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Executive Summary 
 

Economy at a standstill… 
 
Just as signs of a recovery were beginning to 
emerge, the preliminary data reported that the 
UK has fallen back into recession, with a fall in 
GDP of 0.2 per cent recorded.  However, 
concerns exist over the reliability of the 
quarterly UK data as the contraction was 
underpinned by poor performance within in 
notoriously volatile construction activity. Thus it 
is likely that the data will be revised upwards. 
The lacklustre growth means that the economy 
is almost at the same point as it was 18 months 
ago, and well below the peak experienced in 
2008. 
 
 
Little change in Northern Ireland’s fragile 
outlook… 
 
The recent data for Northern Ireland gives little 
reason to suggest any significant change in the 
broad outlook. As always quarterly estimates of 
growth at a regional level are very volatile and 
subject to the performances of individual large 
firms but the current projection for Q2 growth in 
NI is a fairly anaemic. Northern Ireland continues 
to suffer from a relatively limited export base 
which is unable to fully offset the difficulties in 
the public and domestic sectors.  
 

 
 
 

 
 
The picture is not entirely gloomy: 
unemployment has not risen as fast as feared 
and consumer confidence, though still relatively 
weak, has begun to improve. In addition 
Northern Ireland has thus far avoided the scale 
of job loss in public services that many local 
authorities have endured in the UK and with the 
feel-good factor over the Titanic anniversary and 
associated tourist events there are positives to 
be found. 
 

 
Source: Oxford Economics 
Note:  Year on year growth is calculated using the growth 

from Q1( t-1) to Q1(t). 
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The UK budget caused the usual flurry of 
disappointed responses, though given the 
perilous state of UK finances any expectation of 
a giveaway was surely misguided. For Northern 
Ireland the changes to the tax thresholds should 
be broadly favourable given the lower average 
wage in the region. Given the prevailing 
conditions the budget was relatively 
encouraging. It is the wider issues of welfare 
reform and prolonged austerity that present the 
major challenges for Northern Ireland. Faced with 
such steady headwinds, below UK rates of 
growth are unfortunately now the norm and the 
Northern Bank quarterly forecast confirms this 
will be the case throughout the forecast period. 
The central forecast is for GDP to grow at 0.3% 
in 2012 and 1.5% in 2013. 
 
The risks to the outlook remain on the downside 
with a return to recession, although not the 
central case, certainly a possibility. Difficulties in 
the Eurozone will have a particular impact on 
Northern Ireland given its economic links to ROI, 
which notably has already slipped back into 
recession. With the housing market still at a 
standstill and the Executive’s much trumpeted 
cuts to expenditure in the private sector 
beginning to bite, the potential for an outcome 
lower than the central case in 2012 / 2013 is 
much greater than the possibility of a higher 
one. 
 

Risk profile 

 

Global and UK Overview 
 

Just as signs of a recovery were beginning to 
emerge, the official first estimate reported that 
the UK has fallen back into recession, with a fall 
of 0.2 per cent recorded. Concerns exist over 
the reliability of the quarterly UK data as the 
contraction was underpinned by poor 
performance within construction activity, which 
is notoriously volatile and reflects only 40 per 
cent of the data used in the final estimate.  it is 
possible that the data will be revised upwards.  
 
The UK economy is almost at the same point as 
it was 18 months ago, well below its cyclical 
peak experienced in 2008. It now joins Ireland, 
Spain, Italy and Portugal who all have been faced 
with a double dip recession. The UK outlook 
remains very finely balanced and susceptible to 
shifts in wider global conditions which 
themselves are looking very unsettled. 
 
Global risks to the outlook 
 
There are many concerns on the global stage as 
2012 moves towards its mid-point. Three are 
worth dwelling on in the Northern Ireland 
context: 
 

• Eurozone fragility: After relative calm for 
much of Quarter 1 Eurozone debt 
problems began to undermine the 
improved sentiment that followed ECB 
LTRO announcements. The unfortunate 
timing of the global jitters and the 
difficulties all economies (arguably bar 
ROI) are having in absorbing the scale of 
austerity required has led to increasing 
nervousness in the money markets, 
pushing bond yields to dangerous levels 
in Spain. This is a concern of a much 
greater scale than worries over Greece, 
Ireland or Portugal. The deal signed in 
December may have bought time but the 
fundamentals still suggest a Greek 
default could happen yet. Perhaps buying 
time was always the aim until the large 
Spanish and Italian refinancing was 
complete. A collapse in the Euro currency 
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– although not our central forecast – 
cannot be ruled out.  

