxesregardlessof the OECD process. So, we have boosted, we have benefitted enormously from
thevolatility inthese corporationtaxes since2015with anenormous surge inthese which has
been extremely welcome. But thatdegree of volatility of course cangoin either way.So,in
additionto potential affects fromthe OECD, global arrangements with regard tohowwe tax
multinationals,there are otherrisks to corporationtaxes. Risks particularly we knowthat avery
small number of multinationals, | think ten multinationals contribute 40% of corporationtaxes.
We know that these are predominantly withina small number of sectors; pharmaandITin
particular.So,any firmor sector-specificrisks also constitute additional potential risks to
corporationtaxes that we need to be mindful of. And as you mentioned yourself, the risks inthat
regardifthere was tobe any hit tothe multinational sector would not only hit corporationtaxes
but alsolabour taxes becausethesefirms alsocontribute alot toincome tax.So,there's a lot of
uncertainty, a lot of volatility, allof whichunderlines the central messagewhichis the importance
for a prudence approach, not just the projecting corporationtaxes but alsotomake sure that
public finances are not reliant uponsuch a high level of taxes, if that’s okay?
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Journalist 5:

If therestrictions onindoor activity lastlonger than the couple of weeks that youdiscussedinthe
first question.Say if Q3is lost inthat regard. Canyou outline what impact youwould expect to
have,that tohave onthe forecast that you've outlined? And also, whether it would threaten the
sustainability of the public finances giventhe lost revenue that that would entail. And also,
presumably the additional spending pressures that would come on the State. We would have
heard Ministers of the National dialogue inthe last fewdays sayingthat we needed towind down
the public spending to more normal levels. So, obviously, that’s going to be more difficult now
what is happening this week. And thenjust secondly, at what point does the downturn insectors
like hospitality and travel move from being temporary in nature for the duration of therestrictions
toa more permanent depressionwhereby evenwhenthose businesses are allowed toreopen, the
economic activitywon't rebound as quickly due tothe damage that has beendone tothose
businesses?

Mark Cassidy:

Thanks very much. Yes, these are very important of course. So, certainly anextensionalong the
lines of what you're describing, we don't think... It wouldn’t itself threatenthe sustainability of the
public debt, you know. The conditions in this economy remainvery favourable. We were expecting
astrongreturntoeconomic growth, financial conditions are very favourable.So,what you're
suggestingwould add something to public sector debt and it would delay the recover somewhat
further. And we've done some scenarioanalysis of this inthe past, we've produced some adverse
scenarios which made assumptions about the economy remaining under lockdown for
considerably longer. And they did show hits toeconomic growth, they did show unemployment
remaining higher for longer. But none of them put us into evenscenarios whichhadvery severe
lockdowns remaining into the following year which we’re no longer producing because we think
the possibility of that is somuchreduced. But eventhose scenarios while negative, they delayed
therecovery, they delayedthe period until which economic activity would get back topre -
pandemiclevels. They added something todeficit and debt, but they certainly did not put the
economy onto an unsustainable path. What | wouldsay is that youwould get effects on businesses
because the longer...somany businesses have already beenclosed downfor over ayear.We have
around 20,000to 100,000 people have beenonthe Pandemic Unemployment Payment for over a
year now. The longer that goes on, the more difficult it is for those businesses to stay open. So,you
would undoubtedly get quite asignificant increase inbusinessclosures, firmclosures inthose
circumstances. And therefore, that contributestolonger termeffectsregardingthe scarringof the
economy. People/ employment turning into long termunemployment. So, in no way would |
understate the consequences of what you're describing. But certainly, if it’s an extension of
restrictions toindoor dining as opposedtogoing back to the full Level 5 restrictions we sawinthe
opening months of the year, thenit’s a case of abump in the road, adelay tothe recovery. Albeit
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withsignificant sectoral effects. The second point youraisedis extremely important. There's a lot
of uncertainty about this but we do think that what you're describing is one of the examples of
what we're describing as a likely structural transformation inthe economy both domestically and
globally that will arise asaresult of COVID. And where we see that these effects, maybe the
sectors that are most vulnerable are travel, transport, particularly businesstravel, those other
parts of the economy that rely alsoonbusiness travel.So,we do expect that we will see some
sectors of the economy will decline to anextent ona permanent basis, whereas other sectorswe
know are emerging, other sectors are growing very quickly. So, we will get this reallocation of
resources withinthe economy. The quicker, the more smoothly this reallocation of resources can
occur, the quicker that people who lose jobs in one sector canfindemployment in other sectors
thentheless serious or the lasting, the permanent or the scarring effects of the crisis will be. But
we expect tosee some effect along the lines of what you're suggesting. Maybe just as a slightly
more positive note onthat, we are beginning to see some international experiencesfromsome
countries,whether the US or the UK or some other European countries that are somewhat further
down theroadthen we are in terms of opening up the economy. Now | would exclude business
travel fromwhat I'msaying, but what we are seeingis a rather quicker re-emergence of pre-
pandemic patterns, people’s willingnesstotake public transport, the returntothe spending
patterns andsocial activities. That maybe a quicker re-emergence of the previous patterns, less of
achangethanmight have previously been affected. But | think there are sectors likebusiness
travel,other parts of travel that may be affectedtoa morelastingextent.

