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                  The much-quoted catch up effect currently enjoyed by the Irish economy may soon


                  run its course.





                  Growth in 1999 is still officially projected at 6.6 per cent, down from 8.1 per cent


                  last year. A further 60,000 are expected to find jobs. And inflation is "likely to


                  average under 2 per cent" against 2.4 per cent last year in part reflecting the fall in


                  mortgage costs as a result of Ireland's joining the Euro.





                  But policy makers are already planning for a soft landing, as real wage rates


                  increase more rapidly than productivity improvements, job creation slows, and


                  unemployment stabilises at around 5 per cent - in effect full employment.





                  "The boom has not just affected every sector, and every region, it has also reached


                  the structurally unemployed," says Eunan King, economist with NCB stockbrokers.





                  Speaking recently at Dublin's Institute of European Affairs, Otmar Issing, the


                  European Central Bank's chief economist, said the performance of the Irish


                  economy was "almost without precedent". He predicted Ireland would continue to


                  outperform the European economy "for some time," and said "many governments


                  in Continental Europe could "take a leaf out of the Irish book".





                  However he cautioned: "The fruits which were sown over 10 years ago are now


                  being reaped and should not be endangered," citing increasing skills shortages,


                  infrastructure bottlenecks and escalating house prices.





                  The Central Bank of Ireland in its Autumn Report said there was now "compelling


                  evidence" of overheating in the housing market which officials are concerned is


                  fuelling wage expectations.





                  The Irish construction sector is building houses at a rate of 45,000 a year, which


                  for a population of 3.7m compares with 400,000 starts in Germany for a population


                  of 80m. Yet prices continue to rise.





                  The Bank has criticised the lending practices of the big mortgage providers. But


                  Oliver O'Shea, banks analyst at Goodbody stockbrokers, says what is happening


                  simply reflects the fact that with falling interest rates, houses have become more


                  affordable. Future price trends will be affected by supply factors, with an estimated


                  45,000 new dwellings needed every year for the next decade to cope with the


                  demographic pressures - children leaving home earlier, continued inward


                  immigration, and what is a quite new phenomenon in Ireland, the second home.





                  Today's booming economy can be traced to the structural adjustments made over


                  the past couple of decades when high tech foreign investment replaced agriculture


                  as the motor of growth. Targetted investment policy has been accompanied by tight


                  budgets, with the fiscal deficit never more than 3 per cent of GNP since 1988 and


                  now for the past two years in healthy surplus.





                  The long term challenge is how to improve the productive capacity of the economy.


                  "While Ireland is enjoying an EU standard of living, it has not yet reached the


                  average EU stock of wealth, especially in terms of infrastructure," says John


                  FitzGerald, author of a recent Medium Term Review of the Irish economy for the


                  Economic Social Research Institute.





                  "With prudent policies, we can invest in all the infrastructure we need; significantly


                  improve our public services, and index social welfare payments to wages without


                  affecting the public finances," says Mr FitzGerald. But he warns that if large wage


                  settlements are made in the public sector "then all bets are off."





                  The series of national wages pacts have been a pillar of economic policy pursued


                  by all parties for more than a decade, providing investors with certainty and


                  bringing the unions closer to decision-making. But many economists now argue


                  that it might be better not to enter a new agreement with the unions, as in boom


                  times, the market will set the rate more efficiently and in the public sector, the


                  government is in a stronger position to pick off the unions individually.





                  Officials say wages have been kept "broadly in observance" of the current


                  Partnership 2000 agreement which envisaged increases of 7.5 per cent over three


                  years with a 2 per cent local bargaining clause. According to official statistics,


                  average industrial wages in the year to March rose by 4.2 per cent - although


                  anecdotal evidence suggests the rate was substantially above that in many


                  sectors. Economists say it is a safe bet that few companies will have availed


                  themselves of the "inability to pay" provisions in today's buoyant economic climate.





                  But the December budget presents an awkward quandry for a populist government


                  whose instincts are to buy further wage moderation with tax cuts rather than using


                  the record surplus to invest in badly needed infrastructure improvements.





                  Charlie McCreevy, the finance minister, has an embarrassment of riches, with tax


                  receipts Iœ1bn ahead of target for the first nine months of the year. Together with


                  savings on social welfare as more people take up work, the minister has the


                  scope for both large-scale tax cuts and increased infrastructure spending.





                  Aziz McMahon, treasury economist with Ulster Bank, says the government's


                  approach is essentially Keynesian. "By investing in infrastructure, you raise the


                  long term growth rate of the economy. Only if wages are allowed to overtake


                  productivity do you lose competitiveness," he says.





                  But the ESRI says for the next two budgets there should be further fiscal tightening


                  to stifle the threat of overheating. As the economy slows thereafter, the government


                  wil be in a position for major cuts in taxation and the full repayment of the national


                  debt by 2010.
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