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ANALYSIS AS OF 12 MARCH 2021

Short-Term Economic Impact

Spring 2020 saw output fall to around 25% below normal levels in Northern Ireland at the height
of lockdown.i Around 250,000 employments availed of the HMRC Coronavirus Job Retention
Schemeii (CJRS) and 78,000 claimed the first Self-Employment Income Support Schemeii
(SEISS) grant.

The impact of the current restrictions appear less severe in terms of output per month foregone
than spring 2020. Many businesses have adaptedto newmodes of working and many consumers
have changed spending habits. Notwithstanding, indications are that output over the past few
months are well below normal levels and likely within the realms of a severe economic downtum
(in normal times). In addition, except for a short relaxation of restrictions before Christmas, the
current cycle of restrictions (Mid-October 2020 onwards) are of total longer duration than before.
The restrictions are now in place at a time of increased financial vulnerability / stress for firms,
than was the case at the outset of the pandemic, due to the cumulative effect.

As of 31 January 2021, around 106,000 employments were furloughed under CJRS and 62,000
availed of SEISS in Northern Ireland, totalling around 168,000 employments / jobs.

Jobs Potentially Impacted by Regulations, compared with CJRS and SEISS Usage
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Notes: The dashed linehasbeen calculated from UK-wide HMRC CJRS data and apportioned to Northern Ireland by DfE. The solid
orange line hasbeen created by using official HMRC CJRS data specifically relating to NI. HMRC’s January 2020 data isprovisional
and subject to change. From 1 July 2020 firms could bring employees back to work on a part-time basis (flexible furlough).

The blue barsrefer to estimates of ‘Jobs (Directly) Impacted by Regulations and are only intended to be indicafive / illustrative, by
using BRES data. It can be used as an indication of strictness of restrictions. Some sub-sectors may be omitted or erroneoudy
included. Figuresbased on pre-pandemic data - some workers may have left the sub-sectorin 2020, orbeen made redundant. Self
employed not included. In addition to sectors specifically identified in Regulations, spring 2020 lockdown had many manufacturng,
construction and office workers that stayed at home en masse. Not all workers furloughed at the presenttimeworkin sectors/ sub-
sectors that are closed by Regulations. The NI Executive’s pathway out of the restrictions will be slow and cautious.
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Data from ONS suggests that only 85.2% of businesses were open/ trading in Northern Ireland
between 22 February 2021 and 7 March 2021." This is a substantially lower than proportions
seen during September 2020 (see Appendix 1).

Latestdata from NI Electricity Networks also convey a similar picture. Electricity consumption was
lower in October and November 2020, compared to the same months last year.” The underlying
data show this was driven by significant falls in non-domestic consumption, coinciding with the
restrictions that were introduced. There appeared to be some partial offsetting of this decline
however, with domestic electricity usage as people stayed at home.

According to Ulster Bank’s PMI Index, the headline seasonally adjusted Business Activity Index
remained well below the 50.0 no-change mark in February, despite rising to 40.2 from 38.3 in
January. Anecdotal evidence indicated that the Covid-19 lockdown was the principal cause of the
latest decline in output, which was the most marked of all 12 UK regions. Each monitored sector
saw activity fall, led by retail. Manufacturing posted the softest contraction.v

According to the ONS, from 14 December 2020 to 27 December 2020, 75% of single site
businesses in the Accommodation & Food Services industry in Northern Ireland had no cash
reserves, or less than three months of cash reserves, compared with 57% across the UK.V

We await official data to confirm, but Northern Ireland is likely to have experienced a fall in
economic activity similar to the UK level during 2020. Data fluctuated greatly month-on-month,
but latest GDP data suggests the UK economy experienced annual growth of around -10% for
the 2020 year as a whole (although further revisions are possible).

The Economic Statistics Centre of Excellence (ESCoE) has used their Regional Nowcasting
Modelto estimate how growth for the UK as a whole, as estimated by the ONS, is allocated across
the regions and nations of the UK. With the model having been run with Q4 2020 estimates,
ESCoE presents their results for 2020 as a whole.

We await the release of official data, but estimates from the Regional Nowcasting Model suggest
that Northern Ireland had a contraction of growth -10.1%, greater than East Midlands (-8.9%), but
less severe than London (-12.9%). When compared with growth rates over the last 50 years we
can see that 2020 saw a very severe economic impact from Covid-19 and the associated
restrictions for Northern Ireland.?

YIncreases / decreases in consumption betw een 2019 and 2020 may be partly due to factors such as better/w orse
w eather or closure/opening of sites.

2 GVA / GDP quantify production of final goods & services and are not a measure of wider w ell-being.
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Model Estimates of Northern Ireland GVA, Annual Real Growth Rates (%)
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Source: ESCoE

Notes: Figuresrefer to annual growth at Q4 of each year, extracted by DfE from ESCoE model estimatesof regional quarterly GVA.
The estimates are from the modelin Koop, G., Mcintyre, S.G. and Mitchell, J., Poon, A., "Regional Output Growth in the United
Kingdom: More Timely and Higher Frequency Estimates, 1970-2017" Journal of Applied Econometrics, Vol. 35, 2, pp. 176-197: Wley
Online Library - Regional output growth in the United Kingdom: More timely and higher frequency estimates from 1970

For Northern Ireland, the data only cover up to Q3 2020. Note that while the ONS/KMMP series
(which comes fromthe ESCoE model) covers all four quarters of 2020, the NISRA series is based
on only the first three quarters of 2020. Nevertheless, ESCoE suggest similar drops in activity in
2020 being suggested by both series.

To conclude, the authors at ESCoE state that:

“It is going to be essential that economic policy through the recovery recognises not just
the differences in the scale of the shock, but also differences across regions in the
conditions necessary to supporteconomic growth.” Vi

Directly Impacted Sectors and Jobs

The direct impact of the latest restrictions in Northern Ireland falls mainly on hospitality, sport,
arts, entertainment and recreation, as well as close contact services and retail. While there may
have been some substitution of spend as households consumed other goods and services not
subject to restrictions, there is still expected to have been a negative impact on output overall
(compared to a counterfactual of continued recovery).

January 2021 UK GDP was 9.0% below the pre-pandemic levels seen in February 2020, and
lower than November and December 2020 levels.ii

DfE analysis indicates that, at a conservative estimate, there could be over 10,000 businesses in

NI directly impacted by the latest restrictions and would therefore be able to open / trade freely if
all restrictions were lifted.
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For example, according to the IDBR:

¢ Around 2,000 businesses related to hairdressing & other personal service activities;

o Approximately 700 businesses related to sports and fithess activities;

e Over 400 businesses related to arts, leisure, museums and amusement activities;

« There were up to 4,000 wholesale and retail businesses in categories directly impacted by
Regulations (i.e. non-essential), however, this estimate is subject to some uncertainty.

According to data held by the Food Standards Agency, there are the following number of premises
in Northern Ireland:

e Around 3,500 restaurants / cafes (IDBR figure 1,210 businesses);
e Approximately 1,000 pubs / bars that serve food (IDBR figure 945 businesses);
e Over 650 hotels / bed & breakfasts (IDBR figure 375 businesses). *

Unsurprisingly, those sectors which were subjected to restrictions made substantial use of
HMRC’s employment support schemes, amounting to around 77,000 employments/ jobs availing
of CJRS or SEISS (i.e. almost half of the 168,000 in total). A breakdown of the 31 January 2021
figures for those sectors most directly impacted is as follows:

e Retail: 27,000 CJRS + 4,900 SEISS = 31,900 employments / jobs.
¢ Accommodation & Food (Hospitality): 24,900 CJRS + 1,600 SEISS = 26,500

e Other Services Activities (Incl. Close Contact Services): 5,000 CJRS + 5,400 = 10,400
e Arts, Entertainment and Recreation: 6,800 CJRS + 1,400 SEISS = 8,200

It should be noted that these figures provided by HMRC are provisional and may be revised when
new data gets released on 25 March 2021.

Employments Availing of CJRS or SEISS on 31 January 2021, by Sector
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It is important to be mindful that the red circlesin the graph aboverelate to those sectors that are
most directlyimpacted by the restrictions. However, we need also be conscious that many sectors
may be indirectly affected by business closures. Dr Lisa Wilson at the Nevin Economic Research
Institute (NERI) reflected that there may be a number of those furloughed working within food
production for example, that ordinarily provide goods for the hospitality sector, but could
potentially be affected by much of the food and accommodation sector being closed.xi
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Possible Long-Term Consegquences of Covid-19 and Continued Restrictions

In July 2020, the Bank of England’s chief economist, Andy Haldane stated that limiting the long-
term economic scarring effect of the Covid-19 pandemicis a key objective of public policy. He
stated that this is best done by measures which shorten the duration, and limit the depth, of
the downturn. The two key channels through which scarring of the economy’s longer-term
potential might arise is through reduced business investment and dynamism, hitting the stock of
physical capital, and through high unemployment depleting the skills of the workforce and
shrinking the stock of human capital. i

The OBR, in their November 2020 Report acknowledge that the pandemic could generate some
lasting positive economic effects. For example, they consider the accelerated adoption of new
technologies could bring forward productivity gains, as could the more rapid shift from physical to
online retailing and towards a cashless economy. But the OBR does state that it seems unlikely
that such benign consequences will outweigh the adverse effects. In their March 2021 Report
OBR have re-examined the potential scarring impact of Covid-19. In view of limited, though
somewhat conflicting, news since November, they retained their overall assumption of 3 per cent
scarring ° for their March 2021 Report, though OBR continue to emphasise the uncertainty
surrounding it. OBR will continue to monitor the evidence on scarring as it accrues X

Selected Estimates of Medium-Term Scarring of Real GDP (OBR March 2021 Report)

Scarring esfimates (per cent)’

Estimates for the UK Infernational estimates
OBR 3 lialy 3
IMF Article IV 3to6 Germany
MIESR? 4 Metherlands
Bank of England 1.75 USA 34
Pujol 3.1

! Relative to a pre-pandemic bassline, unless otherwise stated.

* MIESR's central estimate is & per cant, of which around 2 parcentoge points is the impact of the TCA, therefore their implied esfimate
for virus related scarring is 4 percanfoge points.

*Source: Ufficio Parlemeniare Di Bilancio, Stabilitétsrat, CPB Netherlands and Congressional Budget Office.

The degree of scarring will be affected by how quickly the virus is brought under control, the pace
of the recovery, and the effectiveness of policy in keeping workers attached to employers and
viable firms in business. The pandemic is quite likely, however, to leave lasting ‘scars’ on supply
capacity. These can arise through a variety of channels, including deferred or cancelled
investment in physical capital and lower innovation as a result of the heightened uncertainty and
increased levels of debt incurred during the pandemic. Other channels include the destruction of
valuable firm-specific capital and knowledge arising from business failures and a loss of human
capital due to sustained unemployment as the economy restructures away from contact-intensive
sectors. Earlier retirementfromthe labour force prompted by the pandemic may also have a long-
term impact. xvv

3 OBR have a range of 0 to 6 per cent. 3 per cent scarring means GDP low er by this amount in the long term, compared
to OBR's March 2020 forecast.
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The Scottish Fiscal Commission have also considered that Covid-19 will have long-lasting effects
onthe economy of Scotland. They do not expect Scottish GDP to recovertoits pre-Covid-19level
until the start of 2024. They expect productivity to be lower than originally thought, because of
factors such as lower levels of capital investment, global trade and migration during the pandemic,
and scarring effects from prolonged unemployment. The Scottish Fiscal Commission also expect
lower labour force participation rates for those aged 16 to 24, in part because the long-term
employability of younger people may be reduced by unemployment early in their working lives .xv

Additionalresearch to determine the potentiallong-termimpacts of the Covid-19 pandemic on the
Northern Ireland economy is provided in Annex A to this paper. Six key pillars were examined
and the research assessed the degree to which the Northern Ireland economy would be affected
in the long-run. The six key pillars identified were:

¢ Mental Health

¢ Education & Skills

e Corporate Debt

e Personal Debt

o Balanced Regional Development; and
¢ Innovation & Digitalisation

Unemployment

As noted above, one of the most impactful channels of scarring from recessions is the impact on
the labour market — particularly unemployment. Even though the furlough and self-employment
schemes have both been instrumental in avoiding more widespread job losses, the
unemployment rate, claimant count, proposed and confirmed redundancies still increased during
2020.

