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Ireland is the most expensive country in the Euro Area
Recent data published by Eurostat showed that Ireland’s price level for consumer goods and
services had risen to 42% higher than the EU average last year, and was the second most
expensive in the entire EU, just behind Denmark (43%) and the highest in the Euro Area. While
the most recent data shows that inflation is easing, and in HICP terms, is below the current Euro
Area rate, there are areas of concern where inflation is proving sticky and for a small globalised
export-orientated economy such as Ireland, further price level increases is a worry for
competitiveness. Indeed, while the recent IMD world competitiveness yearbook does place
Ireland among the most competitive economies in the world it also highlights concerns about
the price level here and also the infrastructure deficit compared to our peers.

Irish price level the highest in the Euro Area, 2nd highest in EU: Eurostat data showed Ireland’s
comparative price level at 141.8 in 2023 compared to the EU average of 100 and the Euro Area
average of 105.1. This shows that prices here have – relative to the rest of Europe - declined very
slightly from 2022 (142.2) and 2021 (143.0) but are significantly higher than 10 years ago in 2013 when
the level was just under a quarter more (124.1) than the EU. Within the basket of consumer goods,
alcohol and tobacco prices (210.6) stood out at more than double the average for the rest of the EU –
though this is mainly driven by taxation here. Some key areas where Irish households are paying more
than their European peers is energy which is nearly 20% more expensive (118.2) and restaurants and
hotels nearly 30% more (128.1), the 2nd highest in the Euro Area. This adds to other Eurostat data
which shows that housing costs here (mortgage, rent, gas and electricity) is double (200.6) the EU
average.

Price pressures easing but services a concern: The pace of price level increase has slowed here,
as it has in the rest of Europe, as rising ECB interest rates have dampened demand. The annual rate of
HICP inflation came in at 2.0% in May, in line with the ECB target rate for the Euro Area as a whole.
This is up from 1.6% in April but well down from its peak of 9.6% in June/July 2022, and below the
current Euro Area average rate of 2.6%. However this is masking the fact that services HICP inflation,
while easing, has remained stubbornly high here and is running at an annual rate of 4.6% in May,
above the Euro Area average of 4.1% and it’s the decline in goods inflation, which in Ireland is currently
running at -0.9% in comparison to +1.3% in the Euro Area, that is pushing down our headline rate of
HICP inflation. The weakness in goods prices here is partly due to timing effects related to energy but
the elevated level of services inflation reflects labour shortages and pay pressures in a tight labour
market where unemployment rate is very low (4.0% in May).

Competitiveness concerns: That level of services inflation is mainly focused in domestically traded
sectors and should be a worry for competitiveness. The IMD World Competitiveness Yearbook 2024
ranks Ireland as the 4th most competitive economy in the world (out of 67 ranked) down two places
from last year but remaining the most competitive in the Euro Area. Ireland’s dip this year is largely due
to a decline in the ranking for economic performance which in part is due to the drop in GDP last year –
even though this was largely due to niche multinational issues while the domestic economy continued
to grow – but one of the main detractors continues to be our price level which ranked 46th in the survey.
Ireland also scored relatively poorly in infrastructure (17th , though that is up two places from last year)
and, in particular, basic infrastructure (water, energy, etc.) where Ireland dropped to 38th from 29th. The
National Competitiveness Council, responding to the survey, said that strong growth over the past
decade had resulted in capacity constraints here and there remains a need to address long-standing
infrastructural deficits and invest further in energy infrastructure (which should help reduce high energy
costs) to enhance competitiveness.
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Disclaimer 

This document has been prepared by the Economic Research Unit at The Governor and Company of the Bank of Ireland (“BOI”) for
information purposes only and BOI is not soliciting any action based upon it. BOI believes the information contained herein to be accurate
but does not warrant its accuracy nor accepts or assumes any responsibility or liability for such information other than any responsibility it
may owe to any party under the European Union (Markets in Financial Instruments) Regulations 2017 as may be amended from time to
time, and under the Financial Conduct Authority rules (where the client is resident in the UK), for any loss or damage caused by any act or
omission taken as a result of the information contained in this document. Any decision made by a party after reading this document shall be
on the basis of its own research and not be influenced or based on any view or opinion expressed by BOI either in this document or
otherwise. This document does not address all risks and cannot be relied on for any investment contract or decision. A party should obtain
independent professional advice before making any investment decision. Expressions of opinion contained in this document reflect current
opinion as at 27th June 2024 and is based on information available to BOI before that date. This document is the property of BOI and its
contents may not be reproduced, either in whole or in part, without the express written consent of a suitably authorised member of BOI.
Bank of Ireland is regulated by the Central Bank of Ireland. In the UK, Bank of Ireland is regulated by the Central Bank of Ireland and
authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on
request. The Governor and Company of the Bank of Ireland is incorporated in Ireland with limited liability. Registered Office 2 College
Green, Dublin, D02 VR66. Registered Number C1. 
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