An Chombhairle
Naisiunta lomaiochas

National Competitiveness
Council

Costs of Doing Business in
Ireland 2016

April 2016







Introduction to the National Competitiveness Council

The National Competitiveness Council reports to the Taoiseach and the Government, through the Minister for
Jobs, Enterprise and Innovation on key competitiveness issues facing the Irish economy and offers
recommendations on policy actions required to enhance Ireland’s competitive position.

Each year the NCC publishes two annual reports:

= Ireland’s Competitiveness Scorecard provides a comprehensive statistical assessment of Ireland's

competitiveness performance; and

= |reland’s Competitiveness Challenge uses this information along with the latest research to outline the
main challenges to Ireland’s competitiveness and the policy responses required to meet them.

As part of its work, the NCC also:

= Publishes the Costs of Doing Business where key business costs in Ireland are benchmarked against costs

in competitor countries; and

=  Provides an annual Submission to the Action Plan for Jobs and other papers on specific competitiveness

issues.

The work of the National Competitiveness Council is underpinned by research and analysis undertaken by the

Strategic Policy Division of the Department of Jobs, Enterprise and Innovation.

1 April 2016



National Competitiveness Council Members

Prof Peter Clinch
Kevin Callinan
Micheal Collins
Isolde Goggin
Declan Hughes
Danny McCoy
Jane Magnier
Sean O'Driscoll
Louise Phelan
Dave Shanahan
Martin Shanahan

lan Talbot

Council Advisers
John Callinan

Brid Cannon

Maria Graham
Katherine Licken
John McCarthy
Deirdre McDonnell
Conan McKenna
David Moloney
Ray O'Leary

Chair, National Competitiveness Council

Deputy General Secretary, IMPACT Trade Union

Senior Research Officer, Nevin Economic Research Institute

Chair, Competition and Consumer Protection Commission
Assistant Secretary, Department of Jobs, Enterprise and Innovation
Chief Executive Officer, Ibec

Joint Managing Director, Abbey Tours

Chairman and Chief Executive Officer, Glen Dimplex Group

Vice President of Global Operations, Europe Middle East and Africa, PayPal
Chief Executive, Adagio Ventures Commercialisation Partners
Chief Executive, IDA Ireland

Chief Executive, Chambers Ireland

Department of the Taoiseach

Department of Agriculture, Food and the Marine

Department of Environment, Community and Local Government
Department of Communications, Energy and Natural Resources
Department of Finance

Department of Education and Skills

Department of Justice and Equality

Department of Public Expenditure and Reform

Department of Transport, Tourism, and Sport

Research, Analysis and Administration

Marie Bourke
Conor Hand
John Maher
Eoin Cuddihy

Department of Jobs, Enterprise and Innovation
23 Kildare Street, Dublin 2, Do2 TD30
Tel: 01 6312121

Email: info@competitiveness.ie

Web: www.competitiveness.ie

April 2016


mailto:info@competitiveness.ie
http://www.competitiveness.ie/

Table of Contents

Introduction to the National Competitiveness Council

National Competitiveness Council Members
Council Advisers
Research, Analysis and Administration
Table of Contents

Executive Summary

Chapter 1— How Does Ireland Perform?
Introduction
Measures of Overall Cost Competitiveness
Focus on Individual Cost Categories

Chapter 2 — How Do Costs Impact on Enterprise?
Why Costs Matter
Which Costs Matter Most?
What Drives Costs?

Chapter 3 — Labour Costs

Chapter 4 — Property Costs

Chapter 5 —Transport Costs

Chapter 6 — Utility Costs

Chapter 7 — Credit and Financial Costs

Chapter 8 — Business Services and Other Input Costs

Chapter g — Broader Costs Environment

0 o ~ w

10
12
17
17
18
20
21
27
30
31
39
43
47

April 2016



Executive Summary

The National Competitiveness Council defines competitiveness as the ability of firms based in Ireland to
compete in international markets. Competitiveness is a result of a diverse range of factors and policy inputs
including, a supportive regulatory, tax and finance environment, good economic and technological
infrastructure, a supply of quality talent and skills, productivity and costs.

The improved competitiveness of our exporting sector has been one of the economy’s greatest strengths in
recent years and has been key to economic growth and job creation. Competitiveness is critical to
withstanding the vagaries of the global economic cycle. In general, countries rated as more competitive before
the 2008 to 2010 global economic and financial crisis tended either to withstand it better or bounce back more
quickly. The openness of the Irish economy means the competitiveness of the enterprise sector is particularly
vulnerable to negative economic shocks which are outside the influence of domestic policymakers. These
include unfavourable exchange rate movements, higher interest rates or oil prices or reduced demand from

our major trading partners. Cost competitiveness is a critical foundation to withstand economic shocks.

At present, the headline level of economic growth in Ireland is remarkably strong, and the outlook is positive®.
There is, however, no opportunity for complacency. While the Irish economy is experiencing rapid growth the
global economy is not proving as robust. The OECD estimates that global growth eased to around 3 per cent in
2015, well below its long-run average. Growth prospects in emerging and advanced economies are far from
certain. While growth in the US and the UK, is set to remain relatively solid, at around 2.5 to 3 per cent per
annum (although concerns about the impact of a possible Brexit create further uncertainty), euro area growth
remains relatively subdued with forecasts hovering around 1.75 to 2 per cent per annum out to 2017.

The outlook for China is an important vector for global growth, given its large and rising contribution to global
trade, investment and overall economic activity. Chinese exports and GDP growth rates continued to
moderate in 2015, to just over 6.75 per cent, as the economy transitions from industrial- to services-based
growth. A sharp slowdown in China would have an adverse impact on the global economy. While supportive
macroeconomic policies and lower commodity prices are projected to strengthen global growth gradually
through 2016 and 2017, a slowdown in emerging market economies is a drag on global trade. Subdued
investment and productivity growth is checking the momentum of the recovery in advanced economies,
particularly those in the Euro area. In addition, changes in monetary policy and interest rates, exchange rate
and commodity price volatility, and geo-political uncertainty, particularly as regards the UK’s membership of
the EU all have the potential to weaken Ireland’s positive growth trajectory.

Domestically, a number of short and medium term downside risks for Ireland have already emerged and these
could potentially undermine national competitiveness, and ultimately growth. These pressures include
emerging infrastructure bottlenecks, skills shortages and increasing levels of industrial unrest. Maintaining
fiscal sustainability and a broad tax base; supporting structural reform, innovation, and productivity; and
growing our enterprise and export base will remain significant immediate challenges for Irish policymakers.

1 The difficulty of interpreting Irish national accounts data has been well publicised, for instance, see FitzGerald, J. Special Article: Problems Interpreting
National Accounts in a Globalised Economy in ESRI. Quarterly Economic Commentary, Summer 2015. More recently, the NTMA have noted that the nature of
growth in Ireland is distorted by intellectual Property imports and aircraft trade by aircraft leasing companies: both lead to an increase in investment but at
the same time there is an equal increase in imports (impacting upon net exports). These impacts cancel each other at the aggregate level (i.e. they have no
effect on GDP and GNP), but they do overestimate investment and underestimate net exports in the national accounts. See NTMA, Investor Presentation on
Ireland: Outstanding Growth in a Sluggish World, March 2016
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In terms of business costs, as a small open economy, dependent on exports and foreign investment as major
drivers of growth, our relative cost competitiveness is a significant determinant of our overall competitiveness,
and ultimately of our economic prosperity, employment and our standard of living. High business costs make
Ireland less attractive for foreign direct investment and reduce the competitiveness of Irish enterprises’ goods
and services trading in both domestic and international markets. More broadly, a more competitive cost base
can help to create a virtuous circle between inflation, wage expectations and cost competitiveness.

The cost base for enterprise has improved across a range of metrics since 2009, (e.g. the cost of starting a
business, communications costs and average income taxes) making Irish firms more competitive
internationally and making Ireland a more attractive location in which firms can operate. However, Ireland
remains a relatively high cost location and, therefore, addressing our cost competitiveness must remain a key
economic priority for enterprise and the new Government. A range of downside risks exist here too and a
series of upward cost pressures have emerged. As a result, the Council is concerned that recent improvements
in competitiveness in Ireland are at serious risk of being reversed as the economy returns to growth, demand

increases and capacity constraints develop®.

Based on the summary cost profiles considered in Chapter 2, it is clear that the cost of labour is the most
significant driver of business costs for most firms — particularly for services firms. While labour cost growth has
remained modest in recent quarters, it has grown by more in Ireland (2.1%) than on average across the EU-28
(1.9%) and euro area (1.2%). It is to be expected that as the labour market tightens further, upward pressures
will increase. While demands for wage increases are understandable after a period of economic stagnation and
wage cuts, our relative competitive position will be negatively affected if wage growth outpaces thatin
competitor countries. Therefore, to ensure that wages are sustainable, wage growth should not outpace
productivity growth but, at the same time, there must be a relentless focus on protecting real living standards
by avoiding, as best as possible, significant increases in the costs of living. This is why the Council is advocating
that attention be paid to a broad range of costs in an effort to promote a virtuous circle encompassing the

costs of living, wage expectations, productivity and cost competitiveness.

Following several years of significant cost reductions the availability and cost of property is again a significant
threat to sustained cost competitiveness. Increases in commercial rents are occurring alongside rapid growth
in house prices and residential rents. On the commercial side, concerns persist about the availability of prime
office space for rent in large urban centres in the short term as the market tightens and vacancy rates decline.
Across Ireland, the rental price of prime retail units continues to increase: in 2015 retail rents increased by 22
per cent compared with 2014 levels. Within the euro area, commercial rents are the 6" highest in Ireland.
Sharp and sustained rental price pressure and any shortage of supply? of new commercial space could
adversely impact on Ireland’s competitiveness in attracting FDI, the expansion of existing Irish enterprises and

startups.

