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Highlights

NI growth estimated to be

-0.4% in 2012 and 1.1% in

2013.

UK growth estimated to be

0% in 2012 and 1.7% in 2013.

Republic of Ireland growth

estimated to be 0.5% in 2012

and 2.0% in 2013.

 While the UK economy is experiencing a double dip recession, a best case scenario

suggests that 2013 could see a modest rate of growth. A triple dip recession could

however result if the Eurozone suffers a Greek exit or a Spanish sovereign debt crisis.

 A question mark over 2013 also exists in terms of whether US policy makers will be able to

avoid a very sharp tightening of US fiscal policy; the “fiscal cliff”.

 UK GDP remains 3-4% below its 2007 pre-downturn peak. The recovery stalled during the

early part of 2010 and since then there has been little or no sustained growth.

 UK GDP is expected to grow in the 2nd half of 2012, with any improvement offsetting the

contraction in the economy in the first part of the year – so zero growth over the year.

 If UK average growth in 2012 is around zero, the implication for Northern Ireland (NI) is

that regional output has probably been declining since mid 2011.

 In short, a very challenging economic environment. At the same time, NI continues to be

relatively successful in attracting FDI with some firms achieving export success.

 In June 2012, inflation was 2.4% with further decreases expected for the rest of the year

and into 2013. In 2013, the estimated average inflation figure is 2.0%, back to the Bank of

England’s 2% target.

PwC forecasts and economic indicators

GDP Growth (%) 2010 2011 2012 2013

Northern Ireland* 0.8 0.3 -0.4 1.1

United Kingdom 1.8 0.8 0.0 1.7

Republic of Ireland -0.4 0.7 0.5 2.0

Source: Office of National Statistics (ONS), PwC, Central Statistics Office, IMF (for RoI 2012 and

2013)

Note: *NI output growth measured by Gross Value Added (GVA)

Indicator 2010 2011 2012 2013

UK inflation (annual average) 3.3% 4.5% 2.6% 2.0%

UK interest base rate (Q4) 0.5% 0.5% 0.5% 0.5%

NI claimant count (June) 56,200 60,200 62,900 65,500**

Source: ONS, PwC (inflation 2012-2013), Interest rates 2012-2013 from Treasury survey of

independent forecasts, Labour Force Survey (seasonally adjusted, 16+), Nomis

Note: ** PwC estimate but the considerable uncertainty about this figure is increased by difficulties in

forecasting the impact of welfare reform

Key: Shaded boxes represent estimates or forecasts by PwC Economics Service

Forecast
Northern Ireland economy to shrink by 0.4% in 2012.
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1. Confidence

Fragile economic conditions weaken
confidence levels...
Economic, business and consumer confidence in the UK

and Republic of Ireland remains fragile and any hope of a

significant increase in growth and confidence in 2012 has

not so far emerged. The UK economy returned to a technical

recession (two successive quarters of negative growth) in

2012. Growth has been close to flat over the past two years

and the question remains whether there will be a substantial

bounce back or we should prepare for a ‘new normal’, where

growth in the medium term will be low.

Uncertainty is bad for business...

Business confidence in NI continues to be weak and is

declining. The Ulster Bank’s Purchasing Managers’ Index

for June 2012 indicated that output/business activity had

not been in positive territory in 55 months. NI’s

performance relative to the rest of the UK and the Republic

of Ireland is worrying. NI is the only region to have

experienced a reduction in business activity over the past 12

months. However, some of the pressure on input prices and

margins appears to be easing as the rate of input price

inflation has been reduced.

Figure 1: PMI Output Index by region, 12 and three

month average to June 2012

Source: Ulster Bank Purchasing Managers’ Index (PMI)

Consumer confidence shows
moderate improvement over the past
year...
According to the Northern Bank’s Consumer Confidence in

Northern Ireland survey - consumer confidence for Q1 in

2012 improved relative to the same period in 2011. The

reduction in headline inflation, continued low interest rates

and increase in the personal tax allowance could all be

explanations.

2. House prices and affordability

Average house price continues to
fall…
The region’s average house price was £134,650 according to

the University of Ulster’s Quarterly House Price Index (Q1,

2012). This was almost a £116,000 lower than the value in

Q3 2007. The Q1 index was based on only 925 transactions,

while the average number of quarterly transactions in 2003-

2007 was 2,200. This compares to a quarterly average of

880 transactions in 2008-2011.

