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Executive Summary 
 

 
Eurozone casts a shadow 
 
The fragile economic recovery has faltered in the UK 
as household demand remained subdued and 
financial problems continue to beset the Eurozone. 
As the crisis rumbles on and the raft of political 
meetings fail to act as precursors to decisive policy 
action a climate of uncertainty prevails. That said 
January brought a notable shift away from the dire 
mood that prevailed at the end of 2011.  The 
developing economies, though still growing strongly, 
have also felt the ripple effect of this slowdown, a 
reminder of the highly interconnected nature of the 
modern global economy. The UK has, as expected 
contracted in the final quarter of 2011 and the 
prospects for 2012 are extremely muted with the 
export led recovery impacted by weaker European 
demand. 
 
Northern Ireland enters 2012 facing similar 
headwinds to the rest of the UK. Economic problems 
in NI’s key trading partners suggest that the export 
sector face some headwinds particularly in the first 
quarter of this year. Employment data for 2011 
suggests Northern Ireland continues to lag behind the 
UK average and it is surprising that unemployment 
has not risen more sharply. Nonetheless, both the 
Index of Production and Index of Services for Quarter 
3 in Northern Ireland, present a picture of NI’s output 
expanding at a faster rate relative to the rest of the 
UK.   
 

 

 
Against the challenging backdrop there are some 
positives for the NI economy in 2012.  In particular, 
the tourism sector is planning for a big year of events 
surrounding the Titanic anniversary and the Olympics 
in London. Equally the Northern Bank consumer 
confidence survey suggested a slight improvement in 
sentiment in the final quarter of 2011 in stark contrast 
to the wider economic trends. With inflation cooling 
and many firms at the end of a tough process of cost 
reduction consumers should start to see real incomes 
begin to creep upwards, providing that much needed 
spending potential for the economy. 
 
 

 
Source: Oxford Economics 

Note:  Year on year growth is calculated using the growth from 

say Q1 2010 to Q1 2011 
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Risk profile : mixed signals 
 
The forecasts suggest very modest growth for 
Northern Ireland in 2012 of 0.3%, below the 
corresponding UK figure of 0.4%. Though recovery is 
projected to gather pace into 2013 and 2014 this is 
predicated on improved financial conditions across 
the developed world and in Europe in particular. The 
labour market is expected to contract further in 2012 
before climbing very slowly in 2013 and beyond. Job 
creation is likely to stay top of the policy agenda and 
the Oxford forecasts suggest the economy will take 6 
years to expand by the 25,000 jobs the draft 
Economic Strategy pledges to create in 4 years. The 
risks remain that the UK and NI could fall into 
technical recession in Quarter 1. However, our 
central forecast remains that Europe will “muddle 
through” and the Euro will not collapse.  Assuming 
the European crisis gets resolved and the European 
recession is short; we have every reason to believe 
that things in the UK and NI will pick up in the second 
half of this year. 
 
 

 
 

 

 

 

 

 

 

 

 

Global and UK Overview 
 

Outlook remains fragile… 
 
Despite a year of summits, political meetings and 
endless behind closed doors discussions, the 
problems surrounding the Euro remain largely 
unresolved.  Nonetheless, there appears to have 
been a very definite shift in mood in January 
compared to the end of 2011.  The new year began 
with a more bullish climate prevailing in global stocks, 
which saw their best start to a year since 1994.  This 
was driven by a continual flow of good data coming 
out from many global indicators.  For example, the 
US continued to pump out good news in terms of an 
expanding ISM manufacturing index and an 
improving labour market.  In China too the NBS 
manufacturing index also beat expectations as did 
their new order inventory balance.  
The January manufacturing PMIs also improved in 
Japan, India, South Korea and Taiwan, suggesting 
that the global manufacturing cycle has started to 
turn. 
 
However, even before the Eurocrisis escalated the 
UK economy had lagged its global competitors in 
terms of recovery.  The already fragile recovery 
(dented by austerity and a collapse in domestic 
demand) was easily knocked off course with official 
data for Quarter 4 having recently revealed that the 
UK has most probably entered contractionary territory 
at the end of last year. The provisional estimate of Q4 
GDP showed a contraction of 0.2% has only 
increased the likelihood of a technical recession. 
However, our view remains that the UK contraction 
will be limited to Quarter 4 2011 and Quarter 1 2012 
and that the dip will be mild, i.e. if a secondly 
quarterly contraction occurs it will not be greater than 
0.5 percent. 
 
