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Forecast summa ry

Economic growth in the UK lost momentum in the second half of 2024, and the overall annual growth rate was
a relatively modest 0.9%. The Northern Ireland economy is also estimated to have grown last year, at a rate
slightly stronger than the wider UK. In 2025, economic growth is expected to remain modest, reflecting the
lack of momentum in the economy, the expectation that inflation may run somewhat higher than previously
anticipated, the increase in business costs arising from the UK autumn Budget and elevated uncertainty
stemming from emerging global risks. However, further gradual easing of monetary policy and increased
government spending may provide some support to the pace of economic expansion. We are forecasting that
the UK and Northern Ireland economies will both grow by around 0.9% in 2025 and by about 1.4% next year.

Economic growth expected to remain modestin 2025

For the UK economy, 2024 was a year of two halves, as economic activity expanded strongly in the first half of the year
but grew much more modestly in the second half. In annual terms UK GDP rose by 0.9% last year and we estimate that
GVA in Northern Ireland expanded by a slightly stronger 1.1%.

Looking to 2025, we expect the rate of growth to remain relatively modest. Additional government spending following the
announcements in the autumn Budget may support output levels. The expected continued loosening of monetary policy
should also gradually support household and business spending. However, inflation is forecast to be higher than
previously anticipated which could weigh on spending power, while the impact of previous price rises is continuing to
weigh on consumers. The upcoming increase in business taxes may negatively impact on investment and recruitment
while heightened global uncertainties could also drag on spending and investment levels.

In annual terms, we are forecasting that the Northern Ireland economy will grow by around 0.8% in 2025, a downward
revision from the 1.4% projection in our previous report, in part to reflect the rising inflationary risks and heightened
uncertainty levels. We then expect the pace of growth to pick up to around 1.4% in 2026.

Northern Ireland’s labour market remains resilient, but jobs growth is projected to slow this year

The labour market in Northern Ireland continued to show resilience throughout 2024. The Quarterly Employment Survey
showed that the quarterly rate of employee jobs growth accelerated from 0.1% in the second quarter of 2024 to 0.9%
in the third quarter. Furthermore, the unemployment rate fell to a record low of 1.6% in 2024 Q4. The HMRC Pay As You
Earn data also showed continued growth in the number of payrolled employees, up 0.2% over the month in January and
1.0% higher than in January 2024.

While we anticipate that the labour market will remain relatively tight in 2025, the pace of annual employee jobs growth
is expected to slow from an estimated 1.2% in 2024 to about 0.5% in 2025. This reflects a moderation from a relatively
strong year in 2024 and an expectation of more modest hiring activity, potentially in the more labour-intensive sectors
as businesses respond to the increased costs arising from the autumn Budget. \We are projecting that the rate of jobs
growth will increase slightly to about 0.6% in 2026 given the stronger expected pace of economic output growth.

We also think that the long-term trend rate for unemployment in Northern Ireland is likely to be higher than the very low
rates recorded recently, and that over the next couple of years the unemployment rate could start to normalise upwards.

We are forecasting that the unemployment rate in Northern Ireland will average around 2.0% this year, before rising to
an average of about 2.4% next year - still relatively low compared to its historical average and the wider UK figure.
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Key factorsin the outlook

Monetary policy is projected to loosen further during 2025

The Bank of England’s Monetary Policy Committee (MPC) continued its policy loosening in February 2025,
reducing Bank Rate from 4.75% to 4.5%. However, its accompanying Monetary Policy Report projected that
inflation would rise this year more than the MPC had previously forecast, and that the pace of economic
growth would be weaker than previously expected. While inflation is now projected to run higher this year, it
is still considerably Tower than experienced over recent years and the current stance of monetary policy
remains restrictive. As such, we expect the MPC to continue to gradually reduce Bank Rate during this year,
providing some support to household spending and business investment. However, it's important to note
that the overall policy rate is still expected to be higher than households and businesses have experienced
over much of the past 15 years.

Government spending to support growth but fiscal rules may lead to further policy changes

In the autumn 2024 Budget, the Chancellor of the Exchequer announced significant increases in UK
government spending, taxation and public borrowing. In Northern Ireland, the policies announced in the
Budget are expected to provide increased funding for the Executive of around £640 million for the current
financial year and about £1.5 billion for the 2025/26 financial year. The increase in government
consumption is expected to positively impact the pace of economic growth in 2025. However, given the
modest performance of the UK economy in recent quarters, the higher cost of government borrowing and
the limited fiscal headroom that the Chancellor had to meet the UK's fiscal rules at the time of the last
Budget, there is the possibility that further palicy action - such as a squeeze on government spending - may
be implemented to remain in line with the fiscal commitments. While government spending is still expected
to support economic growth, the extent of the anticipated positive contribution over the medium term could
depend on what the Government announces at the Spring Statement and what the Office for Budget
Responsibility’'s projections show with regards to the fiscal rules.

