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 introduction of a new, higher 

National Living Wage. 

 Whilst the Chancellor has 

identified a relatively low level 

of,  and low growth rates of, 

productivity as the key strategic 

weakness of the UK economy, 

the evidence suggests that  NI 

has even more need to address a 

productivity shortfall. 

 

Table 1.1: Growth projections 

GDP growth (%) 2013 2014 2015 2016 

NI 1.1 2.2 1.8 1.7 

UK 1.7 3.0 2.6 2.4 

RoI 0.2 4.8 3.4 3.4 

Source: Office for National Statistics (ONS), Central Statistics Office (RoI), 

PwC (NI 2013-16, RoI 2014-16  and UK 2015-2016). 

NI economic 
growth was 
estimated as 
2.2% in 2014 
and projected 
to be 1.8% in 
2015. 

UK economic 
growth was 3.0% 
in 2014 and 
projected to be 
2.6% in 2015. 

Republic of 
Ireland (RoI) 
economic growth 
was estimated as 
4.8% in 2014 and 
projected to be 
3.4% in 2015. 

Table 1.2: Key Indicators 

 2013 2014 2015 2016 

UK consumer price 
inflation (annual 
average) 

2.6% 1.5% 0.3% 1.7% 

UK interest base 
rate (Q2) 

0.5% 0.5% 0.5% 1.0% 

NI claimant count 
(seasonally 
adjusted, June) 

63,100 54,400 44,000 45,000 

Source: ONS, PwC (inflation 2015-2016, claimant count and interest rate 

2016), Nomis. 

1. Highlights and key messages  

 Northern Ireland (NI) should achieve gross 

value added (GVA) growth of 1.8% in 2015, down 

from 2.2% in 2014. That means NI remains the 

poorest performing of the 12 UK regions. Overall 

UK growth is also expected to be lower than last 

year, with any gains from still relatively cheap oil 

partly offset by the impact of a higher exchange 

rate against the Euro and difficulties in the 

Eurozone.  

 Globally, there are various external downside 

risks to sustained recovery, including continued 

uncertainty in the Eurozone and a possible 

slowdown in China and the US. 

 NI’s property price growth continues at a modest 

level, roughly tracking the UK average. 

However, the legacy of the mid 2000s property 

bubble is a fragile housing market characterised 

by high levels of indebtedness and negative 

equity. 

 Doubt as to whether the Stormont House 

Agreement will be implemented implies that NI 

does not have a viable Budget for 2015-16 and 

the outlook for subsequent years is similarly 

unclear. 

 In the absence of political and budgetary 

agreement the devolution of Corporation Tax 

varying powers in 2017 remains unlikely and the 

overall political situation is increasingly fragile. 

 The international publicity attending the 

political impasse is delivering reputational 

damage and may be harming investment 

prospects especially at a time when devolution is 

proceeding elsewhere. 

 The outcome of the General Election and 

subsequent Summer Budget confirmed that 

welfare reform and austerity will continue, UK-

wide. Consequently, NI probably faces four 

years of intensified austerity given the sluggish 

pace of reform and modernisation during 2010-

15. 

 Given the region’s overall low productivity and 

predominately SME business structure and the 

greater prevalence of low pay, the Summer 

Budget poses a double challenge. First, from the 

reduction in Tax Credits and, second, from the 

introduction of a new, higher National Living 

Wage. 

 The Chancellor has identified a relatively low 

level - and low growth - of productivity as the key 

strategic weakness of the UK economy, but 

evidence suggests that NI has even greater need 

to address a long-standing and serious 

productivity shortfall. 

 Uncertainties remain in global energy markets, 

but inflation is likely to remain well below the 

Bank of England’s 2% target. 
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2. Housing 

average house prices and average full-

time earnings. The 2020 ratio is based 

on PwC forecasts for regional house 

prices and earnings in 2020. 

In 2014 NI has the greatest 

affordability of any of the UK regions. 

It has the lowest average price to 

average earnings ratio at 5.7 with the 

North East being next lowest at 6.1. In 

2020 we forecast that housing will be 

only slightly less “affordable” than it is 

at present with the ratio in NI rising to 

6.4.  When compared to other UK 

regions in our forecast for 2020, this 

implies that NI will have the second 

lowest ratio with the North East being 

lowest at 6.3. 