The latest NI seasonally adjusted unemployment rate (the proportion of economically active
people aged 16+ who were unemployed) for the period October-December 2020 was estimated
from the Labour Force Survey at 3.6%. The unemployment rate increased by 1.2pps over the
year. The annual change was statistically significant.

The youth (16-24) unemployment rate was 12.1%. The Nl economic inactivity rate (the proportion
of people aged from 16 to 64 who were not working and not seeking or available to work)
increased over the quarter (1.2pps) and the year (2.1pps) to 28.0%.%i

While the various job support schemes have limited the levels of unemployment, they have not
been able to save every job. The latest Claimant Count in Northern Ireland (i.e. those claiming
Jobseeker's Allowance and the number of Universal Credit claimants placed in the 'Searching for
Work' conditionality group)was 56,700 in January 2021, around double (+91%)the level of ayear
ago. Data from the latest Labour Force Survey indicate that the number of people in employment
in Northern Ireland decreased by 35,000 over the year, driven by a 26,000 fall in the number of
16-24 year olds in employment.
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Comparison of 2020 Claimant Count®i, LFS Unemployment & Employment Levels *Vii

CC Month Claimant LFS Time LFS LFS Unemployment Employment
Count Period Unemployment Rate

January 2020 29,600 Dec-Feb 2020 22,000 2.5% 877,000
February 2020 29,600 Jan-Mar 2020 21,000 2.4% 871,000
March 2020 29,800 Feb-Apr 2020 21,000 2.3% 862,000
April 2020 56,600 Mar-May 2020 21,000 2.4% 856,000
May 2020 64,300 Apr-Jun 2020 22,000 2.5% 860,000
June 2020 62,300 May-Jul 2020 26,000 3.0% 855,000
July 2020 62,000 Jun-Aug 2020 33,000 3.7% 857,000
August 2020 62,000 Jul-Sep 2020 32,000 3.6% 856,000
September2020 | 60,600 Aug-Oct 2020 35,000 3.9% 857,000
October 2020 59,500 Sep-Nov 2020 28,000 3.2% 858,000
November 2020 | 59,100 Oct-Dec2020 32,000 3.6% 841,000
December2020 57,700

January 2021 56,700

In terms of sectors most affected, manufacturing, wholesale and retail trade, transportation &
storage have experienced many job losses. This is evident in the latest proposed and confirmed
redundancy figures. In addition, food & accommodation appears to have been adversely
affected.xix

NorthernIreland Claimant Count and Unemployment (LFS) Numbers
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Notes: Users should note thatrevisionsare to be expected while the Claimant Count seriesis experimentaland improvementsa re
being madeto the process. NISRA stated in July 2020 that although there isa large degree of overlapbetween Claimant Count and
LFS unemployment, itispossible fora person to be within the definiion of one measure but not the other. The Claimant Count does
not meet the internationally agreed definition of unemployment specified by the International Labour Organisation (ILO). Some people
recorded in the Claimant Count would not be counted asunemployed. For example, in certain circumstances people can daim
Jobseekers Allowance or Universal Credit while they have relatively low eamings from part-time work ™
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Any further rise in unemployment is not just dependent on the number of jobs lost, but also the
number of jobs created. Where job losses are concentrated over a short timeframe, skills
mismatches and friction in labour allocation can occur.

Despite the pandemic, jobs are still being advertised in Northern Ireland. The Department for the
Economy produces a monthly factsheet that details monthly online job posting trends across
Northern Ireland (drawing upon Burning Glass Labour Insights data). It includes an assessment
of selected sectors, as well as skills in demand. There were around 9,000 online job postings in
January 2021. Whilst the January 2021 figure is third highest figure since March 2020, itis 33%
smallerthan January 2020. Health and Social Care continues to be the biggest sector, accounting
for an estimated one in every four online job postings in January 2021. In terms of occupation,
Software Development Professionals were amongst the most advertised professions.xxi

In March 2021, after CJRS and SEISS was further extended by the UK Chancellor, the OBR
released their view of where unemployment could go in 2021. They consider the extensions to
the CJRS, SEISS and various business support measures will likely both delay and lower the rise
in unemployment. For Northern Ireland we can see the importance of these schemes in limiting
unemployment, with the recent increase in furlough usage here.

When commenting on the economy UK-wide, OBR have stated:

“The rapid rollout of effective vaccines offers hope of a swifter and more sustained economic
recovery, albeit from a more challenging point than we forecast in November. The easing of
public health restrictions in line with the Government's 22 February Roadmap should permit
a rebound in consumption and output through this year, partially supported by the release of
extra savings built up by households during the pandemic. GDP is expected to grow by 4 per
centin 2021 and to regain its pre-pandemic level in the second quarter of 2022, six months
earlierthan we forecastin November. Unemployment still rises by a further 500,000 to a peak
of 6.5 per cent atthe end of 2021, but the peak is around 340,000 less than the 7.5 per cent
assumed in our November forecast, thanks partly to the latest extension of the furlough
scheme. The pandemic is nevertheless still expected to lower the supply capacity of the
economy in the medium term by around 3 per cent relative to pre-virus expectations.”

Annex B provides further information on sectoral return to work potential. With around 168,000
employments / jobs availing of CJRS or SEISS at the end of January 2021 in Northern Ireland, a
safe reopening will need to be implemented across all sectors to ensure a return to work and
therefore as small a number as possible are made unemployed.

Experience from 2020 Re -Opening and Scope for another ‘Bounce-Back’

With ever-available outturn data, it has also been possible to track the recovery over the summer
months of 2020 as businesses were able to trade more freely again and consumers felt more
comfortable to visit establishments. This was facilitated by the NI Executive reopening the local
economy. However, while the rebound during summer of 2020 was strong, the economy as a
whole had not fully reverted back to pre-pandemic levels before rising infections meant new
restrictions, beginning 16 October 2020.
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UK and NI Google Mobility Data — Retail & Re creation *xii
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Source: DoH Mobility Report

As would be expected, latest mobility data show how the latest batches of Regulations have,
generally speaking (and with some volatility as restrictions varied), led to lower levels of people
movements than was the case in the summer of 2020 and before March 2020 .xii Modelling by
the Fraser of Allander Institute for DfE suggests that while Northern Ireland may have had a more
severe decline in output than the UK as a whole during Spring 2020, it may have experienced a
stronger bounce-back during Quarter 3 of 2020.xxv The NISRA Index of Production* and Index
of Services*i also showed a similar picture.

It is fair to say that a fair proportion of the dampening of activity at the present time is related to
the restrictions and guidance. As the restrictions get slowly lifted during 2021 pent-up demand
should ensure that economic activity returns to much less depressed levels, while acknowledging
that full recovery may not be immediate. As was the case in summer 2020, stimulus measures
may be required, and could make bounce-back more swift.

As those closed businesses return to trading, they should require less workers availing of the
HMRC employment support schemes. After the reopening of much of the Northern Ireland
economyin May / June 2020, many workers were ‘unfurloughed over the following months. While
many workers were then subsequently ‘re-furloughed in late 2020 as sectors were forced to
close, presumably many should be able to resume their roles in 2021 as the economy gradually
returns to normal (and assuming no gap in employment support from HMRC).

In Danske Bank'’s latest Quarterly Sectoral Forecasts publication, they consider how a recovery
could begin during 2021:

“The Northern Ireland economy continues to be heavily influenced by the coronavirus
pandemic, with the tighter restrictions in both the final quarter of 2020 and the first quarter
of 2021 stalling the recovery that had begun over the summer and the early autumn. The
rollout of the vaccine programme will hopefully see the gradual economic recovery restart
in the second quarter of 2021, however it is likely to be a number of years before output

10
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returns to its pre-coronavirus level and there is still a great deal of uncertainty and risk to
the outlook. We estimate that the Northern Ireland economy contracted by around 11% in
2020 and have revised our forecasts for 2021 downwards and now believe that the local
economy will only expand by about 4% in 2021. 7 xxvi

Danske Bank Northern Ireland Quarterly (2020 Q4) Sectoral Forecasts

Forecast summary "j-} NIGVA [lndax: 201904 = 100]
105 -

2020 2021 100 -
UK. GDF growih 107 4.2 a5
NI GVA growth 410 40 N
NI consumer spending growth -140 45 80

- 75 .
NI employee jobs growth €3 30 o o o 0 o 9
3.5 6.7 o = =

NI unemplayment rate N n N n ) N
UK CPl inflation rate 09 14 — o = ] = =
Source: (xford Econamics, Danske Bank Analysis Source: Oxford Economics, Danske Bank Analysis

Additional information on the potential short-term bounce-back impact when Northern Ireland
reopens the economy is provided in Annex B to this paper.

While business conditions now are challenging, according to the latest Ulster Bank NI PMI data,
Northern Ireland businesses are more optimistic about business activity in 12 months’ time than
they have been since the pandemic began.

There are still significant risks if recovery of output and jobs is not swift and sustained. The roll-
out of the vaccine, coupled with pent-up demand may stimulate a ‘bounce back’. Nonetheless, it

may take some time before economic activity fully returns to pre-pandemic levels and there is a
risk of some economic ‘scarring’.

Northern Ireland’s pre-pandemic GDP was around £48.9bn per annum**Vii, or £940m per week.
We await official data to confirm, but indications are that Northern Ireland’s aggregate GDP may
be running at somewhere in the region of up to £100m per week below normal levels. The Bank
of England considers that UK GDP could be 12% below normal at the end of March 2021, but the
extension of Government support would help mitigate some of the worst effects of ‘scarring’.xxix
Indications are that a substantial easing of restrictions in Northern Ireland during 2021 could mean

a considerable increase in GDP from current depressed levels and would inject some much
needed confidence into the local economy. However, a full recovery may take some time.

A strong bounce back s in store, but one that will need attention and nurturing to minimise the
scarring effects that are deepening every week. People want to spend; firms want and need to
invest, and the Government is continuing to intervene with a range of supports. This will be a
strong platform for recovery later in 2021 and 2022.

11
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APPENDIX 1

Percentage of Businesses Operating / Trading xx
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ANALYSIS AS OF 12 MARCH 2021

SOURCES:

i DfE - The impact of Covid-19 on the NI economy: modelled results for Q3 2020

i Gov.uk - Coronavirus Job Retention Scheme statistics: August 2020

it Gov.uk - Self-Employment |ncome Support Scheme statistics: August 2020

VONS - Business insights and impact on the UK economy

v Ulster Bank- Ulster Bank Northern Ireland PMI

VIONS - Understanding the business i mpacts of local and national restrictions: February 2021
Vil ESCOE - Regional impact of the pandemic —new estimates of regional outputin 2020

Vit ONS - GDP monthly estimate, UK:January 2021

X NISRA - Current publication and IDBR tables

X Food Standards Agency - NI SearchResults

“ NERI - Who's furloughed? Analysis of new furlough statistics for Northern Ireland

X UK Parliament - Coronavirus: Economic impact

Xit OBR - Economicandfiscal outlook —March 2021

*v OBR - Economicandfiscal outlook - November 2020

» Scottish Fiscal Commission - Scotland’s Economic and Fiscal Forecasts - January 2021

wi NISRA - Northern Ireland Labour Market Report - February2021

wii N|SRA - Claimant Count Tables

wiii NISRA - Labour Force Survey

*x NISRA - Northern Ireland Labour Market Report - February2021

“NISRA - LFS unemployment and experimental claimant count measureinNorthern Ireland - July 2020
» DfE - FactSheet-OnlinelJob Posting Trends - January 2021

®i DoH - COVID-19 mobility reports

il BRC - Lifting NI restrictions will 'need 70-80% vaccinated'

»v DfE - The impact of Covid-19 on the NI economy: modelled results for Q3 2020

» NISRA - Index of Production

»i N|SRA - Index of Services

»vii Danske Bank - Northern|reland Quarterly Sectoral Forecasts - Quarter 4 2020

»viil Regjonal economicactivity by gross domestic product, UK - Office for National Statistics (ons.gov.uk)
»ix Belfast Telegraph - Economicscars could be fewer than in pastrecessions —Bank of England chief
QNS - Business insights and impact on the UK economy

»d N|SRA - Northern Ireland Air Passenger Flow Publications
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ANNEX A: Understanding the long-term impacts of COVID-19 on the
Northern Ireland economy

Long-term impact #1: Mental health

Successive periods of lockdown are having a damaging impact on mental health.