 

 
 

• World trade growth is slowing: World 
trade growth, though still rising, has 
slowed markedly from its post-recession 
rates and is now below what might be 
considered a long term trend. This is 
particularly concerning given the 
strategic focus on export-led growth not 
just in NI but throughout many parts of 
the UK. This is not to suggest that there 
are not substantive opportunities in the 
global markets but it is to sound a note 
of caution that an export boom – 
especially for a region such as NI where 
exports are relatively modest in scale – is 
unlikely in the current climate. 

 

 
 

• Commodity prices remain high: Although 
inflation has moderated slightly in the UK 
it is still above the rate of earnings 

growth for many people and during 2011 
it exerted considerable pressure on 
people’s spending power. Last year’s 
rises in fuel and food were particularly 
damaging for a region such as Northern 
Ireland where there is a higher proportion 
of people on low incomes and, due to its 
location, shipping costs are key to overall 
business costs in many export sectors.  
However, food prices in 2012 have fallen 
back since last year with significant 
declines in world market food prices now 
evident. 
 

 
 
 

 
 
The global and UK backdrop is therefore mixed 
for Northern Ireland. The expected pick-up in UK 
growth in the second half of the year and the 
relatively strong US position are notable bright 
spots against the gloomy European backdrop.  
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Northern Ireland Overview 
 
It has been a difficult twelve months for the 
Northern Ireland economy. Despite pockets of 
good news, particularly on inward investment 
announcements, the headline data depicts an 
economy at a virtual standstill. Employee job 
data recorded a loss of nearly 8,000 jobs in the 
year to December 2011, the weakest regional 
performance across the UK.  The final quarter 
showed strong growth but this is merely a 
seasonal pattern, but at least NI kept pace with 
the UK.  This picture is not entirely corroborated 
by other data sources. Claimant count 
unemployment rose just 2,200 for example in 
the year to December 2011 and this data source 
has the advantage of not being survey based. 
The ILO unemployment measure is even more 
surprising, recording a fall in unemployment of 
2,900 and a regional rate much lower than many 
parts of the north of England.  
 

Note: Cells highlighted in red represent the three areas with 
the biggest declines. Cells highlighted in blue represent the 
areas with the biggest increase 
 
Jobs losses continue across the economy 
 
The employee data, even allowing for volatility, 
shows a labour market contracting across a wide 
range of sectors. In volume terms the biggest 
annual losses have been in retail, construction 
and health. This sectoral pattern suggests that 
austerity is beginning to shrink the public sector, 
though at a slightly slower rate than in other 
parts of the UK, and that pressures on 
household finances are still squeezing the retail 
sector.   
 
Growth is only recorded in a few sectors, but 
encouragingly manufacturing has increased by 
almost 1,000 employees. Arts and information, 

and communications have been other sectors in 
which employee levels have increased during the 
very challenging 2011. Quarterly sectoral data is 
subject to higher margins of error but the rapid 
job growth of nearly 5,000 in Quarter 4 2011 
was dominated by the usual Christmas retail 
spike which accounted for over 4,000 of the 
increase. Education also expanded strongly 
reflecting the usual ‘bounce’ from a low Q3 when 
employees not working over the summer fall out 
of the series. 
 

Note: The volatility of the employee job series needs to be 
borne in mind when drawing conclusions.  
 
