Budget 2024

Irish Economy

Goodliloody

Something for everyone

Budget surplus of 2.7% of GNI* despite budget giveaway

With an “embarrassment of riches” at his disposal, Minister for Finance Michael
McGrath, in his first Budget, was able to provide something for everyone in Budget
2024 announced today. A falling debt burden and large budget surplus should
please investors. Highlighting the extent of the resources available, this was done
despite a large budget package of €14bn (4.6% of GNI*) being announced. A core
spending increase of 6.1% is only modestly above its own 5% spending target.
However, the additional “one-offs” (€7.5bn) do little to dampen inflation in the
context of an economy with little or no spare capacity. Maintaining a greater level

of prudence is difficult in the second half of an election cycle.

New sovereign wealth funds announced

Recognising the vulnerability of booming (but concentrated) corporation taxes
(27% of total taxes), the Irish government followed through on its pledge to
initiate two new investment funds to be partly funded by “excess” corporation tax
receipts. The Infrastructure, Climate and Nature (ICNF) is expected to grow to
€14bn and be used to ensure a stable level of capital spending on infrastructure in
the event of a downturn in the public finances. The Future Ireland Fund (FIF) is to
be used for longer-term pressures such as aging and climate change and may
grow to €100bn by the middle of the next decade. Both developments are

welcome.

Financial commitment to increasing housing supply is large

There is also clearly spending pressures in the short-term due to large population
growth, wage pressures and infrastructure shortages, particularly in housing. It
was announced today that the overall spending on housing will amount to a record
€5bn in 2024. This will support the delivery of 9,300 new build social homes and a
further 6,400 through the LDA and the HFA. In addition, it was also announced
that the Help-to-Buy scheme will be extended to end-2025. Financial resources are

not a constraint in aiding an increase in housing supply

A comfortable funding position entering 2024

Sovereign debt sustainability continues to improve despite a relatively large
giveaway. Net debt may fall below 60% of GNI* by 2026, while the interest debt
burden is expected to remain close to all-time lows of 1.2% of GNI*. With budget
surpluses, a €28bn cash pool and only one bond worth €8bn redeeming in 2024,
Ireland is in a very comfortable funding position in an era of rising interest rates. A
funding target for 2023 of less than this year’s range of €7bn-€11bn is likely, but
the NTMA will be keen to maintain market access given the risks and historical

precedent.
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Budget balances across the euro area
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Corporation tax accounts for 27% of total taxes
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Debt levels to continue to fall

180

160
140
120
100

80

60

% of GDRy GUI*

—Euro area —Ireland

Source: Ameco, Goodbody

Analysts

Dermot O'Leary
+353-1-641 9167
dermot.c.oleary@goodbody.ie

Goodbody Stockbrokers UC, trading as Goodbody, is regulated by the Central Bank of Ireland. In the UK, Goodbody is also subject to regulation by
the Financial Conduct Authority. Goodbody is a member of Euronext Dublin and the London Stock Exchange. Goodbody is a member of the group of
companies headed by AIB Group plc. For the attention of US clients of Goodbody Securities Inc, this third-party research report has been produced

by our affiliate, Goodbody Stockbrokers



Goodbody

Budget 2024 - Something for everyone

Budget 2024 was framed amidst an “embarrassment of riches” in the Irish public finances that are the
envy of much of the rest of the euro area. The wider context was, however, a need to minimise
procyclicality in a high inflation environment with an economy at full employment. This had to be done
while also keeping an eye on the political implications of these fiscal decisions with an election just
around the corner (by March 2025 at the latest).

How did the government fare in managing these competing interests? In our view, it was a mixed bag.
On a positive note, the government managed to keep core expenditure growth relatively close to its 5%
target (6.1% core expenditure growth expected). This is an acceptable outcome in the context of the

high inflation environment and the surge in need due to population growth.

