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Dublin | Ten years ago, Noirin Hegarty was the editor of an Irish Sunday newspaper,

living in an exclusive cul-de-sac in Dublin and contentedly watching the value of her

house soar. All seemed well in the roaring Celtic tiger. So when US bank Lehman

Brothers collapsed, she had little idea what was to come.

The unfolding financial crisis metastasised into Ireland, and one by one her neighbours –

a luxury car dealer, a banking executive, a gastropub owner – lost their jobs. Their

children moved abroad. Then her newspaper folded; and with her own livelihood lost,

she cleared out to London to pick up the pieces.

A decade later, she's back. In London, she landed a job at Lonely Planet – and a couple of

years ago the company asked her to move home and open its Dublin office. She now has

22 people working with her, covering finance, book editing, tech support, and online

media.

Her story encapsulates Ireland's wild decade in a nutshell: the bubble, the bust and now

the exhilarating resurrection. Economic growth is, on conventional and probably

unreliable measures, the fastest in Europe – 9 per cent year on year. Unemployment is at

a decade-low 5.6 per cent, from a peak of 16 per cent in 2012. House prices have bounced

back 50 per cent since 2013. Foreign companies – particularly in the tech sector – seem

to be falling over themselves to set up shop in this loosely taxed, highly skilled, English-

speaking member of the European Union.

"It has been a rollercoaster for the Irish economy over the past 10 years," says Gerry

Horkan, a senator in the Irish parliament. "I don't think anyone thought it would be as

bad as it was, but also nobody predicted the recovery would be as strong as it has been."

Hegarty, for one, isn't sure she can fully trust in the economy's revival – and many of her

compatriots concur. "We've been here before," says PJ, a Dublin coach driver in his mid-

60s. "I just wonder whether we're heading the same way as last time."

Lake View, an empty and unsold housing development in the village of Keshcarrigan, County Leitrim, in 2012. During the economic
boom, Irish developers attempted to cash in, building tens of thousands of houses. However, poor planning decisions and the global
recession have resulted in a large number of estates being abandoned, unoccupied or unfinished.  REUTERS
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PJ used to race Formula 1 cars, so he knows something about speeding, overheating and

crashing. In effect, he's asking: is this real? Can it last? What has changed?

It's a question that Ireland's many Australian investors, and would-be investors, need to

ask themselves as well. To answer it requires two things: a quick look back, to

understand whether this new bout of growth is based on firm foundations or whether

it's more of the same froth and bubble; and a look forward, to understand just how

vulnerable Ireland is to Brexit, and to any headwinds gathering in the global economy.

The story of the boom-bust is easily told. "The Celtic tiger boom that took off in the 1990s

was essentially driven by FDI [foreign direct investment]," says Edgar Morgenroth,

professor of economics at Dublin City University. "That raised wages in that sector, and

helped stimulate consumption, retail and construction in particular."

Perversely, these rising wages and living costs eventually made Ireland less attractive to

foreign investors. "After 2003, the only thing that was really going was the public sector,

retail and construction," says Morgenroth. "You can't keep expanding an economy

indefinitely on the basis of those sectors. It was a bubble, and just like every bubble it

burst eventually."

The credit squeeze and property bust meant domestic wages and living costs began to

drop rapidly (some people say they still earn less now than they did a decade ago). That

recharged the FDI magnet; so as confidence started to revive globally, foreign investors

began returning to Irish shores.

"Unlike, say, Greece and Portugal, the Irish economy was more open, had higher trade

and FDI intensity, and was less reliant on the public sector," says Graham Brady, head of

tax and fiscal policy at the Irish Business and Employers Confederation (IBEC). "As soon

as the global cycle started to turn, the Irish economy started to turn too. So we were able

to grow ourselves out of the crisis."

But if the growth is once again FDI-driven, will it inflate another bubble? This is really a

question for those who pull the policy levers: can they manage the cycle better than last

time?

Ireland is bouncing back now. AP



Peter Oakes, an Australian banking consultant based in Dublin, is cautiously optimistic.

"The central bank has been trying to restabilise the economy, strengthen the

requirements on banks and make sure we are better equipped next time round," he says.

"But it's still an evolving process, and the problems of the banks haven't gone away."

Some worry that aggressive mortgage lending is beginning to make a reappearance.

Others are wondering whether the Irish banks will be afforded the political space to sell

off their non-performing loans, with politicians worrying that vulture funds will buy the

loan books and then dispossess mum-and-dad borrowers. Some say the banks aren't

lending enough to companies, while others suggest that interest rates – which are set by

the European Central Bank – are too low for Ireland and hence credit is too cheap.

So investors worried about a new boom-bust need to keep their eye on the central bank

and the government's budget, and try to gauge Irish policymakers' will and capacity to

keep tugging on the economy's reins.

But the real worry may not be overheating, which is the spectre from the past. It might

be the risks that lie ahead: Brexit, and the global economy.

Dependent on multinationals

"There's no room for complacency in the next couple of years," says IBEC's Brady. "The

house we've built is incredibly dependent on trade and investment. So if global GDP goes

up or down by 1 per cent, we go up or down by 1 per cent. We're a bellwether for the

global economy."