Figure 2.2: Affordability - Regional house price to individual 
full-time earnings, 2014 vs 2020 

Source: LPS/NISRA Northern Ireland Residential Property Price Index 

Source: PwC UKEO July 2015, PwC analysis 

1 The attraction of the LPS data is that it is based on a record of all transactions in Northern Ireland rather than a sample 

survey. 
2 http://www.rics.org/uk/news/news-insight/press-releases/limited-supply-pushes-northern-ireland-house-prices-

higher/ 
3 PwC July 2015, “UK Housing market outlook: the confirmed rise of Generation Rent”, UK Economic Outlook 

 -
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Figure 2.1: Number of housing sales per quarter, NI, Q1 2010-
Q1 2015 

Mixed messages from the NI 

housing market… 

The steady growth in property transactions, 

as reported by NISRA and the Land and 

Property Services (LPS)1, went into reverse 

in Q1 2015 (Figure 2.1). The 4,058 sales in 

Q1 was a decrease on the Q4 2014 figure but 

that decline was only partly seasonal. At the 

same time, the number of sales in Q1 2015 

was down by almost 10% compared to Q1 

2014. This was the first time since Q2 2011 

that the number of sales in a given quarter 

has fallen relative to the same quarter in the 

previous year.  

In Q1 2015, the average NI property price as 

reported by NISRA and LPS was £119,646, a 

5% decrease on the Q4 average, which was 

the highest price seen since 2011. Compared 

to Q1 2014, prices have risen, but only by 

1.6%. These latest figures demonstrate that 

the NI housing market remains fragile and 

recovery is erratic.  

The latest Royal Institution of Chartered 

Surveyors (RICS) and Ulster Bank survey2 

suggested that a limited supply of 

residential properties is pushing NI prices 

up. The same survey, and a survey by 

Nationwide also implied that NI house 

prices are among the fastest rising in the UK. 

PwC’s own forecast house price rises in NI 

are a more modest 5.8% in 2015 and 6.2% in 

20163. The PwC forecasts imply a very slight 

price convergence between NI and the UK 

average during 2015-20. So, although NI 

house prices and sales dipped at the start of 

this year, we should remain reasonably 

optimistic about short to medium term 

growth.  

NI is the most affordable 

regional property market in the 

UK … 

Figure 2.2 is based on a PwC calculation of 

affordability. The ratio for 2014 is calculated 

using historic data from ONS for 2014 on 
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Figure 3.2: Confirmed Redundancies January 2012 – June 2015 
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3. Labour market 

Mixed news on redundancies … 

As reported by the latest DETI figures, the 

twelve months leading up to June 2015 saw 

1,928 confirmed redundancies. This is 9% 

less than the average for the preceding 12 

months. In June alone there were 274. 

The NI Civil Service voluntary exit scheme 

continues to attract interest, with more 

than 7,000 civil servants having expressed 

an interest in the scheme. 1,200 have been 

given conditional offers although the 

funding of the scheme depends largely on 

what happens to the implementation of the 

Stormont House Agreement. 

 

At the start of July the Education Minister 

John O’Dowd announced his Department 

(DE) would fund redundancy deals for 131 

school staff. Since then the total of staff 

offered redundancies by DE has reached 

approximately 500. Additionally the 

Department for Employment and Learning 

 

Figure 3.1: Claimant count unemployment rates (%), June 2008- 
June 2015 

Unemployment increases: blip 

or the shape of things to come… 

The claimant count measure is often 

accepted as the most accurate measure of 

the unemployment level in NI. For the first 

time since December 2008 there was a 

month-on-month increase in claimant 

count measure. In June 2015, 44,000 

people were claimants (seasonally 

adjusted), a rate of 4.9% and an increase of 

200 persons from May. This could be a blip 

or, more seriously, another indication of a 

weakening NI economy. 

However, these figures should be viewed in 

context, as there has still been a decline of 

10,400 persons since June 2014 when 

unemployment stood at 6.1%.  

Nonetheless, NI unemployment remains 

the highest amongst the 12 UK regions for 

the 24th consecutive month. In the past 

twelve months the gap between NI and the 

UK average has widened.  

The NI rate of unemployment, according to 

June’s Labour Force Survey (LFS) in the 

(DEL) has similarly announced 212 

voluntary redundancies in further 

education at a cost of £9.1m. 

At the same time, there have been 

encouraging announcements with 

continued expansion in creative 

industries and manufacturing. In the 

technology sector, a notable 

announcement came in July from 

OneSource Virtual the Texas-based 

technology company, which 

announced 289 jobs in a new 

outsourcing centre. 