Although our central forecast is for the Euro to remain 
intact, a break-up of the Euro cannot be entirely 
discounted.  This worst case scenario would lead to a 
much more severe recession in the UK, although not 
as harsh as 08/09 - as the economy is much leaner 
and has less excess in the system than was 
previously the case. 
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The UK Labour Market 
The UK made significant cuts during the last 
recession and the private sector is in a relatively 
strong financial position, though many small firms are 
not as fortunate. But with investment and recruitment 
on hold given the uncertainties the private sector is 
unlikely to create enough job opportunities to offset 
public sector losses meaning unemployment will 
climb again. Just as the pressures of inflation are 
beginning to finally abate, the weakness in the labour 
market will curb any significant consumer rebound. 
 
Exports 
Though delayed, economic recovery is still expected 
to be predominantly led by exports, with trade 
surpluses expected over the forecast, boosted by a 
2012 Olympic effect. Domestic demand is likely to 
remain muted until 2014 as a fragile labour market, 
relatively high prices in the core energy and food 
sectors and a continued strive to deleverage keeps 
consumer’s money in their pockets rather than 
retailers tills.  
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Northern Ireland Overview 
 
Latest data – both good and bad 
 
Northern Ireland entered 2012 with an unemployment 
rate of 6.8 percent (a rate which is much lower than 
many competitor regions).  As mentioned earlier the 
Index of Production and Index of Services for the 
region in Quarter 3 showed a higher level of 
expansion relative to the rest of the UK.  
Nonetheless, there is no room for complacency.  The 
new draft economic strategy highlights the scale of 
challenge ahead of us in terms of raising productivity, 
growing our export base and our overall private 
sector. 
 
In Northern Ireland the jobs losses have been spread 
across the economy with the majority of sectors 
contracting in the year to Sept 2011 (the latest data 
point for the employee job series)  As expected, 
public services have begun to contract, adding to the 
downward pressures being experienced elsewhere. 
In volume terms construction and accommodation 
services have endured the toughest year with 
manufacturing and information / communications the 
sectors enjoying the greatest jobs growth. The data 
suggest that very few sectors are actively recruiting 
and it will probably take some time before employers 
gain enough confidence to start re-hiring.  
 
 
 

Note: Cells highlighted in red represent the three areas with the 

biggest declines. Cells highlighted in blue represent the areas with 

the biggest increase 
 

 
 
 
N.B The volatility of the employee job series needs to 
be borne in mind when drawing conclusions.  
 
The claimant count unemployment data paints a 
rather different picture in 2011. Alongside Scotland 
and the Southern regions, NI was the only region to 
experience a fall in the unemployment rate. This 
pattern reflects the very rapid early rise in NI 
unemployment in 2008 / 2009 and may also reflect 
the fact that many of the people currently losing their 
jobs are not appearing on the unemployment register 
(for example early retiring civil servants). 
Nevertheless it does suggest a labour market 
standing still, rather than the contraction suggested 
by the employee job series. The Labour Force 
Survey concurs with the more upbeat assessment of 
NI’s recent past, though concerns over the survey’s 
accuracy level means little weight is given to its 
outputs. 
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2012 – time for legislation? 
 
The Economic Strategy is now out for public 
consultation. Worryingly the final document will come 
after almost 4 years of economic troubles suggesting 
local government does not necessarily translate into 
greater flexibility and the fleet of foot ‘rapid response’ 
that was hoped for. Indeed compared to action in the 
neighbouring Republic of Ireland the policy response 
could be considered glacial. That perhaps reflects the 
fact that the Executive is only modestly impacted by 
the slow down as many of the costs, such as the 
benefits tab, are picked up elsewhere.  
 