2 At present, Ireland is experiencing a very low inflationary environment. Year-on-year inflation in Ireland was recorded at 0.1 per cent in January 2016. Across
the Euro area the corresponding rate was o.4 per cent - well below the European Central Bank price stability target of a HICP below, but close to, 2 per cent
over the medium term. The inflation outlook for both Ireland and the euro area is for a moderate increase in 2016.

3 Recent research conducted by the ESRI noted that Dublin is the only European capital where there was no office space construction between 2011 and 2013.
The same research notes the high level of demand for commercial property amongst FDI firms - 70 per cent of the take-up of such office space in Dublin in
2015 was by new and existing FDI, primarily tech-based companies, indicating the importance of ensuring a predictable and sustainable supply of commercial
property. See Duffy, D. and Dwyer, H., ESRI Research Note: FDI and the Availability of Dublin Office Space, September 2015
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On the residential side, for example, rental costs for apartments in Dublin are now at similar levels to those
witnessed in 2007. The link between house prices and wage expectations means that developments in the
residential property sector have a direct impact on international competitiveness.

Energy costs account for a significant proportion of production costs for some particularly energy-intensive
sectors (such as chemicals, food) and the SME sector. On average, expenditure by SMEs on electricity
accounts for approximately g per cent of non-wage costs. Generally, water and waste water costs for
enterprise in Ireland compare favourably to those in competitor markets. There is significant variation
between water and waste water tariffs across Local Authorities. Ireland is relatively cost competitive for
telecoms, although, concerns persist around quality (speed) and the regional availability of high speed
services. Ireland is characterised by high taxes on motor fuel and 65.8 per cent of total diesel costs are made
up of various taxes, the 3rd highest proportion in the euro area. The impact of these taxes is currently being
masked by low international fuel prices. World oil prices were fairly stable for the first half of this decade
oscillating around $110 a barrel. But since mid-2014 prices have fallen by more than 70 per cent. The reasons
for this change are threefold:

=  Firstly, weak demand for oil in many countries due to low economic growth.

= Secondly, US oil production levels are, at present, at their highest in almost 30 years due primarily to
the process of hydraulic fracturing or ‘fracking’.

=  Thirdly, the limited response by OPEC to this oversupply and its initial reluctance to cut, (as opposed
to freezing) production. However, if current supply levels were to fall, for example due to a reduction
in US shale output, there is a likelihood that prices could re-bound and damage Ireland’s

competitiveness given the aforementioned high taxes on petrol and diesel here.

Access to competitively priced sources of finance is essential to facilitate enterprises establish, survive, expand
their operations, improve productivity and ultimately scale. Limited or costly credit flows damage the
environment for entrepreneurship, scaling and investment. The CSO’s 2014 Access to Finance survey shows
that bank finance is by far the most popular type of finance sought by enterprise: 21 per cent of all SMEs
applied for bank finance in 2014. Larger firms tend to be more likely to apply for traditional bank finance: while
20 per cent of micro sized enterprises applied for bank finance, the rate is 35 per cent for small sized
enterprises and 40 per cent for medium sized enterprises.

As access to finance becomes easier and more sources of funding become available, the differential in bank
interest rates between Ireland and the euro area assumes greater importance. Irish interest rates on business
loans have been consistently higher (and more volatile) than equivalent euro area rates and it is vital that cost
competitiveness in this area does not weaken further. For example, in November 2015 the interest rate in
Ireland on a business loan of up to €250,000 was 6.56 per cent, compared with a euro area average of 3.15 per
cent.

The effective application of competition to all sectors of the economy remains an essential element
underpinning national competitiveness. The Council remains concerned about the price of business services in
Ireland. In relation to legal costs, throughout the recession, and relative to professions such as accountancy,
prices for legal services did not adjust downwards to the degree that might have been expected given
economic circumstances. While prices dipped for a brief period in 2013, in Q4 2015 legal service prices were 5.8

per cent higher than 2010 levels. The recent enactment of the Legal Services Act is welcome but procedural

6 April 2016



reforms, for example, making better use of ICT and improved case management need to be implemented as a
matter of urgency. Although not captured in this Report”, CSO inflation data shows that increases in insurance
prices in Ireland are well in excess of EU trends. The absence of micro-level price data, however, makes it very
difficult to assess market conditions and commercial insurance cost competitiveness. The Council is

reiterating the need for the Department of Finance, the Central Bank and the CSO to benchmark
comprehensively insurance costs and the drivers of commercial insurance costs in Ireland, with costs in our key
competitors.

Over the course of the recession, the Irish economy underwent a sharp correction in terms of our cost
competitiveness. The recent appreciation of the euro vis-a-vis sterling provides a timely warning about just
how vulnerable Irish firms are to external shocks: given the importance of the UK as a destination for Irish
exports, the appreciation of the euro has placed Irish exporters under increased cost competitiveness pressure.
In light of these recurring and immediate cost issues, cumulatively there is a role for both the public and
private sectors alike to proactively manage the controllable portion of their respective cost bases, drive
efficiency and continue to take action to address unnecessarily high costs. Such actions will ensure that
improvements in relative cost competitiveness are more sustainable, leaving Ireland less dependent on a
benign external environment.

At the same time, productivity performance will assume an even more prominent role in driving Irish
international competitiveness. Indeed, in the longer term, productivity growth is the preferred mechanism to
improve competitiveness as it can support cost competitiveness in tandem with high and increasing income
levels. Increasing productivity across all sectors and occupations, particularly in the indigenous economy
remains a significant issue.

The Council has set out a number of key recommendations for structural reform to address Ireland’s cost base
in its December 2015 Competitiveness Challenge report. These are summarised on page 15 of this report.
Further policy recommendations will be included in the Council’s next annual Competitiveness Challenge
report, which will be published in late-2016.

4 See National Competitiveness Council, Competitiveness Bulletin 16-2: Insurance Costs Competitiveness, January 2016
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Chapter 1 — How Does Ireland Perform?

Introduction

Competitiveness is a complex concept, encompassing many different drivers. Cost is just one of the elements
which determine a country’s ability to compete in international markets. As it is enterprises that compete in
international markets, their levels of productivity, innovation, investment and profitability are the key
determinants of their ability to compete and grow. The success of the enterprise sector affects overall
prosperity and steps towards this prosperity also indicate progress in national competitiveness.
Competitiveness is not an end in itself, but a means of achieving sustainable improvements in living standards
and quality of life.

The National Competitiveness Council Competitiveness Framework

Source: National Competitiveness Council

The NCC currently uses a pyramid to outline the framework within which it assesses Ireland’s competitiveness.

= Atthe top of the pyramid is sustainable growth in living standards — the fruits of competitiveness
success.

= Below this are the key policy outputs for achieving competitiveness, including business performance
(such as trade and investment), costs, productivity, and employment. These can be seen as the metrics
of current competitiveness.

= Below this in the third tier are the policy inputs covering three pillars of future competitiveness, namely
the business environment (taxation, regulation, and finance), physical infrastructure, clusters and firm

sophistication, and knowledge and talent.

=  Finally, at the base of the pyramid are the essential conditions for competitiveness, these foundations are

based on institutions, macroeconomic sustainability, and endowments.
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This Costs of Doing Business 2016 report concentrates on the costs that are largely domestically determined
such as labour, property, transport, utility, credit and financial, and business services, and considers both price

levels, and changes in those levels (i.e. price inflation). It is structured as follows:
= Chapter 1 summarises the key cost trends for enterprise in Ireland;

= Chapter 2 provides an overview of why costs matter for enterprise, sets out cost profiles for a range of
firm types which identify the most important cost categories, and explains the high level economic factors

that determine costs;

= Chapters 3 to 7 examine the main cost categories in greater detail. The primary costs analysed in these
chapters relate to labour, property, transport, utilities, and credit;

=  Chapter 8 examines data on business services and other input costs — a cost category not captured in the

profiles referred to above but still an important input for the vast majority of enterprises; and

=  Finally, acknowledging the interlinked nature of all sectors and participants of the economy, Chapter g9
considers the broader consumer cost environment.

In each chapter, a range of internationally comparable, enterprise-focussed cost indicators are collected for
Ireland and a number of our key trading partners. We have endeavoured to collect data from high-quality,
internationally respected sources, and where necessary, caveats on data issues are set out in the relevant text
and footnotes.

The majority of charts are given a traffic light colour, green, yellow or red, in order to provide a general
indication of Ireland’s performance. Generally, green indicates a strong performance (e.g. top third of OECD,
euro area, or comparator group), orange signals an average performance, while red means that Ireland is
ranked within the bottom third of the comparator group.

Measuring and benchmarking cost competitiveness performance relative to third countries highlights Ireland’s

strengths in a number of areas but is also intended to identify potential threats and elaborate on weaknesses

and to determine corrective actions. Nonetheless, there are well recognised limitations to comparative

analysis:

= While every effort is made to ensure the timeliness of the data, there is a natural lag in collating
comparable official statistics across countries. As much of this data is collected on an annual basis, there
may be a time lag in capturing recent changes in cost levels. Where this occurs and where more current
national data is available, this is reflected in the text.

= The Council is also constrained in terms of the availability of metrics in terms of theirimpact on

enterprises of different sizes and sectors and across a number of important areas such as childcare.

= Given the different historical contexts and economic, political and social goals of various countries, and
their differing physical geographies and resource endowments, it is not realistic or even desirable for any

country to seek to outperform other countries on all cost measures.

= There are no generic strategies to achieve an optimum level of cost competitiveness; as countries face

trade-offs and may be at different points in the economic cycle.