Both buyers and sellers appear cautious. From a buyers’

perspective, there are some predictions that house prices

will drop over the next year by a further 5-10%. From a

selling perspective, selling may result in the crystallising of

debts due to negative equity and may result in further

challenges in the housing market.

Figure 2: Housing market transactions and average

price, 2005– 2012

Source: University of Ulster’s Quarterly House Price Index

House prices are clearly more affordable now than they

were five years ago; therefore first-time buyers and home

movers may be keeping a close eye on the market in the

second half of the year. About 10 years ago, house prices

were around three times the average salary (see Figure 3).

For Q1 2012, this ratio was 2.68 so the question is, is now

the right time to buy, or are house prices going to drop even

lower?

Figure 3: House price to earnings ratio, 2002-2012

Source: Lloyds

3. Labour market

Claimant count rising...
Over the past year the claimant count has continued to rise

to a rate of 6.9%, with 62,900 people claiming

unemployment-related benefits in June 2012. This claimant

rate was the second highest regional figure in the UK, the

highest being in the North East of England (7.7%).
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Figure 4: Claimant count, 2007-2012

Source: Nomis claimant count (seasonally adjusted)

Unemployment rate remains high…
Using the alternative Labour Force Survey (LFS) measure,

the NI unemployment rate for March to May 2012 was

6.9%, compared to 7.1% in the same period in both of the

previous two years. Total LFS unemployment was 5

NI.

Figure 5 shows LFS unemployment in NI at 6.9% compared

to 8.1% for the UK. By comparison, the average rate was

11.1% for the Eurozone. The Republic of Ireland

unemployment level in May 2012 was 14.4%, while the

highest in the Eurozone was Spain at 24.3%. However, this

seemingly favourable NI performance must be viewed in the

context of high rates of economic inactivity levels (see

Figure 6).

Figure 5: ILO unemployment by region, Mar

2012

Source: Labour Force Survey (seasonally adjusted)

Note: Unemployment rate defined as number of persons

unemployed as a percentage of the total workforce (16+).

Decrease in economic inactivity but
still the highest in UK…
Northern Ireland has an inactivity rate of 27.3%,

significantly higher than the UK average (22.9%), albeit the

gap relative to the UK average has narrowed slightly over

time. The economically inactive are made up of four main

categories; carers (looking after home and family), students,

those retired early and those classified as long term
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Unemployment rate remains high…
Using the alternative Labour Force Survey (LFS) measure,

the NI unemployment rate for March to May 2012 was

6.9%, compared to 7.1% in the same period in both of the

previous two years. Total LFS unemployment was 59,000 in

Figure 5 shows LFS unemployment in NI at 6.9% compared

to 8.1% for the UK. By comparison, the average rate was

11.1% for the Eurozone. The Republic of Ireland

unemployment level in May 2012 was 14.4%, while the

n at 24.3%. However, this

seemingly favourable NI performance must be viewed in the

context of high rates of economic inactivity levels (see

Figure 5: ILO unemployment by region, Mar-May

Source: Labour Force Survey (seasonally adjusted)

Note: Unemployment rate defined as number of persons

unemployed as a percentage of the total workforce (16+).

Decrease in economic inactivity but

Northern Ireland has an inactivity rate of 27.3%,

erage (22.9%), albeit the

gap relative to the UK average has narrowed slightly over

time. The economically inactive are made up of four main

categories; carers (looking after home and family), students,

those retired early and those classified as long term sick.

Figure 6: Economic inactivity rate by region, Mar

May 2012

Source: Labour Force Survey (seasonally adjusted)

Note: Economic inactivity rate defined as total number of
economically inactive in the working age population (16

60/65) as a percentage of the total working age population

(16-60/65).

Redundancies remain high…
So far in 2012, there have been 1,249 redundancies. In

March alone there were 372, the highest number of

redundancies in one month since November 2009. On

current trends, this year’s total could exceed last year’s total

of 1,726 or perhaps even 2010’s total of 2,096 redundancies.

Figure 7: Redundancies, 2009

Source: Department of Enterprise

FG Wilson has announced they will be reducing up to 260

jobs by the end of the year, as part of their aim to

restructure their small generator set business to improve

efficiency and competitiveness.

