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Forecast summary

The UK economy contracted in the third quarter of 2022 and we think that economic activity in Northern
Irelandis also likely to have declined. Outputis then projected to fall furtherin thefinal quarter of the year and
through most of next year with both economies experiencing a period of recession as a number of factors
adverselyimpact activity levels. Inflation is expected to decline gradually during 2023 but remain elevated and
weigh down on household purchasing power. Consumer confidence is also particularly low and monetary
policy is tightening. We expect the Northern Ireland economy to grow by around 4.0%in 2022, which reflects
an element of recovery from the pandemic. Looking forward, and while noting the considerable uncertainty
around the outlook, we are forecasting that outputin Northern Ireland will contract by about 1.0%in 2023.

Highinflation, low confidence and tighter monetary policy expected to weigh on economic activity

After growingin the first half of the year, the UK economy contracted by 0.2% in the third quarter of 2022. In Northem
Ireland, the latest output data relates to the second quarter of the year when, after expanding in quarter one, the
CompositeEconomiclIndex declinedby 0.1%.We think the local economy alsocontractedin quarterthree.

With highinflation continuingtosqueeze household purchasing power, consumer confidence particularly lowin Northem
Ireland and the wider UK and monetary policy tightening, we expect activity levelsin both economies to decline againin
the final quarter of the year and through most of next year with the Northern Ireland and UK economies experiencing a
period of recession.

Overall, and in annual terms, we are forecasting that the Northern Ireland economy will grow by around 4.0% in 2022.
However,itisimportant to note that thisrate of economic expansion reflectsan element of recovery from the impacts of
the coronavirus pandemic. With regards to 2023, the outlook for the economy remains highly uncertain but we have
revised our previous forecast for a fallin activity of 0.5% downwards and now expect the local economy toexperiencean
annual contractionin output of about 1.0%.

The labour marketremains strong butis showing signs of weakening amid the challenging economic backdrop

The Northern Ireland labour market is in a relatively strong position but there are some signs that it is beginning to
weaken.On the positive side, the employment rateincreasedby 0.4 percentage points overthe quarterto 70.1%in the
July - September 2022 period. The HMRC Pay As You Earn data showed that the number of payrolled employees
increased by 0.2% overthe monthin October.

However, the unemployment rate increased by 0.3 percentage points over the July - September 2022 period, up to 3.0%.
In addition, the number of people on the claimant countincreased by 1.4%in October 2022 compared with September,
the second monthlyincreasein a row, following 18 consecutive months of declines.

Although there are some signs thelabour marketis beginningto weaken, the strongjobs growth observedin most of the
year underpins our view that the annual average number of employee jobs in Northern Ireland will increase by around
2.7% in 2022. However,we are forecasting that the annual number of employee jobs will fall by around 1.0% next year
as the demand for labour is adverselyimpacted by the weaker economic environment. \We are also projecting that the
unemployment ratein Northern Ireland will average around 2.9% this year, before rising to an average of 3.9%in 2023.
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Key factors in the outlook

High inflation squeezing consumer spending power

The annual UK CPlinflation rateincreased toa multi-decade high of 11.1%in October 2022, more than five
timesits 2% target rate.\We expect therate of price rises to peakin the final quarter of this year as the UK
Government’s Energy Price Guarantee serves to constrain inflation in the short-term. Looking forwanrd, we
expect inflation to decline gradually during 2023 but it is still expected to average around 7.5% over the
year. This would be Tower than the 9.1% we are forecasting for 2022 but still wellin excess of the target
rate. As such, real income growth and household spending power are likely to remain under pressure in
2023 with annual consumer spending likely todecline.

Changes tofiscal policy

Fiscal policy in the UK has been particularly fluid over the last few months. The Government announced a
range of expansionary fiscal measures in September, the majority of which were then reversedin October
before a wider re-evaluation of fiscal policy within the Autumn Statement in November. In the short-term,
fiscal policy will provide some support to households and businesses, particularly with regards to energy
prices. The Energy Price Guarantee discountsthe perunit rate of energy for UK households. The measure
is currently set to remainin place until April 2024 but from April 2023, the extent of the government
supportis set toreduce. For businesses,its not yet clear what support will be available oncethe Energy Bil
Relief Scheme ends in March 2023. A previous rise in National Insurance Contributions has also been
reversed.However, there are ways in which fiscal policy will tighten next yearincluding the risein the rate of
Corporation Tax and the continued freezeinincome tax thresholds. Fiscal policy is now also set tobe tighter
overthe medium-term as the UK Government focuses on the sustainability of the public finances.

