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Forecast summary

The Northern Ireland economy is estimated to have grown againin thefirst quarter of 2022 but the pace of
economic growth is likely to slow from the second quarter ofthe year onwards. Inflation is at a multi-decade
high as thewarin Ukraine and globalsupply chainissues are contributing to higher prices and consumer
spending is becoming increasingly squeezed. The economic policy environmentis also less supportive of
growth and uncertaintylevels are particularly elevated. We continue to expect the Northern Ireland economy
togrow by around 3.6%in 2022, but have downgraded our forecast for 2023 and now expect economic
outputtoexpandbyabout 1.0% next year.

Economic growth expected to slow as inflation stifles consumer activity

The UK and NorthernIreland economies are both estimated to have grownin the first quarter of 2022. In the UK, GDP
expanded by 0.8% compared with the previous quarter while early data suggests that the Northern Ireland economyalso
grew. In the 2022 Q1 Quarterly Economic Survey, published by the Northern Ireland Chamber of Commerce and BDO,
most of the keyindicators consideredwhere in positive territory while the model-based estimates of regional economic
growth, published bythe Officefor National Statistics, also suggested that thelocal economyexpandedin the first quarter
of this year.

However, the pace of growth from quartertwo onwardsis expected to be sloweras the squeeze on household incomes
intensifies given the high rate of inflation. These inflationary pressures are likely to weigh on growth throughout the
remainder of 2022 and into 2023. Overall, we are forecasting that the Northern Ireland economy will grow by around
3.6% in 2022 and 1.0% in 2023. Our projection for this yearis unchangedfrom ourlast report though it is important to
note that the annual rate of economic growthin 2022 still reflects an element of recovery from the coronavirus pandemic.
However, we have revised our forecast for growthin 2023 downwards from our previous expectation that GVA would
expand by 1.7%.

The labour marketremains in a strong position with jobs ata record high and forecast to continue rising

Northern Ireland’s labour market continues to perform strongly acrossa range of key metrics. The latest data from the
Quarterly Employment Survey showed a 0.4% rise in the number of employee jobsin 2021 Q4. This growth brought the
number of jobs to a new series high.

The HMRC Pay As You Earn data for April 2022 showed that the number of payrolled employeesincreased by 0.4%
compared with the previous month and by 4.5% compared with April 2021 to a record high of 774,600.

The number of people on the claimant count declined by 2.4% in April 2022 compared with March. The unemployment
rate also fell over the January - March 2022 period to 2.3%, the joint lowest on record and similarto the level recorded
immediately priorto the onset of the pandemic. The employment rate increased to 72.2%in the first quarter of the year
and the number of weekly hours worked was 6.4% higher thanin the final quarter of 2021.

This robust performance underpins our view that the annual average number of employee jobs will increase by around
1.2% in 2022, followed by a furtherincrease of about 0.6% in 2023. \We are also forecasting that the unemployment
ratein Northern Ireland willaverage around 2.7%in 2022 and 3.3% in 2023.
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Key factors in the outlook

Highinflation eroding realincomesand squeezing consumer spending

The annual CPlinflation rate in the UK hit an estimated 40-year high of 9% in April 2022, up from 7%1n the
previous month.Higher fuel andenergy costs, combined withtheimpacts of supplychain disruptionon global
good prices, are among the key drivers of this highinflation. Higher prices is alsothe primary channel through
which the war in Ukraine is impacting the UK and Northern Ireland economies. We expect inflation to rise
even higher than the April figure and to peak in the fourth quarter of this year and so are now forecasting
that inflation will average around 8.5%in 2022. \We expect the inflationary pressures to ease next year but
CPlis still projected to be above the Bank of England’s 2% target rate and to average about 4.5% in 2023.
The elevated rates of inflation are putting significant pressure on people’s real incomes and it is likely that
consumer spendingwill be squeezed throughout theremainder of this yearandinto nextyear.

Strong labour market providing some supportto consumers

While high inflation is exerting pressure on household finances and a squeeze on spending levels, the
strength of the labour market may give some support to consumers. The unemployment rate is relatively
Tow in both Northern Ireland and in the wider UK with the number of jobs continuing to increase. The
tightnessof thelabour market isalso exertingupward pressure on wages.|In addition, some households may
be able to draw on the savings they built up during the pandemic to smooth their consumption pattems
during this period of higher prices.