Source: ONS Claimant Count (Seasonally Adjusted) 
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Source: DETI 

most recent quarter was more than 

double the UK figure (2.3% for UK, 

4.9% for NI). 

The youth unemployment rate (18 to 

24 year olds) was 19.7% which was 

down 0.7 percentage points over the 

past year, but still higher than the UK 

average of 13.2%. Therefore youth 

unemployment in NI remains a 

challenge. 

June’s LFS also showed that a 

significantly high proportion, 61.6%, 

of those who were unemployed, had 

been out of work for one year or more. 

Alongside this, economic inactivity 

also increased compared to a year 

before. 
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Figure 4.2: NI Consumer Confidence Index, September 2008
to June 2015

4. Confidence 
NI businesses activity grows 

but it is a slow and uncertain 

recovery… 

Figure 4.1 shows the recent business 

activity by region as measured by Ulster 

Bank’s Purchasing Managers’ Index (PMI). 

The PMI is a survey of firms, which tracks 

their activities such as employment, 

production and exports. 

A PMI score of 50 represents an unchanged 

level of business activity from the previous 

month, so the 52.3 score for June 

indicates that output has been 

increasing. This is the second positive 

result in a row although the score for 

June is slightly lower than the May 

score of 52.7, which suggests a slightly 

slower pace of expansion of output. 

The 12-month index for NI is 52.7 so 

NI business activity is currently 0.4 

index points below that average, which 

suggests expansion within the private 

sector albeit at a weak pace. 

NI stands out compared to the other 

UK regions and the RoI in terms of its 

very weak PMI growth, only Scotland 

has a similar level of performance. 

Mixed messages about 

consumer confidence… 

In Q2 2015, the Danske Bank Consumer 

Confidence Index fell by eight points, to 

128, which is the same as Q2 2014 levels. 

Across the Index, all indicators fell 

suggesting a substantial setback to 

consumer confidence.  

Most NI households believe that their 

financial position remained the same as 

one year ago (63%), however only 14% 

believe that their financial position will 

improve in the next twelve months (down 

from 18% in the previous quarter). 

People in the 16-22 age category continued 

to be more optimistic than their older 

counterparts in terms of both the financial 

position relative to the last 12 months and 

expectations for the future. Such optimism 

is in contrast to the relatively high levels of 

youth unemployment.  

The ‘expectations for spending’ element of 

the Index fell compared to the previous 

quarter. There was a drop in the number of 

households intending to spend more 

on big-ticket items in the year ahead 

(from 19% to 14%). 

An alternative measure of consumer 

confidence is provided by the 

Consumer Council’s Consumer 

Outlook Index. It suggested some 

improvement in consumer confidence 

in the early part of 2015. The Index 

rose to 69.8 in May 2015, compared 

to 66.3 in November 2014 and 65.9 in 

July 2014, although women were 

substantially less optimistic than 

men. The percentage of respondents 

which felt that their financial 

situation was the same or better than 

two years previously increased from 

71% in July 2014 to 82% in May 2015. 

 

 

Figure 4.1: PMI Output by region, 12 & 3-month average to June 2015 

Source: Ulster Bank PMI 
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5. Future prospects 

Global economy and 

productivity prospects 

PwC is currently projecting global GDP 

growth of 3.3% in 2015 and 3.8% in 

2016, with average annual growth of 

3.6% in the period 2017-214. OECD’s 

view is broadly similar. They predict 

global average growth rates of 3.1% and 

3.8% for 2015 and 2016 respectively. 

However they predict rates of only 1.9% 

and 2.5% for the OECD members 

themselves5. 

The US is forecast to have growth of 

2.3% in 2015 and 2.7% in 2016, while 

growth in the Eurozone will remain 

subdued at 1.5% in 2015 and 1.7% in 

2016; this is a “central forecast” and 

assumes the July 2015 (third) bailout of 

Greece is successful in stabilising the 

Eurozone. China is forecast to grow at 

7.0% in both 2015 and 2016 but only to 

5.7% over the following four years6. 

In its recent overview of the prospects 

for the world economy, the OECD 

adopted a downbeat tone. Whilst 

recovery continued in the first half of 

2015, it was weak. They attributed such 

weakness to softening growth in both 

China and the US. Additionally, the so-

called BRIC7 economies are now 

divided between the declining “BR” of 

Brazil and Russia and the still high 

growth India and China, albeit with 

signs of deceleration in the latter. 

Whilst the OECD could foresee the 

possibility of more robust growth in 

private investment, for this to happen 

there would need to be more certainty 

in global markets.  