 
Alarming fall in self-employment levels 
 
The level of self-employment in the NI economy 
has been very volatile over the tough period 
since 2008 but had been trending slightly 
upwards until a very alarming figure for 
December 2011. The fall of 10,000 was almost 
unheard of in past quarters and does not 
corroborate with another relevant data (such as 
insolvencies or bankruptcies).  The sectoral 
pattern suggests big falls in the agricultural 
sector with the loss of 4,000 jobs (almost 17 
per cent) and in retailing also reporting a 
contraction of 17 per cent. Though this pattern 
suggests a measurement error, it will be 
important to observe this indicator over 2012 to 
see if this is another sign of a weak labour 
market.  
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Unemployment enjoys a fall 
 
Given the fanfare afforded to modest falls in the 
UK ILO unemployment level in the most recent 
quarter it is important to draw attention to the 
fall in the claimant count unemployment rate in 
the year to March 2012 (note the level did rise 
modestly by 2,400 over that period). Only 
Scotland, the South East and the South West 
can report a similarly favourable trend, though it 
must be remembered that NI has the second 
highest unemployment rate behind the North 
East.  
 
The fall is somewhat surprising given the 
employee data and particularly the self-
employed data. In 2011, taken at face value the 
fall in self-employment and employee jobs would 
have been 16,650 in Northern Ireland, a pattern 
clearly not mimicked in the reliable, electronically 
measured, claimant count. Add to the mix the 
fact that impending welfare reform may have 
begun to move people across to the 
unemployment register from other forms of 
benefit as people seek to avoid forthcoming 
health inspections and the data is all the more 
surprising.  There are a number of ways in which 
the relationship between unemployment and 
employment can breakdown. For example many 
of the people losing their job may be taking early 
retirement and not appearing in the 
unemployment register, people may be migrating 
out of the region or claiming other forms of 
benefit. However this seems unlikely to account 
for the large discrepancy in the recent data and 
might suggest the labour market has not fared 
as badly as the employee data suggests. 
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Scale of policy challenge clear 
 
The scale of challenge facing policy makers in NI 
is evident from the longer term labour market 
outlooks. Assuming broadly flat net migration 
over the decade ahead (which may be an 
overestimate) the ‘policy neutral’ outlook is for 
job growth to average 3,000 per annum, which 
keeps the employment rate at a disappointing 
63%. By way of scaling the problem: to get the 
resident employment rate to the UK average of 
70% in 2020 would require over 8,000 
additional jobs per annum or 66,000 in total. 
This provides useful context against which to 
assess the 60,000 jobs predicted to arise from a 
lower Corporation Tax rate (admittedly this 
figure was calculated before the UK lowered its 
tax rate). The baseline outlook also suggests the 
Executive commitment to 25,000 jobs created 
by 2015 will, if achieved, be a significant feather 
in their cap. However, it is not clear whether this 
is a gross or net target. Without intervention the 
Northern Bank forecasts suggest that this target 
would not be met.  
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Sectoral analysis: Production 
 

The agriculture sector continues to enjoy strong 
demand and favourable prices but the Northern 
Ireland labour market data has been 
disappointing. Although the food processing 
sectors have recorded strong numbers 
suggesting underlying strength, the farming 
sector has performed poorly according to both 
the jobs and GDP data. It makes it a challenging 
sector to assess effectively; the official data 
does not marry with the macro conditions. We 
forecast the sector’s employment to experience 
a very slight increase which will drive the 4% 
growth this year.  From 2012 onwards the 
sector is expected to fall back into declining 
employment but at a modest rate.  As the 
agriculture sector has a high productivity per 
head, GVA growth levels are sensitive to 
employment trends. 
 
Encouragingly, manufacturing employment rose 
throughout 2011. Strong performance in the 
food processing sector has been supported by 
the pharmaceuticals and transport sectors. The 
drag from the sectors supplying to construction 
has eased as most of those losses occurred in 
2008/09 and consequently the overall picture 
has improved. Strong international demand and a 
favourable exchange rate along with competitive 
wage rates have greatly helped the 
manufacturing sector. The short term outlook, 
however, is less favourable. The softening of 
growth in global trade, worries over the 
recession in the Republic of Ireland and the 
stability of the Eurozone and the changing of 
Invest NI’s suite of funding all suggest 2012 will 
be tougher than the preceding two years.  
 