The impact of a deterioration in the mental health of a population could result in long-lasting impacts
for individuals and the economy. Ni could be particularly vulnerable given that pror to the pandemic,
the mental health of the population was already at a very low base. It is estimated that if one -quarter
of the NI population suffer from mental health issues one year after reopening the economy, the total
cost to the economy could be In the region of £288m.

A. Research Indicates that COVID-19 wiil have a dramatic and long-lasting Impact on the mental health
of the global population.

Intemational Ikerature suggests that declining mental health Is leading to a fall in productivity levels.

¢ According to the World Economic Forum (WEF), approximately 30% of employed adults took a
leave of absence as a result of COVID-19.

¢ A survey completed by Ipsos MORI on behalf of the WEF has suggested thatin 2020, 32% of
individuals found themselves working longerhours with 32% of individuals working fewer hours.
This contradictory messaging is likely to disrupt productivity and output figuresfor 2020. Whilst
short-term output may be increasing in certain sectors, longer-term output may suffer. This could
come at a significant cost to society and the workforce as individuals face burn outs as a result
of heightened stress from longer hours.

¢ This research also highlighted that 56% of respondents have experienced anxiety around job
security, with close to half of respondents feeling lonely and isolated whilst working athome. This
is clearly impacting output with over 40% of respondents reporting a decline in their productivity
as a result of working from home during the pandemic.!

¢ A survey completed by Qualtrics found that at a global level, employees across all levels were
finding thatthe pandemic was having negative impacts on their mental health, which was in tum
reducing their productivity.

¢ 28% of respondents stated they had found increased difficulty concentrating as a result of
declining mental health, with 20% stating that it was taking longer to complete tasks and 12%
stated that they had been putting off challenging work 2

¢ The overall mental health impacts could be even higherthose not able to work from home as a
result of the pandemic were also included (employees in the tourism, hospitality, retails, arts and
entertainment sectors in particular).

UK data show that mental health has become an issue for one quarter of the po pulation.
¢ Mental health in the UK has significantly deteriorated, by 8.1% on average, with young aduits
being the most significantly impacted since the start of the pandemic.3
« In April 2020, an additional 7.2m(14% of people aged 16+ in the UK) reported experiencing a
mental health problem ‘much more than usual’. it is likely that the groups of individuals
experiencing the worst mental health as a result of the pandemic were already those with the
poorest mental health before COVID-19.

1 pos - Anxiety, stress and loneliness: COVID's toli on the lives ofworkers
2The Other COVID- 19 Crisis: Mental Health / Qualtrics
3 IFS - The mental health effects of the first two months of lockdown and social distancing during the Covid-19 pandemic in the UK
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* [nJune 2020, itwas reported that 69% of adults in the UK were feeling worries about the impact
that COVID-19 was having on their life. The most common issues affecting wellbeing were: worry
about the future (63%), feeling stressed or anxious (56%) and feeling bored (49%).4

¢ Research has suggested that parents and carers have been amongst the most vulnerable in
regard to suffering from a deterioration in mental health. Research from the University of Oxford
stated that the scale of depression, anxiety and stress amongst parents had increased between
April and June 2020.5

* The ONS reported in January 2021 that personal well-being scores for life satisfaction and
happiness reached their lowest levels since March 2020. It appears that individuals in Great
Britain (GB) remain pessimistic about the future with one in four adults feeling that it will take
over one year for life to return to normal.®

B. The socio-economicimpact of mental health issues in NI could be even greater than in the rest ofthe
UK.

The impactof COVID-19 on the mental health of the population of NI could be of particular concem given
the fact that the mental health of the population started from a low base in 2020.

- lthas been reported that 12.6% of children and young people in NI experience common mood
disorders such as anxiety and depression, which is thoughtto be ¢.25% higherthan in the restof
the UK.7

- A similar picture has been painted for mental health in adults. In 2018, Ni had the highest age
standardised suicide rate with 18.6 suicides per 100,000 of the population, with young men
being the most vulnerable.?

- Nl also had a higher share of vulnerable inactive people prior to the crisis, with an inactivity rate
of 25.8% versus 20.5% in the UK.

- ltiswell established thata high inactivity rate creates long-term economic and social risks. There
is a high opportunity costassociated with state funding ofindividuals who could instead assume
a role in the workforce and contribute to output and productivity.

Mental health deterioration, resulting from successive periods of lockdown and restrictions will have a
long-lasting impact (Post-Traumatic Stress Disorder (PTSD), social inequalities, public finances).
- Research has suggested that the costs of mental health problems in the UK workforce cost
employers £34.9bn in 2017, meaning that mental health problems cost £1,300 for every
employee in the UK economy. The research found that the major costs to employers is the
reduction in productivity they face as a result of mental health driven absenteeism.?

« [tis often the most disadvantaged that will suffer from mental health issues with many being
discouraged to even look for a job, which could increase inactivity within the labour market.

- The evidence presented above would suggest that the COVID-19 pandemic could have long-
lasting impacts on the mental health in Ni. Evidence also shows that poor mental health comes
at a cost to society and the economy which could have severe impacts for Ni's pre -existing high
inactivity rates.

- Ifwe were to assume that 25% of the active population (886,000 people as of November 2020)
will suffer from mental health issues over one year after restrictions are lifted, this could cost
£288m to the NI economy. 10

* Emerging evidence on COVID-19's impact on mental health and health inegualities | The Health Foundation
S Parental mental health worsens under new national COVID - 19 restrictions | University of Oxford

¢ Coronavirus and the social impacts on Great Britain - Office for National Statistics {ons.gov.uk)

"Youth Wellbeing Prevalence Survey 2020 - HSCB (hscninet)

8 Northern Ireland Assembly - Suicide statistics and strategy in Northern Ireland

¢ Mental health problems at work cost UK economy £34.9bn last year, says Centre for Mental Health | Centre forMental Health
10 Calculated using current employment levels provided by NISRA.
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Long-term impact #2: Education and skills

Education and training programmes increase skills and productivity within an economy. Continued
lockdowns and a decline In the number of apprenticeships will have long-lasting Impact on the
young people and local businesses in Ni.

It may generate a skills gap which could undermine recovery potential. i would also affect the most
disadvantaged In our socletles, Increasing soclal Inequalities whiist substantially reducing
economic output.

A. COVID-19 could have a dramatic and long-lasting Impact on education and skilis.

Intemational literature has suggested that school closures and distance leaming has had a substantial
impact on the quality of education for students and with increasing levels of absenteeism.
¢ The French Minister for Education suggested that during the first two weeks of school
closures in 2020, between 5% and 8% of French students could not be reached by their
teachers. In Los Angeles, the United States’ second largest school district, 13% of high
school students did not have any contact with teaching staff in the first three weeks following
the first lockdown. 11
* |tis clear that schools were facing significant attendance challenges in the early stages of
the pandemic which could lead to disengagement and increasing dropout levels, particularly
in those areas of society with high levels of inequality.
* Socio-economic background is commonly linked to stresses within the school system. For
example, students could struggle to maintain their leaming at home as a result of
inadequate resources such as access to IT equipment and broadband.

UK research has suggested that the continued closure of UK schools and educational faclittles has had
significant negative consequences for the educational development of pupils.
* According to OFSTED, the effectiveness of remote education has been extremely varied
across households. Many children with special education needs and/or disabilities are not
attending school and are struggling with remote leaming. 12
* Research has suggested thatthose from low-income households are expected to be most at
risk of losing out on their education, with studies suggesting that the poorest children tend
to already be 11 months behind their peers from more affluent backgrounds. 13
* Asurvey completed by the Institute of Fiscal Studies suggested that children from better-off
households are spending 30% more time each day on educational activities compared to
children from the poorest households. The results suggested that the majority of parents are
struggling with providing home learning, but a few have the means to provide some form of
support through online resources or private tutoring. 4
* The Institute of Fiscal Studies has suggested that UK pupils may lose on average £40,000
of lifetime eamings for every half year of education lost.15
* The Resolution Foundation have forecast that youth unemployment couldrise by 600,000 to
over 1min the UK, with organisations such as Youth Employment UK fighting to address the
long-lasting impact that this could have on the careeropportunities forthe ‘Corona class of
2020'.16

1 Education and COVID-19: Focusing on the long-term impactofschool closures (oecd.org)

12 COVID-19 isolation having detrimental impacton children’s education and welfare, patticulary the most winerable - GOV.UK (www.gov.uk)

13 C. Cullinane &R. Montacute (2018) P

14IFS - Learning during the lockdown: real-time data on children’s experiences during home learning

5 'Thecrisis in lost learning calls for a massive national policy response’, Institute forFiscal Studies (February 2021)

16 Resolution Foundation - Corona crisis could increase youth unemployment by 600,000 this year - and scaryoung people’s prospects for far longer
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UK research has suggested that the COVID-19 pandemic Is having severe Impacts on those undertaking
apprenticeships.
¢ The benefits of training schemes such as apprenticeships generate a significant return for
the economy. The amount of return is between £26 and £28 for every £1 of government
investment in apprenticeships at level 2 and level 3 respectively. 17
¢ Evidence has shown that the apprenticeship sector is under stress with the number of
apprenticeships in the UK between March and May 2020 falling by 50%, when compared to
the same period in 2019.
« The sectors that have been most impacted to date have been: health and social care,
administration, business management and child development. 18
* Apprenticeships tend to be lower paid roles, primarily undertaken by those from
disadvantaged backgrounds. Any reduction in the level of apprenticeships provided would
increase the level of inequality in the UK.

B. The impact of remote leaming and cancellation of apprenticeships in NI could be even greater than
for the rest of the UK.

The Impact of COVID-19 on the educational performance of young people in Ni should be of particular
concern due to the high levels of existing inequality within the region.
¢ The under-performance of school children from disadvantaged backgrounds in NI was
already a concern prior to the pandemic.
¢ Less than half of school-leavers from disadvantaged backgrounds achieve at least five
GCSEs at A*-C including English and Maths, while NI has a higher proportion of adults with
no qualifications than England, Scotland or Wales. 1°
e Pupils from lower-income families and communities tend to be faced with lifelong
achievement and education gaps between themselves and their more affluent peers.20
¢ Research has indicated that young people in NI could be some of the most vulnerable as
demand for entry level positions has declined during the pandemic. In normal times, young
people tend to begin their careers in the more vulnerable occupations and roles, and this
may only be heightened in the next number of years as a result of the pandemic. 21

The closure of educational facliltles and businesses providing apprenticeship opportunities Is having
severe Impact on the skllis and education of young people In NI.
¢ Apprenticeships in NI are positive contributors to the local business community as well as
for the individual themselves.
¢ The development of industry-specific and transferable skills and behaviours and achieving a
recognised accreditation at the end of the apprenticeship. This means talented recruits are
trained in areas that will ultimately be beneficial to the business.
* The Departmentfor the Economy (DfE) reported that prior to the pandemic, there were 7,714
apprentices in NI. However, 4,500 of them have been furloughed in 2020.22

THM Government - English Apprenticeships: Our 2020 Vision

18 Apprenticeship starts halved due to impact of COVID-19 (fenews.co.uk)

1% Scopeni - The impact of COVID-19 and educational attainment in NI

20 Theimpact of COVID-19 and educational attainmentin NI | ScopeNI (nicva.org
21 COVID-19-Worker-characteristics 08.06.2020.pdf (ulster.ac.uk)

22 Department for the Economy
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« |fthose apprenticeships who are currently furloughed do not return to work, the NI economy
could lose up to £2,275 in assumed additional output per apprenticeship per year. Grossing
this up could result in losses of up to £3.4m in additional output this year. 23

¢ Apprentices and those who require on the job leaming and/or a physical presence areata
severe disadvantage, as during successive periods of lockdown, they will be unable fo
improve and obtain the necessary skills to have a successful career in their chosen field.

¢ Apprentices and trainees could fall behind their peers and those who have more recently
qualified in their sector. This could impact individuals’ lifelong careerand eamings potential.

