How people, prices, and
planet will shape the

all-island outlook

Economic Eye

Winter 2021 forecast

e - Building a better
Laing working world



Click an area on
the left to read
more.

Use the arrows
to navigate pages

Click this button
to return here




E xecutive summary

How people, prices, and planet
will shape the all-island forecast

Resilience and adaptab”ity It is encouraging to report that the all-island economy is in much
. better health than expected as 2021 draws to a close despite the
allow all-island economy to

. economic and societal headwinds of the past 21 months. The
SUrpass expectatlons economic rebound has been quick and substantive to date, driven by
a combination of well-timed policy responses and the ingenuity and
flexibility of the business base. The economy is dealing with labour

shortages and price increases exacerbated by high levels of demand.

These problems can be viewed as conseguences of success, but it
does not make them any easier for businesses or policymakers to
navigate.

The emergence of the latest COVID-19 "variant of concern” adds
renewed uncertainty to the outlook as many unknowns remain about
its severity and impact at the time of writing. The 2022 outlook for
both the Republic of Ireland (ROI) and Northern Ireland (NI) have
been revised upwards since our Spring report, with the labour market
outperforming expectations. The pandemic has hastened a trend that
has been gathering momentum - not all growth is equal. Purposeful
growth that brings together economic, societal, and environmental
development has become the goal for policymakers, citizens, and
business leaders alike. The resilience and adaptability of the all-island
economy will be tested further as the challenges of the “three Ps" -
people, planet, and prices - move into sharper focus in 2022.



EY growth forecasts

2020 2021 2022 2023 2024

ROI 5.9%
ROIMDD* -4.9%
NI -9.0%
UK -9.7%

15.4%
4.8%
6.0%
6.9%

5.9%
5.4%
5.3%
5.6%

Source: EY Economic Eye, UK ITEM Club

*Modified domestic demand removes the impacts of IP

4.2%
4.0%
2.1%
2.3%

3.8%
3.0%
1.4%
1.8%

relocation and aircraft leasing, giving a more accurate picture

of the domestic economy.

Can the headwinds become tailwinds?

The headline economic performance may be better than
expected, but not all businesses are booming. The ever-changing
nature of the virus, supply chain disruptions, and rapidly
increasing prices all present significant headwinds for many
businesses. A strong labour market recovery amid a slowdown

in migration also means that many businesses are struggling to
attract and retain talent.

The economic outlook appears much more daunting when

these short-term challenges are coupled with the necessity to
transform towards a more sustainable future. The evidence of
the past 21 months has shown that the organisations that can
turn these challenges into opportunities will achieve unparalleled
success. Finding talent in new places, deploying technology to
mitigate price increases, achieving sustainability goals through
innovation, clear leadership and targeted investment are all traits
of businesses that have thrived in these uncertain conditions.

The key question for the wider economic outlook is whether
a sufficiently broad cohort of businesses can be a part of this
transformation.

Policy plan remains ‘grow faster’

Both the UK and ROI budgets emphasised the need to keep public
spending levels high to tackle ongoing pandemic issues and to
accelerate efforts to address major societal, environmental, and
economic challenges. Climate change and housing were the

two most prominent issues set out in the ROl and UK budget
speeches. It was evident that the key policy choice is to raise
taxation to meet spending rather than curb spending to match
income. There were no widespread austerity measures put in
place across either economy despite the levels of borrowing
incurred due to the pandemic.

However, the UK did introduce two major tax increases to begin to
rebalance public finances and facilitate sustained elevated levels
of public spending, increasing both national insurance and the
headline corporation tax rate. In ROI, strong levels of growth and
tax receipts have safeguarded against any immediate tax rises

for the time being. However, the OECD global tax agreement will
modestly increase the corporation tax rate.



Executive summary

Reassessing risks is an imperative

Given the outperformance of the all-island economy, it

may seem pessimistic to warn of complacency as a risk

to economic growth, but as the emergence of the new
variant demonstrates, it is important not to take the strong
recovery for granted in 2022. The availability of a seemingly
endless supply of public money to deal with the pandemic,
the assumption by most economists that inflation will be
temporary, and the availability of low-cost finance are all
open to challenge.

The public finances will need to be repaired, particularly

if interest rates rise sooner rather than later. Traditionally,
technology, global competition, and labour supply would
keep prices muted. However, these assumptions are now
being challenged as wages are rising and consumers are
becoming more conscious of the ethical and environmental
standards suppliers are following. Growth is always hard
earned. The ingenuity and adaptability that has been evident
across the island economy will be required again. As scientific
evidence shows, there is very little calm to be found after the
storm, but at least the economy faces the challenges from a
stronger platform than was predicted.

Businesses, governments, and
citizens across the island have
shown remarkable adaptability
and resilience that has put the two
economies on a stronger platform
from which to build. However, the
continuously evolving pandemic,
and new challenges relating to
talent and rising prices mean that
these traits will be required again
In 2022.

Graham Reid
E Head of Markets
<p EY Ireland

Perhaps it is time to ask
whether many long-held macro
assumptions are still valid. Will
inflation and interest rates be
forever low, will labour always

be readily available, and will
governments always be able
to borrow what they need to
support the economy?

A Professor Neil Gibson

Chief Economist
EY Ireland




Economic outlook

Global outlook

Are rising prices impacting
the recovery?