The OECD has identified the following 

as three possible downside risks to the 

global economy: the impact of any rise 

in US interest rates, Greece’s 

relationship to the Eurozone and a 

possible hard landing in China.  

The Office for Budget Responsibility’s 

(OBR) central forecast for UK growth is 

that the economy will grow in excess of 

2% annually until the end of the 

decade, with public sector net debt 

falling to 68.5% of GDP by 2020-218. 

That assumes a sharp rise in 

productivity (output per hour) growth 

above the 2015 rate of 0.9% to over 2% 

p.a. after 2016. Significantly, in his 

Summer Budget on 8 July, the 

Chancellor introduced a plan to grow 

UK productivity, “Fixing the 

Foundations: Creating a more 

prosperous nation”9. The 15-point plan 

centres around two key pillars; firstly 

encouraging long term investment and 

secondly, promoting a dynamic 

economy. 

Local economy 

PwC is forecasting GVA growth of 1.8% 

in 2015, a slowdown on 2.2% in 201410.  

The July Summer Budget has 

confirmed further austerity from 

Westminster, on top of the current 

financial difficulties facing the NI 

Executive. We find it difficult to 

determine how such austerity can be 

absorbed without radical change to the 

shape, structure and operation of the 

region’s public sector.  The challenge 

posed by welfare reform remains a 

major barrier to political agreement, 

the implementation of the Stormont 

House Agreement and the balancing of 

the Executive’s Budget. 

The Chancellor has also announced the 

start of the process to produce the 

Spending Review 2015 (to be published 

on 25 November). The proposed cuts in 

Whitehall Departments of up to £20bn 

are larger than had previously been 

anticipated and will undoubtedly 

impact on the Executive’s capacity to 

maintain public spending given the 

Barnett consequential.   

As devolution continues to gather pace 

across the UK, the focus in NI has been 

almost entirely on seeking devolution 

of Corporation Tax. The Chancellor’s 

surprise announcement in the Summer 

Budget that UK Corporation Tax rates 

would come down to 18% in 2020 from 

its current 20%, reduces the likely 

benefit from a lower rate in NI. At the 

same time, the cost to the block grant 

from a lower rate in NI is reduced and 

could permit the rate to fall below 

12.5%. It is likely that the Executive will 

continue to pursue their aim of cutting 

the rate in NI despite the Chancellor’s 

announcement, but it does somewhat 

narrow the Executive’s room for 

manoeuvre given that the UK rate was 

28% when the campaign to reduce the 

NI corporation tax rate was first 

introduced.  

Exports have the potential to be a major 

driver for growth. Unfortunately, 

whereas the Programme for 

Government 2011-15 set a target to 

  

4 Measured using purchasing power parities. PwC July 2015, UK Economic Outlook, and, Global Economy Watch.  
5 OECD June 2015, Economic Outlook. 
6 These forecasts are based on official statistics. Some commentators suggest that measures of “value added” in the 

Chinese economy have come adrift from some of the most important “physical” output measures and are unduly high. See 

The Guardian 23 March 2012, “China GDP: How it has changed since 1980”, also, The Times 16 July 2015, “Analysts cry 

foul at China growth figures”. 
7 Brazil, Russia, India and China. 
8 Office for Budget Responsibility (OBR) June 2015, Economic and Fiscal Outlook.  
9 Productivity Plan Launched, Gov.co.uk, https://www.gov.uk/government/news/productivity-plan-launched 
10 PwC July 2015, UK Economic Outlook 

 

https://www.gov.uk/government/news/productivity-plan-launched
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increase manufacturing exports by 

20% during 2011-12 to 2014-15, the 

actual increase has only been 

approximately 6%. NI’s stagnant 

export growth contrasts to Scotland 

where a 20% growth in exports has 

been achieved11. 

As Scotland has demonstrated, an 

increase in exports is possible.  

However, with the Euro weakening 

against the pound due to the current 

Greek crisis, NI exporters face an uphill 

struggle if they are to increase their 

export levels to the Eurozone. 

Therefore emphasis should perhaps be 

placed on exports to non-Eurozone 

countries, especially the fast growing 

emerging markets, as the best place to 

grow exports. 

 

Inflation 

We forecast UK inflation of 0.3% in 

2015 and 1.7% in 2016. Inflation will, 

therefore remain below the Bank of 

England’s 2% target but will be moving 

closer to it by the end of 2106. We 

should view the decline in inflation so 

far in 2015 as only temporary, in having 

been caused by declines global energy 

and food prices. Admittedly, the recent 

treaty between Iran and the Western 

powers could imply oil prices will 

remain at relatively low levels for some 

time to come.  