However, the series of non-core expenditure measures has been repeated once again. While these were
necessary as a contingency against a hard-Brexit, as a counterbalance to the COVID lockdowns and for
supporting businesses and households against an energy price spike, there is less justification at a time
of full employment, falling energy prices and disinflation. Some of the tax and spending measures are
targeted (such as mortgage interest relief), but some are universal in nature (energy credits, child

benefit bonus). This will augment inflationary pressures in an economy already at full capacity.

Growth backdrop

As expected, growth forecasts have been revised downwards relative to the April Stability Programme
Update (SPU). GDP is now expected to grow by 2.0% in 2023 (from 5.6% in April), with GDP expected
to grow by 4.5% in 2024. On the preferred Modified Domestic Demand (MDD) metric, growth of 2.1% is
expected in 2023 (2.2% in April), followed by 2.2% in 2024 (2.5% previously). The forecast downgrade
(relative to the estimates set out in the Summer Economic Statement) are reflective of both the slowing
international environment and the weaker than expected outturn for the Irish economy in the first half of
2023. Although global growth forecasts for 2023 have risen since the start of the year, the headwinds
for 2024, including the impact of higher interest rates, a weaker consumer as COVID savings dwindle

and a Chinese slowdown.

Growth outlook - main aggregates

Economic Activity:

Real GDP 5.6 4.1 2.0 4.5
Real GNP 5.1 3.6 1.0 4.0
Modified Domestic demand 2.1 2.5 2.2 2.2
Real GNI* 1.6 2.1 2.0 2.0
Prices:

HICP 4.9 2.5 5.3 2.9
Core HICP 4.4 3.2 5.1 3.4
Labour Market:

Employment 1.6 1.4 3.4 1.3
Unemployment 4.4 4.5 4.1 4.2
Source: DoF
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Summary of fiscal outlook

Relative to a pre-Budget estimate of a general government surplus of €12.5bn, the government is now
projecting a surplus of €8.4bn in 2024 after today’s budget measures. Relative to GNI*, this amounts to
2.7% and still compares favourably with the rest of the euro area. As it currently stands (but will be
updated when full budget plans are released around the bloc), the average deficit in the euro area is
estimated to be 2.5% of GDP in 2024, with Cyprus being only other country expected to be in surplus

next year.

Main fiscal aggregates - Ireland

General government balance (€bn) 10.0 16.2 8.8 8.4
0,

gﬁ?f)ral government balance (% of 3.5 5.4 3.0 2.7
General government balance, exc. B B B

Windfall CT (% of GNI*) 0.6 1.5 0.7 0.9
Structural budget balance (% of GNI*) 0.9 1.1 1.5 0.8
General government debt (€bn) 223.5 224.4 222.7 222.2
Debt Ratio 78.8 75.4 76.1 72.3

Source: DoF

Ireland will run largest budget surplus in euro area in 2024
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Ireland’s headline fiscal aggregates are, however, inflated by the ongoing boom in corporation tax
revenues. The Department of Finance has helpfully detailed the estimate of “excess” corporation tax
revenue in recent budgets. For 2024, corporation tax revenue is expected to amount to €24.5bn (+4%
yoy), with the “excess” estimated at €11.1bn. The vulnerabilities surrounding these tax revenues have
been highlighted for the past few years, but have continued to hold up very well. There have been early
warnings signs recently that the peak in corporate tax revenues has indeed been reached, with weak
returns for both August and September. However, the budget forecasts point to relative stability in
2024. Excluding the excess corporate tax revenues, a budget deficit of €2.7bn (0.9% of GNI*) is

expected. This represents a significant reduction on the estimate set out in the SPU.

Goodbody

10 Oct. 23

Page 3



Goodbody

Main elements of Budget 2024
In total, the total package over 2023 and 2024 amounts to €14bn, made up of both temporary and

permanent tax and spending measures. This is shown in the following schematic.