Global forecasts have followed an unsettled trajectory throughout
2021 and although widespread growth is anticipated, it can be
largely attributed to the major global contraction in 2020, which
created a “bounce-back” effect thereafter. Recovery has taken
longer than initially expected, hampered by a wide range of factors
such as surges in COVID-19 cases, re-imposition of public health
restrictions, rising prices, and global supply chain disruptions. This
has resulted in a reduction in overall global output and a recent
downward revision of forecasts for most major economies. The
news of the latest COVID-19 variant may lead to further downward
revisions to the outlook for next year. Labour market disruption,
particularly in the services sectors, means that employment
recoveries will be more sluggish than headline growth, although
the strength and resilience of labour markets is one of the defining
features of this period.

«

GDP forecasts - key markets

2020 2021 2022
World -3.4% 5.6% 4.5%
China 2.3% 8.1% 5.1%
India -7.3% 9.4% 8.1%
UsS -3.4% 5.6% 3.7%
Canada -5.3% 4.8% 3.9%
Japan -4.6% 1.8% 3.4%
OECD average -4.7% 5.3% 3.9%
France -8.0% 6.8% 4.2%
Germany -4.9% 2.9% 4.1%
Italy -9.0% 6.3% 4.6%
UK -9.7% 6.9% 4.7%
Spain -10.8% 4.5% 5.5%

Source: OECD Economic Outlook, December 2021



When will economic activity return to pre-pandemic levels?

® GDP @ Employment

2020 2021 2022 2023+
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

India

China

usS

Euro Area
France
Canada
Japan
Germany

UK

@ —————————————————————— @

Source: Oxford Economics, EY analysis
Note: Quarter in which GDP and employment are expected to return to Q4 2019 levels

In the second half of 2021, the future path
of inflation and interest rates has dominated
global economic debate. The Eurozone is
experiencing its highest inflation rate in a
decade and the US recently recorded its
highest rate in over 30 years. There is no
longer a consensus about price increases
being transitory and, consequently, the
expected timelines for interest rate hikes
have been brought forward in most major
economies.

The pandemic has been the primary driver of
the spike in inflation levels. Base effects from
the fall in prices at the peak of the first wave

in 2020 are the largest factor that led to the
recorded increases. The synchronised rebound
across the globe has driven up energy prices
and the significant disruptions in supply chains
following the outbreak of the pandemic have
also impacted prices. However, not all price
increases in global markets can be attributed
to COVID-19. Antiquated infrastructure and
labour shortages have also played a role in
many of the world's largest markets, resulting
in longer delivery times and higher costs.

The period of price fluctuation, supply chain
weaknesses, and an increased focus on
environmental and ethical issues are leading
to significant transformations of supply chains
and investment strategies, which could further
drive prices up for consumer goods.

Opinions diverge on whether this period of
price increases will be temporary or become
more persistent. The new variant of the virus
presents downside risks to employment

and growth and increases uncertainty over
inflation, according to US Federal Reserve
Chair Jerome Powell. Qil prices fell initially on
the news of the new variant, but it is difficult to
say what impact it will have on energy prices
in the medium term until there is more data
on its severity, transmissibility, and ability to
evade vaccines. If the pace of growth slows,
interest rate rises may be delayed in the US
and the UK. A fall in consumer confidence
and, consequently, spending, may also quell
short-term inflationary pressures. However,
pandemic-related supply chain disruptions
may be exacerbated, leading to price
increases.



Economic Outlook | Global outlook

Long tail of the pandemic
slows recovery

As we enter the final month of 2021,
uncertainty and volatility levels have
increased. There is renewed pressure

on policymakers to act decisively in the

best interest of citizens, but there is no
consensus yet on the best approach.
Government support and fiscal packages
may be required once again should activities
be curtailed to minimise permanent business
closures and unemployment but will serve
to further increase national debts. Further
interventions are likely to be focused on
individuals and businesses that have been
most impacted.

Booster campaigns are being rolled out

in advanced economies, but low-income
economies face a worsening outlook as

poor access to vaccines leaves the vast
majority of populations vulnerable and there
is little or no policy support to mitigate

the economic effects of the pandemic.
COVID-19 remains the most significant
downside risk to the short-term forecast for
most markets.




Risk overview for key markets

ij.
| ncertainty

The outlook is always uncertain, but the scale of variance

in the growth scenarios for most major economies is much
greater than normal. An impossible to predict virus and
continued reliance on consumer spending means that
businesses need to prepare for a much wider range of
possible outcomes. Differing interest rate policies, shifting
attitudes to debt, and COVID-19 impacts are likely to lead to
greater divergence in economic performance in 2022.

Debt levels have risen sharply, driven by a sustained need

for government spending and a recovering tax base, but are
not gathering the attention that might be expected given

how much they have expanded. Pandemic spending was
necessary and seen as temporary. However, if further policy
supports are required, combined with potential interest rate
rises, government debts may become more difficult to service
and attract more scrutiny over plans to address the problem.

decisions

The timing and pace of interest rate rises are likely to be the
dominant economic story heading into 2022. The evolving
nature of the virus and the impact of rising prices are already
beginning to impact forecasts, which are being revised

down modestly in most markets. This may cool the pressure
for rate rises, but central bankers will try to balance hard
evidence of higher prices today with uncertain projections
over future prices.
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There is an increasing possibility of greater exchange rate
movements due to pandemic-related uncertainties and
divergent interest rate policy trajectories. Higher rates can
be expected to lead to appreciation in the dollar and sterling,
but a range of other factors make it likely that currency
volatility will be higher in 2022 than in either of the previous
two years. This would have a disproportionate impact on
emerging markets which rely largely on the dollar for their
borrowing, making debt repayments more expensive.

o

Despite a very difficult time globally, consumers appear
remarkably resilient and willing to spend in alternate ways
which has helped accelerate the pace of economic recovery
In many markets. The recent trajectories in house prices,
second-hand cars, and demand for entertainment and travel,
point to a lower level of scarring or fear than might have
been expected. Although prices have been driven by demand
and supply imbalances, the queue of willing customers could
not have been predicted. Looking into 2022, there is a risk
that consumers could lose this sense of confidence if the
resurgence of COVID-19 suggests a more challenging future
than they had anticipated. This presents a material risk to the
pace of the global outlook.