« ltcould alsoimpact the long-term growth of the NI economy with potential skill shortagesin
the future as businesses struggle to find domestically qualified individuals to fulfil roles in
sectors such as; electrotechnical, engineering and food manufacturing. These sectors are
some of the key priorities supported by DfE’s Industrial Strategy.?*

2 This is based onthe assumption that for every £1 invested in Apprenticeships in the UK, approximately £27 inretum isgenerated. Estimated Niexpenditure
on apprenticeships in 2019 was £26m, which equals £3,370 per apprentice (based upon 7,714 apprentices). Based on the assumption that the39%
apprentices currently furloughed do not retum to work (1,253) alongwith the 250 apprentices made redundant we have assumed that 1,503 apprentics
will not return to the workforce. if we assume using UKG figures that for every £1 of government spend a return of £27 is gen erated, the lost return over a
working life time per apprenticeis £91,003 (£27x £3,370) which we have divided by 40 workingyears to give an estimated lost return of £2,275 per
apprentice which we have grossed up based on 1,503 apprentices not returning this year, to give a total annual loss of £3.4m.

24 DfE - Economy 2030 - A consultation onan Industial Strategy for Northern Ireland
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Long-term impact #3: Corporate debt

The COVID-19 pandemic has resulted in the shutdown of entire sectors to limit the spread of the virus.
As a result of mandatory lockdowns, Governments across the world have responded with rescue
packages to maintain businesses throughout the pandemic.

UK small and medium-sized enterprises (SMEs) have significantly increased their borrowings in
2020.This reduces the potential resliience and sustainabliity of these enterprises in the future. As
business may priortise repayment, this could damage future Investment opportunities or even force
them to close. A second wave of job losses could be faced in the medium-term. Up to 20% of firms
may be unable to repay public loans and investments postponed may not create the added-value
needed In the years ahead to bounce back to pre-COVID activity levels and drive an Innovation-led
economy.

A. COVID-19 will have a dramatic and long-lasting impact on the corporate solvency of businesses.

Global corporate debt levels are soaring as businesses fight to survive In the short term, with repayments
over the next number of years constraining recovery.
¢  According to the World Bank, global govemment debt is expected to reach 99% of GDP in 2020.
This is a new record, as governments attempt to support their economies through lockdowns to
prevent the spread of COVID-19.25
¢ Businesses across the globe have increased debt levels in order to survive the crisis. US
companies currently owe more than $10 trillion, which is nearly half of the country's 2019 GDP.
Taking other forms of business debt into consideration, including partnerships and small
businesses, this figure stands at $17 trillion.
* As aresult of increasing corporate debt levels, Governments have been forced to intervene.
* For example, the Federal Reserve announced a programme to support the US corporate debt
market, which improved liquidity and helped indebted firms avoid bankruptcy. 26
¢ However, while the intervention of Governments in extending loans has assisted businesses in
the short-term, they have also added to the debt burden that businesses will have to repay over
the next number of years, potentially constraining future growth.

UK businesses were given short-term financlal rellef with the assistance of Govemment-backed loans.
However, as repayments begin In 2021, businesses potentially face a wave of debt should theynotbe
able to operate at normal levels.

» UK corporate debt levels have been increasing over the past number of months with the Bank of
England stating that net bank borrowing by SMEsreached a record £43.3bn in 2020 compared
to £1.4bnin 2019. %

- UK businesses have raised concerns regarding their ability to survive. 15% of UK businesses
surveyed by the Office for National Statistics (ONS) in December/ January stating that they had
low/ no confidence in their ability to survive the next three months. 28

- Theincrease in corporate debt levels could lead to the UK economy falling into a balance sheet
recession, whereby businesses become overburdened with debt and are forced to concentrate
on improving their balance sheets by reducing their debt levels.

- |falarge proportion of businesses are paying down debt, they will not be focused onincreasing
investment and recruitment. If businesses and individuals are saving money or paying down debt,
ratherthan spending, otherbusinesses and individuals need to be spending orborrowing in order
for the economy to recover.

% Financial News - World Bank warns gobal debt to reach new high at 99% of 2020 GDP

2 Newsweek - A $10 Trillion Corporate Debt Bomb Is Waiting to Explode the U.S. Economy
2 Bankof England - Money and Credit - December 2020

28 | SE - Awave of COVID-related bankrupfies is comingto the UK. What canwe do about it?
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- Ifconsumption does notincrease following the reopening of the economy, the UK could be faced
with a slow recovery period.

- Research has suggested that monetary policy levers during this type of recession tend to be
unsuccessful, with fiscal stimulus being the key to helping the economy recover.

Long-term Impact of rising corporate debt could leave Ni businesses with cash flow and liquidiy Issues
shouid economic activity not retum to pre-lockdown levels. The long-term recovery position of the NI
economy is at risk as businesses face debt repayments and plan to reduce capital investment.

- The COVID-19 pandemic continues to weigh heavily on the sentiment of Nl businesses. The
Chamber of Commerce reported that 69% of businesses surveyed believing that prospects for
the NI economy will remain weak in 2021, with 38% of businesses believing that their own
business prospects will remain weak. 2°

- Todate, over39,000 businessesin Nl have received UK Government-backed support from either
the Bounce Back Loan Scheme or the Coronavirus Business Interruption Loan Scheme. Total
support received by NI businesses from the schemes reached over £1.5bn as of January 2021.
Take-up accounted for approximately 32% of the business community in Ni. 30

- Lower levels of corporate insolvency suggest that the Government-backed loans are helping
businesses survive in the shortterm. Only 24 company insolvencies were recorded in NI in Q3
2020 (70% lower than the same period in 2019).3!

« At a UK level32 the sectors receiving the most support (in relation to the size of the sector33)
include; construction (17%), wholesale and retail (15%), professional serices (11%),
accommodation and food serices (8%), and real estate (6%). Wholesale and retail and
accommodation and food serices are the sectors that will be most impacted should the
shutdown of the local economy continue over the next number of months. They are also the
sectors with the highest debt levels.

- Whilst the Government backed schemes have been welcomed and have been drawn upon by NI
businesses, there remains a challenge in the year ahead as businesses begin repayments on
these loans. This could have a negative impact on business cash flow and liquidity, and this may
also restrict businesses ability to invest in R&D, skills and new employment.

22 Northern Ireland Chamber of Commerce and Industry - Tough trading conditions hit confidence andinvestment hard
30 Coronavirus loan schemes continue to supportbusinesses evenly across the UK, new analysis shows - British Business Bank (bitish-business-

bank.co.uk)
*iThe Insolvency Service - Quarterly Company Insoivency Statistics, 93 Julyto September 2020

32 Please note that a breakdown by sectorata Nl level is unavailable.
33 Breakdown by BBLS
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Long-term impact #4: Personal debt

The COVID-19 pandemic has increased inequality levels within society, as those who have kept their
Jobs and have the abllity to work from home have Increased thelr savings rate, but these who have
been made redundant or had their hours reduced are potentially increase debt levels. The most job-
intensive and lower paid sectors of the economy have been hit the hardest by the pandemic as they
are the ones that tend to interact most with the public and therefore have the highest disease
transmission risk.

Consumption Is essential to Ni economic activity. Those with the lowest Incomes are the ones that are
spending a higher proportion of their income. Iftheir purchasing power was significantly affected this
could have a negative impact on NI long-term development.

A. COVID-19 may have a dramatic and long-lasting impact on personal debt levels.

While It Is true that many have accumulated savings since the onset of COVID-19, so too have others
needed to use existing savings or, eventually, borrowed funds to substitute lost income. Whiist 24% of
citizens had saved more money during the pandemic, 25% had either borrowed more money or had used
existing savings34. As such, increasing levels of personal debt across the globe as a result of the
pandemic are llkely to be recorded In 2021.
- The Institute forInterational Finance (1IF) has stated that the pandemic has pushed global debt
levels to a new record high of $255 trillion. With debt levels now topping 322% of GDP, global
debt is 40 percentage points higher than in 2007
- There has been a significant increase in household debt worldwide. Household debt has now
reached $48 trillion, up from $35 trillion in 2007.
- Switzerland, Denmark, Norway and China have the world’s most indebted household sectors
relative to GDP. The build-up in household debt has been sharpest in China (up 35%pts) and
Norway (up 30%pts) since 2007.3%

Inequallty is rising throughout the UK, with individuals with the lowest Incomes In soclety facing
increasing levels of debt.

- UK households in higher income brackets have financially benefited from COVID-19. Many
higher-income households have spent less during the pandemic whilst working from home,
resulting in an increased pot of savings and even paying down existing debt. Bank of England
data shows that over £12bn of consumer credit was repaid, mainly by higher-income
households, in the second quarter of 2020.

- Incontrast to this, a report by Legatum Institute shows that more than 15m people - 23% of the
UK population - are now in poverty. The report also calculates that the pandemic has pushed
nearly 700,000 additional people in the UK into poverty, with 9.6m peopie’s household incomes
25% or more below the official definition of poverty.

*  Prior to the pandemic, the Money Advice Service estimated that 8.3m people in the UK were over-
indebted, and that 22% of UK adults had less than £100 in savings - making them highly
vulnerable to a financial shock such as job loss or large unexpected bills. This type of financial
shock is exactly what the pandemic has created: by May 2020, 4.6m people in the UK had
accumulated over £6bn in debt and arrears.

¢ (Citizens’ Advice's data shows that roughly 6m adults have fallen behind on at least one
household bill during the pandemic.36

34 Respondents from Great Britain, ‘How has the pandemic changed borrowing behaviours?’ from YouGov's Global Banking and Finance Report 2021
35 |IF - Global Debt Monitor- COVID-19 Lights a Fuse
38 The Guardian - Covid has exacerbated soaring problem debt levels in the UK
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¢ According to the Resolution Foundation, 54% of adults in families from the lowest income
brackets increased their borrowing levels during the first lockdown (March-June 2020) to cover
every day essential costs such asfood and housing. Groups such as; renters, those from minority
ethnic groups, carers, disabled people and young people have been the most impacted. 37

e As a result of the ongoing economic uncertainty surrounding the pandemic, many people are
looking at consolidating their debt, whetherthrough secured loans, balance transfer credit cards
or re-mortgaging - and lowering the interest they are paying.

B. The COVID-19 crisis has Increased Income Inequalities which could weaken a consumption-driven
economy in NI in the medium term.

A majority of Ni households were In a weak financlal position pror to the pandemic, which has only
heightened financlal stress.

- Priorto the pandemic, Nl household debt levels were some of the highest in the UK. The Financial
Conduct Authority estimate that on average, NI individuals owed £3,990 in unsecured debt
(£670 above the national average). 12% of Nl individuals have no cash savings at all and 60%
of individuals have less than £10,000 in savings. 38

- Whilst data is unavailable regarding NI households’ current financial positions, UK Finance
estimates that in 2020, one in six mortgages in the UK were subject to a payment deferral. 39

- This is conceming for NI, which is a consumption-driven economy, with ¢.20% of tax revenue
generated in NI from VAT, whereas the likes of Scotland, South, West and East England along
with London, predominately raise tax revenue via the collection of Income Tax.40

- The mostjob-intensive and low-paid sectors have been those hit the hardest. Employees in these
sectors are being penalised twice with immediate earnings reductions in the short term followed
by uncertain and prolonged recovery for these sectors over the longer term.

- Ahigherproportion of households are facing increasing debt levels, howeversome are seeing an
increase in savings.

- The question remains, will those households who have managed to build up savings during the
pandemic, spend that money once the economy reopensor is there likely to be leakage as they
choose to travel or add money to their pensions?

- Thereis a risk that household expenditure taken out ofthe economy in 2020 and early 2021 will
not be fully recovered for some time. Incentive mechanisms from governments will be key in this
regard to increase consumption in NI and support medium-term recovery.

57 Coronavirus: Impact on household savings and debt - House of Commons Library (pariament.uk)

8 BBC - Personal debt levels in Northern ireland 'highest in UK'.

i: Lenders grant 1.9 million payment deferrals to mortgage holders in three months | UK Finance
ONS
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Long-term opportunity #5: Balanced regional development

Evidence suggests that successive lockdown periods have changed preferences regarding city life
versus life in smaller towns or rural areas. This particularly relates to concems around health, work-life
balance and housing prices. It Is enabled by transport and broadband Infrastructure that will need
further public Investment over the coming years. This “Invisible clrculation of wealth” based on people
rather than firms can support balanced regional development in NI and could represent a positive
legacy from the pandemic. Additional public investments in transport and broadband infrastructure
will be key to maximise this positive Impact.

A. Metropolitan areas may not drive economic growth forever, with the need to adapt to the
expectations of new and existing talent.