Tighter monetary policy with further Bank Rate rises expected

The Bank of England’s Monetary Policy Committee (MPC)increased Bank Rate by 75 basis points to 3.00%
at its November policy meeting, which was the eighth consecutive rise in Bank Rate. While inflation is
expected topeakinthe final quarter of 2022 and to decline nextyear,it is still projectedto remain aboveits
2% target rate throughout 2023 and there is considerable uncertainty around the outlook for the rate of
price rises. The MPC is unlikely to want to riskinflation running higher or remaining elevatedforlongerand
will probably want to prevent expectations of higherinflation becoming embedded across the economy. As
such,we expect the Committeeto raise Bank Rateagain at its December meeting and forthe policy rate to
reach a peak of 4.00% in the first quarter of 2023.

Resilient labour market providing somesupport toconsumer spending

While highinflationis puttinghouseholdfinances under pressure, the robustness of thelabour market may
give some support to spending. The unemployment rateis currently relatively low in both Northern Ireland
and in the wider UK and, while we expect unemployment to rise gradually moving forward, the rateis still
expected to be relatively low when considered against the challenging economic backdrop. While this is
unlikely to offset the squeeze on household spending power, it should give consumer expenditure some
support.

Extra trade frictions dueto Brexit

Businesses across the UK are continuing to face trade barriers following the UK’s departure from the
European Union (EU). The Northern Ireland Protocol has also led to new processes for local firms when
purchasing certain goods from the rest of the UK, such as food products. While the UK and the EU are
attempting to reach an agreement on how the Northern Ireland Protocol should be implemented in the
future, an imminent breakthrough appears unlikely and it is not yet clear when or exactly how the issues
around the Protocol may be resolved.
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The outlook for the UK economy

After growing in the first two quarters of the year, the UK economy movedinto contractionary territory in 2022 Q3 with
GDP falling by 0.2%. Within privateconsumption, real consumer spending declined by 0.5% as households cut back on
discretionary purchases. Government spending increased by 1.3% compared with a decline of 1.5% in the previous
quarter. Total investment rose by 2.5%, although this growth was predominantly driven by government investment as
uncertainty and higherinterest rates likely held back business investment, which fell by 0.5%. Exports — which were heavily
influenced by movements of non-monetary gold - increased by 8.0% and imports fell by 3.2%, meaning net trade made a
positive contribution to GDP forthe secondquarterina row.

The monthly GDP data showed that UK economic activity fell by 0.6% in September, with the extra public holiday for the
funeral of Queen Elizabeth |l a contributory factor. However, there were also underlying weaknesses weighing on economic
activity. The wholesale and retail trade sector, whichis particularly exposed to the squeeze on consumer spending, made
alarge contribution tothe 0.8%fallin overall services output. Production outputincreasedby 0.2%in September, marking
its first monthly rise since May. Construction output grew by 0.4% in September, following growth of 0.6% in August.
Regarding the last quarter of the year, the return to a normal complement of working days should deliver a mechanical
boost to GDP but,amid the growing headwinds, we still expect outputlevels to declinewhen compared with thethird quarter
of theyear.

We have maintained ourforecast for UK GDP growth from ourlast report at 4.4%for 2022. However, we now expect the
UK economy to contract by around 0.9% in 2023, down from a fall of 0.5% expected in our previous report. With high
inflation weighing on household spending power, we expect aggregate private consumption to fall by 1.0% next year, slightly
more than the decline in overall GDP, after growth of around 4.8% this year.\We are also projecting that investmentlevels
will grow by 5.8%in 2022 but fall by around 1.6%in 2023, again greater than the exp ected fall in overall GDP. Government
consumption is projected to grow by 1.8% in 2022 and then by a higher 4.5% in 2023, partially mitigating the falls in
private consumption andinvestment.

