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Forecast summary

The Northern Ireland economy grew in the final quarter of 2021 and is estimated to have expanded again in
the first quarter of 2022. However looking forward, the outlook for the economy is particularly uncertain as
the war in Ukraine, high inflation, changes to the economic policy environment and Covid-19 all have the
potential toimpact economic performance. We expect the pace of economic growth toweaken as high inflation
squeezes consumerincomes and both fiscaland monetary policy are becoming less accommodative. As such,
we have downgraded our forecasts and now expect the Northern Ireland economy to grow by around 3.6%in
2022 and about 1.7%1n 2023.

The Northern Ireland economy is growing but the pace of expansion looks setto slow

Northern Ireland’s economic recovery continued in the final quarter of 2021, with the Composite Economic Index
increasing by 1.2%. The Index of Production showed that outputincreased by 1.1%, up from 0.6% in 2021 Q3. Activity
in all four of the production sectorsincreased, with the utilities sectors recording the fastest rates of growth. Services
activity also expanded with the Index of Services growing by 1.3%. Business services & finance reported the largest
increases in output with transport, storage, information & communication and other services also growing during the
quarter.However,wholesale & retail traderecorded a fallin output of 0.5%.

Theimpact of the Omicron coronavirusvariant on economic growthinthe first quarter of 2022is likely to be lowerthan
we initially expectedbut the pace of growthis expected to slowin the second quarter ofthe year as high inflation squeezes
consumer spending power.Inflationary pressures are expected tocontinue weighing on growth duringthe second half of
the yearandinto nextyear.Overall and after growingby an estimated 6.8%in 2021, we are forecastingthat the Nort hem
Ireland economy will grow by around 3.6%in 2022 - down from the 4.0% projectionin our previous report - and by about
1.7%1in 2023.

The labour marketis in a relatively strong position with furtherjobs growth expected

The Northern Ireland labour market continues to perform well with a number of indicators signalling rising employment
levels. The latest data from the Quarterly Employment Survey showed a 0.4% quarterly rise in the number of employee
jobsin Northernlrelandin 2021 Q4. Thislifted the total number of employee jobs above its pre-pandemiclevelandto a
new series high.However, the sector performance varied, with only nine of the 19 broad sectors reporting growth.

The HMRC Pay As You Earn data for February 2022 showed that the number of payrolled employees increased by 0.5%
overthe month and by 5.4% overthe yearto a record high of 777,300.

The number of people on the claimant count declined by 2.3% in February 2022 compared with January. The ILO
unemployment rate also fell over the November - January 2022 period to 2.7% — significantly below the historical 20-
yearaverage of 5.3% - and the employment rate wasabove its historical average.

Giventhe recent strength of the labour market, we are forecasting that the annual average number of employee jobs in
NorthernIreland willincrease by around 1.1% in 2022, followed by a furtherrise of 0.6% in 2023. We also expect the
unemployment rateto averageabout 3.2%in 2022 and 3.4% in 2023.
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Key factors in the outlook

Highinflation eroding real wages and squeezing consumer spending

Inflationin the UKis currently ata 30-year high,withthe annual rate of price rises reaching 6.2%in February
2022. Inflationis expectedto rise further over the next few months due to a combination of higher fuel prices,
upward pressure on global goods prices from supply-chain disruption and the risein energy prices. The war
in Ukraineis alsolikely to keep energy and food prices higherforlonger, so we haverevisedourforecasts for
inflation upwards.\We now expect CPlinflation to average 7.2% this yearand 3.8% in 2023. With the rate
of nominal wage growth unlikely to keep pace with inflation, we expect to see a fall in real wages in 2022
whichin turn will exert a squeeze on consumer spending.

The strength of the labour market should provide some support for consumer spending

At a time when high inflation is squeezing consumer spending growth, the stronglabour market may give
some support to spending levels. The number of payrolled employees in February 2022 and employee jobs
in 2021 Q4in Northernlreland where both at series highs and the unemployment rate for the November-
January 2022 period was just 2.7%, well below itslong-term average. The relatively stronglabour market
data shows that many people are still in work and that demand for labour remains robust. Consumer
spending is also likely to be influenced by some households being able to spend a proportion of the excess
savings they accumulated during 2020 and 2021. Overall, we are forecasting that consumer spendingin
Northern Ireland will grow by around 4.5%1in 2022 and by 1.2%in 2023.

Changes to fiscal policy

The UK Government has beenunwinding the extensive support providedin the early stages of the pandemic
and attempting to strengthen the public finances. A temporary 1.25 percentage point rise in National
Insurance contributions took effect from April 2022, and will be replaced by a Health and Social Care Lew
in 2023, while most income tax allowances and thresholds have beenfrozenin cash terms for the next four
years. In addition, Corporation Tax is scheduled to rise from the current 19% to 25% from April 2023.
However, the Chancellor's March 2022 Spring Statement did provide some support to households through
acut tofueldutyandanincreaseinthe National Insurance threshold.