The economic impact of climate change is coming into
sharper focus. Once viewed as a longer-term risk, climate
action has become more immediate as scientific evidence
weighs heavily on policymakers. There has been little sign
of a weakening economy derailing plans to accelerate
environmental progress, but the greatest test to this resolve
may come in 2022. Sustained high energy prices and a
slowdown in growth will pose social and economic challenges
that may make many of the recent global pledges more
difficult to honour. Most developed markets have locked

in many of their policy plans, but the lengthy debate over
the approach to burning coal that occurred at COP26 is a
reminder that change is harder in practice.



Economic Outléok:| Macro outlook

EY growth forecasts for ROI, NI and UK (2020-2023)

Republic of Ireland Northern Ireland United Kingdom
* ROl ¢ ROI MDD*

5%

0%

2020 2021 2022 2023 2020 2021 2022 2023 2020 2021 2022 2023

Source: EY Economic Eye, UK ITEM Club

*Modified domestic demand removes the impacts of IP relocation and aircraft leasing, giving @ more accurate picture of the domestic economy,.
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Republic of Ireland

The headline GDP figure for ROI continues to be

an unreliable measure of performance. The 15.4%
projected for 2021 will comfortably top the global
charts again but remains heavily distorted by
international flows of intellectual property (IP) and
contract manufacturing. Modified domestic demand,
which is a better reflection of the internal economy, is
projected to grow at 4.8% this year and 5.4% in 2022

- a robust recovery and a slight upward revision from
our Spring forecast. Debate over the validity of GDP
as an economic growth measure can detract from the
assessment of the overall macroeconomic situation,
which is evidently significantly more favourable than it
was in the aftermath of the last major global financial
crisis. Tax receipts are comfortably ahead of projections
and, consequently, government borrowing, though
amongst the highest in the world on a per capita basis,
has not risen at a rate that would alarm the markets.

The sharp rise in general inflation and a worrying
acceleration in house prices present fresh challenges
for the ROl economy. The accumulation of savings
and a continued demand-supply mismatch means
that property prices are likely to keep rising. Inflation
rose above 5% during Q4 and is not projected to peak
until early 2022. The inflation trend will act as an
intensifying headwind for consumer spending. It may
also add to existing social tensions and a growing
disconnect with headline economic performance,
particularly for those on lower incomes. The refreshed
National Development Plan 2021-2030 (NDP) and
the need to address challenges in housing, health, and
climate change suggest that public spending, which
rose sharpy during the pandemic, will not recede over
the forecast. Strong growth will be required to avoid tax
increases to keep the public finances on track. Unlike
in the UK, there is little prospect of any immediate
increase in the cost of borrowing, although that may
change if inflation does not promptly settle back to a
lower level across the EU.

The ROI economy is ending
2021 1n a strong position, but
faces challenges resulting from
this positive performance.
Increasing prices, wages and
housing costs are each at least

partially a function of strong
demand. This may make them
problems of success, but they
still present significant risks to
the forecast.

o,

V B Professor Neil Gibson

y '
o

~#  Chief Economist
V EY Ireland
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“ Northern Ireland/UK

. ¢ NI does not have the same headline grabbing NI is heavily dependent on government and
The pOtentlal fOI’ NI tO Offer d beSt GDP figure for 2021. However, like ROI, its consumer spending, and although both
()f b()th W()]:'lds’ prOpOSitiOn to economic situation is better than projected are set to increase, there are risks from
. . . . . heading into 2022. Unemployment has the escalation of prices. The extension of
anQStOrS 1S Al lntrlgUIHg prOSpeCt. remained relatively low and strong headline government supports, and the long tail of
There iS Stlll tOO mU.Ch uncertainty economic growth is expected. There are the pandemic means that headline growth

. further downside risks from geopolitical is projected to stay above trend in 2022
tO COnﬁdently pI'OJ eCt S'LlCh d fﬂture, factors and interest rate increases. Tensions before reverting closer to its long-term path
. . . surrounding the Northern Ireland Protocol by 2023.
bUt the 1evel Of anGStor CurlOSIty and its impact on NI trading patterns and
indicates that developments are availability of products remain extremely
. . high at the time of writing. There is a strong

belng mOnltOI'ed Carefully. desire amongst the business community

to find a solution that does not escalate
tensions further.

Simon MacAllister
Partner and Brexit Lead
EY Ireland
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consumers

Price increases may dampen consumer spending

Consumers play a more significant role in NI's overall growth than in ROI, but
their experience is crucial in both economies. The ability to win elections is
partly impacted by how voters experience the economy. Employment and
wage levels that drive consumer spending power are much more impactful
than GDP growth figures in this regard. Consumer spending trajectories across
the island have been much more similar than headline growth figures indicate.
Labour market data is complicated by the various pandemic support schemes,
but the combination of the relatively high level of Pandemic Unemployment
Payment (PUP) in ROl and the success of furlough in NI appears to have
protected employment and incomes well.