Journalist 5:

Thanks Mark, that’s great, verythorough. Could | just ask you very briefly as a follow-upon the
first questionaroundyour forecasts outlined here? If saytherestrictiononindoor extendedtothe
next quarter,canyougive us any best estimateas tohowthe growth or domestic demand forecast
that you've outlined will be impacted?

Mark Cassidy:

I might ask Martinif he wants toadd anything on this. | would say the effect will be minimal. | think
what you would see is, youwould see some impact onthe unemployment numbers, the COVID
adjusted unemployment numbers, not the official unemployment rate. So,around 58,000 people
in total are now, from the accommodation/food sector are onthe Pandemic Unemployment
Payment. | wouldn’t put an estimate. | knowwhenthe economy was at its most openthat number
was closer to40,000.So, that difference is maybe givingan order of you know, employment
effects maybe 10,000/20,000.But | don't think we could put a number on the annual change
except tosay it would be very significant. Martin, I'mnot sureif you've any...
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Martin O’Brien:

Yes,I'd agree.l thinkit's easier tosay inthe context of the labour market,and | think alsowhen
you look at sort of overall limits, the demand. We've seensome of those changes that Mark has
alludedto. So, it would certainly be a more gradual returnfor some levels of lower unemployment.

Journalist 6:

Hi Mark, just one quick questiontherejustinrelationtothe unwinding of pandemic savings.|'m
just wondering if, see kind of precautionary consumer behaviour continue intothe thirdand
fourth quarters of the year. What sort of policy options might be available to | suppose speed that
up, speed up the unwinding of those savings?

Mark Cassidy:

Well,we already have factoredinthere. If youlook at the consumptionfigures, we do have quite a
conservative whichwe think is reasonable, assumptionregarding the unwinding of these savings.
Wedo think that certain... First of all, we don't think that people will go out andimmediate seek
outlets tospendthis money, it will occur over time. We think there are reasons why people may be
cautious about the outlook, they may hold on to higher savings and therefore our central
assumptionis that the savingsrate does remain above pre-pandemiclevels. Inother words, people
continueto spenda little bit less of their disposable income thanthey would have done pre -crisis
and | think that’s inline with kind of what we expect people’s behaviours/concerns tobe after the
crisis. We think that’s reasonable. If we wanted to acceleratethat, there are things we could do
but | think the economy is now beginning to develop sufficient momentumthat I'mnot sureitis
the optimal thing totry andstimulate overall climateconsumption beyond what is expected. If you
look at the pick-up that we have, we have consumer demand expectedtoincrease by 7.6% next
year, 5.3%theyear after.So, by itself | think we have a very strong boost of consumption. The
concern if government policy was totry toincrease that further is thatwell first of all, being met
by more and more important because of the lack of domestic capacity andfor similar reasons that
you would see it showing up more inhigher prices rather than higher activities. So, | wouldn't...
Maybe if the economy was more in the doldrums, | wouldn’t necessarilythink we needtotry to
stimulate savings. Of course, it’s a different matter whether the governmentwants, howthe
government looks at those sectorsthat havebeen affected by the crisis. Whether the government,
what supports the government has in place for those viable firms inthose sectors but that’s not
about stimulating general consumption, | think, yeah.

Journalist 6:

That’s great, that’scomprehensive. Thanksvery much Mark.
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Journalist 7:

| just have one small question. So, | understood from your remarks a little while ago about wage
growth, that there's some concernabout second-round effects. And the bulletinadvocates
measures toreduce the possibility of wage and price pressures becoming more consistent. Now of
course but | thought that what we needed right now infact is some wage growth, admittedly not
justinlreland,tosustainably boost underlying inflationand allow eventually monetarypolicy
normalisation. So,what is behind the concernthat youand the bulletinare expressing?

Mark Cassidy:

Thanks very much. So, | think we would not have concerns inthis regard, regarding outlook. We do
think we’re seeing anunderstandable pick-up on prices and wages inline withwhat we're seeing in
other countries which is understandable inthe circumstancesgiventhat demandis recovering.
And as yousay,certainly for the euroarea as awhole,anincreaseinprice pressuresis the
objective of monetary policy at the moment.So, | don't think we're expressing a concern.Martin
might want toadd something tothis, at the moment. | think we’re just saying thatas the
economy... Ifwages and prices are growing at that rate and demandis growing at that rate, then
you're increasing the risk of something more persistentdown the line that the prices and wages
could get tied upin some form of positive spiral above what you might think would be consistent
with economic stability. So, | think we would just be cautious if things were totake offto a
significantly greater degree, more thanwhat we're seeing at the moment and | think that’s one of
the upside risks for the economy. But I'm not, we're not suggesting inthe bulletinthat the current
outlook would be something we would be particularly concerned about inthat regard. Martin, is
that...?