International surveys suggest that we could be at the start of a de -urbanisation trend.

- The Harris Poll Survey conducted in August 2020 across the major cities in the US found that
40% of ‘urbanites’ considered moving from cities to less-crowded environments.

- Nearly half of all US adults said that they would preferto live in a small town orrural areain 2020,
which is a nine percentage-pointincrease from 2018, when just 39% responded this way. Those
between the ages of 18-34 had a 10 percentage-peintincrease overthe lasttwo years, with 39%
preferring rural/small-town life.4!

Rebalancing: a possible positive consequence for regional development.

In the UK, estate agents have found a sham increase in interest from city residents wanting to relocate to
the countryside.
¢ The population of London is expected to decline by over 300,000in 2021 from9min 2020. This
would be the first time that the population of the capital has fallen in over 30 years. 42
¢ According to Rightmove, enquiries about buying a home in avillage jumped by 126%inJune and
July 2020 compared to the same period in 2019, with the upiift in village enquiries most notable
among people living in Liverpool, Edinburgh, Birmingham and London. 43
- The number of enquiries from Liverpool residents looking for a village lifestyle has almost tripled
(275%) compared with a year earlier, while there has been a 63% increase in inquiries about
towns. The city is followed by Edinburgh, where village enquiries are up 205%, Birmingham (up
186%) and London (up 144%).44

B. COVID-19 could lead to more balanced regional development in NI.

- NI had a particularly sharp inequality index prior to COVID-19, while Belfast was the outlier that
saw the majority of economic growth and investment and had a very large population of skilled
workers (see graph below). With the surge of remote working due to the pandemic, this highlights
the need for regional development and investment across all of Northern Ireland.

“1 Harris Poll Survey, August 2020
%2 CNBC - London’s population could decline in 2021 forthe first time this century. Here's why people are leaving

+The London Economic - Escape to the country: Surge in city dwellers inquiring abouthomes in villages
“Thelondon Economic - Escape to the country: Surge in city dwellers inquiring abouthomes in villages
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- The NI government has identified the need for investment in regional areas, under the
Regeneration and Neighbourhood Renewal Project undertaken by the Department for
Communities (DfC) in NI, resulting in a draft allocation of £824.8m to the DfC in 2021.45

- Thevarious public investments in broadband and the digital transformation of businesses are an
opportunity to attract NI workers located in key cities such as London. Their spending locally
would have a positive indirect effect on local towns and cities.

« Project Stratum, the NI national broadband plan worth £165m in 2021 has a rollout timeline
that requires more than 76,000 extra premises across some of the hardest to reach areas in NI
(e.g. rural) by the end of 2025.48

- The Draft NI Programme for Government (PfG) 2021 has also stated that a key priority area will
be to tackle the issues that result in inequality and disadvantage in both urban and rural
communities. 47

- The Draft NI PfG also includes the aim of growing the economy to attract and stimulate
investment across NI and to encourage business start-ups and development through City and
Growth Deals whilst supporting sustainable development of rural industries, including increased
digital access.4®

4 Department for Communities
46 Department for the Economy
47 Northern Ireland Executive - Consultation on the Programme for Government draft Qutcomes Framework
3 Northern Ireland Executive - Consultation on the Programme for Government draft Qutcomes Framework
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Long-term opportunity #6: Innovation and digitalisation could drive economic growth

Evidence suggests that Increased Innovation Investment has long-term beneftts foran economy. Prior
to the pandemic, NI had seen a decrease in the level of innovation amongst local businesses.
However, the pandemic appears to have pushed a number of firms towards increased innovation
efforts In order to remain competitive In an ever-changing market. Should this Increased level of
Innovation continue, the economy could beneflt from Increased productivity, efficlency and export
activity in the long term.

A. Increased innovation withessed in businesses across world as a response to the pandemic.

Intemational research suggests that businesses have accelerated their Innovation plans In order to
remain competitive during the crisis.

- A survey by McKinsey Global has suggested that as a result of the COVID-19 pandemic, firms
have been forced to react by innovating. The survey resuits suggested that businesses have
accelerated the digitisation of supply chain interactions and intemal operations by three to four
years. 4°

- The majority of respondents stated that their companies had put in place temporary solutions to
meet the changing demands of customers at a quicker pace than they had ever expected.

UK firms step up innovation plans in response to the pandemicwhich could have long-lasting impacts on

productivity.
- Innovationis a key policy area for UK Government as economic growth and innovation are linked
closely together.

- The unique nature of the COVID-19 crisis appears to have encouraged many firms to rapidly
change their ways of working and adopt new digital technologies or management practices to
enhance productivity.

- Ajoint survey by the London School of Economics and the Confederation of Business Industry
suggested the majority of firms that responded, have adopted productivity-enhancing
technologies and practices and/or introduced new products/sewices in response to the
pandemic.>0

- Qver 60% of respondents have adopted digital technologies and new management practices,
and 38% adopted new digital capabilities. 90% of those firms that have adopted new ways of
working state they intend to continue with these innovations. 3!

- Should this level of innovation continue, it could have a significant, long-lasting impact on
productivity and businesses performance in the long term.

B. Theimpact of COVID-19 has resulted in increased levels of innovation which could benefit the NI
economy In the long term.

Northem I reland businesses increased innovation du ring the pandemic which could result in stronger
productivity and business growth.
«  Priorto the pandemic, the volume ofinnovation-active businessesin NI had continued to decline,
with 32% engaging in innovation in 2016-2018 (compared with 39% in 2014-2016, and 45%
in2012-2014).52

9 McKinsey and Company - How COVID-19 has pushed companies over the technology tipping point—and transformed business forever
%0 LSE - COVID has forced many firms fo innovate, with possible lasting impacts

St LSE - COVID has forced manyfirms b innovate, with possible lasting impacts
52 DE - A third of Northern Ireland businesses are engaging in innovation
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- However, the rapidly changing business environment caused by COVID-19 has resulted in Ni
businesses seeking to innovate in order to remain competitive

- Invest NI have seen an increase in the volume of innovation voucher applications. Over 170
innovation vouchers have been awarded as of the end of 2020, which is over double the volume
from the same period in 2019.53

- Research has suggested the impact of public funding for innovation on private funding for
innovation results in no deadweight/crowding out. For every £1 of public funding for innovation,
this also generates and additional 30p in private funding. 5

- Should these levels of innovation continue, there could be significant long-term benefits forthe
NI economy including: increased productivity, higher propensity to export, increased efficiency
(e.g. reduced use of energy), increased crowding in effects (increased business investment in
innovation following public investment) and increased cluster effects/collaboration between
public, private and academia.%5

%3 InvestNI - Innovation in the face 0f COVID-19

54 Department for Business Innovation and Skills - Estimating the effect of UK direct public support forinnovation
55 Qub - How Will Innovation Drive QurFuture Economy?
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ANNEXB: Understanding the bounce back potential of the Northem Ireland
economy after COVID-19

1) Intemational review: How other economies performed following periods of
lockdown

Each nation’s COVID-19 experience has been influenced by many complex factors, which also
applies to their potential to bounce back. It is not possible to make direct comparisons between
countries oreven cities. However, the economic recovery happening in places like Australia and New
Zealand can guide policymakers in Northern Ireland (NI) regarding the possibility and magnitude of
a bounce back and the factors which enable it.

The jobs-led recovery in Australia is a model that can be applied to NI, where there is evidence of
accumulated savings. The job-led model increases avenues forconsumers to spend their money, as

well as contributing to the levels of household income necessary to fuel this.

Lessons learned from the trajectory of recovery In other countries.

The onset of COVID-19 in March 2020 brought with it a complex set of problems for policymakers, not
least that of inexperience in navigating a pandemic. Whilst Asian countries such as China had prior
experience with recent pandemics like SARS, the majority of OECD governments did not. We can now
reflect on economic reopening post-lockdown, both at home and abroad.

The restrictiveness of nations’ lockdowns has been assessed by researchers at the University of Oxford,
through the Coronavirus Govemment Response Tracker.! There is a negative correlation between
stringency (or COVID-related restrictions) and GDP growth in the yearto Q3 2020, aswould be expected
when economic activity is restricted. Looking ahead to forecasted growth in the foliowing four quarters
shows a stronger, positive correlation between stringency and GDP growth. The scale of bounce back is
strongly impacted by the scale of contraction, though in most cases GDP remains below the pre-
pandemic level for the coming years. The patterns also show that there is a high degree of variability in
economic recovery and each country is unique.

1 EY analysis based on publicly available data from: Blavatnik School of Government, University of Oxford (ongoing) ‘Comnavirus Government Response
Tracker’[onling]
Available at: BSG - University Of Oxford - Covid-19 Government Response Tracker
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Chart 1.1: GDP growth (%, YoY) Q3 2020 & Q3 2021, and severity of restrictions 2020, OECD & China

Source: Oxford Economics, University of Oxford
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Australia and New Zealand’s individual experiences with COVID-19 and emerging economic recovery
illustrate that a swift and rapid bounce back is possible, though it is notable that Australia and New
Zealand have recorded fewer COVID-19 cases and deaths than most Western counterparts.

Case study 1: consumer confidence translating to buoyant consumption growth In New Zealand

New Zealand illustrates the link between leveraging buoyant confidence measures and economic bounce
back. In October 2020, Bloomberg found that New Zealand is the country that businesses would be most
confident about investing in.3 As in Australia, New Zealand’s policy response and phased reopening has
also incorporated the handling of isolated outbreaks of COVID-19 following successive periods of zero
community transmission. Whilst restrictive measures in 2020 led to an almost 50 percent fall in
consumer spending YoY, 2021 consumption levels are forecast to surpass pre-COVID-19 levels (see
Chart 1.2 below).

New Zealand illustrates the potential for accumulated savings in an economy to lead to increased
spending levels once restrictions are eased. For example, overall retail card sales in New Zealand now
exceed pre-COVID levels, with a V-shaped recovery recorded in 2020.4

Though similar in population to the Republic ofIreland, only 26 COVID-19 deaths have been recorded in
New Zealand (compared with 4,422 in the Republic of Ireland as at8 March 202 1). There may be a lower
degree of fear or scarring that could potentially impact consumer trends.

2 As proxied by the spotscores of the Stringency Indexon 23rd March, June, September & December 2020 were averaged
3 Bloomberg, October 2020, quoted in The Guardian New Zealand's COVID- 19 response the best in the word, say global business leaders’
4 Stats.govt.nz
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Chart 1.2: Consumer spending forecasts, % growth YoY, selected countrles
(2019-2020 & 2021 vs 2019)
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Source: Oxford Economics

Case study 2: Australia’s labour market recovering ahead of trajectory

Australia is illustrative of the potential for a bounce back in the labour market and a jobs-led recovery.®
Despite the implementation of localised lockdowns where COVID-19 outbreaks have been identified,
their recovery has been underway since May 2020. Monthlylabour force statistics illustrate a V-shaped
recovery, with 201,000 additional people employed month on month in June 2020, or an additional
842,000 between Mayand December2020.5This marks the emergence of a ‘jobs-led recovery’, in which
9 out of every 10 pandemic job losses were recovered by December 2020.7

This model of recovery is based on a simple logic: anincrease in the level of confidence post-lockdown,
supported by clear, forward policy guidance from government and incentives, leads to more consumer
spending.

Australia’s ‘JobKeeper scheme is akin to furlough. It retains employees on firms’ payrolls to best equip
firms to recover quickly and boost confidence in workers in the same way that it has done in the UK and
NI. However, labour force indicators are still performing well ahead of expectations. This is despite the
JobKeeperpayments having been reducedin Septemberand December 2020, as well as a significantly
reduced part-time worker rate being introduced. Rather than leading to permanent job losses, these
changes led to 450,000 fewer businesses and two million fewer workers availing of government
supports.2 Commentators believe that Australia will have retumed to pre-COVID levels of economic
activity by March 2022.°

5 ABS - Labour Force, Australia

¢ Latest available statistics are December 2020. ABS - Labour Force, Australia, Detailed

7EY Australia Chief Economist Jo Masters, quoted in the Sydney Morning Herald

8 Australian Financial Review, January 2021, Australian Financial Review - Morrison praises firms returning JobKeeper cash

9 ABC.net, February 2021. ‘Brishane economy 'bouncing back’ after coronavirus lockdown, council data reveals’[online] Available at: ABC - Brisbane
economy 'bouncingback' after coronavirus lockdown, council data reveals
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Chart 1.3: Employed persons, Australla, February 2020 - December 2020
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2) How the UK economy performed following the first lockdown

The UK economic recovery gathered pace upon the easing of lockdown in June 2020. This was
enabled by increasing levels of business and consumer confidence. These indicators all supportthe
consensus that any recession experienced due to COVID-19 will be much more brief than
fundamental financial recessions such as the one experienced in 2008.