Both economies have recorded significant increases in domestic savings,
although there is evidence from the UK that the profile of this increase is
heavily concentrated on retirees and high earners. These elevated savings
should sustain a strong period of consumer spending growth. However, money
will not be spent as quickly as it was saved. With sharply rising prices and the
partial reimposition of restrictions on travel and hospitality, there is likely to
be a deceleration in spending. Data from recently reopened activities suggest
a strong desire for citizens across the island to get out and spend. This may be
relatively insensitive to price increases initially but is likely to be short lived.
The cost of fuel will be a major topic of debate this winter and policy focus will
narrow to the societal implications of a rising price environment. In NI, the
potential for interest rate increases, albeit modest ones, may also dampen
spending and property price growth.

6.8%

-l
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022 Government spending forecast

ROI

2.0% 2.8%

Government

Government spending set to stay high

Governments in the UK and ROI show no signs of moving into counter- Rising costs of servicing government debt due to the increase in inflation
cyclical mode or tapering spending as the economy grows rapidly. This will draw greater attention to spending levels in 2022. Corporation tax rises
has been gently pointed out by the Fiscal Council in ROl and the Office for are coming for UK and NI businesses, and there have been UK tax increases
Budget Responsibility (OBR) in the UK. Economic theory suggests that easing for workers through the upward move in national insurance rates. The
government spending at a time of fast growth avoids inflationary pressures OECD global minimum corporation tax rate is not expected to raise more

and facilitates the accumulation of resources for tougher times ahead. government revenue in ROl due to the partial movement of taxation to the
However, government spending has both a political and societal dimension - market in which services or goods are consumed. The forecast for government
it is not purely an economic exercise. As the pandemic continues to disrupt spending across the island is modest in 2022, but it is important to note that
and the need to tackle climate change, transform healthcare, modernise this indicates sustained elevated spending levels that are not being unwound.

infrastructure and recover lost education has become increasingly clear, it is
easy to see why government policy does not feature counter-cyclical restraint.
In ROI, a record level of tax receipts in November will add confidence that the
current spending policy is both working and affordable.

13
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A clear need for investment but costs a concern

Investment data in ROl is heavily distorted by IP flows and,
as such, underlying modified capital investment is a more
helpful indicator and a closer comparator to investment

data in other economies. The forecast for modified capital
investment in ROI and investment in the UK suggests 2022
should be a strong year for both economies. Housing demand
Is robust despite a slowdown in migration, bolstered by the
retrofitting of properties to meet new ways of working and
environmental standards. Long-term prospects for the island
are positive when considered from the perspective of need,
but the escalating cost of materials and labour presents a
significant challenge to the investment outlook.

= 2022 Investment forecast

ROI

6.9%

R

The potential increase in borrowing costs in the UK in 2022
is a further slight headwind for NI. The volume of investment
may be lower than expected even if spending levels increase
due to rising prices. Consequently, the investment forecast
may fall short of projections. Business investment in the UK
has been very low for a protracted period and even lower in
NI, albeit according to very dated information. Therefore,
the need for a considerable level of necessary or essential
investment should underpin a relatively robust outlook.

ROI*

6. (%

*Modified capital investment

8.1%
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Trade disruption set to extend into 2022

Trade flows have been hugely impacted by the pandemic.
Supply chain disruptions continue to influence trade
performance globally, but their eventual resolution should
provide a boost to trade later in 2022 and into 2023. Export
and import forecasts are above the long-term trend in both
the UK and ROI, reflecting the period of normalisation that
will extend well into next year. ROI's strengths in pharma, ICT
and agri-food have provided a much more robust demand
profile during the pandemic than in the UK, which has a
higher concentration of transport equipment and materials.

Brexit has been a further disruptive factor in ROl and NI
trade, although it is difficult to unpick this impact from the
pandemic. Evidence points to significantly higher cross-
border trade levels on the island post Brexit, while trade
between ROI and GB has been less affected. However, there
are issues with country classifications that may amplify

the cross-border effects. The material changes to trading
patterns are a major point of focus in the ongoing Protocol
discussions, the outcome of which will impact trade forecasts
for the island. ROI growth in exports should moderate
slightly from the heights partly driven by the pandemic, but
the outlook remains robust, particularly as global growth is
projected at over 4% in 2022.

2022 Exports forecast

ROI

6.8%

10.1%

2022 Imports forecast
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| abour market outlook

Policy support, resilience, and
strong demand aid labour market recovery

The resilience and swift recovery of the ROI and NI labour
markets are arguably the most striking features in the
available economic data. The latest data indicates that the
labour markets in both economies are almost back to their
pre-pandemic levels, albeit there needs to be some caution
when relying on any single data source. However, recent
restrictions on hospitality in ROl would be expected to slow
the overall rate of employment growth in the short term. The
reintroduction of Government support in ROl should provide
a level of income protection and labour market security as it
did previously.

The latest NI data suggests that the unemployment rate
rose marginally from 3.8% to 4.0% in Q3, but it is still too
early to confirm if the furlough scheme, which concluded in
September 2021, has served its intended purpose, although
the signs are very encouraging. The final NI furlough
recipient figure was 26,000 from an estimated peak of
200,000, indicating a significant decrease in reliance on the
scheme by its close.