Martin O’Brien:

Yes, | think, and hopefully people canhear me better now. But yes, a lot of the factors that we've
seendriving, particularly the near-termpressureson pricing. We do see these and some of those
arefrom youknow, what we'd have seenlast year. This is justbothinterms of the learning
situationand compositional issuesthatMark referredtoearlier.But also, interms of the general
price pressures that yousee as well. Particularlyinenergy prices, certaincommodity pricesetc.
These are things that are going tofall out over time as the sort of basis, the interaction between
supply bottlenecks that pass through.So, as Mark said, it'sreally that central executionis not
something that’s worryingit’s justit’s something that the broader perspectives and policies for the
last number of years. But certainly,somethingtowatch out over the mediumto longer-termyou
know. But you know, those sort of near-termpressures embeddedin.
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Mark Cassidy:

And | would say, the higher wages that we're seeingas | saythat partly reflectswhat we're seeing
across different sectors; labour shortagesinsome sectors and therefore wagesincreasing. Andin
fact,that’s part of the way through which you get the natural transformation withinaneconomy is
wages insome of these sectors like IT.So, | thinkit’'s quite a benignoutlook inthat regard overall.

Journalist 8:

| just want to get anidea, your take onhousing and how much of a dragthe housing crisis might be
if grewinthe medium-term. And when might we start seeing kind of a closure of the gap between
supply and demand?

Mark Cassidy:

Yes, like this is clearly one of the most important issues for the new economy. From aneconomic
perspectiveit’s animportantissue but primarily, for those people who are tryingtobuy andto
rent the many households across the economy, the issues interms of both affordability and
availability of houses is a major, major social and economic factor at the moment. Interms of the
economic effects,sothere's some dragonthe overall... Housing output has declined as a result of
thecrisis. Constructionoutput is animportant contributor tooverall economic growth. So, this has
contributedtothe decline in the overall economy and the fact that housing... | think our estimate
isthat over the period 2021 t02023,sorry 2020to 2023 therewill be around 25,000 fewer
houses built that we were expecting prior tothe pandemic. So, there is some macroeconomic
impact there. There's also a macroeconomicimpact interms of the future productivity of the
economy. The ability, the attractivenessof this economy for foreigndirect investment. The higher
prices, the higher rents that exist, the more difficult it is for workers coming into the economy or
new workers already withinthe economy to find housing and rent does make it more challenging
from a competitivenessperspective. But ultimately, | think the main effects are on potential home
owners and we are well short of building enough houses tosatisfy demandinthis country. We
estimate ademandover the mediumtermof around 35,000 units. We are nowcurrently
estimating thatevenby 2023, we would only be building 26,000 units. So, it is going to be many
years before we get toa positionwhere we are building houses to meet mediumtermdemand and
evenwhen we reachthat, there will still be a shortfall tomake upfor the many years whenthere
was a deficit of supply. So,itis an important issue. It’s maybe the major national economicissue at
the moment and | do think public policy will have arole in terms of the provision of public housing.
But also,interms of supporting the private building of housing inthe coming years. Thanks Geoff.
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Journalist 4:

Would you mind if | just followed up on the housing questionvery quickly? Yeah, | was just
wondering because NAMA and the Construction Industry have talked about the why’s inthe cost
of materials pushing up house prices. And I'm just wondering how important do you think that
factorisintherisein house prices overall compared tothe obvious problem which is the lack of

supply?
Mark Cassidy:

Thanks. Certainly, if | was being... A positive increase but it is also an additional effect of
the crisis. It is cost of raw materials towards building a house are one of the areas where
supply shortages, where supply blockages have contributed to rising prices of wood, rising
prices of timber. These are some of the raw materials where you are currently seeing the
largest increase of prices. So, higher costs, higher building costs, higher raw materials are
exacerbating the problem at the moment. But | think undoubtedly the problem at the
moment, we have seen that demand has remained stronger than many people suggested.
But in fact, transactions last year were still around 16% lower than the previous year. So, |
think undoubtedly the main factor relates to the lack of supply. There was a lack of
availability with viewings closed down etc., during the pandemic. But mainly, it’s the low
output compared to demand that’s outweighing all of those. Which is not to say there are
not factors, there are many factors that relates to the overall cost of housingwhich could
improve the supply of the market. Looking at those in a holistic way is very important for
the agencies that you mentioned to be doing.