Thelatest UK labour market datacontinued to point towards a tight jobs market but with some signs of softeningbeginning
to emerge. The unemployment rate dropped to 3.6%in the third quarter of the year, although this was mainly as a resuitt
of a further rise in economic inactivity, with the employment rate remaining broadly unchanged over the same period.
Meanwhile, the number of job vacanciesfellfurtherin the three monthsto Octoberto 1.23 million, the lowest since autumn
2021. Giventhe resilience of the labour market throughout most of this year,we are forecasting that the annual average
number of employee jobs in the UK will grow by around 2.4%in 2022. However, subdued demandin the economyin 2023
islikely tolead to companies holdingback when it comesto hiring and therefore we expect a decline of 1.0%in the number
of employee jobsin 2023. This is expected to push up the annual average unemployment rate from 3.7% this year to44%
in 2023.

UK CPlinflation rose to a multi-decade high of 11.1%in October,up from 10.1%in September.\\We expect the rate of price
rises to peakin the final quarter of 2022 and decline gradually during 2023, though remain above the 2% target. \We are
forecastingthatinflation will average around 9.1%in 2022 and 7.5% in 2023.
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Northern Ireland sectoral outlook

Economic output expected to fallin 202 3, with consumer-focused sectors projected toface challenges

The Northern Ireland Composite Economic Index fell slightly in the second quarter of 2022 and we expect economic
output to declinein the third quarter of the year, similar to the wider UK economy. The public holiday for the funeral of
Queen Elizabeth Ilis likely to contributeto a decline in outputin Northern Ireland in quarter three, but the negative impact
of highinflationis expected to be abigger driver. The final quarter of the year should have a normal complement of working
days, so this will provide some support to output levelsrelative to quarter three, but we still expect economic activityto
decline. For 2022, we are forecasting that economic output in Northern Ireland will grow by around 4.0% but this
relatively strong growth rate reflectsan element of recovery from the coronavirus pandemic. With regardsto 2023, the
outlookis highly uncertain but we have revised our forecast for the annual change in output downwards and now expect
the NorthernIreland economy to contract by about 1.0% next year.

Given the adverse impacts of high inflation on household purchasing power and the falls in consumer confidence shown
by the Danske Bank Northern Ireland Consumer Confidence Index, sectors ofthe economy which are reliant on consumer
spending are likely to face a challenging 2023. \\W e are forecasting that the wholesale & retail trade sector will experience
the deepest contraction of around 4.5% next year, after experincing an expected fallin output of around 2.2% in 2022.
Giventhe sectoris thelargestin the economy,it is the main contributorto the overall decline in output nextyear. Other
consumer-focused sectors including accommodation & food services and arts, entertainment & recreation are also
projected to experiencefallsin outputin 2023 followingvery strongrates of growthin 2022 as annual output recovered
from the impactsof the pandemic. Activity levels are forecast to decline by around 3.9% and 3.8% respectivelyin the two
sectors next year.

The manufacturing sectoris projectedto grow by around 2.1% this year before experiencinga declinein output of about
1.1%in 2023. Weak demand for consumer goodsis addingto the ongoing pressures facingthe sector from high energy
and raw material costs and disruption to supply chains. Inflation is also likely to be having adverse impacts on the
construction sector. Output in the sectoris forecast to fall by 1.0% next year, following expected growth of about 3.0%
this year.Fallsin activityin 2023 are also forecast in the real estateactivities and financial & insurance sectors.

The information & communication and professional, scientific & technical services sectors - traditionally strong
performers in Northern Ireland and less exposed to the squeeze on consumer spending - are both forecast to grow by
0.1% next year.Although thiswould represent a stronger performance than that of the overall economy, it is a significant
slowdown compared with their expected 2022 growth rates. Education and administrative & support services are
among the other sectors forecast toavoid a decline in annual output in 2023.