Changes tofiscal policy

The fiscal policy environment in the UKis changingasthe Government has unwound the exceptional support
introducedin the earlier stages of the pandemicandis now having to balanceits aimto improve the public
finances withthe needto provide support inlight of the high rate of inflation and the associated cost of living
challenges. Withregardsto the former, National Insurance contributions rose by 1.25 percentage pointsin
early April, income tax allowances and thresholds have been frozen for four years and the main rate of
Corporation Taxis set to rise from the current 19% to 25% from April 2023. However, the Chancellor has
also announced some measuresto support household finances. The Spring Statementincluded a rise in the
threshold at which National Insurance begins to be paid and further measuresincluding support with energy
bills and one-off payments were announcedinlate May.

Tighter monetary policy with further base raterises expected this year

The Bank of England’s Monetary Policy Committee (MPC) raisedBank Rateto 1% at its May 202 2 meeting
and we expect some further tighteningin an attempt tobring inflation back toits 2% target over the medium-
term.With regards to the pace of future base raterises,it isimportant tonotethatalarge part of the recent
increaseininflationis due to global and supply-side factors including risesin energy and commaodity prices
as well as supply chain disruption. As such, raising Bank Rate is unlikely to curbinflationin the short-temm.
Furthermore, higher prices for necessities such as food, fuel, and energy are likely to weigh on consumer
demand for non-essentials and could contribute towards a slowdown in price rises and economic activity
levels even without further base rate increases. Both these factors will make upcoming monetary policy
decisions complicated. At present weexpect the MPCtoincrease Bank Rate twice more in 2022, with base
rate expectedtobe 1.5%at the end of this year.

Extra trade frictions dueto Brexit

Businessesacross the UK are continuingto face barriers to trade following the UK's d eparture from the EUL
The implementation of the Northern Ireland Protocol has also led to new processes for local firms when
purchasing certain goods from Great Britain. Following the election, there appears to be fresh urgency to
find solutions to theissues created by the Protocol. However, reaching a negotiated settlement will not be
straightforward and there remains considerable uncertainty around how theseissues will be resolved.

Recoveryinbusiness investment

The recoveryin businessinvestmentin the UK has been relatively slow sofar, with capital spending by firns
in 2022 Q1 still around 9% below its pre-pandemic level. However, business surveys suggest firms have
robust investmentintentions and somefirms alsobuilt up excess cash holdings duringthe pandemic which
could be used for investment purposes. The temporary ‘super-deduction’ tax incentive could encourage
firms to make use of this cash and bring forward capital spending before t he scheme finishes next year.
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The outlook for the UK economy

The UK economy expandedforthe fourth consecutive quarterin 2022 Q1 with GDPincreasing by 0.8%, though this was
slower than the 1.3% growth observed in the final three months of 2021. Within private consumption, spending by
consumers grew by 0.6% over the quarter. Government spending decreased by 1.7% with reductionsin Covid-19related
expenditure contributing towards a decline in health spending. Totalinvestment expanded by 5.4%, driven by a rise in
government investment, with business investment falling by 0.5%, leaving it 9.1% below its pre-pandemic level of 2019
Q4. Trade can be quite volatile on a quarterly basis and in the first quarter of the year exports fell by 4.9% and imports
increased by 9.3%.

The timelier monthly GDP data showed that growthin the first quarter was concentrated entirelyin the first month of the
year. Output stagnatedin February and fell slightlyin March, signalling a significant weakeningin momentum even before
inflation hit its 40-year highin April. At a sectorlevel, services output declined by 0.2%in March, dragged down by a 2.8%
monthly contraction in wholesale and retail trade activity. Production output also declined by 0.2%, while construction
activityincreased by 1.7% compared withthe previous month.

The outlook forthe UK economyis softeningas higherinflationis increasingly weighingon consumer confidence, demand
and spending, supply chains have been further disrupted by recent lockdowns in China and base rate is expected to rise
more quickly than we previously anticipated. We expect UK GDP to grow by around 3.8% in 2022, unchanged from our
previous forecast and still reflecting a degree of pandemic-related bounce back. However, we have downgraded our
projection for economic growth in 2023 from 1.8% in our previous report to 1.1%. We expect aggregate private
consumption to grow by about 4.2%1in 2022 — this high rate of expansionis partlydriven by pandemic-related base effects
- with annual spendinggrowth then expected to slow sharply to around 0.8% next year. Meanwhile, investment levels are
forecast to grow by around 5.2% this yearand 2.2% next year.