The draft economic strategy makes a number of 
pledges; perhaps the highest profile has been the 
target to create 25,000 jobs over the next four years 
(though it is not clear if this is a net target). The 
forecasts suggest this will be a challenging task, but 
with employment almost 30,000 lower than the peak 
it has been suggested it is not ambitious enough! 
With Corporation Tax again in debating committees 
this year it remains to be seen what the flagship 
legislation will be implemented to stimulate the 
economy.  
 
The business community would like to see the 
Executive making it easier for employers to employ 
people, driving efficiency in energy / insurance and 
rental markets, targeting limited government funds 
effectively and supporting firms into export markets. 
These latest forecasts highlight the urgent need to 
move from the pages of strategy documents to 
actually re-building and re-balancing the economy.  
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Sectoral analysis: Production 
 

The agriculture employment data is extremely hard 
to reconcile with other information published on the 
sector. The employee jobs and self employed data 
series have recorded a marked contraction in 
employment since 2008/09. This appears at odds 
with the strong demand for outputs, the high factory 
gate prices enjoyed and the published profits of many 
firms linked to the sector.   It should be noted that 
output levels can be increased without additional 
employees by increasing productivity per head, 
moving up the value-added chain and through 
technological development.   Admittedly the 
processing sector (in manufacturing) has enjoyed 
much of the benefits accruing from strong demand 
but it is hard to believe the agri sector has been in 
steady decline during the last four years. The GVA 
estimates linked to this employment series and are 
also out of sync with observed experience. The 
published nominal GVA data for the sector suggested 
a contraction of 17% in 2009 (20% when converted 
into real prices). This absurd data makes forecasting 
more challenging. In broad terms the sector can look 
forward to a positive future with a very favourable 
demand profile and a strong brand for many NI 
products providing a good platform for expansion into 
new markets. Any further devaluation in the Euro 
would hit export volumes and while local consumers 
remain constrained, it is the value brands and multi-
saver products that show most potential rather than 
the premium end of the market. Ongoing debates 
over CAP policy will also have an impact but the 
sector remains in the extremely fortunate position of 
having its own department, something no other 
sector (many of whom are much larger) can boast.  
 
The forecast is for steady growth in the sector in GVA 
terms and broadly flat employment. The globally 
competitive nature of the sector means there is little 
scope for price increases above the market rate and 
the threat of cheaper imports from Europe remain 
depending on how the Eurozone crisis plays out and 
how input prices move.  
 

Agriculture (1.3% yoy 2012) 

 
Manufacturing (1.3% yoy 2012) 

 
Manufacturing has been the star performer in the NI 
economy in recent years. Although employment 
levels have only rising very modestly (3,500 since the 
beginning of 2010) GVA growth has been very strong 
at over 5% year on year. This strength has been 
predominantly based on growth in export markets (or 
indirectly via sales into the export supply chain). The 
problems in the Eurozone will make conditions more 
challenging for the sector and the temporary fall back 
into recession in the UK will further dampen domestic 
demand. The sector remains key to the economic 
recovery and there are undoubtedly huge market 
opportunities to exploit across the globe. The DETI 
export survey recently showed that local exports to 
the EU (excluding the RoI) and exports to the “rest of 
the world” increased in 2010/11.  However Northern 
Ireland’s direct air access is limited and the sector is 
dominated by a few very large firms so it is important 
therefore that success in the sector is not taken for 
granted.  Policy support for moving into export 
markets, innovation, research as well as university 
linkages with this sector will continue to be important.  
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The overall outlook for manufacturing is broadly 
positive despite a reduction in the growth rate in 
2012. Employment is forecast to remain broadly flat 
but the sector will continue to provide a major positive 
contribution to NI economic growth throughout the 
forecast. 
 
Construction (1.1% yoy 2012) 
 

 
The troubles in the construction sector are well 
documented and 2011 recorded further sharp falls in 
employment which now stands at its 2000 level, 
some 20,000 jobs below its 2008 peak. Accounting 
for 7% of employment, the sector has returned to the 
long run UK average suggesting the contraction 
should be nearing an end. Unfortunately with the 
housing market still at close to a standstill and public 
sector contracts coming to an end, the prospects do 
not look favourable. The Executive has made some 
encouraging moves to assist the sector and a 
continued drive to swap revenue for capital 
expenditure and to bring forward capital projects 
would be very welcome. Legislation around carbon 
emissions that would encourage retro fitting and take 
up of ‘Green New Dea’l type investments would also 
benefit this sector. It is clear that the NI infrastructure 
continues to lag behind many leading economies and 
investment in the transport, energy and physical 
landscape would yield long term benefits, the 
challenge is accessing the money to invest now. 
Work is underway to look at new funding models 
(such as Tax Increment Financing) and this is to be 
welcomed.  
 