Higher taxation is likely to present challenges for businesses

The UK Budget last autumn included a significant rise in the tax paid by businesses. The main tax rise
announced was the increase in Employers’ National Insurance Contributions, which will take effect from
April 2025. The potential economic impacts of this increase in tax include businesses raising prices, scaling
back on pay rises and recruitment, and reducing investment levels, all of which could dampen economic
activity.

Inflation remains closer to target but is now expected to run higher than previously anticipated

The rate of CPl inflation in the UK rose to 3% in January, up from 2.5% in December. Underlying measures
of price pressures, including core inflation - which excludes energy, food, alcohol and tobacco - and services
inflation also increased in the first month of this year, to 3.7% and 5.0% respectively. Looking forward, we
expect inflation to average around 3.2% this year, up from 2.4% in our last report, as factors including higher
energy and utility prices, global pressures and increased business costs put upward pressure on the pace
of price rises. While this annual forecast would represent a much lower projection than the 9.1%
experiencedin 2022 and the 7.3% observedin 2023, it is higher than the 2.5% rate of inflation in 2024 and
could add some pressure to household spending power relative to what we had expected previously. For
2026, we are projecting that the annual average rate of inflation will come down to about 2.5%.

Emerging global developments are leading to higher uncertainty levels

During the first part of 2025, there have been a humber of global and geopolitical developments that are
leading to elevated uncertainty levels. The US Government has announced, and begun to implement, its
intention to levy tariffs on goods from a number of countries, leading to uncertainty around the outlook for
global trade. Ongoing geopolitical uncertainty also remains elevated, including regarding the war in Ukraine
and developments in the Middle East. High levels of global uncertainty have the potential to weigh on
spending and business investment levels, while restrictions placed on global trade could also weigh on the
pace of economic growth.
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The outlook for the UK economy

The UK economy experienced a mixed year in terms of growth in 2024. In quarter one, the economy expanded by 0.8%, in
part reflecting the recovery from the technical recession at the end of the previous year. However, the economy lost some
momentum in quarter two when growth slowed to 0.4% and then in quarter three there was no increase in economic
output. While growth picked up in the final quarter of the year, the expansion was a marginal one of just 0.1%. Overall, this
resulted in annual GDP growth of 0.9%, an improvement on the 2023 growth rate, but still modest compared to the long-
term trend rate. The latest expenditure data for the final quarter of last year showed that growth in government
consumption was positive throughout 2024 and rose by 0.8% in quarter four. After three consecutive quarterly rises,
private consumption contracted by 0.1% in the last quarter of the year. Investment also contracted by 0.9%, with business
investment falling by 3.2%. Exports experienced its third consecutive quarterly contraction, falling by 2.5%, while imports
grew by 2.1%.

On a monthly basis, following marginal declines in September and October, UK GDP grew by 0.1% in November and by
0.4% in December. The main driver of December’s growth was a 0.4% increase in services output. The smaller production
sector also made a positive contribution to growth, with output expanding by 0.5%. However, construction activity
contracted by 0.2%.

In 2025, we expect the pace of economic growth in the UK to remain relatively modest at around 0.9%. This reflects a
downward revision from our previous report as we account for the weak end to 2024, the higher rate of inflation and the
global risks to the outlook. The rate of growth of private consumption is forecast to be around 1.0% this year, 0.4
percentage points lower than in our last report, as higher than expected inflation is projected to weigh on household
purchasing power. We then expect it to grow by 1.4% in 2026 as inflation trends downwards and to reflect the expected
further loosening of the monetary policy stance. Investment is expected to rise by just 0.5% in 2025, in part due to the
impact of elevated uncertainty on business investment, but then expand by about 1.9% in 2026. Given the additional public
spending announced in the Budget, government consumption is projected to grow by around 2.4% this year before the
rate of growth is expected to slow to about 1.5% next year.

The UK labour market remains broadly stable, despite showing signs of a slowdown in recent quarters. After growing by
0.3% in the first quarter of 2024, the expansion in the number of employee jobs slowed to 0.1% in each of the following
two quarters. The number of payrolled employees reached an all-time high in October 2024 but then contracted in
November and December. The unemployment rate also increased by 0.1 percentage points in both quarter three and
quarter four to end the year at 4.4% and the number of vacancies decreased in the three months to January 2025,
continuing the downward trend that started in mid-2022. We are projecting that annual average employee jobs growth in
the UK will slow from an estimated 0.7% in 2024 to around 0.4% in 2025. However, we are then forecasting that annual
jobs growth will rise slightly to about 0.5% in 2026. We expect the unemployment rate to average around 4.5% in 2025
and 2026.