The UK Tabour market continuesto show signs of tightness. The unemployment rate fell to 3.7%in the first quarter of this
year, down from 4.1% in the previous quarter. The number of payrolled employees increased by 0.4% to another series
highin April. Having been on an upward trajectory throughout lastyear,job vacanciesrose further to a new record high of
1.3 millionin the three months to April 2022. For the first time since records began, there were fewer unemployed people
thanvacanciesin the UK economy during the first quarter of the year.

Given the robust demand forlabour, we are forecasting that the annual average number of employee jobs in the UK wil
grow by around 1.2% in 2022, before slowing to about 0.6%in 2023. \We also expect the unemployment rate to average
3.9% thisyearand 4.1% next year.

Inflation in the UK increased further in April 2022 to 9%, the highest it is estimated to have been since around 1982
We expect inflation to rise even higher and peak in the final quarter of the year, with CPI averaging 8.5% in 2022 and
4.5% in 2023. Given the high rate of inflation, we expect the Bank of England’s Monetary Policy Committee toincrease
Bank Rate twice more this year, with base ratereaching 1.5% by the end of 2022.
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Northern Ireland sectoral outlook

Economic growth looks set to slow as high inflation squeezes consumer spending

The Northern Ireland economy is estimated to have grown in the first quarter of 2022, but the rate of expansion is
expected toslow from the second quarter of theyear onwards. The main driver behind the slowdown in growth in quarter
two is likely to be the negative impact of high inflation on consumer spending but ot her factors, such as the end of free
Covid-19testingand theextra bank holidayat the start of June are also expected to dampen the pace of growth. The rate
of economic expansion is likely to remain relatively weak during the remainder of this year and we now expect the
Northern Ireland economy to grow by around 3.6% in 2022 and 1.0% in 2023, marginally below our projected growth
rates for the wider UK economy.

The accommodation & food services and arts, entertainment, & recreation sectors are expected to experience the
fastest rates of growthin 2022, with activityrising by about 16.1% and 10.3% respectively asthese sectors continue to
recoverfrom the pandemic. These double digit annual growth rates growthlargelyreflect the relatively low annual starting
bases from 2021 and the associated rebound effects in 2022 are likelyto mask the impact of weaker consumer spending
onthese sectors. The squeeze on consumer spendingis more apparentin the 2023 figures when output is projected to
grow by just 0.3% and 0.2% respectively, significantly lower than the 1.0% expected across the wider economy. The
squeeze on household spending, combined with supply chain disruption and lower consumer confidence levels, is also
expected toweigh down on growthin the wholesale & retail trade sector.\We are projecting that outputin the sectorwil
rise by around 3.2% in 2022 but that growth will then slow toabout 0.2%in 2023.

The other services and administrative & supportservices sectorsare projected to experience relatively strong rates of
growthin both 2022 and 2023 as they continue to recover from the impacts of the pandemic.

The manufacturing sector is projected to slightly lag the overall economy in 2022, with activity levels projected to rise
by around 3.1%. Inflationary pressures on raw materials, energy and wages as well as ongoing supply chainissues are
expected to negatively impact the sector. These issues are also expected to affect the outlook for the construction
industry,inwhich we are forecasting that output will rise by around 3.8% this year.

As the effectsof the recovery from the pandemicon sectoral growth patterns fade in 2023, we expect to seea retum to
more traditional drivers of growth and as a result the information & communication and professional, scientific &
technical services sectors -bothof whichwere traditionally strong performers prior to 2020 - move upthe growth table.
We are forecasting growth of around 2.1% and 2.3% respectively in these sectors in 2023, stronger than the rate
expected forthe overalleconomy.

