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Recovery clouded by
COVID and Brexit uncertainty

GDP took a turn for the worse in the second quarter of the year as the public health emergency
saw the Irish economy effectively shut down. While high frequency indicators are consistent
with a rebound in activity over the summer months and into the autumn, the phased re-
opening of society and business has come unstuck lately amid a rise in virus cases. With the
entire country now at Level 5 of the Government's ‘Plan for Living with COVID-19’ - meaning
tighter restrictions on social interactions and hospitality and non-essential retail / services
closures for a six week period - and tensions over post-Brexit trading arrangements high, the
growth outlook for the final quarter of the year looks increasingly challenged. The situation
is fluid of course but at this point, we envisage GDP contracting by 2.0% in 2020 as a whole.
This is a considerable improvement on our July forecast and owes much to the resilience of
the exporting pharma-chemicals and ICT sectors. Unemployment this year is expected to be
somewhat higher than previously projected though, reflecting the disproportionate impact the
pandemic is having on domestic consumer-facing sectors. Helped by unprecedented policy
supports, and assuming the restrictions that may be periodically required into the middle of
next year are targeted / localised in nature, GDP growth in the order of 5.0% is forecast for
2021. Uncertainty remains elevated however, with a move to WTO trading terms a key risk for
the recovery. Should a ‘bare bones' free trade agreement between the UK and EU fail to take
effect in January, growth next year could be around 2 percentage points lower.

Forecasts 2020 (f)
GDP -2.0%
Employment -15.6%
Unemployment Rate (Average) 17.8%

CPI -0.3%

Annual % change unless otherwise stated; GDP in constant prices
The UK and EU are assumed to reach a limited trade deal by the end of the transition period
Source: CSO & Bank of Ireland



Economy

Domestic downturn 0 -

GDP was down 6.1% quarter-on-quarter in Q2 with the o

domestic economy, particularly consumer-facing sectors,
hard hit by the stringent measures imposed to contain the 20

) Q2 2020
spread of the virus.

mGDP mExports mModified Domestic Demand Excluding Stocks
(quarterly % change, constant prices)
Source: CSO

Exports more resilient .

Multinational-dominated sectors like pharma-chemicals
and ICT are performing strongly whereas changing trading -
arrangements with the UK pose a headwind for exporters in
indigenous sectors like food.
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(annual % change, value)
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Re-opening bounce
0
Retail sales surged as the economy re-opened and were 25
over 10% higher than their pre-pandemic (February) level in
September, while the Economic Pulse had recouped almost 0 e " .8 10 2
60% of its COVID-related losses. Retai
etail Sales (annual % change, volume)
Source: CSO
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Recovery setback
75
50
Consumer confidence and business sentiment - led by the 25
services sector - headed south in October as public health 0
restrictions were tightened in response to rising virus cases Jan Apr 2020 Jul Oct
and fears of a 'no deal’ Brexit increased. m Industry Pulse m Services m Retail = Construction (Jan 2016=100)
Source: Bank of Ireland
Temporary rise in unemployment 32
The COVID-19 adjusted unemployment rate stood at 14.7% 16
in September, well below its peak of 30.4% in April, but is
expected to tick up in Q4 before resuming its downward o
trajectory in 2021 200708 09 10 11 12 13 14 15 16 17 18 19 20
’ Unemployment Rate COVID-19 Adjusted Unemployment Rate (%)
Source: CSO
Additional policy supports
4]
Measures announced as part of Budget 2021 include é Health Spending Income Business Momftary
a €3.4bn recovery fund, a VAT cut for the hospitality and 3 = Ea [|[||] aﬁ:€‘”a
. . . —vp = i
tourism sectors, a new COVID Restrictions Support Scheme g E {‘%} Qﬁﬁ o
for businesses and an extension of wage subsidies. & N
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Disclaimer

This document has been prepared by the Economic Research Unit at The Governor and Company of the Bank of Ireland (“BOI") for information purposes only and
BOI is not soliciting any action based upon it. BOI believes the information contained herein to be accurate but does not warrant its accuracy nor accepts or assumes
any responsibility or liability for such information other than any responsibility it may owe to any party under the European Union (Markets in Financial Instruments)
Regulations 2017 as may be amended from time to time, and under the Financial Conduct Authority rules (where the client is resident in the UK), for any loss or damage
caused by any act or omission taken as a result of the information contained in this document. Any decision made by a party after reading this document shall be on
the basis of its own research and not be influenced or based on any view or opinion expressed by BOI either in this document or otherwise. This document does not
address all risks and cannot be relied on for any investment contract or decision. A party should obtain independent professional advice before making any investment
decision. Expressions of opinion contained in this document reflect current opinion as at 28" October 2020 and is based on information available to BOI before that date.
This document is the property of BOI and its contents may not be reproduced, either in whole or in part, without the express written consent of a suitably authorised
member of BOI. The Governor and Company of the Bank of Ireland is regulated by the Central Bank of Ireland. In the UK, The Governor and Company of the Bank of
Ireland is authorised by the Central Bank of Ireland and the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Authority and
the Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority and regulation by the Financial
Conduct Authority are available from us on request. The Governor and Company of the Bank of Ireland is incorporated in Ireland with limited liability. Registered Office
40 Mespil Road, Dublin 4, Ireland. Registered Number C1.