Construction continues to struggle with no sign 
of improvement in the housing market and public 
sector works projects coming to an end. 
Although the sector is now a comparable size to 
the long term average in developed economies, 
the housing market conditions are such that a 
fall below the long term average is likely in the 
short term. Further job losses are expected in 
2012 and the return to positive GVA growth in 
late 2012/early 2013 has to be viewed in the 
context of the long period of negative growth.  
Modestly positive policy announcements are 

unlikely to provide sufficient stimulus given the 
headwinds. The rate of house building is so low 
at present and the stock of vacant properties is 
relatively modest; this suggests relatively strong 
upward demand pressure which should begin to 
increase transactions in time, though borrowing 
conditions may stunt the potential impact. 
 
Agriculture 4.2% yoy 2012) 

 
Manufacturing (1.2% yoy 2012) 

 
Construction (-1.3% yoy 2012) 
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Private services 
 
The retail sector enjoyed its traditional seasonal 
spike in Q4 2011. However, the peak was 
notably lower than it was last year and the 
December peak has now fallen in each of the last 
4 years. Given the very obvious pressures on 
disposable incomes and continued job 
uncertainty the difficulties in the sector are far 
from surprising. At best, 2012 will be a year of 
consolidation with the boost from greater tourist 
numbers at least partially offsetting the 
domestic difficulties. There continues to be 
openings and planning applications from the 
major grocery retailers creating a perception of 
additional demand amongst the corporates. This 
is likely to be partly in response to strong figures 
from existing stores and a continued 
displacement of local retailers. However this 
trend is likely to slow as conditions become 
more challenging and the data indicates that 
retail employment is above the level that local 
incomes can sustain. The wholesale trade is at 
least enjoying a boost from the improved 
fortunes of the manufacturing sector and this 
form of non  consumer retailing has rather 
better prospects for 2012. 
 
The transport and storage sector suffered a 
somewhat delayed labour market recession with 
2010 and 2011 more challenging years than 
2008 and 2009. The fortune of the sector is 
usually correlated with the wider economy’s 
performance and thus the outlook is for a 
levelling of employment before medium term 
growth. Confirmation of plans to devolve the 
power to set air passenger duty rates –for direct 
long haul flights departing from NI – to the 
Assembly paves way for new routes and should 
boost the sector over the medium term. 
 
The pressure on the consumer’s ability to spend 
is more apparent in the labour market 
performance of the accommodation and food 
service sector than any other sector in the 
economy. A sharp reversal of fortunes began in 
mid-2010 as the legacy of overall job loss in the 
previous year and squeezed incomes from rising 
prices and flat wage levels began to take effect. 
The fall was rapid and would appear to have 
steadied somewhat in 2011. The prospects for 

2012 are relatively strong given the potential 
rise in hotel demand driven by the range of 
tourists events. Indeed, analysis by STR Global 
hotel data has revealed that Belfast hotels have 
already shown the greatest increase in 
occupancy year on year – posting a growth rate 
of nearly 10 percent to reach 65.7 per cent 
during Quarter 1.  In addition increased tourism  
should help to boost spending in restaurants.    
Thus prospects are relatively strong in the 
sector given the underlying projection of falling 
food prices and growing tourist flows.  The local 
tourist offering continually improves and events 
such as Titanic Belfast Festival, the City of 
Culture, the Olympics and the Irish Open Golf 
Tournament each potentially bring new first time 
visitors. On the downside however, if the recent 
rise in sterling is sustained this will make our 
tourist attractions that bit more expensive for 
foreign visitors. 
 
Faster growth by 2014 should be domestically 
led, reflecting an expectation of increased 
disposable income levels and improved 
confidence as economic growth returns. 
 
Wholesale & retail trade (-0.2% yoy 2012) 

 
 
Transport & storage (0.1% yoy 2012) 
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Accommodation & food service (1.0% yoy 2012) 

 
Information and communication has been one of 
the few labour market bright spots over the last 
24 months.  Jobs levels have risen steadily 
(though a small fall back was recorded in Q4 
2011. The sector includes the computer related 
services sector which has enjoyed strong 
growth, both through increased FDI and 
domestic expansion. The sector continues to 
report vacancies and a need for more skilled 
staff so, supply of labour permitting, the 
prospects are relatively strong with job and GVA 
growth forecast throughout 2012 and 2013. 
Should corporation tax rates be lowered this is a 
sector in which employment would be expected 
to rise.  
 
