Financial Services Ireland, April 21st. 2010

The Banking Crisis and
the Exit Strategy

Colm McCarthy

School of Economics, University College Dublin.




A sudden macro crisis....

> From budget surplus in 2007 to a
12% of GDP deficit in 20009...

> Coincides with a banking collapse...
» An international credit crunch...
> A rising exchange rate...

> ...and poor competitiveness..




But 1987 was easier

> No banking collapse last time...

> We had our own exchange rate, and the
1986 devaluation helped competitiveness..

> International economy was positive in the
late 1980s...

» Tax amnesty worked well in 1988

> Private sector balance sheets in better
shape




More difficult this time?

Banking system needs to be re-engineered...
Competitiveness must be restored without devaluation...

International economy remains weak....

Sovereign credit markets very difficult...

BUT scope for spending cuts is greater this time, since
spending growth through the mid-1980s haésbeen
modesit...




Competitiveness Challenge...
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Very Rapid Spending Growth.....

> In real terms, after inflation, spending grew
at up to 11% in some years, never less
than 4%, since 2000

> The cumulative increases have been
enormous....

» And under all headings....

» Share of GNP spent by Government now
back up to 1980s levels...