 

Interest rates 

Governor Mark Carney’s recent speech 

at Lincoln Cathedral12 indicated that 

the Bank of England might start to raise 

interest rates at “the turn of the year.” 

Mr Carney indicated that he expected 

rates to rise over the next three years, 

reaching, "about half as high as 

historical averages", in other words 

reaching around 2.25%. Mr Carney noted 

that the Bank would be closely monitoring 

the effect of any rise in rates on households 

and that the timing of rises could vary if 

there any future shocks to the economy. 

Rates are also expected to rise in small 

increments, perhaps only by a quarter 

percentage point for each rise. 

Federal Reserve Chair Janet Yellen has 

also said that she expects US interest rates 

to rise by the end of this year. In the longer 

term, PwC’s July UK Economic Outlook 

notes that businesses and households 

should plan for UK rates to be back to 

around 3-3.5% by 2020. It may be that the 

era of near-zero interest rates is coming to 

an end sooner rather than later. It is vital 

that businesses and households start 

preparing for a rise in interest rates now.  

 

Overall 

The overall outlook for NI remains 

somewhat downbeat. We expect growth to 

slow down in 2015 compared to 2014 and 

this subdued trend is likely to continue into 

2016. NI’s critical weakness remains an 

inability to improve its comparative 

productivity even compared to the 

lacklustre UK average. The Summer 

Budget raised the further challenge for NI 

businesses of paying the new higher 

National Living Wage (NLW) which the 

Chancellor is introducing next year. Based 

on OBR estimates of the jobs impact at the 

UK level we estimate employment in NI 

could be 1,500 to 4,000 lower in 2020 as a 

result of the NLW13.  

The continued impasse in the NI Executive 

over the implementation of welfare reform 

continues to dominate the political 

situation in NI. The Secretary of State, 

Theresa Villiers has made clear that no 

extra finance, beyond that agreed in the 

Stormont House Agreement, will be made 

available to the Executive.  

With further austerity outlined by the 

Chancellor in the July Summer Budget, 

it is imperative that the Executive 

produces a deliverable and sustainable 

Budget to ensure that the delivery of 

public services outcomes are protected 

as much as possible from the effects of 

budget cuts. This is necessary to protect 

the still fragile growth in the NI 

economy.  

However, everything – including even 

the future of the devolved 

administration – hinges upon a 

breakthrough on welfare reform that 

will release the Stormont House 

Agreement funds necessary to bridge 

the Budget shortfall. 

The devolution of Corporation Tax 

powers also remains in doubt and 

contingent upon the Stormont House 

Agreement and the Executive’s 

finances being put on a sustainable 

footing. The cut in the UK rate to 18% 

could be seen to some extent as a blow 

to the original proposal to have a 

significant gap in the Corporation Tax 

rate between NI and the rest of the UK 

that would prove a major incentive for 

inbound investors and which would, in 

turn, be a game changer for NI’s private 

sector troubles.   

  

  
  

11 The Times 14 July 2015, “Nicola Sturgeon- Scotland- The real northern powerhouse”. 
12 “From Lincoln to Lothbury: Magna Carta and the Bank of England”, Speech by Mark Carney, 16 July 2015 
13 OBR’s “central” forecast (July 2015) is a job reduction of 60,000 but using different assumptions, notably about the 

elasticity of labour demand, this could be as high as 120,000. NI’s pro rata share of UK employment is 2.5% but it is likely 

given the greater prevalence of lower pay in NI that NI’s share of the UK jobs reduction would exceed 2.5%. 
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                                           Employment, for key sectors* 

Sector Mar 13 Mar 15 Change Key Issues 

Public sector 
215,690 210,030 -2.6% 

 Given that the pace of employment reduction lagged the 
UK average during 2008-14, we expect an acceleration in 
the reduction of jobs in the future. It remains to be seen 
as to whether reductions will be part of a modernisation 
strategy or driven by short-term imperatives? 

Healthcare and 
residential care 

121,450 121,470 0.0% 
 Notwithstanding the Executive’s efforts to “protect” 

spending in real terms, funding still lags demand. The 
Transforming Your Care agenda appears to have stalled. 

Construction 
29,450 30,750 4.4% 

 Late 2014/early 2015 saw the first signs of a recovery in 
output and employment but the strong emphasis by the 
larger firms on external markets is likely to continue. 