Budget 2024 - Total package of €14bn

Cost of Living
Household &
Non-Core Funding (€4.5bn including Ukraine & Cowid) + Business
Windfall Capital (€250m) Supports
€4,763 million €1,405 million
Temporary
Tax
Core Permanent Current & Capital Energy Credits for Measures
Expenditure Increase Permanent Tax Measures Households €444
€5,277 million €1,160 million million million

Source: Dept of Finance

The tax package of €1.16bn is relatively small and goes towards increasing income tax and USC reliefs.
Core spending is expected to grow by 6.1% in 2024, in line with the estimates set out in the Summer
Economic Statement (SES). It does, however, represent a breach of the government’s own 5% spending
rule. As we have noted previously, we have some sympathy for the breach of the expenditure rule in the
context of historically high inflation and significant population growth. Moreover, core capital spending is
expected to grow at a faster pace of 8% in 2024 (+10% including non-core). Over the period since
2019, core expenditure has increased by €24bn to an estimated €91bn in 2024. This equates to an

average annual increase of 5.5% for core current expenditure and 12% for core capital expenditure.

Compared to Budget 2023, the estimate for core spending in 2024 is only 1% higher.

Core spending increases have been been close to medium term economic potential
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Expenditure breakdown compared - Biggest changes in non-core spending

Voted expenditure 90.1 90.4 90.9 95.1 88.8 93.1 96.6 96.9 101.9
Core expenditure 80.8 85.9 90.2 94.7 80.0 85.9 91.2 95.7 100.5
Source: DoF

High level of capital spending is welcome

The 5.5% growth in core spending is only slightly above the medium-term growth potential of the Irish
economy. The much faster growth in capital spending is required in our view given the large
infrastructural deficits in the country in housing and energy infrastructure in particular. In relative terms,
capital spending (relative to GDP/GNI*) in Ireland is high at 4.1%. The new Infrastructure, Climate and
Nature Fund (ICNF), detailed below, should help in maintaining capital spending at a high level.

Capital spending is high in EA context... ...and relative to history
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Risk that “temporary” spending becomes permanent

On top of the core spending elements, 2024 will represent the fifth consecutive year of significant non-
core spending. Non-core and temporary spending in 2024 will amount to €5.4bn, relative to €7.1bn in
2023. The Cost-of-Living package amounts to €2.3bn and will paid over 2023 and 2024. The biggest cost
is the €450 energy credit for all households over the next six months. Ireland has not seen the scale of
energy price reductions seen in other jurisdictions. While some are clearly unavoidable, such as spending
on the cost of Ukrainian refugees, there is a risk that “one-offs” such as in relation to COVID will simply
get included in core spending over time.

Large “non-core” spending to continue in 2024
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Ireland has been able to maintain prudent headline budgetary aggregates over recent years due to
consistent surprises in taxes, particularly corporation tax (27% of total taxes). However, the Budget
contained some warning signs on this front, with overall tax revenue forecasts being €1.8bn lower than
the estimates set out in the SPU. This is a timely reminder of the dangers of relying on ongoing tax

revenues in the context of a small-open economy and concentration risks in corporation tax.

Tax revenue forecasts

Tax revenue 88.9 94.4 88.3 92.6 -0.58 -1.84
: income tax 32.8 34.9 33.0 34.3 0.13 -0.61
1 VAT 20.4 22.4 20.4 21.8 0.00 -0.59
: corporation tax 24.3 25.1 23.6 24.5 -0.75 -0.57
: excise duties 5.8 6.3 5.7 6.2 -0.13 -0.10
: stamp duties 1.6 1.7 1.8 1.8 0.13 0.05
: motor tax 0.9 0.9 0.9 0.9 0.01 -0.04
: customs 0.6 0.6 0.6 0.6 0.03 0.02
: capital gains tax 1.8 1.9 1.8 1.9 0.00 -0.01
; capital acquisitions 0.6 0.7 0.6 0.7 0.01 0.01
Non-tax revenue 1.9 1.5 2.1 1.1 0.12 -0.37
Net current revenue 90.8 95.9 90.4 93.7 -0.46 -2.21

Source: Goodbody

Ireland’s new funds recognise both short- and long-term funding requirements

As speculated in recent months, two new funds are to be set up using the expected surpluses over the
coming years. Both are welcome in the context of Ireland’s chequered history with stable capital
spending and the increased costs associated with the aging of the population.