Monetary policy becoming tighter

The Bank of England’s Monetary Policy Committee (MPC)raised Bank Rate to 0.7 5% in March 2022 with
further increases expected to try and bring inflation back to its 2% target over the medium-term.It’s
important to note that a large part of the recent risein inflation is due to external and supply-side factors
including increases in energy and commodity prices. Higher prices for necessities such as food, fuel and
energy are likely to weigh on consumer demandfor other goodsand servicesand could contribute towards
a slowdown in price rises and economic activity levels even without further base rate increases, making
future monetary policy decisions complicated. At this stage, and recognising the considerable uncertainty,
we expect the MPCtoincrease Bank Rateonce ortwice morein 2022, with base rate finis hingthis year at
around 1.00% or 1.25%.

Extra trade frictions dueto Brexit

Firmsin Northern Ireland and across the UK are continuingto face enhancedtrade processesfollowing the
UK’s exit from the European Union. The implementation of the Northern Ireland Protocol has also led tonew
processes forlocal firms when purchasing certain goods. Negotiations are continuing regardingthe future
implementation of the Protocol but the path towards reaching agreement is not straightforward. For now,
uncertainty remains elevated and this may continue toimpact consumer and business confidence.

Continued recoveryin business investment

The early stages of the recovery in business investment across the UK have been slow, with business
investment in 2021 Q4 still around 8.6% below its pre-pandemic level. This creates the potential for a
continued ‘catchup’ back towards more normal levels. Some businesses also accumulated excess cash
holdings during the pandemic and that should help to support the recovery while the two-year ‘super-
deduction’taxincentive, whichis scheduled to remainin place until the end of March 2023, is also expected
to encourage firms to bring forward capital spending.
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The outlook for the UK economy

The UK economy continued to expandin the final quarter of 2021 with GDP growing by 1.3%, slightly fasterthan the
0.9% growth observedin quarterthree.\Within private consumption, spending by consumers grew by 0.5% overthe
quarter with growth likely held back by the emergence of the Omicron coronavirusvariant towards the end of theyear.
Government spending increased by 1.5% with Covid-13 related expenditure,including thevaccine booster programme,
contributing towards a rise in health spending. Totalinvestment expanded by 1.1% with business investment risingby
1.0%, althoughinvestment by firms still has some groundto make up to return toits pre-coronavirus level. Exports rose
by 6.9% overthe quarterand importsincreasedby 0.3%.

The more timely monthly GDP data showed that output levels in the UK economyincreased by 0.8%in January
compared to the previous month. This more than made up for the 0.2% drop in activity in Decemberand supports the
view that the impact of the Omicron coronavirus variant on the economy was smaller thaninitially expected. At a sector
level, services output grew by 0.8% with the consumer-facingwholesale and retail trade and accommodationand food
services sectors returningto growthafter experiencingfalls in activityin December. Production output expanded by
0.7% and construction activity also increased compared with the previous month, by 1.1%.

The outlook for the UK economy is particularly uncertain. \We expect GDP to grow again this year, but at a slowerrate
than we projectedin ourlast report primarily due to higherinflation - whichis beinginfluencedby the warin Ukraine
and otherfactors - weighingmore heavily on consumer spending, tighter economic policy and fallingconsumerand
business confidence.\We are forecasting that UK GDP will grow by around 3.8%in 2022 and 1.8% in 2023. \We expect
aggregate private consumption to grow by about 4.8% this yearbut to slow to 1.2% next year and for investmentlevels
to grow by around 5.1% this yearand 3.5% next year.

A numberof recent data points emphasise thetightness of the UK labour market. The number of payrolled employees
increased by 0.9% overthe month to February 2022 to a series high. The number of employee jobs increasedin the
final quarter of 2021 by 0.5%. The employment rate increasedslightly overthe quarterto November - January 2022
to 75.6% and the unemployment ratedropped to 3.9%.n addition to this,and having been on an upward trajectory
throughout last year, job vacancies climbed further to a new record high of 1.3 millionin the three months to February
2022 and the ratio of unemployed people perjob vacancy fellto 1.0in the November - January 2022 period, the lowest
since records began.

Given the strong demand forlabour,we are projectingthat the average annual number of employee jobs in the UK will
grow by around 1.2% in 2022 and by 0.7% in 2023. We also expect the unemployment rateto average 4.0% this year
and 4.1% next year.