Despite overall employment levels being relatively flat over
the last year, the Labour Force Survey (LFS) data for NI
indicates that the composition of the labour market has
changed markedly. There was a sharp 20% fall in the number
of self-employed people over the last year, in contrast to a
3% increase in employee jobs, which may partly indicate that
self-employed people are moving into employee jobs.

EY employment forecast

2020 2021 2022 2023

2024

ROl -2.8% 6.1% 4.2% 1.6%

NI -09% -3.1% 2.1% 1.0%

UK -1.8%  -0.2% 1.7% 1.1%

Source: EY Economic Eye, UK ITEM Club
ROl Labour Force Survey, UK, and NI workforce jobs

1.5%

0.6%

0.7%
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Labour market outlook

Total actual weekly hours worked ROI and NI ROI's labour market added 122,100 jobs in Q3 2021 (unadjusted), surpassing
expectations, and leaving overall employment at record highs. Notably,
Accommodation and Food added 56,000 jobs, or 46.2%, in the quarter in
which hospitality fully reopened. All sectors are at or nearly at their pre-

RO oK pandemic employment levels with the exception of Arts and Recreation and
LIS Administrative services. Despite the overwhelmingly positive aggregate
job growth, the pandemic-induced disruption has caused labour market
R e e/ N e e e e measurement issues and there is need for caution when interpreting the
figures. For example, there are currently over 300,000 people, or 12.3% of
O 105 c--veronereemeeeneeeeeeeee - e gl eene et e N et total employment, counted as employed but absent from work. This figure
CIHT likely includes those temporarily laid off due to the pandemic and is about
e A NSNS NS 0 0 WY SSSSU V A 86,000 above pre-pandemic levels, suggesting a slower recovery in the labour
0 market than the headline figure indicates.
% OB 2021@3vz019@3 | NV A The complexity in the data arises due to measurement issues in official
§ 5&' g;;/: employment surveys across the island. People may still be counted as
%0 i W employed even if they are on PUP in ROI, while in NI some of those counted
in the workforce jobs figure may not be working any hours. For example, in
B oo M ROI, LFS employment fell by 2.8% in 2020, COVID-19 adjusted employment
fell by 18.2%, and hours worked fell by 9.6%. Estimates of the true fall in
S R R R R A employment during 2020 is likely to lie somewhere in the middle of the official
0L 02 03 04|01 @2 03 o4l o0l 02 03 o4 0L 02 a3 o401l 02 03 o4loi o2 o3 rate and the hours worked. Overall weekly hours worked for ROl are back to
2016 2017 2018 2019 2020 2021 their corresponding 2019 levels and in the UK, they are almost back to peak

- another positive indication of a recovering labour market that points to a

stronger job forecast in the year ahead. However, the latest restrictions on

Source: CSO, ONS hospitality, a worsening disease trajectory, and further business disruption

Note: Total hours worked for those in employment measured by the LFS during the winter present significant downside risks to the forecast.




Labour market outlook

Tighter labour market and rising
prices may drive wage inflation

EY wage forecasts (% change)

2014-19 2020 2021 2022

average

2.3% 5.2% 4.3% 4.5%
3.1% -0.2% 7.1% 2.4%

Source: EY Economic Eye

EY Economic Eye forecasts a 4.2% rise in ROl employment
in 2022, largely driven by the exceptionally strong 2021
rebound. The rate of job growth will slow through 2022 as
those absent from work return, consumer spending growth
moderates early next year, and there are less people
available for organisations to hire. Encouragingly, there
will continue to be diversity in employment success across
the island, with job growth expected in a broad range

of sectors, including Industry, Public and Professional
services.

Ascertaining a clear picture of earnings is also challenging
for similar data measurement issues. Wages were steadily
increasing by 2% to 3% on average per year across the
island up to 2019, but that changed in 2020 with strong
growth in ROI and a much more muted increase in NI.

This difference is partly due to the impact of the furlough
scheme in place in NI, keeping employees subsidised on
the payroll. ROI's PUP scheme meant that fewer lower
paid workers remained in official employment throughout
2020 and overall average pay increased due to higher

paid workers making up a larger share of the overall
employment base. ROl average earnings increased by 5.4%
in the year to Q3, while the UK increased by 5.8%. Monthly
PAYE data shows that NI median earnings rose by 4.2%

in the year to October 2021 and by 4.9% in the UK. The
consensus on earnings is far from established as data from
a range of recruitment agencies shows more muted wage
increases than the published figures, indicating that higher
wage inflation may be limited to specific skills and sectors.
In pre-pandemic times, the prospect of wage increases of
3% to 4% would be welcome, but current inflation rates

of 4% to 5% means that this translates into real wage
decreases for workers and a decline in purchasing power,
at least in the short term.
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Job vacancy data supports a picture of a tighter l[abour
market than predicted. In NI, just under half of the 31 sectors
experienced their highest-ever vacancies in Q3, according

to Nljobs.com. The latest monthly data available from

the Department for the Economy states that the highest
number of vacancies in October were in Health and Social
Work and Manufacturing. In ROI, job postings were nearly
50% above their pre-COVID-19 peak in early November,
according to Indeed Ireland, which points to a widening
mismatch between labour demand and supply. An Indeed
Ireland survey also found that more than half of unemployed
respondents were not currently looking for a job, citing care
responsibilities, partner income, financial cushions, and
health concerns related to COVID-19 as the main deterrents.
Evidence from employers mirror these findings as businesses
increasingly report difficulties recruiting the skills they
need. Anecdotal evidence of the “Great Resignation” among
younger workers, as constrained migration flows continue

to curtail the talent pool for employers, may further add

to confidence and bargaining power when negotiating pay
and working conditions. Labour mobility may, however,
remain constrained in the short term as pandemic-related
uncertainty persists.

