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    Record Irish GDP contraction masks robust domestic economy

The CSO confirmed today that the record 12% fall in Irish GDP in Q1 2026 reflected just a small
number of multinational firms in the pharmaceutical sector. The underlying story is that the
surge in exports in 2025, ahead of feared US tariffs, is now unwinding in early 2026. Hence, the
Irish GDP growth rate once again does not provide a meaningful guide to how the economy is
performing in reality. With new pharmaceutical production facilities coming online and demand
for weight-loss drugs only growing, the outlook for the sector is clearly positive. However,
headline Irish GDP growth will likely be negative in 2026, albeit after the 12% rise in 2025.

Peering through the statistical fog, the domestic economy continued to perform well early in
2026. Consumer spending saw a healthy 0.6% rise, up 2.6% year-on-year. Public expenditure
continued to contribute to demand, up 3.7% year-on-year. Homebuilding and the expansion of
the construction sector helped to drive a 9.4% rise in investment. Overall, modified domestic
demand saw a robust 0.6% rise in Q1 2026, up 4.3% on the year. This is still a faster pace than
the 2.7% growth we had forecast for calendar year 2026. So the underlying message from the
GDP data is that the domestic economy had a little more momentum than expected in Q1 2026.

Irish GDP contracts by 12% in Q1 2026: This morning's CSO data show that Irish GDP fell by 12.1%
in Q1 2026, quarter-on-quarter, and is also down 17% year-on-year. This is the sharpest quarterly
decline in Irish  GDP on record. The underlying story here is that the surge in exports of
pharmaceuticals that pushed GDP growth up to 12.3% in 2025 is now unwinding in early 2026. Front-
running of US tariffs clearly boosted activity last year but is now depressing the figures this year.
Hence, manufacturing output fell by 36% in Q1 2026, down 39.5% on the year. The CSO confirms this
reflects just a small number of firms (most likely weight-loss drug producers). Most other sectors
continued to expand (see chart below). So today's release highlights the difficulty of using Irish GDP
as a gauge of economic activity.

Modified domestic demand up 4% on the year: Domestic spending and activity continued to grow at
a robust pace in early 2026, highlighting the distorted view from the GDP figures. Consumer spending
rose by a healthy 0.6% in Q1 2026, up 2.6% year-on-year. Similarly, government spending rose by
0.5% quarter-on-quarter, up 3.7% (in real terms), demonstrating that Budget 2026 plans to raise current
expenditure rapidly are contributing to domestic activity. Investment was also up 9.4% on the year,
helped by homebuilding (34%), repair & maintenance (4.8%), and machinery & equipment (16%).
Overall, modified domestic demand rose by a healthy 0.6% in Q1 2026, quarter-on-quarter, and was up
4.3% year-on-year.

Indigenous sector output up 1.4% in the year to Q1 2026: The sectoral decomposition illustrates
that the fall in GDP reflects a small number of pharmaceutical firms. Multinational sector output was
down 28.5% year-on-year in Q1 2026 but up 1.4% in indigenous sectors. Here, distribution, transport,
hotels and restaurants (+3.3%), financial services (4.2%), and real estate activities (3.7%) all
contributed to the expansion of the domestic economy. Notably, output in information and
communications technology grew by 3.2% in the year to Q1 2026. Some of the readings look a little
odd. For example, both construction (-3.4%) and public administration, education and health (-1.3%)
gross value added is down on the year, despite sharp increases in housing completions and public
spending. So the 1.4% year-on-year growth in indigenous sector output may be understated.
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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 4th June 2026 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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