Sector contributionsto GVA growthin 2022 lGva@) | 2022 | 2023

. Accommodation & food service 278 -3.9
Human health & social work Arts, entertainment & recreation 20.8 38
Accommodation & food service Administrative & support 146 02
Administrative & support )
Education Transportation & storage 90 00
Manufactu ring Human health & social work 80 0.0
Transportation & storage Education 76 0.3
Professional, scientific & tech Professional, scientific & tech 59 0.1
_ Construction Information & communication 5.8 0.1
A Information & communication Water supply 16 0.0
ts, entertainment & recreation Construction 30 10
Public administration & defence . . : .
Water supply Mining & quarrying 29 -0.6
Agri cultu re, forestry kA ﬂshmg Other service activities 26 -0.4
Other service activities Agriculture, forestry & fishing 2.4 0.1
Real estate activities Manufacturing 2.1 -1.1
Financial & insurance Public administration & defence 2.1 0.0
Eledricity, gas, steam & air Electricity, gas, steam & air 05 0.0
Mining & quarrying ) T
Wholesale & retail trade Financial & insurance 0.3 02
L T T T T T T 1 Real estate activities 02 -0.5
0402 00 02 04 06 08 10 Wholesale & retail trade 22 45
% annual contribution to change in GVA Total 4.0 -1.0
Sources: Oxford Economics, Danske Bank Analysis Sources: Oxford Economics, Danske Bank Analysis
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Northern Ireland labour market outlook

After a strongexpected performancefor jobsgrowthin 2022, employment is forecast to fall next year

Despite the economic challenges and the high uncertaintylevels, Northern Ireland’s employment data has been relatively
robust for most of this year and, as such, we are forecasting that the annual average number of employee jobs will
increase by around 2.7% in 2022. However,the momentumin the labour market appearsto be slowingas we headinto
2023. With annual economicoutput expected to decline in 2023, we are projecting that the average number of jobs will
fallby around 1.0% next year,a downward revision of 0.3 percentage points compared with our previous report.

Thelargest declinesin outputin 2023 are expected tooccurin the consumer-focused parts of theeconomyand, as such,
we expect these sectors to also experience declines in the number of employee jobs. Employmentin the wholesale &
retailtrade sectoris projected to decline by around 2.6% in 2023. For the arts, entertainment & recreation sector,
employee jobs are projected to contract by 2.0%, following expected growth of 2.4%in 2022. The number of jobsin the
accommodation & food services sectoris also expected to declinein 2023, by around 1.7%.

The manufacturing sector, whichis experiencing cost challenges from high energy prices andis alsolikely to be impacted
by the longer-term trend towardsincreased automation, is forecast to experience a decline in the number of jobs of
around 2.2% in 2023, after projected growth of 1.9% in 2022. In addition to the four sectors already mentioned,
administrative & support services is another sector expected to see significant job losses next year. The sectoris
forecast to experience a contraction of 1.7% in employment thoughit is worth highlighting that this sector includes
recruitment agenciesthat employstaff which workin otherindustries.

An expected slowdownin housing market activitygiven the squeeze on household incomes,low confidencelevelsand the
risein interest rates,combined with a weaker outlook for overallinvestment activity,is expected toimpact employment
levelsin the constructionindustry. The number of employee jobsinthe sectoris forecast to decrease by 0.6% in 2023,
following projected growth of 4.7% this year. The real estateactivities sector is also expected to see a declinein jobs
next year, of around 0.5%.

Withless reliance on consumer spending, the twosectors expected toexperience the strongest rates of jobs growth next
year are the information & communication and professional, scientific & technical services sectors. Annual
employment in these sectors is projected torise by 1.3% and 1.0% respectively in 202 3, following expected growth of
0.6% and 54%in 2022.

Northern Ireland’s unemployment rate in the July - September 2022 period was 3.0%, 0.3 percentage points higher than
in the April - June period, but below both its long-term average and the UK rate of 3.6%. We are forecasting that
unemploymentin Northern Ireland will average around 2.9%in 2022, before increasingto an annual average of 3.9%1in
2023 as employment levels decline.