Some of that exposure comes from the very narrow tax base. Ireland's government is

planning a huge boost to infrastructure spending, to make up for the lost years – "when

we were just trying to keep the lights on", says Senator Horkan. But 70 per cent of the

government's tax take, he says, is from FDI; and of that, the top 10 taxpayers – the big

household US names [https://www.afr.com/news/world/apple-pays-ireland-131b-in-back-taxes-

ahead-of-an-appeal-in-brussels-20180918-h15ke5] that base themselves in Ireland – account for

40 per cent of all tax revenue from all sources. "We're highly dependent on those big

companies. If any of them were to leave Ireland, it would put a significant hole in our

budget."

The government says it's aware of the risks. "We're putting away rainy-day funds," says

Finance Minister Michael D'Arcy. "We'll be ready for the next shock."

Irish Prime Minister Leo Varadkar, left, at a meeting with British Prime Minister Theresa May on the sidelines of an EU summit in
Brussels in June.  AP
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The economist Morgenroth isn't so sure. "There's some fiscal discipline, but they should

be posting surpluses. And they should be using that to pay off debt, or putting it in a fund

that invests and spends in a way that counterbalances the cycle of the Irish economy," he

says.

At the margin, the government is also looking to mitigate its dependence on a handful of

firms by diversifying its FDI base. The investment-attraction agency, IDA Ireland, is an

entrepreneurial outfit, even acting as landlord or equity investor where necessary. The

other imperative is to protect the famous 12.5 per cent corporate tax rate. The Irish will

die in a ditch over this. In the past week, news reports have suggested the European

Commission may try to use its support for Ireland in the Brexit negotiations as a lever to

apply pressure on the country's tax regime. This, unsurprisingly, set klaxons ringing in

Dublin's corridors of power.

No alarm bell has rung louder in Ireland, however, than the one that first sounded on

June 23, 2016 – when the UK voted to leave the EU. The Dublin-based Economic and

Social Research Institute (ESRI) has estimated that Brexit could cut Ireland's total

exports by 4.2 per cent (due to a 30 per cent fall in exports to the UK), and in the long

term GDP may be 3.8 per cent lower than it otherwise would have been. But it depends

what kind of Brexit – and on that, the uncertainty is pervasive.

"The UK political system is in a state of chaos," says Irish government minister D'Arcy.

"It's creating huge uncertainty for business. Business likes certainty, even if it's a decision

they don't like."

Morgenroth says that with 70 per cent of Irish exports shipped via the UK, it's the local

businesses, not the FDI sector, that will feel it most. "Our economic base is going to take a

big Brexit hit, and regional areas will feel it much more than Dublin."

And of all the regional areas, those bordering the UK province of Northern Ireland have

the most to fear. "There is no border in the entire EU, either with the EU or with a non-

EU country, that is like our border," says Senator Horkan. "In Ireland, one door of a

farmer's barn might be in the south and the other might be in the north."

Damage limitation

Aurivo is an Irish dairy co-operative in the country's north-west, the second-largest

liquid milk producer in Ireland. Around 20 per cent of the company's raw milk – 80

million litres a year – comes from farms across the border in Northern Ireland.

"Ideally we'd like the milk to continue to flow without any issues, but there's so much

uncertainty and we have no real clarity," says Stephen Blewitt, the general manager.

The dairy's contingency plan for a hard Brexit is to divert all its Northern Irish milk into

the production of powdered milk for export, thus avoiding tariffs or inspections. Aurivo

isn't exposed to the UK market, but is worried about increased competition from other

Irish producers who find the British fresh-dairy market harder to access – and who then

try to muscle in on the powdered milk export trade.

Meanwhile in Dublin, contingency plans are also being made: new sea routes to France

or Belgium are planned, and hundreds of extra customs inspectors will be hired for the

ports that receive goods from Britain.

But there may be some silver lining to Brexit. [https://www.afr.com/business/irelands-justice-

minister-presses-postbrexit-advantage-20180314-h0xhl2] UK-based companies are looking across

the EU for post-Brexit options, and Ireland is often on the shortlist. For many, it might

trump Luxembourg, Brussels or Frankfurt. "It's the way the various factors come
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together in Dublin," say one London-based executive at a US insurer. "Ireland has the

right combination of skills and talent, the language and the liveability."

Ken Finnegan, director of technology and innovation at Dublin's Harbour Innovation

Campus, says the EU is sitting on €80 billion ($129 billion) of research grant money, and

it's unclear if UK-based organisations will still be able to tap into it. "Brexit is a massive

opportunity for us," he says. "We're seeing firms, British and others, opening up in

Ireland to get access to that funding."

ESRI estimates Brexit might boost Ireland's exports by 2.8 per cent, as UK companies

relocate to Dublin to get access to the EU market. But that won't balance the ledger. By

and large, the Irish seem quietly ready for a period of turbulence.

"Because of the protections of the EU market, and the preparations we're making now,

we hope we can minimise the medium to long-term impact of Brexit," says Ronan

Gargan, director of the EU-UK Unit at the Irish Department of Foreign Affairs. "It's a

question of damage limitation for us."

KPMG partner Brian Daly echoes Gargan's typically Irish spirit of gloomy optimism. "The

Irish are very adaptable," he says. "But a bad Brexit will create a need for a lot of

adaptation."
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