Where possible, Irish cost levels are compared to a relevant peer group average (e.g. the OECD and euro area
average). It is also worth noting that individual cost metrics have strengths and weaknesses (i.e. in terms of
definitions used, in how the data is collected etc.). When analysing the individual metrics, it is important,
therefore, to consider all of the data as a whole — does the analysis of the individual metrics combine to tell a

coherent story about Ireland’s current cost competitiveness performance?
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Measures of Overall Cost Competitiveness

Changes in international cost and price competitiveness depend on a combination of exchange rate
movements and movements in relative prices between trading partners. Much of Ireland’s competitiveness
story can be illustrated using Harmonised Competitiveness Indices (HCls)®. The HCl is prone to significant
fluctuations — particularly over the past two years. Between January 2000 and April 2008, Irish cost
competitiveness (the real HCI) deteriorated by over 32 per cent (while the nominal HCl deteriorated by 22.5
per cent). This reflects a strong appreciation of the euro against the currencies of our trading partners
(nominal HCI) and higher price inflation in Ireland. This confirms the loss in relative price competitiveness
experienced throughout the mid-2000’s in Ireland.

Following the onset of the financial crisis and the recession, Ireland’s relative competitiveness improved as a
result of reductions in relative prices and favourable exchange rate movements®. Between April 2008 and July
2012, Ireland regained much of its competitiveness as the real HCl improved by 18.5 per cent (and the nominal
improved by 10.6 per cent - reflecting lower inflation in Ireland than amongst our trading partners, and in

some cases price reductions).

Figure 1: Harmonised Competitiveness Indicators, January 2000 — January 2016 (January 2005 = 100)
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Source: Central Bank of Ireland, DJEI calculations

These HCl developments, which suggest an improvement in competitiveness, largely reflect movements in
the exchange rate. As a result of the scale of Ireland’s non-euro denominated trade, movements in euro

5 The purpose of HCls is to provide meaningful and comparable measures of euro area countries' price and cost competitiveness that are also consistent with
the real effective exchange rates (REERs) of the euro. HCls are constructed using the same methodology and data sources as the euro effective exchange
rates. The Central Bank of Ireland produces both a nominal and real Harmonised Competitiveness Index. The nominal HCl is a nominal effective exchange rate
for the Irish economy that reflects, on a trade weighted basis, movements in the exchange rate vis-a-vis 56 trading partners. The real HCI (deflated by
consumer prices) takes into account relative price changes along with exchange rate movements. In Figure 1, an upward sloping line indicates a loss of
competitiveness, whilst a downward sloping line indicates improving competitiveness.

6 See Brendan Walsh, Regaining Competitiveness, 24th July 2012 at www.irisheconomy.ie/index.php/2012/07/24/regaining-competitiveness/
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exchange rates have a greater impact on our relative international competitiveness, than is the case in many
European countries.

——curoarea =——Germany -——Ireland ===Spain Figurezshowsthat

110 improvements in
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first half of 2015 as the

100 Disimprovement
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Source: Eurostat

Exchange Rate Volatility

Ireland cannot depend on external factors (i.e. beyond the direct influence of domestic policy makers) such as
benign currency movements, to protect our international cost competitiveness. Such gains can be erased as

quickly as they are accrued.

Volatility in exchange rates can affect the Irish economy through a number of channels. It may generate
expenditure switching effects between foreign and domestic goods both at home and in trade partners, thus
affecting net exports. To the degree that nominal exchange rate changes are absorbed by importers/exporters
rather than passed on through relative prices, exchange rate movements may also affect firms’ profit margins,

with possible second-round effects on investment.

Compared to other EU Member States, Ireland has a high share of trade outside the euro area — meaning that
Ireland is more exposed to the impact of exchange rate fluctuations: Ireland has the second highest ratio in the
EU in terms of exports to non-euro area countries (goods and services) relative to GDP.

The value of the euro against the dollar and sterling plays a crucial role in determining our international export
competitiveness. The euro has remained weak relative to the dollar and sterling throughout most of 2013,
2014 and 2015. As of March 2016, the euro/dollar exchange rate was $1.09 having settled around this level in

Qg 2015. In year-on-year terms, the euro has declined against the dollar by 7 per cent.

As regards the euro vis-a-vis sterling, the exchange rate has been more unstable in recent months. It was at
£0.77 in March 2016 — down 7 per cent on a year-on-year basis. In the six months to March 2016, however, the

euro appreciated over 14 per cent against sterling amid concerns over the UK’s economic performance and EU

referendum uncertainty. Between mid-2013 and mid-2015, a very favourable exchange rate vis-a-vis sterling

helped to boost the competitiveness of Irish exports to the UK.A sustained fall in the value of sterling would
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represent a significant challenge for enterprise, particularly for indigenous exporters who are focused on the
UK market and compete against UK firms in other markets.

Merchandise and in particular services exports to and imports from the UK account for a significant share of
Irish trade. The UK is the top export destination for Enterprise Ireland (El) supported companies. In value
terms, 37 per cent of El companies’ exports are to the UK. The value of the euro against sterling is, therefore,
critical for Irish exporters, particularly those in employment intensive sectors such as the agri-food sector
which remain very dependent on strong trading activity with the UK.

A competitive cost base can help to create a virtuous circle between inflation, wage expectations and

productivity, and can provide a buffer against such exchange rate fluctuations and other uncontrollable,

external factors.

While the trade performance of an economy such as Ireland’s will always be conditional on the ebb and flow of
global markets, a more diverse export base can reduce exposure to external demand shocks, exchange rate
fluctuations, instability in export earnings, upgrade value—added, and enhance growth and jobs.

Irish based exporters must scale and diversify sustainably and strategically to reduce exposure to external
economic shocks. To increase competitiveness, economic growth and sustainable jobs, we need a strong and
dynamic range of FDI firms, Irish owned businesses that export, an increased level of startups with the
potential to scale and internationalise supported by an administrative and regulatory framework that
facilitates enterprise and exports.

Focus on Individual Cost Categories

Harmonised competitiveness indicators can be difficult to translate into real world experience. From the
perspective of the firm or an individual, in order to fully appreciate changes in prices and costs, it is necessary
to examine more tangible indicators such as wage rates, rents, and the prices paid for various utilities and
services. In this regard, Costs of Doing Business 2016 examines over 5o different metrics across a range of
business cost categories to provide an overview of the cost environment for enterprise in Ireland. The key

messages are summarised below.

Summary of Business Cost Trends in Ireland

Labour Costs 1| 3hour costs in Ireland have been growing marginally more quickly than in the euro area
since 2014 and the wider EU-28 since the latter part of 2015. While demands for wage
increases are understandable after a period of economic stagnation and wage cuts, our
relative competitive position will be negatively affected if wage growth outpaces that in
competitor countries. We must ensure that wage growth is sustainable and thereby avoid
finding ourselves in a position where wage growth outpaces productivity growth.
Furthermore, our focus must be on protecting real living standards. In this regard, the
Council’s focus on addressing a wide range of costs can help to create a virtuous circle
encompassing the costs of living, wage expectations, productivity and cost competitiveness.

In 2014 the minimum wage as a percentage of average wages ranged from 33% in the Czech
Republic, 43.7% in Ireland to 52.9% in Slovenia. As a percentage of average wages, Ireland

has the 11" highest minimum wage. In 2016 Ireland had the 2" highest monthly minimum

wage (€1,546) and 5th highest monthly minimum wage in PPP terms (€1,264). In its first
report to Government, the Low Pay Commission (LPC) recommended that the national
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Property
Costs

Transport
Costs

minimum wage should increase by €0.50 (5.8 per cent) to €9.15 per hour from 1 January 2016
after concluding that moderate increases in the national minimum wage are unlikely to have
a significantly adverse effect on employment. This increase coincides with similar recent
increases in the US and the UK.

According to the OECD, the levels of taxation in Ireland are below the euro area on average
income levels and on marginal income levels for married couples. The corresponding
marginal levels are, however, high for single earners. Ireland is currently very reliant on taxes
on income as a source of revenue, particularly when compared with other developed
economies. On the other hand, significantly less revenue is generated through social security
contributions in Ireland. Ireland has the 8" lowest rate of social security contributions in the
OECD. Employers’ contributions are the 10™ lowest, and employee contributions are the 5™
lowest (although benefits are also correspondingly low in Ireland).

The last number of years has witnessed a sustained recovery in the Irish commercial property
market. The cost of constructing a prime office unit and a High Tech Factory / Laboratory
facility in Ireland both fell by almost 6 per cent between 2013 and 2015. Commercial rents for
both office and retail space grew strongly in 2015. Rental growth has been driven by an
increase in demand, reflecting the improving economy. This in turn, has boosted capital
values, the price that would have been paid for property if it had been purchased at the point
of valuation, in all commercial sectors (e.g., office, industrial and retail). Overall growth was
7.7 per cent in Q3 2015.

The availability of competitive property solutions is a key requirement for the expansion of
enterprises and winning foreign direct investment (FDI). In 2015 prime retails rents increased
by 22 per cent year-on-year. Concerns persist about the availability of prime office space for
rent in large urban centres in the short term as the market tightens and vacancy rates decline.
This could result in future rent increases and any shortage of supply® of new commercial
space could adversely impact our competitiveness.

Since mid-2015 world oil prices have fallen by more than 70 per cent. This sharp fall in oil
prices has led to a reduction in consumer prices for petroleum products across the EU. Irish
petrol and diesel prices decreased by 2.5 and 8 per cent respectively in the 12 months to
January 2016. However, the cost of 1,000 litres of diesel in Ireland (€1,199) was 9.2 per cent
above the euro area average (€1,097) in January 2016. Ireland was the 4" most expensive
country with taxes on diesel accounting for the majority of this differential, representing 65.8

per cent of total diesel costs in Ireland, the 3rd highest proportion in the euro area. With

regard to service prices in the transport sector, prices have been relatively stationary in recent

7 The Federal NMW in the US increased to $9.00 per hour on 1 January 2016. In the UK, the NMW rose by 3 per cent (£0.20) to £6.70 in October 2015. From
April 2016 in the UK, the national living wage will be £7.20 an hour for workers aged 25 and older with the corresponding rate for London set at £9.15.