On a brighter note, there have been a few major job

announcements since March. BT announced it is opening a

contact centre which will provide 120 jobs for multi

customer advisors and managers in Belfast. The centre is

due to open in August 2012 and is supported by a

grant from Invest NI's Jobs Fun

Department for Employment and Learning (DEL). CVS

Caremark, a pharmacy healthcare provider, has planned to

set up an IT operations centre in Belfast which will create

50 software jobs. Additionally, Axiom Law has announced it

will create 100 jobs by the end of 2014. This international
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Figure 6: Economic inactivity rate by region, Mar-

Source: Labour Force Survey (seasonally adjusted)

Note: Economic inactivity rate defined as total number of
economically inactive in the working age population (16-

of the total working age population

Redundancies remain high…
So far in 2012, there have been 1,249 redundancies. In

March alone there were 372, the highest number of

redundancies in one month since November 2009. On

s total could exceed last year’s total

of 1,726 or perhaps even 2010’s total of 2,096 redundancies.

Figure 7: Redundancies, 2009 - 2012

Source: Department of Enterprise, Trade and Investment

FG Wilson has announced they will be reducing up to 260

jobs by the end of the year, as part of their aim to

restructure their small generator set business to improve

efficiency and competitiveness.

On a brighter note, there have been a few major job

uncements since March. BT announced it is opening a

contact centre which will provide 120 jobs for multi-skilled

customer advisors and managers in Belfast. The centre is

due to open in August 2012 and is supported by a £568k

grant from Invest NI's Jobs Fund and £108k from the

Department for Employment and Learning (DEL). CVS

Caremark, a pharmacy healthcare provider, has planned to

set up an IT operations centre in Belfast which will create

50 software jobs. Additionally, Axiom Law has announced it

te 100 jobs by the end of 2014. This international
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firm is setting up a centre of excellence in Belfast which will

employ lawyers and paralegals.1

4. Future prospects
Global growth is forecast to slow to 3.1% in PwC’s main

scenario for 2012, down from 3.6% in 2011.2 The Eurozone

remains at the centre of this slowdown and confidence

across the bloc has decreased. Financial market stress

remains a key problem which is adversely impacting bank

lending into the economy. Eurozone business lending has

been significantly slower than in the US in the last year, and

until the vicious circle between bank debt and sovereign

debt is broken the outlook for credit growth in the Eurozone

will remain weak.

On the back of this stress, we expect Eurozone output to

contract by 0.7% in 2012. Despite the problems in Europe,

we expect that other key markets will continue to grow in

2012, albeit at modest rates compared to 2011.

Expectations of above trend growth in US have been put on

hold with a mixed news coming from the housing market

and manufacturing sector. Our main scenario projection is

for the US economy to grow at a respectable rate of 2.1% for

2012. This leaves open the question of prospects for 2013

and especially whether, in a Presidential election year,

American decision makers can avoid a looming “fiscal cliff”?

In the absence of bi-partisan agreement to the contrary tax

increases and welfare benefit reductions will kick in leading

to a substantial and sudden tightening of fiscal policy. This

would be major shock to both the US and world economies.

Both China’s and India’s economies are slowing, albeit from

very high growth rates. We may be entering a new period of

lower growth than what we have come to expect.

The UK economy is forecast to recover in 2013 and grow by

1.7%, although there is downside uncertainty for the UK

economy around the possibility of a major trade disruption

arising from further difficulties in the highly indebted

Eurozone countries, which would be exacerbated by a Greek

exit and/or by a further Spanish sovereign debt crisis. The

pace of UK recovery since 2009 has been disappointing, but

the austerity deficit reduction plan is not necessarily to

blame. However, deficit reduction by itself is certainly not

sparking a strong private sector revival to compensate for

the reduction in government spending.

Consumer price inflation in the UK is expected to continue

to decline as demand softens and prices recede. This

provides a glimmer of hope of moving out of this double dip

recession the UK now finds itself in although this tempered

by major uncertainty about global oil and food markets.

1 NI’s relative success as a location for certain types of inward
investment was noted in a recent report commissioned by DETI;
FDi Intelligence July 2012, Improving the quality of foreign direct
investment to Northern Ireland.

2 PwC August 2012, Global Economy Watch.

We expect the UK interest base rate will more than likely

remain at its current level of 0.5% until at least early 2013,

as a result of difficult market conditions and disappointing

growth levels.