The restructuring in retail banking is evident in 
the recent labour market data for the finance 
and insurance sector. Despite some growth in 
areas such as financial security (though this may 
be classified in some instances under computer 
related activities), the sector’s employment 
levels have been contracting steadily since 
2008. Further losses in 2012 are expected 
before stabilisation, though lower corporation 
tax levels would impact positively on this sector 
if they were to be implemented. 
 
Real estate employment levels have been broadly 
flat for 18 months now; an encouraging 
performance considering the problems in the 
housing market. The property boom spike in the 
real estate employment is surprisingly modest 
according to the data. It appears the sector is 
currently operating at a ‘minimum’ level and 
losses are not projected despite the low level of 
transactions – albeit, this is improving. This 
reflects on-going demand for homes and 
although transactions are very low, rental 
activity has risen in response to need. The rental 
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market creates significant demand in the real 
estate sector due to the predominantly short 
term contracts and management services 
activities; this giving reason for optimism in this 
sector.  

Information & communication (2.4% yoy 2012) 

 
Financial & insurance (0.1% yoy 2012) 

 
Real estate (0.7% yoy 2012) 
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Professional and scientific services have, like the 
information and communication sector, enjoyed 
a relatively strong 2010 and 2011 with positive, 
if modest, job growth. The prospects remain 
strong as international opportunities present 
themselves in a wide range of professional 
service activities. However the huge cuts in 
consultancy spend by the public sector will have 
an adverse effect and the lack of property 
transactions and building is keeping downward 
pressure on the architecture and legal 
professions. The international tradable services 
sector in NI is becoming more diverse and this is 
fuelling growth in this key wealth-creating 
sector. International firms in legal services, 
consultancy and tax/audit have all been 
attracted to Northern Ireland. This trend reflects 
the skilled labour market, labour costs and 
telecommunications infrastructure strengths. 
Steady growth is projected and the professional 
services sector is predicted to be one of the 
leading job creators over the forecast period. 
 
Admin and support services employment 
contracted sharply during the recession as firms 
looked to shed staff and the call centre market 
stopped expanding. However since late 2009 
there has been a consolidation. The longer term 
forecast remains for job growth as NI’s 
strengths of a competitive cost base, good 
telecommunications infrastructure and available 
labour all support growth. Some of the 
expansion will be to support other sectors in the 
economy but there are sizeable tradable sub-
sectors within admin and support, such as the 
call centre market, which should contribute 
positively as the global economy grows and 
most specifically the Irish and UK markets 
expand.  
 
Employment in the arts, entertainment and 
recreation sector is volatile but the overall trend 
has been positive over the last 3 years, a trend 
which is expected to continue albeit with a slight 
contraction in 2012. Growth in tourist numbers, 
a boost from the City of Culture and the opening 
of new entertainment and arts venues are all 
contributing to a positive outlook. The success 
of the film industry in Northern Ireland, and most 
notably at the Paint Hall in Belfast, is a further 

reason to be positive about the outlook. With 
the improved image of the Titanic area and the 
desirability of the sector for young people, the 
film and TV sector has a bright future in NI and 
this underpins the positive forecast.  
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Professional & scientific (2.2% yoy 2012) 

 
Admin & support (2.1% yoy 2012) 

 
Arts, entertainment & recreation (2.3% yoy 2012) 

 
Other services activities (-3.0% yoy 2012) 
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Public services 

 
The expected contraction of the public services 
sector is clearly underway, though it is much 
more pronounced in public administration than in 
education or health. Nevertheless all three are 
now shrinking after a decade of growth and this 
will have a profound effect on the Northern 
Ireland labour market for some time to come. 
Not only do they account for 31% of direct 
employment, but there are large numbers of 
people currently going through various 
education courses hoping for work in these 
professions. Assuming a turnover of just 3% of 
staff each year due to retirement and other 
factors in these three sectors presents almost 
8,000 job opportunities – removing these 
opportunities would severely increase the 
difficulties facing young graduates.  Job losses in 
health should be more modest as the demand 
from an ageing population should create 
opportunities, if not in the public sector then in 
private sector healthcare. 
 