8 Recent research conducted by the ESRI noted that Dublin is the only European capital where there was no office space construction between 2011 and 2013.
The same research notes the high level of demand for commercial property amongst FDI firms - 70 per cent of the take-up of such office space in Dublin in
2015 was by new and existing FDI, primarily tech-based companies, indicating the importance of ensuring a predictable and sustainable supply of commercial

property.
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quarters. Air transport is a notable exception with rapid price growth in recent years.

Utility Costs

The EU is among the most expensive locations for electricity and gas globally, and within the
EU, Ireland is one of the most expensive countries for electricity for both large and small users
-itis the 5" most expensive location in the euro area 17 for large electricity users. Ireland is
mid-table in the euro area in terms of industrial gas prices, but comparable prices in the US
are substantially lower than in the EU.

On average, water and waste water costs for enterprise in Ireland compare favourably to
those in competitor markets. Within Ireland, water costs vary significantly by local authority.
In terms of waste costs, the cost of landfill has increased from €93 per tonne in 2010 to €113 in
2014 because of increases in the landfill levy. Irish landfill costs are amongst the most
expensive of the benchmarked countries/regions. Thermal treatment costs (gate fees) in
Ireland, although lower than landfill costs, are also among the most expensive in the
benchmarked countries/regions.

Ireland is relatively cost competitive for telecoms although concerns persist around the issues
of quality (speed) and the regional availability of high speed services. The data available,
however, is based on purchasing power parities which may be making Irish prices appear to

be more competitive.

Credit and
Financial
Costs

The supply and demand for credit has improved significantly since the height of the crisis.
However, the cost of credit continues to act as a drag on the enterprise sector, inhibiting
investment and growth, particularly amongst startups and SMEs. In November 2015, the
interest rate in Ireland on loans of up to €0.25 million was more than twice the euro area
average rate for new business; the rate on loans of up to €1 million was more than 8o per cent
more expensive in Ireland. Furthermore, Irish interest rates for loans both under- and over the
€am threshold have been noticeably more volatile than euro area rates. Irish and euro area
interest rates diverged further in 2014 and 2015. It is vital that cost competitiveness in this
area does not weaken further.

Changes in the value of the euro impact significantly upon Irish competitiveness. Since 2013
the depreciation of the euro has aided Irish competitiveness. Export figures to two of our
main trading partners, the US and the UK, have increased accordingly. However, in recent

months, sterling has weakened.

Business
Services and
Other Input
Costs

Services prices in Ireland have risen continuously since the beginning of 2012 and the
magnitude of the increase has been higher than the EU-15 average during this period also.
Overall since 2010, service prices have risen by more than manufacturing prices perhaps
reflecting the greater exposure of the manufacturing sector to international competition.

While the price of legal services dipped for a brief period in 2013, in Q4 2015 legal service
prices were 5.8 per cent higher than 2010 levels. According to the World Bank, in
international terms Ireland remains an expensive location in which to enforce a business

contract and is the 8" most expensive in the OECD32. It also takes significant time (650 days)

to enforce a contract in Ireland (compared with an OECD average of 538 days — this is the 7th

longest amongst the OECD32).

The Council has recently expressed concerns about insurance costs in Ireland. CSO data show
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that insurance prices have increased by 29.6 per cent since 2011; motor insurance prices have
increased by 33.5 per cent over the same period and by 26.4 per cent in the last 12 months.
These increases are well in excess of EU trends.

Broader Cost
Environment

Ireland remains an expensive location in which to do business with a price profile which can
be described as “high cost, rising slowly”. Irish consumer prices remain over 20 per cent above
the euro area-18 average.

The affordability of residential property is a key issue in overall competitiveness as both
rental costs and purchase prices feed through into increased wage demands and rising living
costs. However, rents have now reached the pre-bust levels of 2007. A sustainable housing
market is an essential element of a functioning economy - high or rapidly increasing house
prices and rents are not good for competitiveness, notwithstanding the wealth effects for
existing owners. A range of factors are currently driving rising residential property prices in
Ireland — rapid economic growth, demographic pressures, and a sluggish supply side
response. As set out in detail in the Competitiveness Challenge 2015, the Council believes a
whole-of-Government response is required to deliver affordable, high quality housing in the

right areas to support quality of life and labour market mobility.

Childcare costs in Ireland are the second highest in the OECD for couples and the highest in
the OECD for lone parents.

Policy Recommendations

Based on the benchmarking analysis contained in both the Costs of Doing Business 2015 and Competitiveness

Scorecard 2015 reports, the Council identified a range of policy areas relating to costs requiring action in order

to enhance Ireland’s competitiveness performance. These recommendations, largely drawn from the Council’s

most recent Competitiveness Challenge 2015 report are summarised below.

Cost Competitiveness Policy Recommendations

Labour Costs

Review income taxes (e.g., credits, thresholds, rates, etc.) to support improvements in after-tax income -
while protecting labour cost competitiveness.

Continue to reform and simplify the current regime of taxes and charges on employment, with the specific
goal of further encouraging the take-up of employment opportunities and job creation, whilst
simultaneously maintaining a broad personal tax base. Anomalies in relation to PAYE and the USC should

be removed to support the self-employed, job creation and entrepreneurship.

Undertake a comprehensive data collection exercise and develop a methodology to determine the impact
of changes in the national minimum wage on employment, productivity and competitiveness.

Clearly signal changes arising from the annual Low Pay Commission review of the minimum wage.
Changes should generally take effect on the same date each year to provide certainty to employers and

employees.

Property Costs

Implement the Social Housing Strategy in full and on time as a matter of urgency. Specifically, ensure that
the funding allocation outlined in the Strategy is provided in full and in a timely manner so that all of those
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on social housing lists are accommodated by 2020. Monitor progress by Local Authorities to ensure that
each achieves a 25 per cent reduction in social housing lists by 2017.

Develop short to medium term measures to address pressures in the rental market — these should balance
the need to provide tenants with a degree of rent certainty and security of tenancy, with the need to
encourage investment and construction activity.

Assess the factors impacting upon housing supply in Ireland from a competitiveness perspective.
Implement in full the Construction 2020 Strategy.

Map current commercial developments underway in key urban centres that are due to come on-site over

the medium term and highlight areas available for further development.

Utility Costs

Complete the review of supports for renewable electricity generation.

Review the existing energy regulatory framework to ensure that it is best placed to support the delivery of
the revised priorities in the new energy policy.

Ensure the optimal functioning of the Integrated Single Electricity Market (I-SEM).

Evaluate the effectiveness of investments made to date through the National Energy Efficiency Fund, and
determine whether another round of capital funding should be raised.

Ensure that the energy saving commitments and targets set out in the National Energy Efficiency Action
Plan (and the related Public Sector Energy Action Plan) are adhered to.

Address planning delays and inefficiencies, which impede the delivery of necessary economic
infrastructure as a matter of urgency. This is particularly crucial in relation to the rollout of advanced
broadband services. In this regard, prioritise the removal of barriers to private sector investment by
harmonising costs and access conditions across local authorities; delivering the IT road management and

utility licensing system; facilitating access to and the optimal use of existing State assets.

Business Services Costs

Incorporate the competition-enhancing and cost-reducing provisions of the planned regulatory

framework contained in the Legal Services Act into the regulations to be issued by the Legal Services

Regulatory Authority.

Review the outstanding procedural reforms recommended by the Legal Cost Working Group and

implement those which remain relevant and feasible, making reference to the findings of the OECD.

Undertake a comprehensive benchmarking exercise to collect improved price data for a range of the
principle commercial insurance types.

Publish more detailed data regarding personal injury award levels. Benchmark personal injury award
levels in Ireland vis-a-vis award levels in other jurisdictions.

Undertake a review of the book of quantum.

Building on recent Central Bank research examining the reasons for the persistent divergence in SME
interest rates between Ireland and the euro area, their remains a need to also understand the factors
causing the volatility in Irish SME interest rates.

Maintain efforts to bring new banks into the Irish market to boost competition among SME lenders.

Continue to develop and support credible and transparent alternative sources of non-bank finance.
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Chapter 2 - How Do Costs Impact on Enterprise?

The NCC framework for analysing competitiveness performance considers inputs and outputs can be
illustrated on a pyramid. Under the framework, competitiveness is not an end in itself, but a means of
achieving sustainable improvements in living standards and quality of life. The NCC currently uses a pyramid
to outline the framework within which it assesses Ireland’s competitiveness. At the top of the pyramid is
sustainable growth in living standards — the fruits of competitiveness success. Below this are the key policy
outputs for achieving competitiveness, including business performance (such as trade and investment),
productivity, prices and costs and employment. These can be seen as the metrics of current competitiveness.
Below this are the policy inputs covering three pillars of future competitiveness, namely the business
environment (taxation, regulation, finance and social capital), physical infrastructure and knowledge and
talent, clusters and firm sophistication. Finally, at the base of the pyramid are the essential conditions for

competitiveness, these foundations are macroeconomic sustainability, institutions and natural endowments.

Why Costs Matter

Generating sustainable broad based export-led growth is essential to rebuilding the Irish economy. To achieve
such growth, Ireland’s international competitiveness must be maintained and enhanced relative to our key

competitors.

Competitiveness is a complex concept, encompassing many different drivers. Notwithstanding the evolution
of the Irish economy and the growing complexity of the goods and services produced in the country over the
past decade, cost competitiveness remains a critical determinant of success. Indeed, in the absence of a
currency devaluation policy lever to manage short term competitiveness pressures, a combination of cost
competitiveness in key business inputs and enhancements in productivity must provide the foundations for
growth. In the longer term, productivity growth is the preferred mechanism to improve competitiveness as it

can support cost competitiveness in tandem with high and increasing income levels.
A high cost environment weakens competitiveness in a number of ways.
= High costs make Ireland less attractive in terms of foreign direct investment and business expansion;

= High costs make firms which rely on domestically sourced inputs less competitive when they are selling
into foreign markets — this is a particular concern for large indigenous exporting sectors such as the food

and drink sector; and

= A high cost environment can impact on firms which may not export, but which rely on the domestic
market — their customers (consumers and other firms) may source cheaper inputs from abroad, rather

than from within Ireland, leading to a loss of market share for Irish based enterprises.