Tourism and 
leisure 

52,450 55,870 6.5% 
 Recent growth in visitor numbers but still questions 

about how to raise per capita spend. Challenges arising 
from the weak Euro and, now, the NLW. 

Business 
services** 

33,940 31,450 -7.3% 
 One of NI’s most successful (particularly in terms of FDI) 

clusters, but nevertheless there has been a decline in 
employment in services for buildings. 

Financial 
services*** 

18,540 18,030 -2.8% 
 Continued employment decline likely. 

Retail 
111,110 115,400 3.9% 

 Recent employment growth hard to reconcile with 
measures of declining footfall and relatively high vacancy 
rate although the growth has been driven by wholesale. 

Manufacturing**** 
53,940 58,340 8.2% 

 A number of clusters are developing. Successful export 
and innovation performance is still, largely, concentrated 
in a handful of larger firms. 

Food processing 
16,560 18,710 13.0% 

 The effort to continue the previous trend growth will be 
challenged by the weakness of the Euro relative to the 
Pound, and intensified competition from RoI based 
producers. Declining global food prices and a surplus of 
supply, particularly in dairy products, thus impacting on 
farming. 

Pharmaceutical 
products 

2,100 2,410 14.8% 
 One of NI’s key high technology sectors. Scope to make 

more out of personalised medicine and drugs trials 
provision. 

Energy and 
waste***** 

5,650 5,260 -6.9% 
 Further growth in NI based renewables will be challenged 

by the reductions in subsidies for renewables announced 
by the new UK government. 

Creative****** 
7,900 8,880 12.4% 

 Further growth can be expected. 

Total 
694,660 719,030 3.5%  

6. Sector dashboards 

Note: *: Employees only (i.e. excludes self-employed), not seasonally adjusted ** SIC codes 69-70 and 81-82, ***SIC codes 64-66 ****Excludes 
food processing & pharma, *****SIC codes 35 and 38-39,  ******SIC codes 59-60, 71 and 90 
 

Source: Quarterly Employment Survey. 
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7. Outlook Analysis: 
Productivity- Northern 
Ireland’s shortfall worsens 

Productivity: A priority for 

policy makers everywhere 

else but seemingly not in NI 

It is not often that there is a subject that 

Chancellor George Osborne and Nobel 

Prize winning economist Paul 

Krugman agree on. However 

productivity is one such subject. 

Krugman declared, “Productivity isn’t 

everything, but in the long run it is 

almost everything,” recognising, like 

other economists, that output per 

worker is the main explanation of 

trends in long run economic growth. 

Increasing productivity is also vital if 

the region is to sustain the ability to pay 

the higher wages in the National Living 

Wage (NLW) and to still make a profit.  

The Chancellor of the Exchequer 

delivered a plan for UK productivity 

alongside his July Summer Budget. 

(See Box 1 on the right for a summary 

of this UK productivity plan.) 

An improvement in NI’s comparative 

productivity, defined as halving the 

private sector productivity gap between 

Northern Ireland and the rest of the UK 

(excluding the greater South East), was 

a target in the 2008-11 Programme for 

Government14. There was no similar 

target in the most recent programme, 

for 2011-15, and that is unfortunate 

given that the Executive was 

courageous to include it last time round 

even though little progress was made in 

attaining the target. This leaves us with 

three questions about productivity, 

which we will discuss in the rest of this 

Outlook Analysis.  

First- Why does productivity 

matter?  

Rising productivity would provide the 

basis for a more sustainable economic 

recovery. That is, one where we could 

afford to pay for rising real wages and 

be competitive, the latter being 

demonstrated by improving exports. 

Significantly, the 2011-15 Programme 

for Government target was for 

manufacturing exports to grow by 20 

per cent. However, the actual growth 

achieved was only about one third of 

that target. 

The OBR has already implied that 

raising productivity is of critical 

importance for the UK as a whole but it 

is a challenge that applies even more 

strongly to NI in particular. This is 

because we have experienced the 

greatest decline in living standards 

during the recession15. 

Second- What happened to 

NI productivity?  

We know that UK productivity- output 

per worker- has been flat since 200716. 

At the same time, NI’s position has 

fallen compared to that UK average.  