A strong bounce back is expected in many of the hardest hit sectors as a result of pent-up demand.
Restaurants, personal services, sport and leisure fall into this category. It will be more challenging
for sectors which have undergone a degree of structural change, such as foreign tourism, business

travel or high street retail.

Looking at UK retall sales by month, there Is evidence to suggest that there was a short-term bounce back
in activity in Q3 2020.

Non-essential retail was permitted to reopen from mid-June 2020, with businesses gradually reopening
from this date. The data from trading in Q3 (July to September) provides a snapshot of the bounce back
potential of retailers.

The non-food subsector of retail was the most severely impacted due to the high proportion of ‘non-
essential sales’. Sales fell by more than half between February and April 2020. Logically, food retail
performed strongly throughout 2020, given the closure of restaurants and cafes, prevalence of working
from home and stockpiling of food in the early months of the pandemic. The rebound recorded between
July and October before the introduction of restrictions, as illustrated in Chart 2.1, demonstrates the
potential of non-food retail to recover.10

Chart 2.1: Retail Sales Index (SA, 2018=100), UK, January 2020 - January 2021
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Source: ONS

1 ONS
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Analysing how retail businesses performed across the course of the pandemic shows differing impacts
according to the size of business;

* For both large and small retailers, the peak decline in sales was in April 2020. Retail sales
(excluding fuel but including food retail) fell by proportionately more for small retailers
compared with larger ones (falls of 22.5% and 17.8%, respectively)

* The bounce back in sales once restrictions were eased was stronger for smaller retailers,
which is reflective of consumers’ pent up demand. By November 2020, retail sales were up
22.3% YoY for small firms, compared with 4.7% for larger ones.

Consumer confidence data lllustrates the temporary nature of the COVID-19 shock and potentlal for a
speedler recovery.

We can look to consumer confidence data as a leading indicator of current or future economic activity.
The onset of COVID-19 in early 2020 unsurprisingly weakened UK consumer confidence. In May 2020,
YouGov reported that nine in ten believed that UK unemployment would rise. 11

Consumer confldence Improved for the third consecutive month In January 2021, despite a renewed
national lockdown, with no definitive end date announced. 12This may be indicative of consumer realism
and adjustment of expectations. Components of the indexwhich improved in Januaryincluded: prospects
for household finances over the next 12 months, house value expectations and job security over the next
12 months. Consumers were more confident about the medium to longer term than the next 30 days,
demonstrating the expectations for a sustainable, phased recovery period.

The fall of consumer confidence in March/April 2020 was significant, though so too was the retum to
positive figures later in the year. Consumer confidence fell to lows of 67.4 in the aftermath of the 2008
Financial Crisis. The shock to confidence caused by COVID-19 isfar smaller and the potential fora faster
recovery is much greater. Overall confidence does, however, remain low relative to pre-pandemic levels.

Chart 2.2: Consumer Confldence January 2014 to present
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v
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Source: YouGov/CEBR

11 YouGov website
2YouGov - Consumer confidence rises despite national lockdown
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The Impact of Q3 recovery efforts on economlic output

The UK has undergone a start-stop recovery, as a result of the imposition and lifting of restrictions since
the onset of COVID-19. The length of lockdown and potential scarring effects may alter the recovery
trajectory somewhat from that seen in 2020, though there should be a number of similar patterns. The
experience of reopening the economy between June and October/November 2020 can inform the next
reopening.

Firstly, UK GDP did not enter a recessionary spiral: monthly GVA increased month on month for six
consecutive months until the reintroduction of restrictions in November, as shown in Chart 2.3 below.
Secondly, certain sectors, such as hospitality, benefited more from this temporary bounce back, given
that they were the hardest hit. Pent up demand and consumer spend is not permanently lost to the

economy, particularly if incomes are protected. It can be used to support a targeted bounce back,
benefiting the most job-intensive sectors (accommodation and food in particular).

Chart 2.3: UK GVA Index (SA, % change MoM), March - December 202013
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The bounce back potential of an economy varies depending on the length of a lockdown.

The consensus from forecasters is that NI's GVA recorded a decline of between 9% and 11% in 2020.

This figure accounts for the mix of the extended period of ‘normal’ activity in January and February,
subsequent months of lockdown followed by recovery and partial closures. 14

More importantly, the length of restrictions has long-term impacts that could damage the economic
growth potential in the coming years (e.g. mental health, education, debt). To this extent, the cost of
lockdown is not a finite measure, nor easily quantifiable by reference to economic performance during
and immediately following lockdown. This is contrary to what might have been assumed at the start of
this pandemic (see part 2) when little literature was available on these “scarring effects”.

13 ONS - GDP monthly estimate, UK: November 2020
14 See section 5 for further detail and quarterly breakdowns of GDP and consumption performance
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The key enablerof economic recovery Is a surge In demand driven by business and consumer confidence
while at the same time avolding rapld and sustalned escalatlon In prices.

A proportion of savings will notbe spentonce businesses reopen (forexample spending on fuelfor miles
not driven will not be caught up). There may also be a desire to maintain a higherlevel of precautionary
savings due to the psychological impact of the pandemic. In otherareas, there is an opportunityto uniock
the savings. For example, the breadth of holiday options available compared to 2019 has drastically
reduced, but the prevailing eagerness to travel has arguably increased (along with the budget of many
who have been unable to travel since the onset of COVID).

This could generate an inflation risk for some specific sectors when the bounce back happens, evident
for some specific rural tourism offers last summer. This could limit the bounce and exclude some people
from those leisure sectors that are essential to our well-being post-COVID.

Attitudinal changes may support a potential bounce back. For example, a sustained reopening can
hamess society’s renewed urge to suppont local retailers and businesses. The contribution of the high
street stores and small businesses to city centresindicates the economic benefits of retail in all its forms.
However, many consumers switched to the habit of consuming online which might last post-COVID,
reshape our cities and disrupt employment.
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3) How the Northem Ireland economy performed following the first lockdown

The ability of an economyto recoverto its pre-pandemic output level is dependent upon the absolute

lockdown length and the scale of the lockdown, as well as the prevailing confidence that any
reopening is safe and sustainable.

After a lockdown period of approximately three months, the Ni economy reopenedin Q3 2020 with
a significant bounce back in activity. The increase in activity was primarily driven by Retail and
Accommodation & Food, with the activity in these sectorsincreasing by 26.7% when compared to
Q2 2020 according to the Index of Semices.

Certain policy measures were made in orderto boost the Q3 bounce back, including the Eat Qut to
Help Out Scheme, which encouraged spending in the accommodation and food sector. This scheme
did boost footfall to hospitality businesses by ¢.5-6% at the time (Centre for Economic Performance,
February 2021) and as such provides useful guidance about consumer behaviour. However, care is
required that initiatives are appropriate for the public health situation at the time of
implementation.

This demonstrates the bounce back potential of some elements of the NI economy after a period of
lockdown, and the importance of policy choices to help boost activity.

In orderto determinethe bounce back potential of the NI economy, we can first examine how it performed
after the Initlal reopening of the economy at the end of Q3 2020.

InApril 2020 atthe start of the lockdown, approximately one third of businessesin NI temporarily closed.
The sectors that were most impacted were; Arts, Entertainment and Recreation, and Accommodation and
Food. InJune 2020, the majority of businesses started to reopen, with only 10% of businesses remaining
closed by 28 June. However, over half of businesses in the most impacted sectors remained closed. 1°

Upon the reopening of the local economy in Q3 2020, economic activity increased by 15.5% when
compared to Q2 2020. 16 Whilst NI experienced slightly lower growth over the quarter compared to the
UK and Scotland, NI did perform better over the year with activity remaining only 2.9% below Q3 2019
levels. 17

15 YUEPC - The Impact of Covid-19 on Northern Ireland Business Activity
16 NISRA - Northern Ireland Quarterly Index of Setvices - Quarter 3 2020
17 NISRA - Economic Activity in Northern ireland by quarterly NI Composite Economic Index (NICE]) - Quarter 3 2020

INQO00100977_0035



MARCH 2021

Chart 3.1: Quarterly and annual change In NICEI compared to GDP measures for UK, Scotland and the
Republic of Ireland Q3 2020::
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Source: NI Composite Economic Index, NISRA.

Note: The composite index is a proxy for growth, and though the best available measure it does have limitations and methodologica |
differences from GDP, forexample in how public services value added is measured. As such caution needs to be applied to drawing firm
conclusions that cannot be corroborated from other sources. The Republic of Ireland’s apparently remarkable performance partly reflects
its export orientation and sectoral make-up and a number of measurement and structural difference. Notably its labour market indicators
appear much weaker than either the UK or NI.

The increase in economic growth afterthe lifting of the first lockdown restrictions was driven by growth in
the services sector. InQ3 2020, there was indication of a recovery in Retail and Accommodation & Food
Senices, with output in these two sectors increasing by 26.7% compared to Q2 2020 according to the
Index of Senices!®.

Chart 3.2: NI and UK Output: Wholesale, retalil, repair of motor vehicles and accommodation and food
services Q3 2005-2020 2¢
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Source: Index of Services, NISRA

18 NISRA - Economic Activity in Northern Ireland by quarterly NI Composite Economic Index (NICEI) - Quarter 3 2020

12 NISRA - Index of Services (I0S) Statistical Bulletin and Tables - Quarter 3 2020
20 NISRA - Index of Services (I0S) Statistical Bulletin and Tables - Quarter 3 2020
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4) Assessing the bounce back potential of the NI economy

With the extension of lockdown and no indicative date for reopening of closed sectors of the economy
such as hospitality, it is likely that a bounce back will happen more gradually than previously thought. At
the time of writing (10 March 202 1) itis more likely that Q3 will provide a better measure of the economy
operating in domestic recovery mode. The bounce back quarterwill referto the subsequent quarter (three-
month period) following the easing of restrictions as defined by the reopening of the majority of our
economy, including hospitality and retail.

However, it is important to note that the strictness of the lockdown and constraint on economic activity in
the lockdown quarter impacts the extent of the ‘bounce’ in the bounce back quarter. A slower easing of
restrictions over time would lead to a smaller bounce back once fully reopened as there would have been
a smaller decrease in activity in the preceding quarter.

The Budget extended the main support schemes, including furlough, SEISS grants and VAT deferrals.
Furlough has now been extended by six months until the end of September 2021, but employer
contributions will increase as this tapering off date approaches, to 20%in July and August21. The pace at
which firms feel confident to cease claiming may well impact the pace of recovery.

The COVID-19 pandemic has had some devastating impacts on the most vulnerable in society,
however many people have simultaneously built up cash reserves during successive periods of
lockdown.

The NI economy has the potential for a solid bounce back, emerging from the pandemic to renewed
economic activity in 2021, with those on furlough returning to work and a resurgence in consumer
spending, once it is safe to do so. The bounce back will depend on a range of factors including levels
of consumer confidence, the effectiveness and perception of policy supports available and the
behaviour of firms with respect to hiring and investment.

Based on indicative estimates, the bounce back is expected to create:

1. GDP- £100-£120m additional GDP per week by the end of 2021, compared to the start of the
year; a return to pre-COVID-19 economic activity levels by the end of 2022.

2. Consumer spending - £50-£80m additional consumer spending per week by the end of 2021,
compared to the start of the year; a return to pre-COVID consumer spending levels by the end of
2022.

3. Employment - Between 63,100 and 93,000 employees and 53,400 and 59,300 self-employed
persons phasing off furlough and SEISS support, respectively, and returning to the workforce on a
permanent basis.

The bounce back will occur against a backdrop of other economic and social forces that will also
have significant impacts. It will be difficult to determine the economic fallout, for example,
disentangling the post-Brexit environment from the pandemic recovery. As such, all estimates need

to be treated with a degree of caution.

21 NIBusinessinfo - Budget 2021
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GDP should rebound strongly, contributing an extra £100-£120m per week by the end of 2021,
compared to the start of the year.