More broadly, all sectors of the economy are interlinked and interdependent - high and increasing business
costs have implications for the costs of living. These in turn, have knock on implications for wage demands,

and so the cycle continues.

Given Ireland’s return to growth, and the reductions in business costs which have been achieved to date,
further across-the-board reductions in costs will be difficult to attain. It remains vital, however, that Ireland
protects the gains made to date, and that we continue to take action to address unnecessarily high costs (i.e.
cost levels not justified by productivity) wherever they arise. In this regard, there is a role for both the public
and private sectors alike to proactively manage their cost base and drive efficiency, thus creating a virtuous

circle between the costs of living, wage expectations and cost competitiveness.
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Which Costs Matter Most?

From a competitiveness perspective, it is essential that policymakers focus on maintaining cost
competitiveness, particularly in relation to those goods and services that comprise a significant percentage of
business costs and that are out of line with those in competitor countries. Figure 3 and Table 1 provide an

enterprise cost profile based on data for a range of sectors and locations”®.

The data illustrate the relative importance of location sensitive and location insensitive costs (i.e. goods and
services produced on international markets where the price is determined by global supply and demand

conditions: e.g. commodity raw materials, industrial equipment, etc.).

The column on the right

H Labour M Property  Transportation
m Utilities W Interest & depreciation ® Income taxes hand side, strips out cost
m Other taxes Location insensitive costs elements determined
100% internationally and
90% - focuses instead on costs
) 80% - i which a-re primarily
2 70% - determined
ug 60% - domestically. The
%\ 50% - significance of the
E 40% location-sensitive cost
E 30% factors differs by sector,
20% with significant
10% 1 variations occurring
o% ' between services and

Including location insenstive costs Excluding location insensitive costs ) )
manufacturing firms.

Source: KPMG Competitive Alternatives 2016, NCC Calculations

These differences are elaborated upon in Table 1, which provides a range of magnitude for each cost category.

9 KPMG's 2016 Competitive Alternatives report explores the most significant business cost factors in more than 100 cities and 10 countries around the world.
This study measures 26 key cost components, across 7 business to business service segments and 12 significant manufacturing sectors. The 10 countries
included in the KPMG report are Australia, Canada, France, Germany, Italy, Japan, Mexico, Netherlands, UK and US. While Ireland is not included in the
project, Figure 3 provides data based on the average contribution of each cost factor for the 10 countries included in the study. This provides an indication of
the importance of each cost factor to the average firm. All figures in this report are expressed in US dollars and so results are sensitive to exchange rate
movements — while exchange rate changes do not affect local business costs expressed in local currency, they do impact international comparisons when local
costs are converted to US dollars.
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Table 1: Relative Significance of Location Sensitive Costs (% of total location sensitive costs), 2016

Services Manufacturing
Labour & Benefits 72-86% 40-57%
Of which: Salaries & Wages 52-61% 28-40%
Statutory Plans 8-10% 5-7%
Other Benefits 12-14% 7-10%
Facility Costs 4-15% 2-5%
Transportation Costs - 6-21%
Utility Costs 0-1% 2-7%
Capital Costs 0-8% 11-25%
Taxes 3-16% 10-18%
Of which: Income Taxes™ 1-15% 9-15%
Property Taxes 1-2% 1-2%
Other Taxes 0-1% 0-1%

Source: KPMG Competitive Alternatives 2016

Taking these in turn:

= Labour costs include wages and salaries, employer-paid statutory plans, and other employee benefits.
KMPG research indicates that labour costs represent the largest category of location-sensitive cost factors
for all industries examined. For the services sub-sectors examined, labour costs typically range from 72 to
86 per cent of location-sensitive costs, while for manufacturing operations the typical range is from 4o to

57 per cent of total location-sensitive costs.

= Facility or property costs represent the next significant cost factor. For services sub-sectors, office lease
costs represent 4 to 15 per cent of total location-sensitive costs. For manufacturing sub-sectors, industrial
lease costs range from 2 to 5 per cent of location-sensitive costs.

=  Transportation costs are only assessed for manufacturing operations — reflecting the cost of moving
finished goods to markets. For the manufacturing sub-sectors examined, transportation costs represent 6

to 21 per cent of total location-sensitive costs.
= Utility costs represent 1 to 7 per cent of location-sensitive costs. Electricity and natural gas costs are more

significant for manufacturers than for non-manufacturers.

= Costs of capital include both depreciation and interest. These are major cost items for manufacturers,
ranging from 11 to 25 per cent of location-sensitive costs across sub-sectors. Capital-related costs are
much less significant for services sub-sectors, at o to 8 per cent of location-sensitive costs.

10 Effective income tax rates are calculated to reflect combined corporate tax rates (national, regional and local), net of generally applicable tax credits,
grants and other common government incentives.
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= Taxes typically represent 3 to 16 per cent of total location-sensitive costs for the services sub-sectors
examined, and 10 to 18 per cent for manufacturing sub-sectors.

What Drives Costs?

During a boom such as Ireland experienced in the early and mid-2000s, it is to be expected that prices and
costs will increase. Wealthy countries are generally expensive countries. Recent analysis, however, suggests
that price rises in Ireland were not necessarily a result of price convergence between Irish and European price
levels, arising from faster growth rates here. Higher inflation due to this ‘convergence effect’ is not, in itself, a
major concern, reflecting a natural rise in the cost of domestic services justified by higher incomes and living
standards. In an economy catching up with its richer neighbours, labour productivity tends to rise faster in
sectors producing internationally tradable goods (particularly in capital intensive manufacturing industry) than
in those involved in the more labour intensive and generally non-traded service sector. Increases in labour
productivity growth in traded manufacturing industries are usually followed by wage growth throughout the
economy. Thus, a combination of wage growth across both traded and non-traded sectors, but lower labour
productivity gains in the services sector, leads to more rapid increases in the cost of services. In this way,
services inflation is often higher in those regions of a monetary union enjoying the most rapid growth in
productivity and incomes. This is known as the ‘Balassa-Samuelson effect'.

Irish price levels were above the euro area average in 1999, and movements in price levels since then served to

widen the existing gap™. This mirrors analysis by the European Commission which has found that even

allowing for Ireland’s relatively high level of GDP per capita, the price level in Ireland prior to the recent crisis
had been relatively high in comparison with other euro area economies. Notwithstanding the price
adjustments which have occurred as a result of the recession, the Irish price level remains elevated compared
with many of our competitors (see Figure 51).

In the past (i.e. during the boom years of the Celtic Tiger), a number of factors contributed to the rise in costs
including:
=  Economic overheating caused by pro-cyclical fiscal policy (fast growth in public spending and tax cuts)
while euro area interest rates were low;
Rapid credit growth and the unsustainable boom in the construction industry;
The circular impact of rapid house price inflation on wage growth; and
Regulatory and other restrictions to competition.

With the onset of recession, many of these cost drivers dissipated. However, there are signs that upward cost
pressures are emerging again across a range of business inputs.

11 Forfas, Consumer Costs and Inflation, February 2013
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Chapter 3 — Labour Costs

Irish labour costs fell in
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12 ULCs measure the average cost of labour per unit of output. ULCs represent a direct link between productivity and the cost of labour used in generating
output. Nominal ULCs are defined as total wage compensation per unit of output (i.e. the nominal wage rate per worker divided by labour productivity).
13 The latest forecasts from the European Commission suggest that in nominal ULC terms Ireland’s competitiveness will improve further vis-a-vis other EU
states over the 2016-2017 period. See European Commission, European Economic Forecast, Institutional Paper 020, February 2016

22 April 2016



60
&
g Greece P
g Soven
ovenia
S ¢ Luxembourg
% 50 <+
X Lithuania i/lalta .France
w
z 45 Hunaa ¢ .POIand Rnlginm <
g M 4 ¢ +® Ireland
2 Latvia Portugal Netherlands
g 40 *_UK
£ Estoni
= stonia .
‘E ; 4 Spain
€ 35 1 Slovakia @
z .
<
€ Czech Republic
(=) 30 T T T T T T T T T T ,
= o o o o o o o o o o o o
v Q 3 3 8 o 2 o o 1<) <)
N = 0 5] o N I o o b3 Q
W W W [*] o O s 5 % S R
w w w w w w w

Monthly minimum wage (€)

Source: Eurostat

€80,000
€70,000
€60,000
€50,000
€40,000

€30,000

Annual earnings (€)

€20,000
€10,000

€0

1 Gross annual earnings (€)

# Net annual earnings (€)

> > N ~
S &®wm o e d
© £ D @© ©
o = a = - 9
c o wn w g Y
> Qo = ©
T o
—

=

]

Source: Eurostat

Japan

Netherlands

Denmark
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In 2016 Ireland had the
2" highest monthly
minimum wage (€1,546)
and 5" highest monthly
minimum wage in PPP
terms (€1,264). In 2014
the minimum wage as a
percentage of average
wages ranged from 33%
in the Czech Republic to
43.7% in Ireland (22"
highest) to 52.9% in
Slovenia.

Ireland has the 8™
highest gross and net
wage level in the euro
area-17. While gross
earnings are 7% below
the euro area average,
net earnings are over
10% above the euro area
average, partly a result
of the relatively small
gap between before and
after-tax wages in
Ireland (primarily a
result of low social
security contributions).

14 Data relating to the minimum wage as a percentage of average wages is based on the latest year available. All data measuring monthly minimum wage
levels relates to the first half of 2016, apart from Slovenia which uses data from S2 2015. Rankings are based on 21 countries for which data is available.
15 Gross wages include wages, taxes on income and employer and employee social security contributions. EU27 and euro area 17 excludes Cyprus.
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16 Where relevant, the Universal Social Charge is included in the Irish data in Figures 10-14. Euro area 15 excludes Cyprus, Latvia, Malta and Lithuania; OECD
32 excludes Mexico and Turkey.
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The combined total of
income tax and social
security contributions in
Ireland is the 4th lowest
in the OECD for married
couples with 2 children
and 100% of average
earnings. At higher
income levels (167% of
average earnings), the
average rate in Ireland
remains competitive and
is below both OECD and
euro area averages.