The assumption that job loss in the sector is nearing 
an end is predicated on a slow but steady 
improvement in the housing market and small 
increases in the government capital spend. Pent up 
demand from the last 4 years should help to bolster 

the housing market, though it is worth noting that 
average prices still sit at roughly £140,000,  6 times 
the average salary. This level is perhaps sustainable 
in the current low interest rate climate but it is still well 
above the historic average relationship that existed 
before the property boom. 
 
 
Private services 
 
The retail sector has held up rather better than 
might have been expected given the challenges 
facing consumers and the sharp rise in joblessness. 
Though well down on peak employment in Q4 2009, 
the sector continue to remains above its Q3 2009 low 
point.  Given falling real incomes and the static 
housing market, greater retail jobs losses may have 
been expected. Part of the strength is likely to be a 
transfer of spending into value brands which although 
affecting the nature of sales and adversely impact on 
specific firms the overall impact on employment is 
more modest. Falling inflation will be welcomed by 
the sector, though it must be remembered that this 
only moderates the rises and does not redress the 
recent increases which have rapidly outpaced wage 
inflation. The sector should enjoy a boost from 
improved tourist revenues in 2012 from the Titanic 
Festival and the Olympics. The major supermarket 
chains continue to seek new space and high end 
retailers in Belfast City Centre have posted strong 
numbers suggesting pockets of strength against a 
challenging backdrop.  
 
Wholesale & retail trade (0.1% yoy 2012) 

 
The traditional Christmas boost in employment is 
expected in Q4 before employment slips back. In 
keeping with overall growth in the economy the 
sector is expected to expand in late 2012 and beyond 
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as real incomes begin to rise, the housing market 
activity picks up and consumer sentiment becomes 
more favourable as household balance sheets 
improve. 
 
The transport and storage sector underwent a later 
recession than most other parts of the economy with 
employment rising until late 2009 before commencing 
a steady decline that has continued. Favourable 
conditions in the manufacturing sector should help 
the sector over the forecast with growth expected to 
roughly track the overall performance of the 
economy. Should the Executive succeed with its aim 
of increasing air routes from a wider range of global 
locations including Eastern Europe, Canada and the 
US the sector should enjoy a significant boost. 
Increasingly internationalisation of the NI economy 
should help to boost the transport and storage sector 
across all modes of transport. 
 
Transport & storage (0.6% yoy 2012) 

 
The latest data for the accommodation and food 
sector makes for depressing reading. Having largely 
bucked the trend of the recession up until late 2010 
the drop off in employment numbers has been 
extremely sharp. The sector is around 10% smaller 
than it was 18 months ago, though much of the loss 
occurred in one fall which does raise data quality 
concerns. Pressures on real incomes accelerated in 
2011 on the back of sustained inflation levels and this 
is likely to have adversely impacted the restaurant 
sector. Prior to 2011 low interest rates and the 
limiting of jobs losses to the construction and related 
sectors perhaps insulated restaurants from the wider 
pressures facing the economy during that time. The 
fact that food inflation has been particularly high will 
have adversely impacted margins and directly led to 
job loss in 2011. The hotels sector has struggled with 

lower conference bookings, reductions in wedding 
spend and falling numbers of trade shows in addition 
to the pressures on core tourist markets. The 
prospects for 2012 are rather better with the year of 
events organised by NITB and others, the Titanic 
centenary and the Olympics are all likely to provide a 
boost which will hopefully continue with the City of 
Culture events in 2013. However this sector still 
struggles with recruitment of local skilled staff and is 
competing with a relatively low level of VAT on 
tourism services in the Republic of Ireland.   
 