The Office for National Statistics (ONS) 

(February 2015, Sub regional 

Productivity) indicates that GVA per 

hour as a percentage of the UK average 

was 82.8 in 2004, climbed to 85.2 in 

Box 1: UK Productivity 

Plan - July 2015 
The Chancellor noted the strong relationship 

that exists in international data whereby 

OECD countries with the highest levels of 

wages also tend to have the highest levels of 

productivity in terms of output per worker or 

per hour worked. In fact, some of the 

Chancellor’s other measures in the Summer 

Budget 2015, notably the reduced reliance on 

Tax Credits alongside the introduction of a 

National Living Wage (NLW) which will rise 

to about £9.35 by 2020, have made it all the 

more imperative that UK businesses raise 

their productivity. 

 

The Productivity Plan “Fixing the 

Foundations” includes four key areas for 

investment and reform in England: 

 Roads, to improve a crumbling 

infrastructure. 

 Accelerated housebuilding (475,000 

extra by 2020) to match rising demand 

and provide homes for workers to live 

in. 

 Improved teaching and research quality 

in universities. 

 Addressing a “market failure” whereby 

UK companies were not training 

enough; the Chancellor put it bluntly, 

some UK companies have been “lazy” 

when it comes to prioritising vocational 

training. A levy to fund apprenticeships 

is now proposed. 

Whilst these changes will impact on England 

in the first instance, they do provide a 

powerful example and challenge for the NI 

Executive. For example, strong 

consideration is likely to be given to 

following the London policy lead with 

respect to universities and the training levy. 

 

 14 NI Executive November 2011, Building a Better Future The Northern Ireland Executive Programme for Government 

2008-11, Delivery Report Progress Up to 31 March 2011. 
15 ONS 27 May 2015, “Regional gross disposable household income, 1997 to 2013”, Statistical Bulletin 
16 ONS 1 April 2015, “Labour productivity, Q4 2014”, Statistical Bulletin. Also, PwC July 2015, “UK Economic Outlook: 

Productivity and trade in services”. 
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Sectors 2011 

Mining and quarrying 11 
Manufacturing 81 

Electricity, gas, steam and air conditioning supply 123 
Water supply, sewerage, waste etc. 55 

Construction 91 
Retail 114 

Transport and storage 104 
Accommodation and food service 72 
Information and communication 56 

Professional, scientific and tech. activities 78 
Administrative and support service activities 66 

Other (e.g. marketed education and health, creative 
industries) 

67 

  17 N.F.R. Crafts argued a relatively high rate of grant aid from the IDB and LEDU agencies was a major explanation 

for what had hitherto been a disappointing growth and productivity performance; 1995, “The golden age of economic 

growth in post-war Europe: Why did Northern Ireland miss out?” Irish Economic and Social History, vol. 22 

2007 and then fell back to 82.2 in 2013. There was a 

similar pattern in terms of GVA per worker (strictly, per 

job filled); 86.7 in 2002, rising to 90.7 in 2007 and falling 

back to 88.7 in 2012. 

Since 2007, according to the ONS data, the UK’s labour 

productivity level has fallen back compared to many 

Western economies (ONS February 2015, International 

Comparisons of Productivity- Final Estimates 2013). By 

implication, the same is true for NI, and in fact NI 

productivity has fallen worse than the rest of the UK as 

demonstrated in Figure 7.1. 

By 2012, the latest year for which the data for Northern 

Ireland were available, the level of labour productivity in 

per worker terms in NI had fallen back to such an extent 

that major European economies such as France and 

Germany had levels more than one-fifth higher. In the US 

and RoI levels were almost three-fifths higher. (As shown 

in Figure 7.1). 

So far, we have considered NI and UK comparative 

productivity at the aggregate or total economy level, but 

what of sectoral level productivity? To consider this, we 

took output or GVA from a common source, i.e. regional 

estimates produced by ONS using the Annual Business 

Survey (ABS), with employment taken from Business 

Register and Employment Survey (BRES).  Use of BRES 

presents its own set of issues because the data for NI is 

much less disaggregated than that provided through the 

NI Annual Business Inquiry (NIABI). Table 7.2 illustrates 

the results of using these data sources. 

Significantly, the results indicate that the productivity gap 

exists in most sectors. One exception is electricity etc. It is 

possible that the relatively high measured GVA per 

employee in NI is partly explained by higher energy prices. 

NI’s relatively high comparative productivity in retail is 

not readily explicable (the sector is defined in broad terms 

to include wholesale and the motor trade). 

Whilst manufacturing now represents only a relatively 

small part of the NI economy in terms of proportion of 

total GVA and employment, though a much higher 

proportion of total R&D and exports derive from 

manufacturing, this is a sector where we can consider how 

the productivity gap has changed over the long term. This 

is shown in Figure 7.3. 