Married couples fare
better than single
people in terms of the
marginal rate in Ireland.
Married couples earning
100% and 167% of
average earnings pay a
marginal rate of 37.7% in
Ireland compared with
marginal rates of over
44% in the OECD.
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Chapter 4 — Property Costs
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17 Prices quoted are the costs associated with the construction of a prime office unit (up to 20 floors) in the Central Business District (CBD)
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2015 2013 The cost of constructing

a High Tech Factory /

$5,000 .
Laboratory in Ireland

mel

g 4000 has fallen by over 6%

;T $3,000 since 2013, which was

= o2 000 o o slightly less than the

g ! reduction witnessed in

S $1,000 - Munich (11%). The cost
50 of construction actually

- o~ = = ~ -~ o e =2 2 4 .
: g 2 3 -‘é E % 5 §_ > § 3 increased over the two
fal — = c o . .
5 ECT e 2T 3 5 S @ s 8 year period in London
= c Q |2 2y = =3 £ © S =
s g s = £ g T =~ O N & (12.6%), Toronto
c ~ = T Z < I} = o =) Q
s & 5§ g =~ @ £ ~ < 6%), and
s = 9 2 e £ = (25.6%), an
o = v =)
b ! 3 Amsterdam (27.6%).

Source: Turner and Townsend, International Construction Cost Survey

12014 #2009 Office rents on new

€2,500 leases in Dublin fell by
47% between their peak
o €2,000 in 2007 and 2012. The
(%
5 majority of this decline
jon . .
o €1,500 was realised early in the
s .
2 recession. Thereafter
g €1,000 prices stabilised.
o
E * Between 2009 and 2014,
® o .
€500 * = rents fell in Ireland by a
recorded 5%. In spite of
€0 - P
> ¥ U T N T @ E T YL >>c @ U 8 ¢ M this in 2014, Ireland was
5 € ¢ @ ¢ 9o F ¢ TV ¢ g o 5§ Y 5 IO 3
S g8 8 3 8 5 838 g &8 2 3 38 5 2 th .
SEpo g ¢ &hw gE e g 8 = the 67 most expensive
T 8 N o k= T £ & o < .
e z = 3 g v & location in the euro
Z [ %) =z

area™,

Source: Cushman and Wakefield, Office Space Across the World,

18 These units describe facilities where complex, high-technology products are both tested and produced.
19 UK data refers to the West End in London; prices in other locations in the UK were significantly lower. For example, London City rates were slightly more
than half those of the West End, with rates in Manchester around one quarter the price of the West End. Euro area 17 excludes Cyprus and Malta.
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Figure 18: Cost of Renting a Prime Retail Unit, € per square metre per month*’, 2014
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Source: Cushman and Wakefield, Main Streets Across the World, 2015/2016

Trading conditions and
occupier activity
improved across Europe
in 2015. In 2015 prime
retail rents increased by
22% in Ireland over the
year. Ireland was the 6"
most expensive location
in the euro area and
rents range from €550
per square metre in
O’Connell Street,
Limerick to €5,500 in
Grafton Street, Dublin.

Figure 19: Commercial rates, and rates as a percentage of total local authority revenue, 2002-2015

== Government Grants & Local Government Fund (left-hand axis)

=¢—Commercial rates (left-hand axis)
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Commercial rates as % of total receipts (right-hand axis)
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Revenue collected by
Local Authorities (LA)
through commercial
rates doubled over the
period 2002 to 2015
(primarily between 2002
and 2009). Rates as a
proportion of total LA
revenue grew from 24%
in 2002 t0 38% in 2015.
At the same time, the
proportion of revenue
received from Central
Government fell from
46% to 29% ™.

20 The chart is based on the most expensive retail location in each country, and uses data collected in September 2015. Data relates to the expected rent
obtainable on a standard unit and/or shopping centre in a prime pitch in 5oo locations across 65 countries around the world. Rents in most countries are
supplied in local currency and converted to a common currency for purposes of international comparison. Data for Ireland is based on rents for Grafton St. in
Dublin. The chart excludes data on the US (New York - €33,812 per metre squared) for presentational purposes.

21 The reduction in central government funding is also linked to the introduction of the Local Property Tax.
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Chapter 5 - Transport Costs

1,000L diesel excluding taxes and duties

# 1,000L petrol including taxes and duties

B Taxes and duties on 1,000L diesel

1600
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Finland
Sweden

Source: European Commission, Energy Statistics & Market Observatory
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The cost of 1,000 litres
of diesel in Ireland
(€1,299) was 9.2% above
the euro area average
(€1,097) in January 2016
making Ireland the 5™
most expensive country
in Europe. Taxes on
diesel account for the
majority of this
differential,
representing 65.8% of
total diesel costs in
Ireland, the 3 highest
proportion in the euro
area. This position is

unchanged from 2015.

The price for Brent
Crude is one of the
primary benchmarks for
oil prices globally.
Persistent decreases in
the price of energy have
been a feature of the
economic landscape
over the past two years
culminating in spot
prices falling to a low of
$27 per barrel in January

2016.
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——Petrol €/l ——Diesel /L The sharp fall in oil

prices in global

€180 commodities markets
that began towards the
€1.60 second half of 2015 has
led to a reduction in
v consumer prices for
E 40 M petroleum products
:':‘ across the EU. In Ireland,
€1.20 \ petrol and diesel prices
r\ decreased by 2.5% and
8% respectively in the 12
€1.00 ) months to January 2016.
€0.80

012008

012009 -
01 2010 -
012011
012012 -
012013 -
012014 -
012015 -
01 2016 -

Source: European Commission, Energy Statistics & Market Observatory

= Freight & removal by road = Sea & coastal transport In the 12 months to
«Air transport —Warehousing, storage & cargo handling quarter 4 2015, overall
e Al sectors services prices were

1.7% higher. In the

160

100)

transport sector, prices

have been relatively

140 N .
stable in recent
quarters. Air transport is

120 < the notable exception
with rapid price growth
recorded in recent years,

100 -1 .
albeit some slowdown

occurred in the last

Services Producer Price Index (2010

80 T T T T T T T T T T T 1 quarters Of 2015,
~ o9} ()] [e] o 3 m < wn N n LN
[] [e) o o o o o o o o o o
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Source: CSO, Services Producer Price Index
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Time to Export (hrs)

The ease and cost of
customs and admin
procedures has a
significant impact on
trade flows. Compliance
costs to export in Ireland
were $305 compared
with an average of $160
in the OECD. It takes 24
hours to complete the
required procedures in
Ireland*?, which is
significantly slower than
the OECD average.

Irish costs to import a
container were $253,
significantly higher than
the OECD average
($123). The time taken
to complete the
necessary procedures is
one hour in Ireland, the
joint-lowest time
recorded with
Singapore, South Korea
and New Zealand. This
is significantly lower
than the OECD average.

22 The Doing Business Report looks at domestic enterprises, predominantly SMEs, and measures national regulations applying to them through their life
cycle. The Report’s methodology is based on standardised case studies, chosen to be illustrative of the business regulatory environment. Doing Business
presents quantitative indicators on selected regulations that can be compared across the 189 economies. The methodology for “Trading Across Borders” and
the case studies underlying these indicators have been revised since previous editions. Due to these changes some of the countries benchmarked in previous
Costs of Doing Business reports are now reporting zero or negligible costs and times to export. OECD data refers to "OECD High Income” countries.
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Chapter 6 — Utility Costs

201551 201051 In the first half of 2015,

industrial electricity

€0.16 .
prices for larger energy
— .
3 users in Ireland were 4%
2 €012 _
= higher than the euro
[ *
] * i
3 €0.08 . * area ahverage. Ireland is
= N )
< the 5 most expensive
(]
o €0.04 euro area location.
W
Nominal prices in 2015
€0.00 - here were 38.9% higher
£ T T ¥ > g ¥ £ 9 T = ¥ > )
§ & ® £ 3 ¢ g 2 o & 5 > g than in 2010 when the
c o = c o wn o [
2 L o § 3 = g 8 = 5 Large Energy Users
n c T
< a) o G )
2 5 Rebate was available.
(V]
Source: Eurostat-Environment and Energy
201551 #201051 At €0.164 per kilowatt
hour, industrial
€0.20 . X
electricity prices for
L‘g €0.16 SME energy users in
£ Ireland are almost 6%
z  €0.12
< ¢ higher than the euro
. < .
g €0.08 - area average, making
wv
w th
Ireland the 6™ most
€0.04 -
expensive location.
€0.00 - H 1 1
e Since 2010, Irish prices
< & ® § & &£ 2 5 ®8 & 2 § =& :
¢ £ E 2 5 & & 3 & 3 g = for SMEs have increased
UB) it S 2 o w E 5 X 5 }
e 3 g © by just over 20%.
[\

Source: Eurostat-Environment and Energy

23 Electricity prices for large users are based on an annual consumption of 2,000 to 20,000 MWh (Band ID). Data refer to half-yearly prices for each year (l.e.
Sa represents the first six months of the year). Prices exclude VAT and other recoverable taxes and levies.
24 Electricity prices for SMEs are based on an annual consumption of 20 and 500 MWh (Band IB). Prices exclude VAT and other recoverable taxes and levies.
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In the first half of 2015
industrial gas costs in
Ireland were the 6"
highest in the euro area
(almost 5% above the
average euro area price).
The price of US natural
gas has fallen
significantly in recent
times due to the
increased usage of
fracking and shale gas,
and is projected to
remain low over the
medium term.