Accommodation & food service (1.7% yoy 2012) 

 
 
Information & communication (1.6% yoy 2012) 

 
Alongside manufacturing the information and 
communication sector has been crucial in helping NI 
grow (albeit modestly) over the last 18 months, with 
employment over 15% from its late 2009 level. The 
sector tracks the global recession very closely with 
difficulties in late 2008 / 09 followed by modest 
recovery. This reflects the export orientation of much 
of the sector and it is this external orientation that 
leads to confidence over its longer term outlook. 
Growth is projected throughout the forecast period 
and steady, if unspectacular job growth should see 
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the sector regain most of its recessionary losses. The 
global prospects for the sector are extremely strong 
and any change in Corporate Tax rates could be 
particularly beneficial to this global sector. Closer to 
home improvements in the telecoms infrastructure 
are yielding benefits and outsourcing of public activity 
in the form of ‘managed services’ may also provide 
demand for the computer services element of the 
sector. 
 
Financial & insurance (0.4% yoy 2012) 

 
Employment in the finance sector has been steadily 
declining since the recession began and is now 
roughly 10% smaller than it was at its peak. The 
losses in retail banking are likely to continue for some 
time but NI continues to attract offsetting investment 
in the form of financial securities and trading support 
jobs, a pattern that will hopefully continue in the 
future. The shape of finance may be changing but 
longer term it remains a sector with strong prospects, 
even in the retail sector which although consolidating 
is refocusing towards customer support and 
interaction which will provide opportunities. Any 
improvement in the housing market will provide much 
needed demand for the sector and there are 
opportunities in assessment and measurement of risk 
and in services to support increased monitoring and 
scrutiny. 2012 is likely to remain a tough year for the 
sector and the very modest job growth forecast in the 
longer term is not enough to regain the recessionary 
losses, though the sector should return to GVA 
growth in 2013 after what will have been 5 years of 
contraction.  
 
 
 

Real estate (-0.4% yoy 2012) 

 
The real estate sector has performed surprisingly 
well according to the employment series with 2010 in 
particular showing unexpected expansion. This has 
moderated since and the sector is back below 9,000 
jobs and the forecast is for the sector to mimic the 
expected recovery in the housing market which is 
unlikely to happen in 2012 but should begin in 2013. 
 
Professional & scientific (2% yoy 2012) 

 
Professional and scientific employment has been 
relatively steady throughout the recession and 
recorded a welcome growth in Q3 2011 which if 
ratified would provide a significant boost for the NI 
economy. The sector has a positive outlook and 
steady growth is projected over the forecast period. 
New energy research and design will boost scientific 
jobs and the professional services sector is finding 
new opportunities in exporting markets to offset the 
decline in public service markets. Even against the 
backdrop of a drive to reduce consultancy spend 
some of the transformation required in public services 
will need external advice and support, again 
providing demand for this key graduate employing 
sector.   
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Admin & support (1.2% yoy 2012) 

 
The admin and support sector has retained 
employment rather better than might have been 
expected and although the forecast is for growth as 
its continues to support the growing professional 
services sector there is a risk that future savings will 
be sought within this sector. The call centre market 
remains robust however and NI’s track record strong. 
With job creation at a premium it is likely that the 
scepticism previously shown with respect to below 
average wage jobs in this sector will reduce and any 
job creation welcomed with open arms. 
 
Arts, entertainment & recreation (0.6% yoy 2012) 

 
 
The data for the arts and recreation sector is very 
volatile but the broad trend has been remarkably 
positive given the prevailing economic conditions. 
Employment is well above the 2009 lows with events 
such as the MTV awards making an impact. Northern 
Ireland has a lot to offer visitors in terms of art and 
recreation during 2012 with the recent opening of the 
Lyric Theatre, the renovation of the Ulster Museum 
and the formal launch of the Titanic Quarter. 
 