Infrastructure, Climate and Nature Fund - This fund will be used as a reserve to tap into, in the
event of a downturn in the public finances that would threaten funding of vital capital infrastructure,
including in climate. It will be initially seeded with €2bn from the National Reserve Fund (NRF will be
liquidated), followed by €2bn per annum up to a maximum of €14bn. The rules by which the funds will
be utilised have yet to be finalised but will be managed by the NTMA.

Future Ireland Fund - This will be used to pay for longer terms costs of the aging of the population,
digitalisation and climate transition. Although uncertain, these increased costs are expected to amount
to an additional €7-8bn per annum by the end of the decade. An initial €4bn will be put into the FIF in
2024, after which it is expected that €4-€5bn will be invested annually. Again, the details have not been
worked out in terms of its investment mandate, but the Minister for Finance noted that the fund could
reach €100bn by the middle of the next decade.
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Impact on debt, sustainability and issuance

Ireland’s debt dynamics continue to improve at a steady pace, with Ireland’s debt level expected to fall
in nominal terms and relative to GNI* over the coming years. Debt is expected to fall to 72% of GNI* in
2024, down from a recent peak of 109% of GNI* in 2020. This compares to a euro area average of 91%
currently. The interest burden is expected to remain low over the forecast horizon due to a combination
of fiscal surpluses and higher coupon debt maturing. As shown in the chart below, interest payments are

close to all-time lows at 1.2% of GNI*.

Interest costs remain close to lows... ...and well below EA average
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The introduction of the two new funds will create gaps between exchequer borrowing requirements and
the general government balance and between gross and net debt over the coming years. For example, in
2024, an Exchequer surplus of €1.8bn is expected, but this translates into a general government surplus
of €8.4bn. The transfer of €4.3bn to the FIF and ICNF plays a big role here. This has an influence on the
borrowing requirement over the coming years. In 2023, the NTMA raised €7bn in debt funding, the very
bottom of its stated range. The NTMA will announce details of its 2024 funding requirement in
December. With €28bn in cash and liquid assets available at the end of September 2023 and only one
bond amounting to €8bn redeeming in March 2024, the NTMA could decide on a lower funding range for
2024. However, it has previously noted its intention to keep market access open in light of the
experience of the late 2000s when Ireland needed access to international funding markets suddenly

after the sovereign crisis, but issued very little debt in the years prior to it.

Bond redemptions are low in 2024 before increasing in 2025 and 2026
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Net debt may fall below 60% of GNI* by 2026

The gap between gross and net debt in Ireland will grow over the coming years as the value of the two
new funds increases. It appears that this is not yet reflected in the government’s estimates as the gap
between the two measures narrows over the forecast horizon. In 2023, net debt is estimated at 63%,

with gross debt at 76%. At the end of 2025, net debt is expected to be 60% of GNI*, relative to gross
debt of 68%. Based on a potential additional €14bn in the two new funds, net debt could be c.55% of

GNI* by the end of 2026.

Gross General Government Debt 2023 Gross General Government Debt EU vs
Ireland ‘09 -23
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Analyst Certification

The named Research Analyst certifies that: (1) All of the views expressed in this research report accurately reflect my personal views about
any and all of the subject securities and issuers. (2) No part of my remuneration was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by me in this report.

Regulatory Information

Goodbody Stockbrokers UC, trading as Goodbody, is regulated by the Central Bank of Ireland. In the UK, Goodbody is also subject to
regulation by the Financial Conduct Authority. Goodbody is a member of Euronext Dublin and the London Stock Exchange. Goodbody is a
member of the group of companies headed by AIB Group plc. This publication has been approved by Goodbody. The information has been
taken from sources we believe to be reliable, we do not guarantee their accuracy or completeness and any such information may be
incomplete or condensed. All opinions and estimates constitute best judgement at the time of publication and are subject to change without
notice. The information, tools and material presented in this document are provided to you for information purposes only and are not to be
used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities.