Figure 28 places Irish
water and waste water
costs for industrial users
into an international
context. On average,
water and waste water
costs in Ireland compare
favourably to those in
competitor markets.

25 Based on band 13: 120 000 GJ < Consumption < 100 ooo GJ. Euro area 16 excludes Cyprus, Greece and Malta. Prices are based the first half of the year (S1).
26 Data for Dublin relates to Dublin City Council; data for Birmingham is based on > 50,000 m3 annual water consumption in May-Sept and 50,000-249,000m3
waste water annual consumption; data for Glasgow is based on > 25,000 m3 annual water consumption 23,750m3 waste water annual consumption; data for
Auckland is based on 10,000-88,310 m3 annual waste water consumption; data for Cardiff is based on 50,000 -99,000 m3 annual water consumption; data for
Brussels is based on >5,000 m3 annual water consumption.
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€3.50 Figure 29 shows the

o €3.00 cosmblned charge per.
g m? of water in each Irish
S €2.50 _

o Local Authority area.

S €2.00

@ The average cost of

S . .

5 €150 water for business in

[« .

S €100 Ireland is €2.38 per m’.
€0.50 The Commission for
€000 L1 E N R ENR AR NN RN RRRERRERE Energy Regulation is

o c = £ c 5 ® € T U T > > 0 c © C x
I A R I T R IR A R R embarking on a project
SR3cesiPrigsEgeos86isgnlssgEEves
U = © + = =
%”’Eég% SV B £<s & S ° 38 g3 to develop a more
= U] 1 o . B
3 £ « harmonised suite of
z 5 . .
3 g tariffs for non-domestic
E customers ™.

Source: Irish Water

M 2008 HW2010 12012 M2014 Figure 30 compares Irish
€200 and international landfill
€180 costs. Although landfill
€60 costs in Ireland declined
€140 .

@ in 2010, they are once
E €120
S €00 again among the most
1
8 €80 expensive of the
w €60
benchmarked
€40 - )
€20 4 competitor and
€0 - comparator

countries/regions for

Ireland
Austria

which data is available.

Massachusetts
Singapore
Czech Republic
Flanders
Sweden
Denmark
Scotland

Source: RPS Consulting for DJEI

27 Due to the limited information on the tariff/consumption profiles of non-domestic users available when the CER undertook its review of water tariffs in
2014, it was decided to defer designing the new tariff framework until that information is available. Non-domestic tariff arrangements as set by the local
authorities prior to 1st January 2014 will be applied by Irish Water until the CER approves the new tariff framework (See Irish Water, Irish Water Charges Plan —
Scheme of Charges Applicable from 1% October 2014 to 31* December 2016, March 2015). Currently there is a wide range of non-domestic tariff levels, tariff
categories, methodologies, applications, billing arrangements and billing cycles across the country. There are 44 distinct billing authorities, with over 500
different tariff price points in operation for non-domestic water and wastewater services.

28 Where relevant, data is based on a simple average of a range of waste charges available. For Singapore, 2013 data is used instead of 2014; for Sweden,
2007 data is used for 2008 and 2013 data for 2014; for Denmark, 2007 data is used for 2008. Disposal at landfill represents the least desirable environmental
outcome and is resource inefficient. No Member State wants to reduce the cost of landfilling.
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Until very recently,
landfill had dominated

12014 #2012

€140 .
waste treatment in
€120 > —
Ireland. However, our
€100 reliance on landfill is at

its lowest rate in the
history of the State. The
importance of thermal

treatment (incineration)

is growing. Irish thermal

velond S

treatment costs (gate

€ per tonne
) h ) )
h N N [ea} [ee]
(o] (] (o] (] o
1 1 1
*
Massachusetts - *
*
Netherlands _ L
Sweden | |
*
Scotland | &

@ e x o
% % g é fees) are amongst the
= & 8 [ most expensive in the
(%] <

@ benchmarked
~ countries/regions.
Source: RPS Consulting for DJEI
2014 #2012 Figure 32 shows that in
2014 the price of a High
$200.00 Usage Mobile Basket

(900 mins and 2GB

$150.00
5 Data) was almost 40%

lower in Ireland than the

$100.00 .
average price across the

OECD average. Between

$50.00
2012 and 2014 the cost

of this Basket fell by
almost one-third. The

900 min calls & 2GB data

$0.00

UK
Spain
Italy

only increase in cost

France
Denmark
Sweden
Ireland
Germany
Greece

over this period was

Netherlands
OECD average

recorded in France.

Source: OECD Digital Economy Outlook, 2015

29 Note that 2014 data was not available for the Netherlands, Singapore or Sweden - 2013 data is used instead. Neither 2013 nor 2014 data was available for
the Czech Republic or Denmark. The 2012 fee for Denmark includes a levy of €44 per tonne. Data for Ireland 2012 and 2014 is based on a simple average of
price range data.

30 No 2014 data available for the Czech Republic, Denmark or Flanders.
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Figure 33 shows thatin

= Netherlands Ireland UK Spain Germany == Denmark
Q3 2015 a basket of
€40 . .
Standalone Fixed Voice
= charges for Business was
o €31.53in Ireland, which
< was 13.5% more
> €32 ———
E / expensive than in the
[J]
= . .
5 g corresponding basket in
g Germany and 54.3%
; . .
& ey higher than in Denmark.
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Denmark Figure 34 shows that in

e Spain Netherlands Ireland UK Germany

Q3 2015 Fixed

€50
Broadband charges for

€45 B Irish Business were
N €33.40, roughly halfway

€40 - between the most
/\\\ expensive (Spain at

1 \\ o €44.56) and the least
I N—

expensive (Denmark at
\ €24.20). Over the
previous five quarters
Fixed Broadband
services fell by 24.7%.
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N
o

Q32014
Q4 2014
Q12015
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Q3 2015

Source: ComReg

31 Standalone fixed voice services are voice services not sold as part of a bundle or other services.
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= Spain == Germany ==Netherlands === UK === Denmark === |reland Figure 35 shows that

Ireland had the lowest

€50 Business Mobile

~ — e ~._ Broadband costs in the

o €45 ————

& ‘% sample of countries.

lz €40 Mobile broadband

> .

S €35 charges for business

3 baskets in Ireland were

< €30 .

c €16.36 in Q3 2015.

[}

IS €25 - ——— Similar charges in

g \ Germany in the

w €20 . .

corresponding period

€15 T . . . were over two-and-a-

half times more

expensive.
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Source: ComReg

e @Germany ==Spain ~—Netherlands Ireland UK Denmark Figure 36 shows that
Ireland had the 3rd
€45 lowest Post-Paid mobile
€40 — B costs for Business in the
g €35 — \ sample of countries
v .
g >Q behind Denmark and
$ & the UK, at €16.42 per
X e month. Post-Paid
= Mobile charges fell
§ €20 ]
£ universally over the
g €5 period from Q3 2014 to
Y e10 Q3 2015.
€5 T T T T 1

Q3 2014
Q4 2014
Q1 2015
Q2 2015
Q3 2015

Source: ComReg
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Chapter 7 — Credit and Financial Costs

¥ Dec-15 # Dec-10 Irish interest rates on

business loans have

6.0 . .
been consistently higher
5.0 - than equivalent euro
s area rates. In December
:“.-: 4.0 - & 2015, the interest rate in
5 L 2
o * Ireland on loans of up to
n 30 7 .
g ® €0.25 million was more
[
E 20 - than 80% higher than
the euro area average
1.0 .
rate for new business;
0.0 1 : : : . . the rate on loans of up
Ireland < Euroareas< lIreland< Euroareas Ireland> Euroarea> to €1 million was more
€0.25m €0.25m €1m €1m €1m €1m than 60% more

expensive in Ireland.

Source: European Central Bank

== |reland up to €1m e=—gUro area up to €1m Looking at the same
Ireland over €1m = gUro area over €1m data in time series from
7.0 2010 to 2015, it is clear
6.0 that not only are interest
rates in Ireland above
5.0 -
average for loans of up
4.0 -

to €1 million and for

loans over €1 million,

Interest Rate (%)

Irish rates have been

noticeably more volatile

1.0
than euro area rates.
o0 —mMmMmM8M—————— —— Irish and euro area
R B T B B B B e e : di q
U O L cOoOB VAL ot VO LEcOt Vb s ot Uasc ot v interest rates diverge
3825382855383 85853888355882255838 9

further in 2014 and 2015.

Source: European Central Bank

32 Data in Figures x and y refer to loans other than revolving loans and overdrafts, convenience and extended credit card debt; Euro area average is based on
changing composition.
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Figure 39 highlights the
continuing difference
between Irish and euro
area interest rates for
revolving loans and
overdrafts. As of
December 2015 Irish
interest rates were 182
basis points higher than
the euro area.

Central Bank data shows
that gross new draw-
downs by non-financial
SMEs increased by 24%
in 2015. It also shows
that new lending rates
declined for SMEs in
most economic sectors
over 2015. However,
following a degree of
convergence between
retail interest rates in
Ireland and the euro
area in 2014, rates for all
durations have once

again diverged in 2015.
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US Dollar Pound Sterling The relative value of the

Euro against the Dollar
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Z 95 previously euro
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Given the importance of
trade with the UK and

M US for Ireland, changes
1.30 7\ A\ :
S \ in the value of the euro

e US Dollar e=Pound Sterling

1.40

% 120 \ impact significantly
qé'J’ 30 A N~ upon Irish
g 1.00 competitiveness. The
? 0.90 recent depreciation of
2 0.80 ‘\—vM sterling and the dollar
0.70 \/"\/ has adversely impacted
060 14—+t the cost
o E ﬁ_ﬂ oo E E“ EE’ E_ ';"P 3 f ﬁ_:." Y ? E_.L.’.‘ :L: Eﬁ competitiveness of Irish
§§§3§§£§§3$§§§§3§§§§§3$§§ exports, but conversely

has made imports
relatively cheaper.