Sector contributionsto GVA growthin 2022
Accommodation & foodservice 16.1

Human health & social work

Wholesale & retail trade Arts, entertainment & recreation 10.3 0.2

Manufacturing Other service actvities 7.8 3.5

Accommodation & food service Administrative & support 7.0 2.6

Education Education 6.3 0.3

Construction Transportation & storage 5.8 1.1

Transportation & storage Information & communication 5.4 2.1

Prafessional, scientific & tech Prof essional, scientific & tech 4.8 2.3

Admln|5tratwe & SUDF"_’” Mining & quarry ing 4.1 0.7
Information & communication :

Other service aclivifies Human hgalth & social work 4.1 0.1

Arts, entertainment & recreation Construction 3.8 14

Real estate activities ey sl e ey

Water supply Wholesale & retail trade 3.2 0.2

Financial & insurance Manuf acturing 3.1 1.6

Public administration & defence Electricity, gas, steam & air 1.8 1.0

Hedtricity, gas, steam & air Agriculture, forestry & fishing 1.4 1.2

Agriculture, _fo_restry &ﬂsh@ng Financial & insurance 0.9 1.3

Mining & quarrying I T T T T T \ Real estate activities 0.6 1.2

00 01 02 03 04 05 06 Public administration & defence 0.5 0.1

% annual contribution to change in GVA Total 3.6 1.0

Source: Oxford Economics, Danske Bank Analysis Source: Oxford Economics, Danske Bank Analysis
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Northern Ireland labour market outlook

Number of jobs expected to continue rising as demand forlabour remains strong

The labour market in Northern Ireland appears to bein a relatively strong position with demand for workers remaining
firm. Our expectation for employment levels in 2022 is slightly stronger than in our previous report, with the annual
average number of employeejobs now forecasttoincrease by 1.2%,compared with 1.1% previously. However, the pace
of jobs growthis then projectedto slow to around 0.6%in 2023. Our expectationsforjob growthin Northern Irelandare
broadly similarto those for the wider UK economy.

The hospitality and tourism-related sectors are continuing to recover from the impacts of the pandemic and we expect
them to experience relatively strong jobs growth this year. We are forecasting that the number of employee jobsin the
arts, entertainment, & recreation sector will grow by around 3.5% in 2022 and 2.4% in 2023. The accommodation &
food services sectoris also forecast to experience above average employment growth this year, with the number of jobs
rising by about 2.2%, but the pace of growth is expectedto fall back to around 0.6% next year. Similar to our output
forecasts, the strong jobs growth expected for these largely consumer-focused sectors at a time when high inflation is
weighing downon householdspending reflects their continued recovery from the effects of the pandemic.

The business services sectors are expected to see risingemploymentlevels this year. The information & communication
sectoris forecast to experience jobs growth of around 2.5% in 2022. \We are also projecting that employmentin the
administrative & support services and professional, scientific, & technical services sectors willincrease by about 1.8%
and 0.9% respectivelyin 2022. However, the pace ofjobs growth within these sectorsis forecast to acc elerate next year.

The number of employee jobs in the manufacturing sectoris forecast to increase by 0.4% in 2022 but then declinein
2023 as skills shortages and longer-term trends towardsincreased automation reduce employmentlevelsin the sector.
Employment growthis forecast to be strongerin the constructionindustry, with the number of employee jobs expected
torise by about 2.2% this yearand to grow by around 1.3% next year.

The public administration & defence sectoris expected to seemodestjobs growth of around 0.3%in 2022 followed by
a fallin employment of 0.8%in 2023. The education sectoris forecast to follow a similar path with growth of 0.3% this
year, followed by a decline of 0.2% in 2023. However, the number of employee jobs in the human health & socialwork
sectoris forecasttoincrease by around 0.8%in 2022 and 0.6% in 2023.

We are forecastingthat the unemployment ratein Northern Ireland will average around 2.7%in 2022 and 3.3%in 2023.
Therise inthe annual average unemploymentrate in 2023, when employee jobs are expectedto rise,is due to a weaker
pace of jobs growth, an assumption that some economically inactive people may choose to enter the labour force and
become unemployed before finding work and that the unemployment rate will gradually move back towards its natural
rate.

Employee jobs per sectorin 2022
Arts, entertainment & recreation 3.5 2.4
Human heafth & social work Transportation & storage 3.1 0.1
Whmesal?d& re]tcag[tra_de Inf ormation & communication 2.5 2.2
anédauc:tr:gﬁ Accommo‘dation & foodsewice 2.2 0.6
Administrative & support CEnSIuEeR 22 L2
Public administration & defence Administrative & support 1.8 21
Accommodation & food service Wholesale & retail trade 1.5 1.5
Professional, scientific & tQCh Electricity, gas, steam & air 1.2 0.0
.COHSI:I’UC'[IOH Other service actiities 1.1 2.8
Transmrtatlon & S.mrage Agriculture, forestry & fishing 1.1 0.1
Information & communication ) -