Employes jobs per sectorin 2022 “Employeejobs e | 20z | 203 |

. Accommoedation & food service 6.1 1.7
Humwhgia:sgqe&&s ?eﬁl':ill E:géke Professional, scientific & tech 54 10
Manufacturing Construction 47 -06
Education Education 4.3 -0.2
Administrative & support Electricity, gas, steam & air 4.1 -09
Public administration & defence Financial & insurance 37 -0.5
Accommodation & food service Wholesale & retail trade 35 26
Professional, scientific & tech Transportation & storage 3.2 05
Construction Administrative & support 24 47
Transportation & storage _ .

Informati an & communication Arts, entertainment & recreation 2.4 -2.0
Financial & insurance VWater supply 24 03
Arts, entertainment & recreation Public administration & defence 21 -0.5
Other service activities Manufacturing 1.9 22
Agriculture, forestry & fishing Other service activities 1.2 -0.4
Real estate activities Information & communication 0.6 13
. Water supply Human health & social work 0.1 03
Elednutyﬂ”%?nsé Sg‘e[?grf‘y% Real estate activities 0.0 05
I T T 1 Agriculture, forestry & fishing 0.9 0.1
0 50 100 150 Mining & quarrying 19 0.4
Employee jobs (000s) Total 27 -1.0

Sources: Oxford Economics, Dankse Bank Analysis Sources: Oxford Economics, Danske Bank Analysis
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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:

Persistentinflation - Inflationin the UK is at a multi-decade high and while we thinkit will peakin the final quarter of
2022, the decline back towards its 2% target is likely to be gradual. If inflation were to decline more slowly than
anticipated and run higher than forecast, it has the potential to constrain economic activity even further. Factors
which could see this come about include firms having to raise prices in response to higher costs such as energy
costs, rising wages feedingintoincreased prices orif supply chainissues begin to become more widespread. More
prolonged inflation could also mean that the Bank of England’s Monetary Policy Committee would need to increase
Bank Rate even higherthan the 4.00% peak that we expectinanattempt to contain the rate of price rises and that
could further dampen economic output.

Prolonged political uncertainty, including around the implementation of the post-Brexit trading arrangements -
Northernlreland has not had a fully functioning Executive since February 2022 and Ministers are nolongerin place,
with issues around the implementation of the Northern Ireland Protocol the main factor preventing the re-
establishment of the politicalinstitutions. Renewedattempts appearto be underwayto find a negotiated solution to
theissues surrounding the Protocol but findinga solution thatis acceptable to all parties andis also consistent with
the practicalities involved in international trade will not be straightforward. The current situation is fragile and
remains a source of uncertaintyfor businesses and consumers. In addition, the lack of an Executive has also created
uncertainty around wider policymakingin Northern Ireland.

Skills shortages and recruitment challenges - Across the economy, many businesses are facing difficulties when it
comes to finding and recruiting the skills they need to bring into their organisations. In the 2022 Q3 Quarterly
Economic Survey published by the Northern Ireland Chamber of Commerce and Industry and BDO it was reported
that 93% of the manufacturingbusinesses and 84% of the services firms that responded to the survey were facing
difficulties whenit came to recruiting staff. While we expect unemployment to rise, this competition for workers is
one of the reasons that wethink the extent of the increase may be lower thanwhat might typically be assumed given
the challengingeconomic environment. Skills shortages and recruitment challenges could weigh on economic activity
levels and taking stepsto addressthis challenge, alongside otherlabour market issues such as low productivity and
highlevels of economic inactivity,could be pursuedin an attempt toimprove the rates of potential economic growth
overthelonger-term.

In addition, a key global uncertainty relatesto:

6l

The warin Ukraine - The economic consequences of the warin Ukraine on the UK and Northern Ireland economies
have included higher commodity prices,in particularfor oil and gas, and disruption to supplies of inputs from Russia
and Ukraine. The war has also likely weighed on consumer and business sentiment. The exactlength and outcome of
the war remain uncertain. However, if the war and the associated geopolitical tensions were to be particularly
prolonged orto escalate further,in addition to the tragic humanconsequencesthat could ensue, the performance of
the economy could alsobe negativelyaffected.
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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.

This report takes account of events and economic data published up to Friday 9t
December 2022.

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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