UK CPlinflation both finished the year and averaged 2.5% in 2024 but then rose to 3.0% in January. \We expect inflation
to remain elevated throughout this year and are forecasting that it will average around 3.2% in 2025 then come down to
about 2.5% in 2026.

UK labour marketindicators
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Northern Ireland sectoral outlook

Economic growth projection revised down for 2025 as inflation, business taxes and global factors weigh on the outlook

We estimate that the Northern Ireland economy expanded by around 1.1% in 2024, slightly stronger than the wider UK
economy. Economic growth picked up as challenges including high inflation and elevated interest rates began to ease. For
2025, we are forecasting that GVA in Northern Ireland will grow by around 0.9%, lower than the 1.4% we projected in
our last report and in line with our expectation for UK GDP growth. We then expect the rate of growth to pick up in 2026
to about 1.4%, as the expected loosening of monetary policy and easing inflation support the pace of growth.

The business services sectors, which are traditionally strong performers in Northern Ireland, are expected to experience
the strongest rates of GVA growth this year and next. The professional, scientific & technical services sector is expected
to experience output growth of around 1.6% in 2025 and growth of about 2.2% in 2026. The information &
communication and administrative & support services sectors are expected to experience growth of about 1.5% and
1.2% respectively this year, then above 2% next year.

The projected continued loosening of monetary policy, lower inflation than experienced in recent years, strong wage
growth and a resilience in consumer confidence are factors that could positively impact the consumer-focused sectors
of the economy in 2025 and 2026. The Danske Bank Northern Ireland Consumer Confidence Indexincreased in the final
quarter of 2024, with sentiment related to people’s current finances, future finances and expected spending on expensive
items all improving. Output in the wholesale & retail trade sector is expected to expand by around 1.1% this year and by
about 1.7% next year. Growth in the accommmodation & food service sector is projected to be just slightly slower, at
around 1.0% in 2025 followed by 1.6% in 2026. Meanwhile, the arts, entertainment & recreation sector is expected to
experience a slightly slower pace of growth.

With additional government spending in the 2025/26 financial year as a result of the autumn Budget announcements,
output in the public sectors may see an uplift. Qutput in the human health & social work sector is forecast to grow by
around 1.1% in 2025 and 1.3% in 2026. The education and the public administration & defence sectors are also
forecast to experience positive growth this year, but have a slightly weaker outlook for 2026.

The manufacturing sector has faced a number of challenges in recent years including skills shortages, higher input costs
and a weakness in global demand. While the Northern Ireland Index of Production data showed an increase in activity
over the quarterin 2024 Q3, manufacturing output was still 1.6% lower than in 2023 Q1. Given continued uncertainties
and the challenging investment outlook, we expect recent trends in the manufacturing sector to continue in 2025. Activity
in the sector is expected to grow by around 0.4% this year, with the pace of growth then projected to rise to about 1.4%
in 2026. The construction sector is expected to experience a stronger performance with output projected to rise by
around 1.0% in 2025 and about 1.5% in 2026. The Northern Ireland Quarterly Construction Bulletin showed a strong
rise in output in the third quarter of 2024.

Projected sector contributions to GVA growth in 2025
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Northern Ireland labour market outlook

Employee jobs growth may slow in 2025, but the unemployment rate is expected to remain relatively low

In Northern Ireland, many of the labour market indicators remain in a strong position. The rate of growth in employee jobs
accelerated from 0.1% in 2024 Q2 to 0.9% in the third quarter of the year, according to the Quarterly Employment
Survey, bringing the number of employee jobs to an all-time high. In addition, the unemployment rate fell by 0.1 percentage
points to 1.6% in October - December 2024, a series low. The year-on-year growth rate of the number of payrolled
employees - based on the HMRC Pay As You Earn data - was 1.0% in January 2025, positive but suggesting a slight
slowdown in jobs growth compared to recent years. The additional costs that businesses will face in terms of the rise in
National Insurance Contributions and the National Living Wage from April has increased uncertainty regarding the short-
term movements in the labour market. \We are projecting that the growth rate of the annual average number of employee
jobs will slow to around 0.5% this year and then increase slightly to 0.6% in 2026 as economic growth strengthens.

In line with the outlook for output growth, the business services sectors are expected to be among the strongest
performing sectors in terms of employment growth over the next two years. The professional, scientific & technical
services sector is expected to experience a rise in the annual number of employee jobs of around 1.2% this year, and the
administrative & support services sector is set to follow closely with jobs growth of about 1.0%.