Financial & insurance Professional, scientific & tech 0.9 1.2
Arts, entertainment & recreation Mining & quarry ing 0.9 -0.5
Other service activities Human health & social work 0.8 0.6
Agriculture, forestry & fishing Real estate activities 0.6 0.2
Real estate activities Financial & insurance 0.5 -0.3
o Water SUp_p|Y Manuf acturing 0.4 -0.8
- Mining & quarrying Water supply 0.3 0.3
Eledtricity, gas, steam & air . . . . T 0B o
0 50 - 100 150 Public administration & defence 0.3 -0.8
Employee jobs (000s) ol % o6

Source: Oxford Economics, Dankse Bank Analysis Source: Oxford Economics, Danske Bank Analysis
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Risks and uncertainties

While there is always uncertainty around economic projections, the extent of the risks and uncertainties around these
forecastsis considered to be more elevatedthanis normally the case. The main sources of uncertainty include:

Persistent inflation and supply chain disruption - Inflation in the UK is at a multi-decade high and it is expected to
rise even further before the end of this year. This inflationis being partly driven by higher fuel, energy and commodity
prices and by supply chain disruption exerting upward pressure on global goods prices. High inflation erodes
consumers’ purchasingpower and puts upward pressure on firms’ costs,which canlead to a squeeze on consumer
spending and act asdrag on businessinvestment. If inflationruns higher than forecast and remains at more elevated
levels fora longer period of time, it has the potential to constrain economicgrowth even further. This could occurif
fueland energy prices remain higherforlonger, supply chains take longer to normalise orif the current tightness of
thelabour market begins to result in more domestically driveninflation, with a wage-price spiral keeping the rate of
price rises above its target rate. Higher and more prolonged inflation could also mean that Bank Rate would be
increased at a faster pace to contain the rate of price rises and that could further dampen economic activity.
Persistent supply chain disruption could also adversely impact activity levels in goods -based businesses if they are
unable to source the products they sell or use asinputs.

Prolonged political uncertainty, including around the implementation of the post-Brexit trading arrangements -
Following the Assembly election in May and the subsequent inability to form a fully functioning Executive, there is
considerable political uncertaintyin Northern Ireland and this could weaken consumer and business confidence.
Issues around the Northern Ireland Protocol are preventing the local political institutions being re-established, and
while there appears to be more urgency around finding a way forward, there is no new timeline around when the UK
and EU might hope to reach an agreement. Furthermore, the UK Government has announceditsintention to introduce
legislation to address some of the issuesit seeswith the Protocol, while alsosayingits preference would be to reach
a negotiated settlement with the EU. The EU has responded by saying that itis ready to continue engaging with the
UK Government to find solutions but would respond if legislation to change the Protocol were to be introduced. At
this time, it appears that the uncertainty around the post-Brexit trading arrangements in Northern Ireland looks set
to continue. In the short-term, the challenges that some businesses are facing in relation to the current
arrangements, particularly with regardsto the new checks and processes required when moving some goods from
Great Britain to Northern Ireland, will continue. In the medium to longer-term, if a negotiated settlement can be
reached, thereis the potential for the arrangements to present opportunities for firms in Northern Ireland but a stable
solution to the current difficulties is likely to be needed to give bothlocal and international firms the certainty they
need to pursue those potential opportunities. The current situation is fragile and remains a significant source of
uncertainty forbusinesses and consumers.

Coronavirus - \While the risk to the economic outlook posed by coronavirus appears to be smaller now than during
thelast twoyears, there remains a possibility that new Covid- 19 variants mayemerge. If these were toresultin more
serious illness and put more pressure on the health service, then it may be necessary to reintroduce some
coronavirus restrictions and thiswouldlikely have adverse consequences for the pace of economic growth.

In addition, a key global uncertainty relatesto:

6l

The warin Ukraine - Higher commodity prices,in particularfor oil and gas,and their contribution to higherinflation
is one of the main channels through which the warin Ukraine is impacting the UK and Northern Ireland economies.
The conflict has also likely dented consumer and business confidence. How the crisis evolves over the weeks and
months ahead remains particularly uncertain. However, if the war and the associated geopolitical tensions were to
be particularly prolonged orto escalatefurther,in addition to the tragic human consequences that could ensue, the
performance of the economy could also be negatively affected. This could be the case if, for instance, energy prices
remained higherforlongerandif sentimentlevelswere even more adverselyimpacted overalonger 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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