Conflicts of Interest

Goodbody has procedures and policies in place to identify and manage any potential conflicts of interest that arise in connection with its
research business. Goodbody analysts and other staff who are involved in the preparation and dissemination of research operate and have a
management reporting line that is independent to its business. Information barriers are in place between the Corporate Finance arm and the
Research arm to ensure that any confidential and or price sensitive information is handled in an appropriate manner.

Our Investment Research Conflicts of Interest Policy is available at Conflicts of Interest

Investors should be aware, that, where appropriate, research may be disclosed to the issuer(s) in advance of publication, in order to correct
factual inaccuracies only and not to materially amend the research in any way. Goodbody is satisfied that it has operational procedures in
place, which ensure that such disclosures will not compromise the report’s objectivity.

The list of companies for which Goodbody acts as market maker and on which it provides research, is available at Regulatory Disclosures
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Other disclosures

A description of this company is available at Company Descriptions

All prices used in this report are as at close of business of the previous working day unless otherwise indicated.

A summary of our standard valuation methods are available at Valuation Methodologies

A summary of share price recommendations and whether material investment banking services have been provided to these companies is
available at Requlatory Disclosures

Other important disclosures are available at Requlatory Disclosures

Goodbody updates its recommendations on a regular basis. A breakdown of all recommendations provided by Goodbody is available at
Regulatory Disclosures Where Goodbody has provided investment banking services to an issuer, details of the proportion of buys, holds and
sells attributed to that issuer will also be included. This is updated on a quarterly basis.

Recommendation Definitions

Goodbody uses the terms “Buy”, “Sell” and “Hold. The term “Buy” means that the analyst expects the security to appreciate in excess of
10% over a twelve month period. The term “Sell” means that the security is expected to decline in excess of 10% over the next twelve
months. The term “Hold” means that the analyst expects the security to neither appreciate more than 10%, or depreciate more than 10%
over the next twelve months.

On 26th November, 2012, the terms “Add” and “Reduce” were removed from the Recommendation Definitions and both were replaced with
the “Hold” recommendation. Any Previous Recommendation that refers to either an "Add” means that the analyst expected the security to
appreciate by up to 15% over a twelve month period. Any Previous Recommendation to “"Reduce” means that the analyst expected the
security to decline by up to 15% over the next twelve months.

In the event that a stock is delisted the firm will automatically cease coverage. If however the firm ceases to cover a stock for any other
reason the firm will disclose this fact.

Distribution of research to clients of Goodbody Securities Inc (GSI) in the US

GSI distributes third-party research produced by its affiliate, Goodbody

GSI is a member of FINRA and SIPC

GSI does not act as a market-maker.

Neither GSI nor its affiliates hold a proprietary position and/or controls on a discretionary basis more than 1% of the total issued share
capital of this company/these companies.

This information was current as of the last business day of the month preceding the date of the report.

An affiliate of GSI may have acted, in the past 12 months, as lead manager/co-lead manager of a publicly disclosed offer of the securities in
this company. Investors should be aware that an affiliate of GSI may have provided investment banking or non-investment-banking services
to, and received compensation from this company in the past 12 months or may provide such services in the next three months. The term
investment banking services includes acting as broker as well as the provision of corporate finance services, such as underwriting and
managing or advising on a public offer. All transactions by US persons involving securities of companies discussed in this report are to be
effected through GSI.

Disclaimer

While all reasonable care has been taken in the production and dissemination of this report it is not to be relied upon in substitution for the
exercise of independent judgement. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that
any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation
to you.

Private customers having access, should not act upon it in anyway but should consult with their independent professional advisors. The
price, value and income of certain investments may rise or may be subject to sudden and large falls in value. You may not recover the total
amount originally invested. Past performance should not be taken as an indication or guarantee of future performance; neither should
simulated performance. The value of securities may be subject to exchange rate fluctuation that may have a positive or adverse effect on
the price or income of such securities.

All material presented in this report, unless specifically indicated otherwise is copyright to Goodbody. None of the material, nor its content,
nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written
permission of Goodbody.
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