Source: Central Bank of Ireland
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2015 #2010 The cost to register a
business as a percentage

20
18 * of gross national income

16 * per capita in Ireland was

14 0.2% in 2015, half the

12

percentage it was in

10 2010. The percentage

recorded in 2015 was the

joint-third lowest

Percentage of GNI per capita

percentage recorded
across the OECD-28

where the average was

o N & O ©

UK
Ireland
Israel
Italy

3.22%in the

Denmark
Sweden
France
Finland
Estonia
Germany
Hungary
Poland

OECD-28

corresponding year.

Switzerland
Netherlands

Source: World Bank

33 Cost to register a business is normalized by presenting it as a percentage of gross national income (GNI) per capita.
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Chapter 8 — Business Services and Other Input Costs
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The SPPI measures
changes in the average
prices charged for a
range of business
services. In Q4 2015, the
SPPIstood at 107.1
Following a period of
decline during the
recession, an upward
trend has been evident
since 2011. Recent
increases were driven by
computer programming
and consultancy, air
transport and legal costs

The cost of accounting
services declined
steadily during the
recession. Prices for
legal services did not
adjust downwards to the
same extent. While
prices dipped briefly in
2013, they increased by
over 5% in 2015. In Q4
2015 legal service prices
were 5.8% higher than

2010 levels.

34 The SPPIis an experimental data set and the indices are still under development. In most cases the services measured are provided to business customers
only and so individual price indices should not be considered indicative of more general price trends in the economy. The index covers transaction costs from
business to business and excludes consumers who are covered in the Consumer Price Index (CPI).
35 The legal services data is based on 16 respondents to the CSO survey and go separate price observations. Reported legal service costs cover solicitor fees.
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Figure 46 compares the

—EU1g e |reland ~=Germany = France = Spain
109.0
e
e / /
o 105.0 J \"d
S S/
L2l
1}
L 1030
o
o
N 101.0 -
o
&
99.0 -
970 VVVA\
95.0 +—T—T T T T T T T T T T T T T T
2333888833332 39333399y
O O O o O O O 0O o o o o 0O 0o o © o o o o O o o
AN AN NN NN AN AN N NN NN NN AN NN NN NN
d N MM F d a4 F d o+ d N d N d ANom
0000000000000 000g0o00oog

Source: Eurostat, Services Producer Price Index

evolution of SPPI's
across the EU*. Since
2010, service prices have
risen markedly in both
Ireland and Germany
compared to the EU-15.
Corresponding prices in
France and Spain were
lower in 2014 than in

2010.

Figure 47 compares the
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Source: CSO, Services Producer Price Index & Wholesale Price Index

evolution of prices for
manufacturing products
and services — both of
which input into the
overall cost base for
enterprise. Overall since
2010, service prices have
risen by more than
manufacturing prices.
This may reflect the
greater exposure of the
manufacturing sector to
international
competition.

36 The European Services Producer Price Index is calculated differently from the CSO SPPI and includes data from a slightly different set of sectors. The EU
SPPI has increased from 100 in 2010 to 102.2 in 2014; using the EU methodology, the Irish SPPI has increased to 105.48 over the same period.
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Figure 48 compares the
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recorded in the
Netherlands. The
increase recorded in
Ireland was 2.1%.

Source: Eurostat, Services Producer Price Index
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Figure 50: Non-life and Commercial insurance density and penetration¥, 2014

Insurance density (premiums per capita, US$, 2014)
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37 OECD 30 excludes Estonia, Iceland, Mexico and Turkey
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High insurance density
(premiums per capita) is
a function of both high
insurance costs and the
requirement for high
coverage levels. Non-life
and commercial
insurance relates to
motor, property,
employer’s liability,
public liability, travel
and other business
insurance. The density
of non-life insurance in
Ireland ($885) is below
the euro area-16
($1,289). At 1.7% of
GDP, insurance
penetration in Ireland is
low compared to the

€uro area average.
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Chapter g — Broader Costs Environment

160 P
§ __-# Switzerland
B 140 i
% “ 4 Denmark /»"

o . Sweden -~
@ Ireland GNP Finland el
g 120 >— S
2 UK _.-~" Ireland GDP
3 .-
g * France @ Netherlands
< 100 ltaly ¢ —&- *
K] -~ euroarea18 Germany
2 Spain -~ ® US
- s
= -
& 8o —=
° .-
2 e
- P
8 .-
& 60 -~ Hungary
£ LS
]
e Poland
40 T T T T T T T T T ]
60 70 8o 90 100 110 120 130 140 150

GDP purchasing power standard per capita, 2013 (euro area 18=100)

Source: Eurostat

Irish consumer prices
remain over 20% above
the euro area-18
average. In 2014, Ireland
was the most expensive
location in the euro area
for consumer goods and
services. Prices in
Ireland appear
particularly high relative
to income when
measured in GNP terms.

Alcohol & tobacco

Health

Restaurants & hotels

Housing & utilities

Misc. goods & services
Communication

Actual individual consumption
Food & non-alcoholic beverages
Recreation & culture
Education

Household & maintenance
Transport

Clothing & footwear

T T

80% 100% 120% 140%

euro area 19=100

Source: Eurostat

160%

180%

Figure 52 compares

relative prices for a
range of goods and
services in Ireland with
the average euro area
price. Irish prices are
above the euro area
average for 11 out of 12
categories of goods and
services (clothing and
footwear being the
exception). The wide
differential in alcohol
and tobacco prices is
primarily a consequence
of taxation policy.
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Figure 53: Consumer price level comparison (New York = 100)*, 2015
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Source: UBS Prices and Earnings 2015

Figure 54: Consumer price levels, 2014 and average annual inflation, 2012-2015

Average annual HICP inflation rate, 2012-2015
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170

This chart shows the
cost of goods and
services worldwide,
relative to New York. A
basket of comparable
goods and services in
Dublin costs 70.3% of
the cost of a similar
basket in New York. The
basket in London would
cost 84.7% of New York
levels. When rents are
included, most city
indices decrease relative
to New York (i.e. New
York rents are higher

than elsewhere).

Figure 54 examines both
changes in prices
(inflation) and the price
level. It shows that
Ireland’s current price
profile is “high cost,
rising slowly”. Europe, in
recent years, has been
characterised by low
inflation — indeed, the
threat of deflation
persists across the euro

area.

38 Changing exchange rates should — in theory and in the long run — compensate for differences in inflation across countries and cities. If US inflation is 2%
higher than the euro area’s for an extended time, the dollar should depreciate 2% per year against the euro. However, exchange rates tend to fluctuate more
than inflation differences across currency areas, and this explain the relative movements of cities in UBS rankings over time; the euro lost almost one-quarter
of its value against the US dollar from mid-2014 until the end of the first quarter of 2015, resulting in relative prices in euro area cities falling dramatically.
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During the course of the
recession, Irish inflation
(in some years Irish
prices actually declined)
was consistently
amongst the lowest in
Europe, resulting in a
narrowing price
differential. Inflation
remains muted. As
Europe struggles to
return to growth,
inflation across the euro
area fell to 0.4% in 2014
and to 0% in 2015.

This chart examines the
contribution of
individual categories of
goods and services to
overall inflation (i.e.
taking account of
inflation rates and the
weighting attached to
each good or service).
The highest inflation
rate was recorded for
education, while
“miscellaneous” and
restaurants and hotels
contributed most to

overall inflation.

39 The European Union-Harmonised Indices of Consumer Prices (EU-HICP) is calculated in each Member State of the EU. The purpose of this index is to allow
the comparison of consumer price trends in the different Member States. The methodology adopted for the construction of the national CPl is identical to
that recommended for the HICP. Thus the two indices only differ in respect of the coverage of certain goods and services and the treatment of insurance.
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Consumer Price Index, December
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Source: CSO

National rental index (2012=100)
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Health*’ and
education* consumer
costs have increased at a
faster rate than overall
consumer costs since
2000. In 2014, education
costs were 46.1% above
what they were in 2006
while health costs were
approximately 17.7%
above 2006 prices. By
comparison, the overall
consumer price level
increased by 6.3% over
the same period.

Rents rose by 9.3% in
the year to October
2015. Average rent was
€964 per month. Having
risen by almost 30%
since 2011, average rent
nationally is now just
6.3% below the 2008
peak. Dublin inflation
(8.9%) remains lower
than elsewhere. There
were fewer homes
available torentin
November than at any
point in the last 10 years.

40 “Health” includes medical products, appliances and equipment, hospital charges and outpatient services supplied by doctors, dentists, opticians,

physiotherapists and practitioners of alternative and complementary medicine.

41 “Education” includes pre-primary and primary (comprised of playschools and private primary fees), secondary (private second level day fees), third level
fees (third level tuition fees and third level accommodation), and other education and training such as night courses and examination fees.
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The latest figures from
Daft.ie confirm that the
housing market has
levelled off in Dublin,
while it is still recovering
in most other parts of
the country. Inflation in
Dublin has fallen from
nearly 25% in mid-2014
to less than 3% by the
end of 2015; elsewhere
in the country, inflation
has risen from 2% to
13% in the same period.
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42 Affordability refers to the potential buyer’s ability to fund a mortgage.
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While affordability has
improved slightly in
both Dublin and
nationally in the first

half of 2015 (reflecting a
slight dip in prices),
subsequent growth in
prices, continuing supply
shortages, and the
growing economy are
likely to lead to a further
deterioration in
affordability. This is
particularly challenging
for single individuals.
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Figure 61 illustrates the
net costs of childcare,
and takes account of
childcare fees, child
benefit and relevant tax
reductions. Ireland is the
2" most expensive
country benchmarked
(marginally cheaper
than the UK), resulting
in relatively low rates of
female labour force
participation, and
contributes to Ireland
having one of the
highest proportions of
people living in
households with low

work intensity in the EU.

43 Data for couples refers to a situation where the first earner earns 100% of the average wage and the second earns 67% of the average wage. EU and OECD

averages exclude Chile, Italy, Mexico and Turkey.
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