Growth in Northern Ireland is expected to bounce back in

2013 to 1.1% following the estimated decline this year of

0.4%. However, this is a fairly optimistic view, considering

the state of the Eurozone economy and the current nil UK

growth. The NI construction industry shares the difficulties

of its counterparts in the rest of the UK but the prospects

may be worse. The available indicators suggest that NI

manufacturing output growth rates have been in decline for

some time now with recent employment decline

outweighing most of the employment gain which did occur

during the early part of 2011. Output is dropping across

most of the service sectors. Significantly, NI has so far

lagged the rest of the UK (especially English local

government) in terms of the pace of public spending cuts,

which may dampen growth next year when the cuts impact

further.
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5. Sector dashboards

The dashboards aim to provide an overview of key data and issues in the private and public sectors in the coming months.

Private sector

Employment

Sector March 10 March 12 Change Key Issues

Construction 36,970 31,260 -15.4%  Continued weakness in the house building sector

 Reduced public sector capital spend

Tourism and

Leisure

57,440 57,340 -0.2%  Success of Titanic Belfast, and NI 2012 Our Time, Our

Place in increasing profile. However, key challenges lie

ahead surrounding sustainable growth in tourism etc over

the next decade

 The direct impact of London 2012 Olympics likely to be

small

Food processing 17,130 16,900 -1.3%  A sector where NI has had good exporting performance and

global demand prospects are positive

 Some vulnerability to appreciation of the £/Euro exchange

rate

 Recent dispute regarding milk prices between farmers and

processing firms and large retailers highlight a lack of

profitability at farm level

 Further increases in input prices (e.g. feeds) likely

Financial services 32,060 31,560 -1.5%  Continued decline due to reduced demand and

rationalisation of branch network, though still back office

investment opportunities

 Extended impact and loss of confidence in banks generally

after Ulster Bank computer crisis

Retail 118,290 112,470 -4.7%  NI shares UK wide anxiety regarding fate of “High Street”

 On-line competition

 The recently introduced large shops’ levy is now under

review

 NI has even higher vacancy rate than UK average

 Will reduced inflation help to spark some revival?

Manufacturing* 53,300 54,690 2.5%  Eurozone crisis continues to cause problems and lack of

confidence for manufacturers considering exporting to rest

of EU

 Some major exporting successes

 New challenge of recent rise in £/Euro exchange rate

*excludes manufacture of food products
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Public sector

Sector Overview Key Issues

DETI and Executive Negotiations with HM Treasury

regarding terms of possible

corporation tax varying powers

 These talks were due to be completed this summer. They

are running more slowly than planned

 Disagreements regarding how NI’s spending block would be

adjusted going forward if the tax is devolved

The Executive NI’s position relative to other UK

devolved administrations

 Has sufficient ‘devolution difference’ been generated?

 Should NI consider a wider range of tax powers?

Department of

Employment and

Learning

Executive strategy published

regarding NEETs (Not in

Education, Employment or

Training)

 An admirable attempt to join up all existing institutions and

add some policies

 Can it be implemented? Will private sector get involved?3

Department of

Education

Education & Skills Authority to be

established by 2013

 In February the DE announced that enabling legislation

would be passed by July 2012 so that ESA would be

operational by the 1st of April 2013

 This target has slipped again, but the Executive is now

committed to legislation by the end of 2012

3 For a view on the NEETs challenge see PwC March 2012, “Helping a lost and forgotten generation”, NI Futures Education.
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6. Outlook Analysis

A Century of Change: The Northern Ireland Economy today compared to 1912

Given this year’s Titanic centenary commemoration, it is natural to ask just how different is the Northern Ireland economy

and society today compared to a century ago. This puts into a long run perspective the impact of some of the dramatic

events of the last century such as the Home Rule Crisis, Partition, the First and Second World Wars, the golden age of full

employment, the Troubles, the Ceasefires and the 1998 Belfast Agreement.

Perhaps most obviously, there are a lot more people living in today’s Northern Ireland; 1.8million compared to only 1.25

million in the Six Counties at the time of the 1911 Census. The ways in which people earn their living have also changed

radically. In the 1910s about 35% of total employment was in industry, i.e. manufacturing, construction and utilities. That

share is about 15% today.