Inflationin the UK increased againin February 2022 to 6.2%, its highest rate since March 1992. The rate of price rises
is project toincrease furtherand we expect CPl inflation to average 7.2%in 2022 and 3.8% in 2023.
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Northern Ireland sectoral outlook

The economyis expected to continue growing but at a slower rate than observed inrecentquarters

The Northern Ireland economy continued togrowin 2021 Q4 andis estimated tohave grown againin the first quarter of
2022 as the economic impacts of the Omicron coronavirus variant appear to have been more moderate than initially
expected. While Covid-19 remains asource of uncertainty, other factors including the sharp rise ininflationary pressures
and the warin Ukraine have led us to reduce ourforecast for output growthin Northern Ireland. \We now expect GVAto
increase by 3.6%in 2022 and by 1.7% in 2023, slightly lower than our projected growth rates for UK GDP.

After experiencing the fastest rates of growth in 2021, accommodation & food services and arts, entertainment, &
recreation are setto grow at thestrongest paceagainin 2022, with output levels projected to rise by 16.2% and 10.5%
respectively. These sectorswere among the most negatively impacted by the pandemic and so their stronggrowthrates
are from a low base and reflect the extent of the drop in annual activity levels experienced during 2020. As we move into
2023, the rate of expansioninthese sectorsis expected to slow considerably as the rebound effectsfade awayand, as
largely consumer-focused sectors, the squeeze on household spending from highinflation weighs on growth. This squeeze
on spending, combined with falling consumer confidence levels and supply chain disruption is expected to hold back
growthin the wholesale & retail trade sector.\We think output will expand by around 3.4% in 2022 and 0.8% in 2023,
below the rate projected for the overall economy.

The other services and administration and support services sectors are expected to grow relatively strongly in 2022
andin 2023 as they continue to make up the groundlost in 2020 as a result of the pandemic.

Output growth in the manufacturing sectoris projected to be lower than the rate forecast for the overall economy in
2022, increasing by around 3.0%. Upward price pressures for raw materials, energy andwages aswell as ongaing supply
constraintsare likely to continue tonegatively impact the sector. These issuesare also expected to affect the outlook for
both the construction and agriculture, forestry, & fishing sectors in which we are forecasting that output will increase
by around 3.7% and 1.2% respectivelyin 2022.

We are forecasting that output in the information & communication and professional, scientific & technical services
sectors will grow by around 5.3% and 4.6% respectivelyin 2022. In 2023, we expect output growthin theseindustres
to be around 3% which is above that for the overall economy in both years. These sectors were relatively strong
performers priorto the onset of the pandemicand we expect thatto continue tobe the case.

Sector contributionsto GVA growthin 2022

) Accommodation & food service 16.2 0.8
Wholesale & retail trade Arts, entertainment & recreation 105 0.6
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Northern Ireland labour market outlook

Amid strong demand, the labour market expansionis expected tocontinue in 2022

The labour market in Northern Ireland appears to bein a relatively strong position with demand for workers remaining
robust. However, slower expected economic growth and the prevailing labour shortages have led us to moderate our
labour market outlook for 2022, with the annual average number of employeejobs nowforecast toincrease by 1.1%.The
pace of jobs growthis then projected to slowto around 0.6%in 2023. This is broadly similar to our expectationsforthe
wider UK economy.

As their recoveries from the pandemic continue, we expect relatively strong jobs growth within the hospitality and
tourism-related sectors as businesses within them continue to work towards returning to their pre -pandemic activity
levels. We expect the arts, entertainment, & recreation sector to see the largest percentage rise in employee jobs in
2022, growing by 3.4%. This is closely followed by the transportation & storage sector which we expect willexperience
a rise in employment of 3.3%. The annual average number of employeejobsin the accommodation & food servicesand
wholesale & retail tradesectorsis forecast toincrease by around 2.2% and 1.5% respectivelyin 2022.

The business services sectors are expected to see a slowdown in the pace of job creation this year. The information &
communication sector is projected to experience jobs growth of 2.3% in 2022, compared with an increase of 6.9% in
2021. We are also forecasting that employmentin the administrative and support services and professional, scientific,
& technical services sectors will increase by about 1.6% and 0.8% respectively, down from 2.3% and 3.2% in 2021.
However, the pace of jobs growth within these sectorsiis forecast toincreasein 2023.

Employment growthis expected to return to the construction sector this year, with employee jobs forecast toincrease
by 2.0%. Manufacturing employmentis alsoforecast to riseby 0.3%in 2022 but thendecline in 2023 as skills shortages
andlonger-term trends towards more automation reduce the number of jobsin the sector.

After experiencing above average growthin 2021, employmentin the public administration & defence sectoris expected
to see only modest growthin 2022, rising by just 0.2%. This is forecast to be followed by a fallin employment of 0.8%in
2023. Educationis expectedto follow a similar trend with growth of 0.3% forecast this year, followed by a decline of 0.3%
in 2023. By contrast,employeejobsin the human health & socialwork sectoris forecast toincrease by around 0.6%in
2022, followed by a furtherrise of 0.7%in 2023.