Although there are complexities with each data source,
combining data on employment, unemployment, vacancies
and wages points to a tighter labour market and inflationary
wage environment in the year ahead. The combined

effect of the pandemic, housing crisis, and rising prices

will attract fewer overseas workers, thereby adding to the
workforce challenges businesses are facing. Organisations
will increasingly have to either look to technology, new
talent pools or creative new ways to better align to changing
employee expectations to attract the talent they need.
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Feature | Inflation

Feature - Will prices continue to rise?

ROI inflation hits 20-year high

A period of price increases was to be
expected given the sharp falls experienced
a year ago, but the critical question is
whether the increase is transitory or the
start of a new, more worrying trend. In our
last Economic Eye report, we presented
scenarios suggesting a much higher level of
general price inflation was possible towards
the end of the year and that is what has
come to pass. Inflation has exceeded 5%

in ROI for two consecutive months and is
currently at its highest rate in two decades.
The UK, at 4.1%, is at its highest level since
December 2011. The recent higher inflation
rate in ROl compared to the UK is largely
due to the deflation experienced in ROI
during the first phase of the pandemic.

Monthly CPI inflation ROl and UK

ROl @ UK

The rapid rise in inflation has been largely
due to a combination of four factors:

Fast global growth

Surge in oil prices, partly resulting
from fast growth

A rebound from last year's price
decreases, notably oil prices

Ongoing global supply chain
disruption

The conventional wisdom is that these are
all temporary and the period of inflation

will quickly pass. A closer look at the data
suggests that this is an assumption open to
debate.

2017 2018 2019 2020

Source: CSO, ONS, EY Economic Eye forecasts
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CPI price change ROl and UK (2016 - 2021%*)

Looking back on a

ROI e UK
o . AL @IS e 3% 10.7%

d I V e r e n t r I C e S t O r EIQCEFICItY, GAS QNG ONET FUGIS e
g p y RENE AN MOTEGAGES ovvorivriernsorsionsossisssssiossosssos sttt sss ottt sttt oo oo
RESTAUIANTS GNT ROTEIS rooevvveeeeeeeeeeeeeeeeseseeeeeeeseeeeeeesseeessseessees e seeesssseesesssseeseesssesseesesseeesesssseseeessesessesenens
. . . . MaintenaNCe Of the AWEIIING - imiimsssississssssssbessssossss ettt oot
Comparmg price levels to five years ago for HOWGV@F, Brexit does not offer an ALCONO!] AN TODECCO orovveeeeeeeeeeeeeeeeeseeeeeseeeeseessseeeeeseseeeeees e eseeseseseeessseeeeseesseseesesseeseessessesessesesesseeens
the UK and ROl show a remarkably divergent explanation for the deflation that ROI EUCAEION ooovvevveeeeeeeeeeeeeeoreeeeeeeeeeeeeeeesee e eees oot eeeseseeee e sseseseeee e
Story’ Thereis no Separate inflation experienced in 2020 that the UK did not. oo ot I8 =] o £ ) 2 T T
data for NI but given the importance of Itis unlikely inflation in ROl will revert to N S S
exchange rates and the structure of NI's the record lows of 2018-19, with further T N N S
trading relationships over the period, the sustained price falls unlikely in any category YV S S S
expectation is that prices would be closer to unless currency depreciation occurs. TRV N S NU———

the UK than ROI. In the UK, all prices have FINANCIA] SEIVICES v
increased over the last five years except RECIEALION ANG CUILUIE s
for Financial Services. In ROI, there has Food and NON-alcONOliC DEVErAges - GGG
been a significant decline in prices in many PEFSONGl CAFE st ST
categories, notably Clothing and Footwear, COMMUNICALIONS v GGGCGCGCG——
and Furnishings. This partly reflects the WAL SUPPIY v N
depreciation in sterling immediately e e O
following the Brexit vote in June 2016, T L e e S SO sosmomm—
which led to higher inflation in the UK driven FERRIE CIEES oy

-30% -20% -10% 0% 10% 20%

by higher costs of imports.
Source: CSO, ONS

*Data for the final two months of 2021 are EY estimates
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Transitory or a new trend?

The argument for inflation returning to a very low, below 2% long-term level, is
largely based on three factors which have been dominant over the last two decades:

Competition

In a globally competitive world, businesses have
been “price takers” rather than “price makers."
Any attempt to raise prices would see businesses
outcompeted by rivals, locally or internationally.

Availability and cost of l[abour

Workers have historically been price takers as an
almost infinite supply of labour before the pandemic
allowed firms to meet their staffing needs without
raising pay. The erosion of collective bargaining
power, coupled with extended periods of public
sector spending restraint or austerity, has also
contributed to muted pay growth.