With economic activity expected to rise across the consumer-focused sectors this year, we expect to see an associated
increasein the number of jobs. However, the employment outlook for these sectorsis slightly more modest as we account
for the impact that rising business costs may have on these more labour-intensive sectors. The accommodation & food
service and arts, entertainment & recreation sectors are expected to experience employee jobs growth of around 0.7%
in 2025, while the wholesale & retail trade sector is projected to see a more modest increase of about 0.4% this year.

Employee jobs growth in the construction sector is expected to outpace the average for the overall economy this year.
The sector experienced a significant 9.3% increase in jobs over the year to 2024 Q3. Meanwhile, we are forecasting that
the annual average number of employee jobs in the manufacturing sector will fall modestly as skills shortages, the
subdued investment backdrop, increasing costs and continuing automation affect employment in the sector. The annual
average number of employee jobs is projected to decline by about 0.2% this year and around 0.4% in 2026.

Northern Ireland’s unemployment rate was less than 2% in the last three quarters of 2024, below its long-term average
and the ratein the wider UK. Looking forward, we expect to start to see a degree of normalisation within the unemployment
figures, although the rate is likely to remain relatively low. We are forecasting that the unemployment rate in Northern
Ireland will average around 2.0% in 2025 then rise to an average of about 2.4% in 2026.
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Risks and uncertainties

There are several risks and uncertainties which may impact upon the economy and the forecasts presented above. These
include:

Bl

Inflationincreases at a faster pace - UK CPlinflation rose further above its 2% target in January to 3%, up from 2.5%
in December. We expect inflation to average around 3.2% this year, but there are current and emerging risks that
could lead to inflation rising at a faster pace. Core and services inflation, measures of underlying price pressures,
remain higher than the headline rate and wage growth also remains relatively elevated, with the annual rate of growth
in average regular earnings in Great Britain estimated at 5.9% in the October-December 2024 period. These factors
point to the potential for persistence in the domestic price pressures evident in the economy. Other risks to the
outlook for inflation include the uncertainty that exists around future energy prices, particularly given how they can
be impacted by geopolitical developments. In addition, there is elevated uncertainty regarding the extent to which
businesses may pass on the additional costs arising from the increase in Employers’ National Insurance
Contributions (NICs) and the National Living \Wage to the prices of goods and services paid by customers. The risk of
increased restrictions to global trade flows could also lead to inflationary pressures. If inflation were to comein higher
than expected, more pressure could be exerted on household purchasing power and that could weigh down on the
pace of economic growth. Monetary policy may also need to remain more restrictive which could dampen economic
activity.

Higher taxation weighs more heavily than expected on businesses - As part of the autumn Budget, an increase in
the tax paid by businesses was announced with Employers’ NICs set to rise from April 2025. There are a number of
channels through which this could impact the wider economy including relatively slower recruitment and business
investment and there is uncertainty around the potential scale of these impacts. If the tax rise was to weigh more
heavily than expected on businesses, with resulting larger adverse impacts on firms’ recruitment and investment
decisions, this could weigh down on the pace of economic growth.

Skills shortages and recruitment challenges - Across the economy, many businesses are still struggling to fill job
vacancies with the skills they require. The 2024 Q4 Quarterly Economic Survey published by the Northern Ireland
Chamber of Commerce and Industry and BDO reported that over 75% of the manufacturing and services firms that
responded to the survey were facing difficulties when it came to recruiting employees. We expect competition for
staff to remain high this year as the unemployment rate remains low and the number of jobs continues to grow. Skills
shortages and recruitment challenges could weigh on economic output levels and taking steps to address this issue,
alongside other labour market challenges such as low productivity and high levels of economic inactivity, are
examples of policy areas in Northern Ireland that could be focused on to raise the economy's long-term growth
potential.

Global developments weigh on growth -The global paolitical and economic landscape is particularly uncertain at this
time. The US Government has announced the introduction of tariffs on a number of countries and specific industries.
Tariffs increase costs for businesses that import materials or goods, which could be inflationary or may cause
disruptions in supply chains and ultimately weigh on economic growth. Countries impacted by tariffs may implement
retaliatory trade policies which could furtherimpact on global trade flows. If tariffs are higher and more widely applied
than expected, global trade will likely be weaker than anticipated, and the UK and NI economies could be adversely
affected, either directly or indirectly. Geopolitical uncertainty also remains elevated, particularly around the war in
Ukraine and developments in the Middle East.

2025 Quarter 1 www.danskebank.co.uk/economy




Northern Ireland Quarterly Sectoral Forecasts

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,
noris it 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 on its 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. Registered in Northern Ireland (registered number
R568). Registered Office: Donegall Square West Belfast BT1 6JS. Northern Bank
Limited is a member of the Danske Bank Group.

This report takes account of events and economic data published up to Tuesday 11t
March 2025.
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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
achievable and Oxford Economics will not be liable for the 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. 2025. 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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