The unemployment rate fell over the quarterto 2.7%in the November-January 2022 period, significantly below the
historical 20-year average of 5.3%.\\e are forecastingthat the unemployment ratein Northern Ireland will average
around 3.2% in 2022 and 3.4% in 2023.
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Risks and uncertainties

While there is always uncertainty around economic forecasts, the extent of the risks and uncertainties around these
projectionsis considered to be more elevated thanis normallythe case. The main sources of uncertaintyinclude:

Persistent inflation and supply chain disruption - Inflation in the UK is already at a 30-year high and is expected to
rise even further. This inflationis being partly driven by higherfuel, energy and commodity prices and by sup ply chain
disruption exerting upward pressure on global goods prices. The war in Ukraine is also likely to further exacerbate
the already high inflation prevalentin the UK and in other advanced economies. High inflation erodes consumers’
purchasing power and puts upward pressure on businesses’ costs, which canlead to a squeeze on household
spending and act as drag on business investment. If inflation runs even higher than expected and remains at more
elevatedlevels foralonger period of time, it has the potential to constrain economic growth even further.Monetary
policy decisions could also become increasingly complicated with a possibility that Bank Rate would need to be
increased at a faster pace to contain the rate of price rises, which would alsoweigh down on economic activity. And
persistent supply chain disruption could adversely impact activity in goods-based businesses if they are unable to
source the goods they sell orneed as aninput into their own processes.

Prolonged uncertainty around the implementation of the post-Brexit trading arrangements - An agreement
between the UK and the EU on the implementation of the Northern Ireland Protocolis yet to be reached and there is
no current timeline around when the current negotiating process could conclude. As such, the uncertainty around
the post-Brexittradingarrangementsin Northern Ireland looks set to continue.In the short-term, the challenges that
some businesses are facingin relation tothe current arrangements, particularly with regardsto the new checks and
processes required when movingsome goods from Great Britain to Northern Ireland, will continue. In the medium to
longer-term, thereis the potential forthe arrangementsto present opportunitiesfor firmsin Northern Ireland but a
stable solutionto the currentissues is likely to be needed togive both local andinternationalfirms the certainty they
need to pursue those potential opportunities. The current situation is fragile and remains a significant source of
uncertainty forconsumers and businesses.

Coronavirus - Covid-19 case numbers in Northern Ireland and across the UK remain relatively high. \While the
vaccine programme has enabled the restrictions in place over the last two years to be largely removed, the
emergence of a new variant that causes a greater risk to people’s health and exerts excess pressure on the health
service remains a possibility. If restrictions needed to be reintroduced in response to such a variant, there would
likely be adverse implications for economic growth.

In addition, a key global uncertainty relatesto:

6l

The warin Ukraine - The warin Ukraineis expected toimpact the UK andNorthern Ireland economies mainly through
higherinflation and potentially through adverse impacts on consumer and business sentiment. How the crisis evolves
over the weeks and months ahead remains particularly uncertain. However, if the war were to be prolongedor to
escalate further, the human consequences would be tragic and the economy could be negatively affected if, for
example, energy prices remained higher for longer and if sentiment levels were adversely impacted over a longer
period of time.
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Disclaimer and copyright

Danske Bank Disclaimer
Issued by Northern Bank Limited trading as Danske Bank [(the “Bank” or “we”).

This report is for information purposes only, is not intended as an offer or solicitation,
norisit the intention of the Bank to create legal relations on the basis of the information
contained in it. So far as the law or regulation allow, we disclaim any warranty or
representation as to the accuracy or reliability of the information and statements in this
report. We will not be liable for any loss or damage suffered from relying on this report.
This report does not purport to contain all relevant information. Recipients should not
rely onits contents but should make their own assessment and seek professional advice
relevant to their circumstances.

Danske Bank is a trading name of Northern Bank Limited which is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority. Registeredin Northern Ireland (registered number
R568). Registered Office: Donegall Square West Belfast BT1 6JS. Northern Bank
Limitedis a member of the Danske Bank Group.

Bank

The information in this document has been prepared in conjunction with Oxford
Economics.

Oxford Economics Disclaimer

Because of the uncertainty of future events and circumstances and because the
contents are based on data and information provided by third parties upon which Oxford
Economics has relied in producing its reports and forecasts in good faith, Oxford
Economics does not warrant that its forecasts, projections, advice, recommendations
or the contents of any report, presentation or other document will be accurate or
achievableand Oxford Economics will not be liableforthe contents of any of the foregoing
or for the reliance by the customer on any of the foregoing.
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Copyright
© Copyright Danske Bank / Oxford Economics. 2022. All rights reserved.

The contents of this publication, ether in whole orin part, may not be reproduced, stored
or transmitted without prior written permission from Danske Bank / Oxford Economics.
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