Technology

New technology has been driving down global prices
for almost every service and commodity, offering the
ability to replace labour with capital in a broadening
range of sectors.
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It is possible to imagine a world in which

Changes to labour supply and bargaining power
these three forces return as before and

inflation settles quickly back to a very low Rising living costs and the disruption to migration due to Efforts to better protect the environment present many
level. This is the prevailing assumption in the pandemic may make it more challenging to attract opportunities, but there are extra costs being incurred
most published forecasts, including in our labour from overseas. In NI, the added complexity of post- by businesses as they make the necessary investments
central inflation scenario. However, there are Brexit migration laws may further limit labour supply. This and changes to their ways of working. This, together with
reasons to suggest that there are challenges provides more bargaining power for workers to drive up additional regulatory and compliance costs, some of which
to at least two of these long-term norms wages, especially in sectors that are not mobile, which, relate to Brexit, provide further upward pressure on prices.

that may give rise to a new, more elevated, in turn, creates an environment in which prices may rise.
medium-term outlook for prices. The public sector is a significant, domestically based

employer in both ROl and NI that has endured a long
period of subdued pay growth. The importance of high-

quality public services has been brought into sharper focus B Changes in consumer attitudes

by the pandemic and there is an understandable desire

! : : | As consumer me more environmentally and ethicall
to increase pay rates and improve relative attractiveness §/consumers become more environmentally y

engaged, this may alter purchasing patterns, slowing the
long-term trend of ever cheaper imports from low-cost
markets.

to support recruitment. Many businesses are increasingly
recognising just how precious talented people are. For an
increasingly large number of roles across the economy, the
concept of an infinite pool of labour is no longer valid.
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ROIl inflation forecast UK inflation forecast Our scenario analysis suggests that a
longer-term inflation rate of 2.5% to 3%

across the island is both plausible and,
Base case ® Upper scenario Base case ® Upper scenario arguably, more likely than returning to pre-
pandemic levels. In the higher scenario,
D0 B0 we have assumed that the recent trend of
elevated prices will continue in the first six

months of 2022, which would be consistent
with oil prices reaching $100 per barrel and

a further 5% increase in house prices/rental
costs. Renewed concerns relating to the
pandemic at the time of writing indicate that
Shooo oo the rate of global growth may be slightly
> 4% 2.6% more muted than expected and this may
E— ease energy price inflation, although it may
L S ——— P ———— also increase supply chain disruptions. The
longer-term forecast assumes an increased
cost for consumer goods and energy prices,
1% ™. reflecting new standards and policies
to accelerate sustainability efforts. It is
important to bear in mind how integral a role
both exchange rates and oil prices play in
* 201419 2021 2022  2023-29 % o014-19 2021 2022  2023-29 driving price levels. QOil is currently the single
Source: EY Economic Eye best predictor of overall inflation despite the

progress on renewables.
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When will interest
rates rise?

An upward move in interest rates in both the UK and the US
appeared imminent before news of the latest COVID-19 variant
emerged. This is consistent with our commentary that rate rises may
be earlier than markets had been expecting, although small rises in
early 2022 are now priced in. Interest rates are not projected to rise
in the EU until 2025, according to Oxford Economics. However, the
relative differential in interest rates is an important driver of money
flows and, consequently, exchange rates. If the UK and the US move
on rates, there is a strong likelihood that the EU's stance could
change, bringing forward rate rises, particularly if inflation remains
elevated. Sluggish economic performance in several EU markets is a
major factor delaying any rate increases, but the shift in the UK and
the US plans reflects how quickly things can change. Nevertheless,
the longer-term trajectory for interest rates is only for modest
increases with current expectations of below 3% across the EU, the
US, and the UK even by the end of 2025. Scenario planning for a
higher price environment, including the price of money, is advised
given the evidence of recent months.
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A platform for
growth

Demand levels are strong.

Plan for growth despite
challenges.

recovery

Build your scenario plan for a

longer period of elevated prices.
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Key takeaways
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A platform forgrowth

Demand levels are
strong. Plan for
growth despite
challenges.
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The all-island economy is entering 2022 in better health
than expected. In particular, the labour market appears to
have performed remarkably and has returned to peak in
aggregate terms. Headline unemployment rates are relatively
low, vaccination levels are high, and wage inflation reflects a
competitive labour market with more choice for employees.
This positive outcome is due to swift and substantive

policy responses, and impressive level of adaptability from
businesses. The public finances are also performing better
than projected even though headline growth in NI and
modified domestic demand in ROl are largely in line with
forecasts made at the start of 2021. However, there are

still many jobs supported either directly or indirectly by
Government. It would be misleading to say that the outcome
is better than expected for all, but the key message is that
we are heading into 2022 on a more solid footing than
anticipated.

|
|
|
|
|
|
| ™
.
)
% ' |

The ‘price’ of recovery

Build your scenario
plan for a longer
period of elevated
prices.

One of the impacts of the stronger global economic
conditions is that prices are being driven sharply upwards.
The accelerated inflation is a result of the collective impact
of rising oil prices, strong demand, and pandemic-induced
supply chain disruptions. Set against the unique backdrop
in which consumers, businesses and governments are all
spending, it is reasonable to question just how temporary
the price increases will be. They are perhaps not simply a
mathematical anomaly driven by the decline last year, but
a trend that could be more sustained. Our scenario analysis
points to the very real prospect of a further increase in

the headline inflation rate in early 2022 and no return to
previous ultra-low levels that prevailed on the island.

Key takeaways
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POIléy supportive: for

No austerity on the
horizon, but imminent
tax cuts unlikely.