In fact in 1912 about 150,000 people were employed in manufacturing compared to only about 75,000 now. The Northern

Ireland manufacturing sector of 1912 was dominated not just by shipbuilding (about 15,000 employed in Harland and Wolff

at that time) but also food and drink, textiles and clothing (notably linen) and other heavy engineering. At the start of the

twentieth century, Northern Ireland produced an annual output of linen yarn equivalent in length to six times the distance

between the earth and the sun. With the exception of food processing, all those sectors are now much smaller and in some

cases have more or less disappeared.

The level of public spending and government intervention in the economy was much lower a century ago. It was notable that

as late as the early 1960s half of the stock of schools still in use in Northern Ireland had been built before the start of the

twentieth century. Similar stories could be told in terms of the infrastructures of healthcare and social housing. It was partly

to rectify such deficiencies that levels of public spending increased so much in the decades after the 1960s.

In 1909, across Britain and Ireland the first state old age pensions were introduced by the then Chancellor of the Exchequer,

Lloyd George. The value of these pensions was only 5 to 25 shillings (25 pence to £1.25). These pensions were means tested

and applied only to those aged 70 or above. In the same year, the President of the Board of Trade, Winston Churchill

introduced wages councils to set floors for pay (i.e. minimum wages) in the “sweated industries” such as clothing and

textiles.

Unemployment and some health benefits, delivered through a system of national insurance, began in certain industries two

years later. This was, as the 1920s and 1930s would reveal, a still very patchy welfare safety net because it was not designed

to deal with either dependents or protracted unemployment.

For the UK as a whole, the scale of government spending relative to GDP increased from less than 15% in 1912 to almost

50% in the late 2000s. Here in Northern Ireland that increase was even steeper.

Over the course of the last century the total workforce has grown and it has become much more productive. After making

allowance for inflation, average income per person in the entire UK economy probably rose about five fold during 1912-

2012. Most of this gain was concentrated in two 25 year periods, i.e. 1948-73 and 1983-2007. Although real standards of

living increased substantially at both the UK and Northern Ireland level, the twentieth century was also one of marked

inflation. Today’s hard pressed motorists may be surprised to learn that a gallon of petrol probably costs more, in real terms,

in 1912 than 2012. Nevertheless, the scale of inflation is illustrated by the following table:
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Prices levels in Northern Ireland* for various products 1900 compared to 2012

1900 2012 How many times is

2012 price greater

than 1900 price?

Standard domestic letter

postage

1d (0.4p) 50p (Second Class stamp) 125

The Times newspaper 3d (1.2p) 100p 83

Pint of beer in a pub 2d (0.8p) 300p – 360p 375 - 450

Pint of milk 2d (0.8p) c.28p** 35

Retail price index n.a. n.a 110***

Note:

*: The 1900 data are supplied by ONS and it is not known how far NI varied from such UK averages at that time.

**: 2 litres (3.52 pints) of semi-skilled milk at a convenience grocery multiple store cost £1.00 on 31 July 2012.

***: The historical inflation data come from the 2004 paper ‘Consumer Price Inflation Since 1750’ (ISSN 0013-0400,

Economic Trends No. 604, pp 38-46), it has been updated for 2012 which can be accessed here

http://safalra.com/other/historical-uk-inflation-price-conversion/

By comparison, whereas a recent weekly wage level in NI is £450.6 (median gross weekly earnings for all full time

employees in 2011), in 1906-7 average weekly wages varied between, for example, £0.77 for female textile workers and £1.80

in shipbuilding (then, probably, the highest pay sector).

So, returning to the question of economic growth and living standards, Northern Ireland started from a lower level and

probably achieved a faster rate of growth over the last century; a six fold increase in real GDP per head.4

Another way to put this, although admittedly making rather approximate comparisons (including for differing prices levels),

is that the average person in the Northern Ireland of 1912 enjoyed a level of GDP per head about the same as that today by

the average person in, say, China or Egypt.

Given the population today is one half bigger than in 1912, the total size of the Northern Ireland economy has grown by a

factor of nine; for all the difficulties we’ve had, a titanic achievement!

4 For a detailed consideration of changes in levels of GDP per capita in the UK regions see a paper by the University of Ulster economists
F. Geary and T. Stark to the 2010 Economic History Society Conference (Durham) and the 2011 Historical National Accounts Group
Meeting (Trinity College Dublin).
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