Overall we project the three broad public 
services will employ 7,000 fewer people by the 
end of 2014 than they currently do. This annual 
loss of 2,300 per annum is in stark contrast to 
the 1,500 per annum gain during the decade 
prior to 2008.  
 

Public admin (-1.4% yoy 2012) 

 
Education (0.1% yoy 2012) 

 
 
Health (0.8% yoy 2012) 
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Wage inflation  
 
Wage inflation remains extremely modest in the 
NI economy, below the rate of general inflation 
and at a roughly similar rate to the UK average. 
A larger public sector which is still enjoying some 
wage inflation partly due to promotions and 
lower starting wages across the economy have 
provided less headroom for pay cuts keeping the 
rate very similar to the UK. The latest ASHE 
wage data suggested very strong public sector 
wage inflation. This may be due to data 
problems but it may also reflect the sector 
shedding lower cost labour and retaining more 
senior and higher paid staff. The public sector 
wage differential with the UK now stands at 1 
per cent compared to a staggering differential of 
-17.2 per cent for the private sector. This gap 
presents a further risk for the NI economy if 
regional pay was to be implemented widely in NI 
public services. This is however unlikely, partly 
due to the Executive’s objections to it on the 
grounds of the damage it may cause but also 
due to the power of the unions. The more likely 
outcome is that any changes would be phased in 
slowly and applied to new recruits only. 
 
After 4 years of modest, or even negative, pay 
rises, workers will be feeling fatigued and 
potentially stressed from rising household costs. 
This will lead to increased pressure on 
employers, but the economic conditions suggest 
this will be a pressure they will have to resist. 
 

 

Unemployment  
 
Unemployment has been something of a puzzle, 
although remaining well above its pre-recession 
lows and now the second highest rate in the UK, 
the recent performance has been better than 
expected. Unemployment has basically been flat 
for almost 10 months and the rate actually fell 
during the last 12 months. In level terms the 
forecast is for an increase in unemployment in 
2012, reaching over 65,000 by mid-year. 
However welfare reform could impact this trend 
and if significant numbers of people move from 
sickness benefit on to the unemployment 
register then the level could easily top 80,000 
relatively quickly. The labour market forecasts 
give no indication that unemployment has 
peaked and as such 2012 will be another 
challenging year in which jobs remain sadly 
elusive for many in Northern Ireland.  
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Executive Summary 
 

Economy at a standstill… 
 
Just as signs of a recovery were beginning to 
emerge, the preliminary data reported that the 
UK has fallen back into recession, with a fall in 
GDP of 0.2 per cent recorded.  However, 
concerns exist over the reliability of the 
quarterly UK data as the contraction was 
underpinned by poor performance within in 
notoriously volatile construction activity. Thus it 
is likely that the data will be revised upwards. 
The lacklustre growth means that the economy 
is almost at the same point as it was 18 months 
ago, and well below the peak experienced in 
2008. 
 
 
Little change in Northern Ireland’s fragile 
outlook… 
 
The recent data for Northern Ireland gives little 
reason to suggest any significant change in the 
broad outlook. As always quarterly estimates of 
growth at a regional level are very volatile and 
subject to the performances of individual large 
firms but the current projection for Q2 growth in 
NI is a fairly anaemic. Northern Ireland continues 
to suffer from a relatively limited export base 
which is unable to fully offset the difficulties in 
the public and domestic sectors.  
 

 
 
 

 
 
The picture is not entirely gloomy: 
unemployment has not risen as fast as feared 
and consumer confidence, though still relatively 
weak, has begun to improve. In addition 
Northern Ireland has thus far avoided the scale 
of job loss in public services that many local 
authorities have endured in the UK and with the 
feel-good factor over the Titanic anniversary and 
associated tourist events there are positives to 
be found. 
 

 
Source: Oxford Economics 
Note:  Year on year growth is calculated using the growth 

from Q1( t-1) to Q1(t). 
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