_ﬁ.dh - ‘-'f‘

Public finances have reflected the stronger than expected
economic performance, which has allowed the UK and ROI
Governments to continue to increase spending and borrow
money needed to fund further support and reward public
servants. In the UK, tax increases have come in the form of
corporation tax which is due to rise from 19% to 25% from
April 2023 and the introduction of a 1.25% health and social
care levy from April 2022. In ROI, the major tax change is the
increase in corporation tax from 12.5% to 15% having signed
up to the OECD global minimum rate. Neither government
has embarked on any immediate rebalancing of the public
finances or eased back spending as might be expected

when the economy is recovering strongly. This reflects

the importance of maintaining public service quality for
citizens. Taxes will likely rise to support spending if needed
and austerity is unlikely to be the chosen strategy. The hope
in both economies is that growth can be fast enough to
generate the revenue needed, although both in the UK and in
ROI warnings have been sounded that tougher decisions may
eventually need to be taken.

People are precious

Keep your talent
strategies under
constant review.

The unexpectedly resilient labour markets in both NI and
ROI, coupled with a shift in attitudes and priorities of many
potential employees, suggests that attracting and retaining
talent will remain the number one challenge across the
island for the foreseeable future. Migration flows are lower
than in pre-pandemic times, and perhaps forever altered in
NI post Brexit, causing the labour shortage issue to broaden
across sectors and occupations. Wage data, though complex
to unpick, suggests more bargaining power for workers.
High inflation levels will also change the dynamic of pay
discussions as will the current worrying escalation in house
prices. Businesses will need to work harder to hire and retain
top talent as the labour market tightens and employees
expect more in terms of work-life balance, employer values,
places of work, pay and recognition.

Key takeaways

28



Key takeaways

Celebrate the hard=won successes

Test all your business
assumptions and
celebrate success
when it comes.

Key takeaways

The impressive performance of many businesses during the pandemic and
after Brexit should be celebrated. Organisations that have turned headwinds
into tailwinds have thrived in the toughest conditions. Those businesses

that have found innovative ways to find talent, suppressed price increases
by adopting new technologies and ways of working, or turned the climate
challenge into an opportunity are the ones that have outperformed their
competitors. It is, however, important not to be overconfident and believe the
economies are prepared for everything. There are long-held assumptions,
some of which may be under severe challenge, that we must not rely upon
in our business planning. The future will not look like the past. Governments
may not always have the money to fund supports, low interest rates may
not always prevail, inflation may not revert to its pre-pandemic levels,

and the talent supply taps may not be turned back on in the same way.
However broad and deep the risk register, we will always need the flexibility,
agility and resourcefulness to pivot and deal with the unforeseen. There is
now a greater urgency to protect the planet and pursue the sustainability
agenda with public policy, corporate strategies, and citizen behaviour

all rapidly evolving. Within this evolution there is potential for not just
environmental and societal progress, but also economic opportunity.

44

The lessons learnt over the
past 21 months should give
businesses confidence as

they look ahead to 2022

and beyond. Meeting the
challenges presented by rising
prices, talent shortages, and
climate action urgency will be
important drivers of economic
growth and societal progress.

Graham Reid
Head of Markets
EY Ireland
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Summary forecast

Republic of lreland

2019 2020 2021 2022 2023 2024

Consumption 3.3% -10.4% 5.3% 6.3% 4.7% 3.1%

Government

spending 7.1% 10.9% 4.5% 2.0% 0.2% 0.7%

Investment 99.5% -23.0% -49.8% 6.9% 6.2% 5.2% | | TNUEy ATy 1 Crrad) ) S S
St DL HERE LR L EERRRRLAN (L L L LEAMHRRLERRRINT | ETERE | AR

Modified Capital ; I | | AN 1 1 L ]

Investment* -6.9% -3.6% 3.8% 6.7% 6.1% 5.1% L (|| s —————

Exports 10.4% 9.5% 15.7% 6.8% 5.6% 5.1%

Imports 41.7% -1.4% -11.1% 5.8% 6.0% 5.9%

GDP 4.9% 5.9% 15.4% 5.9% 4.2% 3.8%

Modified domestic . . . .

demand 1.7% -4.9% 4.8% 5.4% 4.0% 3.0%

Jobs 3.0% -2.8% 6.1% 4.2% 1.6% 1.5%

Source: EY Economic Eye
*Modified capital investment excludes multinational R&D related IP and aircraft leasing
flows. It is mainly investment in building and machinery




Summary forecast

United Kingdom

2019 2020 2021 2022 2023 2024

Consumption 1.3% -10.8% 3.9% 6.8% 2.3% 2.0%
Government

. 4.2% -6.3% 15.8% 2.8% 1.2% 1.9%
spending
Investment 0.5% -9.1% 4.9% 8.1% 3.4% 1.3%
Exports 3.4% -14.7% -2.3% 10.1% 4.0% 2.2%
Imports 2.9% -16.8% 1.5% 9.4% 3.7% 2.4%
GDP 1.7% -9.7% 6.9% 5.6% 2.3% 1.8%
Jobs 1.5% -1.8% -0.2% 1.7% 1.1% 0.7%

Source: EY Economic Eye, UK ITEM Club




Summary forecast

Northern Ireland

2019 2020 2021 2022 2023 2024
GVA 0.3% -9.0% 6.0% 5.3% 2.1% 1.4%

Jobs 2.7% -0.9% -3.1% 2.1% 1.0% 0.6%

Source: EY Economic Eye

All data updated as on 9 December 2021
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