While many unknowns remain, there has been positive data from the UK and others that indicates that
once lockdowns are lifted, there is a strong appetite for a return to economic activity.

Using available NI forecasts, the recoveryin 2021 and 2022 is projected to be in the range of 5-6% per
year, partly reflecting a general consensus of a contraction of 9-11% in 2020. However, the recently
released OBR forecasts forthe UK showthat the slower pace of opening up hinders the speed of recovery,
with UK growth of 4.0% expectedin 2021 and 7.3% in 2022. Forecasters will likely revise NI projections
to follow a similar pattern, which would be reflected in their next updates this Spring.

Employment forecasts fromthe three main organisations (UUEPC sectoral forecasts not available at time
of writing) have several common points, such as the more severe impacts on the Accommodation and

Food and Arts sectors, however, there are some differences such as the scale of job loss in the Other
Senvices sector.

Using a range of forecasts allows for broad themes to be drawn out and important areas of divergent
opinion highlighted, rather than relying on an exact forecast figures, which are difficult to accurately
quantify given the ever-changing public health advice and restrictions.

Table 4.1: NI GVA Forecasts 2020-2023

2020 2021 2022 2023
EY Economic Eye (Feb 2021
conomic e { 9.3% 4.8% 5.6% 1.6%
provisional)
Oxford Economics (Feb 2021) -9.4% 6.0% 5.5% 1.8%
Danske Bank (Feb 2021) -11% 4% - -

There are differing views about the shape of the economic recovery in 2021, dependent on the
expectation about the speed of the recovery and how consumers will react to both lockdowns and the
subsequent easing of restrictions. To provide an indicative estimate of the path of recoveryin NI, the EY
ITEM Club and Oxford Economics UK forecasts have been used to produce a range of potential recovery
trajectories. These estimates for the bounce back in NI activity have been modelled using projected UK
quarterly GDP expenditure patterns for 2021 and applied to the NI structure. This allows for NI’s higher
dependence upon consumer spending to be accounted for, for example, but it does not model the
sectoral differences that affect export and import trends. As a result, these estimates should only be
considered illustrative.

EYITEM Club forecasts a muted UK GDP decline in Q1, with a similarly subdued bounce backin Q2. Oxford
Economics expects a more pronounced decline and fall in spending in Q1 followed by astrongerbounce
back in Q2. The table below takes UK projections of quarterly GDP and applies the quarterly pattem to
the NI structure. Neither forecast takes account of the recent UK Budget and the ITEM numbers where
produced before the current lockdown timetable was available.

With the extension of lockdown and no indicative date for reopening of closed sectors of our economy
such as hospitality, it is unlikely that a bounce back quarter would occur as early as Q2 2021. Both
forecasts converge at a closer level of quarterly growth towards the end of 2021.
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Table 4.2: lllustrative quarterly NI GDP proflles based on projected UK GDP expenditure components

Q1 Q2 Q3 Q4
Uanuary2001) B T N s
Fetruy 2021} R e B

Source: EY analysis based on UK forecasts

Using these estimates, NI could see an extra GDP contribution of £100-£120m per week by the end of
2021 when compared with the beginning of the year. However, despite the bounce, by the end of 2021
GDP may still be lower than at the end of 2019.

Itis important to note that this estimate is based on the official UK measure of GDP and so, for example,
school classes returning and operations resuming will contribute to an increase in measured real GDP in
public serices compared to the beginning of the year.

Increased consumer spending potential due to accrued savings.

The potential for a consumer spending recovery in NI can be assessed by looking at the recoveries seen
in other countries when emerging from a period of lockdown. ROI’'s consumption fell by 19.1% in Q2,
rebounding by 20.9% the following quarter?2, Similarly, Australia and the UK recovered substantially
once lockdowns were eased but did not rebound by as much as they declined.

Graph 4.3: Quarterly consumption (%, QoQ), UK, Republic of Ireland2® and Australla
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Source: Oxford Economics, CS0, March 2021

There is strong evidence in the UK to suggest that household savings have increased substantially in
lockdown. The Bank of England has estimated that in 2020, households in the UK accumulated an
additional £125bn in savings since the beginning of the pandemic24. Whilst the Bank of England does
not provide a regional breakdown of savings accumulated, applying NI population (2.8%) or consumer

22 S0 - Quarterly National Accounts Quarter 4 2020
23 €SO Quarterly National Accountsprivate consumption of goods and senices
24 Bankof England - Monetary Policy Report - February 2021
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spending shares (2.5%)?° it is estimated that NI consumers may have accumulated up to an additional
£2-£3bn in savings in 2020.26

Based on published projected UK quarterdy pattems by EY ITEM Club and Oxford Economics, consumer
spending in NI could be £50-£80m higher per week by the end of the year than the start of the year.
However, consumer spending is expected to remain roughly 2-4% lower at the end of 2021 compared
with the end of 2018.

The additional spending in a bounce back quarter would predominantly come from current spending (with
less propensity to save in a reopening period) and potentially some of the built-up savings accrued while
services have been closed or expenditure such as holidays are foregone. EY forecasts indicate that is
likely to take until the end of 2022 before consumer spending levels in NI return to their pre-pandemic
levels. Itis important to note that this estimate is based on the National Accounts definition of Consumer
Spending which includes elements such as the spending of Non-Profit Institutions Sewing Households,
imputed rent and other items. It should not be interpreted as equivalent to spending solely in domestic
businesses.

Using household expenditure patterns for 2019 and adjusting changes in spending behaviour for2020
restriction levels (full and partial lockdowns, 'normal’ period up to March 2020), it is possible to see
illustratively where the household savings would have accrued from. The Ni-specific data in the Family
Expenditure Survey?27 for2019 was adjusted to estimate spending levels in 2020 on the main categories
of expenditure. Categories like groceries and fuel were assumed to rise, due to people spending more
time in the home, while categories like holidays or transport were estimated to have reduced
considerably.

This illustrative example using adjusted spending patternsin 2020, estimates that NI households could
have saved a potential £2.6bn, or 13% of 2019 spending. These are savings that would have occurred
even when accounting for the categories that experienced spending rises (namely food and drink
consumed at home), as well as autonomous consumption levels (a certain level of spending for basic
necessities is necessary regardless of lockdown measures).

This savings level is in the mid-range of the BoE savings estimates and can be used as an illustrative
example of how these savings might have built up. Certain categories of spending will have the potential
to re-gain lost spending e.g. clothing or increased holiday spending the following year. However, it is
important to note that some of this spending will not be regained - e.g. petrol or hairdressing
appointments foregone, which will not result in twice as much spending on these categories when the
economy opens. Instead theywill be diverted elsewhere oraccrued into savings. This offers considerable
potential for policy to encourage spending by a range of time-bound incentives if necessary. This could
be encouraging spending to support businesses that have struggled, or to make lifestyle changes that fit
broader long-term policy goals, such as improving home energy efficiency or transport choices.

2 National Statistics, Oxford Economics Regional Accounts, Oxford Economics

28 Calculated on a pro ratabasis, assumingthat 2-3% ofthese savings are from NI consumers. This is supported by the recent announcement by Danske
Bank, that their Ni deposit rates had increased by over £1bnin 2020 Danske Bank - Full vear financial results 2020

270NS - Family spending workbook 3: expenditure byregion
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Table 4.4: Spending levels, Ni households, 2019 actual vs 2020 lilustrative estimate

Food & non-alcohelic drinks 64 152%
Alcohol & tobacco 15 125%
Clothing & footwear 31 75%
Fuel & power 54 104%
Household goods & services 31 88%
Health 8 100%
Transport 75 49%
Communication 17 89%
Recreation & culture 52 74%
Education 6 100%
Restaurants & hotels 44 52%
Miscellaneous 38 85%
:iac;usmg: mortgage interest payments, council 27 93%
Licences & fines 4 100%
Holiday spending 12 33%
Money transfers & credit 12 83%

Source: EY analysis, ONS components of household expenditure, 2019; figures may not sum due to rounding
Note: Items below the dotted line are not considered part of consumer spending but are part of household expenditure. This analysis is after
tax and pension payments (which may have increased during the pandemic). The Family Expenditure Survey excludes several elements of
final consumption expenditure per the National Accounts definition. For example, items such as imputed rent and benefits in kind are not
included in household spending.

The Bank of England has estimated that at least 5% of these accumulated savings will be spent once
restrictions ease but has indicated thatthis is a conservative estimate ofthe bounce back potential and
is not region-specific. Inthe Bank's February 202 1 Monetary Policy Repont, it indicates that households
could exceed this propensity to spend for several reasons, including pent-up demand, the higher
proportion of savings held as liquid deposits and the unprecedented nature of the COVID-19 crisis
compared with past recessions. Using a range of between 5%-20% of savings being spentin a bounce
back, this would see NI consumers spend an additional £130-£500m.28This spending of reserves would
be additional to the regular spending from earned income.

There will be a strong effort by the insurance and savings industry to encourage an increase in these
reserves to protect against future periods of disruption. Recognising and supporting this desire to build
up savings whilst encouraging spending to boost the local economy will present a challenge for policy
makers. In many instances, there may be savers that have not been in a position to do so before the
pandemic. Encouraging spending in NI will be important to generate a bounce back. Doing this effectively
may push the consumerspending to the upper estimates of ¢. £80m additional spending per week by the
end of 2021 compared to the beginning.

28 Bank of England - Monetary Policy Report - February 2021
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A strong bounce back may see up to 93,000 employees returning to the workforce.

There is no comparable data to estimate the impact of an end to Government support in the labour
market, as the furlough scheme and SEISS grants continued throughout 2020 even in the periods when
the economy was open. In 2020 Pandemic Unemployment Payments (PUP) in the Republic of lreland fell
by almost two-thirds between peaking in May and by September, foliowing the easing of restrictions
throughout the summer months.2® However, this is not necessarily an indication of job viability as the
individuals may have moved onto other Government support orinto a job supported through the wage
subsidy scheme thatwas also in place. Nevertheless, it is an indicator of the speed of economic recovery
possible as it is likely that the majority of the fall was accounted for by people returning to employment.

Latest data released in February 2021 shows that 62,000 availed of the third SEISS grantin NI by 31
January 2021 and 106,200 employees availed of furlough support. This represented an additional

10,000 individuals in NI claiming the third SEISS grant in January 2021 and an additional 11,500
individuals furloughed, compared with the previous month.

Indicative estimates of furloughed employees returning to the workforce are estimated at between
93,000 in an optimistic scenario and 63,100 in a more pessimistic scenario. This means thatthere could
be an additional 29,900 employee jobs secured if a strong bounce back occurs, compared with a weaker
scenario. Similarly, in a strong bounce back scenario, 59,300 self-employed individuals who availed of
the grant could remain in work, while in a weaker outlook, this could see 5,900 fewer (53,400) remain.

The modelling used is approximate but focuses on the emerging data and how forecasters envisage the
job growth trajectory in each sector. A set of scenarios was developed, to enable a range of potential
bounce back impacts to be considered. For example, in a best-case scenario, sectors deemed to be of
high bounce back potential would regain 8 5% of currently fudoughed jobs (furlough figures as at 31 Jan
2021), while those of lower potential would regain 50% of jobs from furiough. Self-employed scheme
recipients were assumed to see half of the impacts of those on furlough across the three scenarios,
reflecting the higher probability of this cohort returning to employment.

2 The COVID-19 Pandemic Unemplovment Pavmentis available to employees and the self-employed in the Republic of ireland who have lost their jobonor
after 13 March 2020 due to the COVID-19 pandemic.
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Table 4.5: Sectoral return to work potential when COVID-19 support ends

MARCH 2021

Sector

% of total jobs

Return to employment

(N1,2019)30° potential
Agriculture 3.3% H
Mining & quarrying 0.2% L
Manufacturing 10.5% M
Utilities 1.0% H
Construction 6.5% H
Retail 15.9% L
Transport & storage 4.0% M
Accommodation & food 5.9% L
ICT 2.8% H
Finance 2.2% H
Real estate 1.2% H
Professional services 4.9% M
Admin services 6.7% L
Publicadmin 5.8% H
Education 8.5% H
Health 15.1% H
Arts 2.2% L
Other services 3.2% L

Source: EY analysis

30 Seasonally adjusted Workforce Jobs, average of 2019 Q1 - Q4 figures
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Table4.6: Projected proportion of people returning to work after COVID-19 support ends

Source: EY analysis

The sector classifications and scenarios give a range of what a bounce backwould signify forthe NI labour
market, or the corresponding cost to society of what the losses might be in a less favourable outcome. In
a bounce back, there could be between 116,500 and 152,900 people transitioning off COVID-19
support schemes and back into the labour market permanently. A bounce back could therefore signify
the permanent retention of up to an additional 35,800 people in the NI labour market, compared with
the worst-case scenario.