Other services activities (0.1% yoy 2012) 

 
Public services 
 
The latest data suggest contraction in public services 
sectors is well and truly underway (note these sectors 
include private provision). All three sectors are below 
their corresponding level of a year ago in job terms, 
though the losses in the health sector are negligible. 
All three are forecast to continue to lose jobs 
throughout the forecast period. Collectively 7,500 
jobs are forecast to be lost by 2015 with the bulk of 
these coming from the public administration sector 
(75%). The scale of losses could be largely 
accommodated by natural wastage and recruitment 
freezes but this has severe implications for young 
people. Critical to the scale of losses is the extent to 
which costs, and most notably wages, can be kept 
under control. Worryingly the UK finances show little 
sign of improvement suggesting more cuts could be 
on the way. Despite what local politicians may have 
said NI did very well out of the last budget settlement 
and this may not be the case in the future as a review 
of the methods of allocating the block grant may go 
hand in hand with any transfer of Tax powers.  
 
Public admin (-1.9% yoy 2012) 

 



Quarter 1 2012

Prepared on 26 January 2012

 

 

Prepared on 26th January 2012 
 
 

Quarterly sectoral forecasts 

Education (-0.5% yoy 2012) 

 
 
Health (0.3% yoy 2012) 

 
Wage inflation  
 
Wage pressures remain muted, though having kept 
wages flat for a number of years firms may be 
coming under pressure from beleaguered employees 
to provide some increases in salary as the impact of 
persistently high inflation during 2011 took its toll. 
Trade unions are expected to continue their focus on 
job retention rather than pushing for pay increases 
given the fragile nature of the wider economy. The 
outlook is for wage inflation to be modestly low at 
1.3%.  Average wage increases for most employees 
in the private sector will be very modest indeed. 

 

 
 

Unemployment  
Unemployment has been remarkably stable in NI 
during the past year. In contrast to the employee job 
data the unemployment register has been only 
creeping upwards (14,000 job losses in year to Sept 
2011 corresponds with a 3,000 rise in claimant 
unemployment). This is partly due to people losing or 
not able to get a job but not claiming unemployment 
benefit and also due to the out migration of a growing 
number of workers to find employment elsewhere 
(with Australia a particularly popular location). 
Nevertheless it is a surprising outcome and one 
positive in an otherwise bleak set of macro economic 
data.  
 
The problems in the Eurozone which will affect 
exporters, continued contraction in public service 
employment and a very subdued domestic market 
suggest further rises in unemployment are likely. 
When the reforms of welfare are taken into account, 
which could add anything from 20,000 to 30,000 
disability claimants to the job seekers register, the 
possibility of a rapid escalation in the level cannot be 
ruled out. The central forecast is for an increase to 
65,000 as the labour market contracts by 4,000 in 
2012. Welfare reform and increases in the working 
age population will also add upward pressure to the 
rate. The central forecast suggests a growth of 
22,000 in the working age population over the next 3 
years. This reflects the scale of job creation pressure 
just to keep unemployment levels flat. 
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Quarterly sectoral forecasts 

Education (-0.5% yoy 2012) 

 
 
Health (0.3% yoy 2012) 

 
Wage inflation  
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coming under pressure from beleaguered employees 
to provide some increases in salary as the impact of 
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Trade unions are expected to continue their focus on 
job retention rather than pushing for pay increases 
given the fragile nature of the wider economy. The 
outlook is for wage inflation to be modestly low at 
1.3%.  Average wage increases for most employees 
in the private sector will be very modest indeed. 
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2011 corresponds with a 3,000 rise in claimant 
unemployment). This is partly due to people losing or 
not able to get a job but not claiming unemployment 
benefit and also due to the out migration of a growing 
number of workers to find employment elsewhere 
(with Australia a particularly popular location). 
Nevertheless it is a surprising outcome and one 
positive in an otherwise bleak set of macro economic 
data.  
 
The problems in the Eurozone which will affect 
exporters, continued contraction in public service 
employment and a very subdued domestic market 
suggest further rises in unemployment are likely. 
When the reforms of welfare are taken into account, 
which could add anything from 20,000 to 30,000 
disability claimants to the job seekers register, the 
possibility of a rapid escalation in the level cannot be 
ruled out. The central forecast is for an increase to 
65,000 as the labour market contracts by 4,000 in 
2012. Welfare reform and increases in the working 
age population will also add upward pressure to the 
rate. The central forecast suggests a growth of 
22,000 in the working age population over the next 3 
years. This reflects the scale of job creation pressure 
just to keep unemployment levels flat. 
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