Over most of the twentieth century, from 1912 through to 

the 1980s, NI’s level of comparative productivity was fairly 

stable. There was, however, a substantial closing of the 

productivity gap during the 1990s and early 2000s.  

That convergence in productivity may partly be explained 

by a reduction in the rate of subsidy to manufacturing in 

Northern Ireland.17 There may in turn be something of a 
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Source: ONS February 2015 (NI/UK comparison GVA per job 
filled).

Figure 7.1: NI's aggregate productivity gap- GDP per 
worker in other countries as a % of the level in NI, NI= 
100

Source: ONS November 2014, UK Non-Financial Business 
Economy (ABS) 2012 Regional Results, and ONS 2013, 
Business Register and Employment Survey, 2011 revised.

Table 7.2 NI sectoral comparative productivity: GVA 
per person in employment, NI as % of the UK 
average (UK=100)
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Source: .E. Birnie and D.M.W.N. Hitchens 1999, Northern Ireland Economy Performance, Prospects and Policy,  (for 1997-07)  BIS 
May 2011, Regional Economic Performance Indicators, and (for 2008-12) NI Annual Business Inquiry (June and December 2014) 
and Annual Business Survey (November 2014).
Note: Net output per worker until 1973 and gross value added (GVA) thereafter. The 1997-07 comparison is of NI to the UK average-
the bias is very slight given that NI and UK averages were almost the same.

Figure 7.3: NI’s manufacturing value added per worker compared to GB, 1912-2012 - GB = 100

  18 Four theories have been suggested; the slowdown is more apparent than a real- a result of statistical 

mismeasurement, less investment and hence less substitution of capital for labour, misallocation of capital given the 

crisis in the banking system, and fewer inventions or at least less R&D; see Financial Times 19 April 2015, “Weighing up 

four theories on the UK’s productivity gap”. 
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“batting average effect”, just as there 

was in manufacturing in the rest of the 

UK during the 1980s. That is, the 

average level of output per worker rose 

as the least efficient firms and sectors 

were shut down.  

Figure 7.3 further indicates that NI 

manufacturing productivity began to 

diverge again from the UK average level 

in the years since 2008. This is 

consistent with the trends in NI 

aggregate productivity, as discussed 

above. 

Finally- What can we do 

about productivity?  

To progress, we need to recognise 

productivity as a major issue. True, we 

also need to accept some of this is a very 

old problem, so there are no quick fixes. 

At the same time, we should be 

stretching our aspirations. As an 

example the Scottish Government’s 

current (March 2015) Economic 

Strategy aspires to place Scotland in 

the top quarter of OECD performers in 

terms of productivity. The NI Executive 

should set aspirational targets and 

consider how NI could go about 

achieving them.  

If Corporation Tax was cut, and this led 

to higher investment, then one 

consequence could be higher 

productivity. However, in any case it is 

vital that the Executive make full use of 

existing incentives such as the Patent 

Box and R&D tax relief to attempt to 

raise productivity in the meantime.  

Although there continues to be some 

debate about what precisely explains 

the slowdown in UK productivity 

growth since 2007, i.e. the productivity 

puzzle18, we can say for certain that 

existing policies around labour skills 

and innovation need to be applied 

ruthlessly and relentlessly towards 

raising productivity and there needs to 

be a greater emphasis on developing 

business clusters. 

Conclusion… 

To sum up, DETI and Invest NI had a 

very good year in 2014-15 in terms of 

performance, jobs promoted and jobs 

created. However, economic policy 

cannot simply be all about jobs, 

important though they are. In the 

absence of significant productivity 

improvement, a sustainable recovery 

based on real wealth creation will not 

occur.  

The current dispute about welfare 

reform illustrates how controversies 

about distributional questions have 

become the most prominent ones at 

Stormont. However, in order to 

promote the long term health of both 

the NI economy and society we need 

much more attention to be given to 

questions of production and in 

particular expanding the wealth and 

income of NI through raising 

productivity. If we could raise 

productivity some of the distributional 

questions might become less acute. 

We began this Outlook Analysis with 

Krugman but we will end more 

poetically. As Dean Jonathan Swift put 

it in Gulliver’s Travels, “…whoever 

could make two ears of corn or two 

blades of grass to grow upon a spot of 

ground where only one grew before; 

would deserve better of mankind, and 

do more service to his country, than the 

whole race of politicians put together”. 

Nevertheless, the Northern Ireland 

Executive politicians should include 

productivity in their next Programme 

for Government! 

 

GB = 100 
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