Note this approach does not consider whether the jobs return at the same number of hours as they did
previously or at the same level of eamings. It also abstracts from the possibility of people retraining and
finding work elsewhere or the possibility of job loss from workers not currently in receipt of support. Itis
also important to consider is the length of time people are out of the workforce may impact their ability
to return to work, even if jobs were available. Further supports may be required (e.g. training, upskilliing)
in order to help furloughed employees back into the workforce.

Table 4.7: Scenario values assigned to NI labour sectors

(62,000) (106,300)
59,300 93,000 152,300 15,900 35,800
57,400 81,100 138,500 29,700 22,000
53,400 63,100 116,500 51,700

Source: EY analysis, ONS estimates asat 31 January 2021

Long-term outlook dependent on behavioural and policy cholces

The extent of scarring effects, the effectiveness of policy and unpredictable behavioural responses will
determine the scale of the bounce back in the NI economy. The longer-term recovery is more complex,
difficult to unpick from other factors such as Brexit and future unforeseen shocks. Reviewing available
sectoral forecasts shows that there is some divergence in opinion as to what sectors will bounce back
and when.
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Several sectors are projected to face a challenging route back to 2019 levels of employment, while NI
GVA is unlikely to retumn to pre-pandemic levels until 2022 (EY and Oxford Economics forecasts). Policy
choices under consideration will shape the extent of the longer-term recovery, while uncertainties will
remain until such time as vaccines are administered to the required levels and the economy and society

are safe to reopen.

Table 4.8: Sectoral return to pre-COVID-19 employment levels in NI

Labour: year of return

Sector to pre-COVID-19 level
EY OE3!
Agriculture 2020 2025+
Mining & quarrying 2025+ 2025+
Manufacturing 2025 2025+
Utilities 2023 2020
Construction 2020 2020
Retail 2025+ 2023
Transport & storage 2024 2025+
Accommodation & food 2024 2025+
ICT 2020 2020
Finance 2020 2020
Real estate 2020 2020
Professional services 2021 2020
Admin senvices 2025+ 2025
Public admin 2025+ 2020
Education 2020 2020
Health 2020 2020
Arts 2025+ 2022
Other services 2025+ 2024
Total 2025 2022

Source: EY Economic Eye, Oxford Economics

Note: Shaded sectors either did not experience material job losses in 2020 or are expected to return to pre-pandemic levels in2021

31 Oxford Economics Global Data Workstation, downloaded 15 February 2021
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5) Assessing what is at stake for the NI economy

Whilst it has been established that there is the potential for the NI economy to bounce back upon

the reopening of the economy, there remains a great deal of risk if the economy is not reopened in
a timely manner.

Tourism and leisure sectors generate social interactions and could sufferin the medium-term until
the sanitary situation significantly improves and international travel restarts.

The cost of not bouncing back is not the same for each sector

The Budgetannouncementon 3 March 2021 extended the furlough scheme until September2021. This
represents a six-month extension to government support of the most vulnerable sectors. This will preserve
employment in the short-term. Regardless of the end date, when the Job Retention Scheme ends, the
sectors in Northern Ireland that will be most vulnerable post-withdrawal of supports remain
Accommodation & Food, Arts, Entertainment & Recreation, and Retail. 4,300 additional retail
employees in NI moved onto furlough in January 2021 compared with the previous month, highlighting
the wulnerability of certain sectors. This movement does not capture the compounding effect of
redundancies, such as those announced by the closing of some Arcadia Group stores*2. These individuals

will no longer be claiming furlough and may have become unemployed if they did not find alternative
employment.

It is noteworthy that in order for policy measures designed to stimulate consumer spending to succeed
(forexample domestic tourism campaigns or local retail vouchers), the continuation of these businesses’
trade is necessary. Citizens will not be able to visit hotels, high streetshops orlocal cafes and restaurants
if they are no longer trading.

32The Arcadia Group encompasses brands such asTopshopand Miss Selfridge. It owns 34 stores in Northern Ireland and had employed c. 1,000 staff. All
Topshop stores will be permanently closed, including the flagship Victoria Square shop.
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Table 5.1: NI’s most vulnerable sectors

Number of Furlough as a

Sector employments percentage of
furloughed33 employees3*

Accommodation and food senices 24,900 50%
Administrative and support services 5,500 11%
Arts, entertainment and recreation 6,800 45%
Construction 6,100 17%
Education 1,700 2%
Financial and insurance 1,000 5%
Health and social work 4,600 4%
Information and communication 1,900 8%
Manufacturing 9,300 11%
Other senvice activities 3% 8,300 9%
Professional and scientific and technical 4,600 13%
Real estate 1,400 15%
Transportation and storage 3,100 11%
Wholesale & retail; repair of vehicles 27,000 21%

Source: HMRC, NISRA, NOMIS and EY analysis

Consumer-driven sectors faced Issues that pre-dated COVID-19

Itcould be argued that the onset of COVID-19 accelerated certain trends already apparent before March
2020, rather than starting new ones.

This is illustrated for example by the shift to online shopping; the EY Future Consumer Index found that
37% of UK consumers think the way theyshop will change in the long-term.3¢ Recently, a number of high
profile brands have fallen into administration and have closed their NI bases including Topshop and
Debenhams. Furthermore, the demand for commercial property units in NI has fallen for the sixth
consecutive quarter with increases in shop and office vacancy rates across the region. 37

33 HMRC February 2021 Gov.uk - HMRC coronavirus (COVID-19) statistics

34 NOMIS Workforce Jobs, employees, Q3 2020 Northern Ireland

35 Agriculture, forestry and fishing, Mining and quarnying, Energy production and supply, Public administration and defence; social security and Households
sectors have been group into the other category to maintain disclosure. Water supply and sewage has been grouped into this category.

38 EY - Future Consumer Index: Why retailers mustact nowto capture the UK’s 'considered Christmas'

37RICS, 2021
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How dependent Is the NI economy on Job-Intenslve consumer driven sectors?

* ¢. 212,000 people were eitheremployed in Wholesale & Retail, Accommodation & Food and
Arts & Entertainmentin Q3 2020 or worked in a self-employed capacity in these sectors38

e This is 24% of NI's total workforce

* The most vulnerable sectors are employment Intensive ones. At present, 30% of the
employees In these sectors are supported by the UK Govemment via the CIRS. More than
one in every two furloughed individuals in NI is within these sectors.4?

Propensity to consume is not equal for every citizen.

Those from the lowest income brackets (bottom 20%) are spending 117% of their income (using
overdrafts etc.) whilst the wealthiest in society (top 20%) are spending only 68% of their income (data
from 2016-2018).4! This means that the recovery of job-intensive sectors will not only impact
employment levels in those sectors, it will also determine the capacity to consume.

38 NOMIS Workforce Jobs, total workforce jobs, Q3 2020 Northern Ireland

% Furlough statistics up to 31 Januaty 2021. This figure is calculated as a share of the applicable sectors employee numbers as per NOMIS Workforce Jobs,
total employees, §3 2020 Northern Ireland.

40 55% of all employments furloughed in Nl as of 31 Januaty 2021 belong to Accommodation & Food, Arts & Entertainment or Wholesa le & Retail.

“! Household income, spending and wealth, Great Britain - Office forNational Statistics {ons.gov.uk)
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6) Concluding thatthe bounce back potential of the NI economy is time-bound

Research and analysis suggests that the reopening of the Ni economy has potential for a bounce back
period, however this is dependent upon a number of factors.

Both businesses and consumers have been impacted or ‘scarred’ by their experience ofthe pandemic thus
far. Consumer behaviours have been impacted by the ‘safety messaging of staying at home and limiting
non-essential journeys and contact with others. Businesses have been impacted by the repeated
reopening and associated sunk costs, as well as the sudden closures.

In order for the NI economy to recover, increased consumer confidence through adequate safety and
hygiene measures is necessary, coupled with increased business confidence through transparent
engagement with firms and their industry representatives. Forward guidance using a transparent,
evidence-based approach is key to minimise business uncertainty regarding reopening. Encouraging
spending - particularly that with a high domestic component - should be a policy priority, whilst remaining
sensitive to the desire to increase precautionary savings. Supporting incomes of the most vulnerable will

also be essential, given their higher propensity to consume.

Whilst demand is expected to increase once the economy reopens, there remains a question whether or
not supply will be able to respond. Businesses will need to replenish stock levels and increase staffing
levels. As previously discussed, a number of businesses reported having difficulties re-establishing
supply chains following the lifting of the first lockdown. There is a corresponding risk of inflation, coupled
with rising commodity prices, a needto recoup losses and customers with money a catalyst forrapid price
increases. This brings with it implications for inequality.

Should Northern Ireland’s vaccine rollout continue at its currentpace, NI could face increasing levels of
consumer demand in the Spring/Summerof2021 once the reopening of the economy is safely underway.

In order to encourage private consumers to purchase goods and sewvices, public health measures might
still be needed in the medium-term while reducing capacity in shops and other public-facing businesses.
This is even more challenging given the behavioural changes which have been encouraged throughout
the pandemic, i.e. the ‘stay at home’ mantra.

Research into what prevented businesses from recovering quickly following the first lockdown
established a number of key factors that businesses reported as limiting their bounce back potential 42:

¢ [ncrease in costs (spend on social distancing measures and PPE)

» Reduced capacity due to social distancing

* Some businesses remained closed out of fear of a second lockdown as they did not want to be
faced with high reopening costs

* Reduced customer demand and

* |ssues re-establishing supply chains

Addressing these potential restrictions could help boost the bounce back of the NI economy.

In order for the best-case scenario to be realised, consumers will need to increase their spending of
accumulated savings in the NI economy in order forthe full benefits of increased consumption to be felt.

2 hitps://www.ulster.acuk/ _data/assets/pdf file/0009/659574/UUEPC-Covid-Business-impacts_Summary-Report Final 25092020.pdf based
upon consultation of businesses.
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Theyneedto feel confident enough to do this; for example, ifthey fearthat their jobs are not secure, they
will have a much lower propensity to spend.

In addition to consumer spending, business investment will also play an important part. For businesses
in or supplying the domestic economy, the behaviour of consumers will be the prime driver of their
willingness to spend. Access to finance and understanding creditors will also play a part.

The income of those that have the least should keep being supported for an economic reason: their
propensity to consume is a lot stronger. Those from the lowest income brackets spend more than their
incomes, whilst the wealthiest in society spend considerably less than their incomes (data from 2016-
2018)43,

The data suggests a strong bounce back lies ahead even if the timing remains unclear. A desire and
willingness to spend, be entertained and to deploy built up savings and social energy will provide a boost
to the NI economy. The absence of large falls in wealth such as house prices, equities and incomes
support the expectation of a strong bounce. Firms will need to adapt to new conditions, spurred on by
both COVID-19 and other structural changes.

The digital journey, adapting to new flexible and adaptable working conditions are just two of the trends
that will drive business investment in online technologies and digital platforms forward from what was a
historically low level even prior to the pandemic. A flow of demand and spending will create new
challenges, potentially rising prices, increased inequalities and pressures on supply chains.

For policy makers, there will be a role to play in helping adapt to the new economy and society that
emerges. There is a need to determine what firms should be supported and how best to do this. There will
be a need to focus efforts in areas of highest potential for jobs and demand, butalso a recognition of the
important role many of the most disrupted sectors play in the local economy. Helping the retail, tourism
and creative sectors to recover and adapt will be challenging. Policy support has helped soften the
impacts of the pandemic, but the greatest difficulties arguably lie ahead. Blanket supports will end and
the acceptance that not every job can be saved will be a testing period.

A strong bounce backs In store, but one that will need attention and nurturing to minimise the scaning
effects that are deepening every week People want to spend; firms want and need to invest, and the

Govemment Is continuing to Intervene with a range of supports. This will be a strong platform for recovery
laterin 2021 and 2022.

* Household income, spending and wealth, Great Britain - Office forNational Statistics {ons.gov.uk)
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