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Executive Summary

Business outlook strengthens, but inflation expectations soar

Irish companies were their

most confident on growth since
early-2017, according to the
October AIB Ireland Business
Activity Report. The latest survey
findings also revealed record
inflation expectations, reflecting
the ongoing global supply chain
crisis, surging energy prices and
shortages of labour and raw
materials.

The net balance for business activity in
the combined manufacturing and services
sector rose slightly from +55% in June to
+56% in October, indicating the strongest
sentiment regarding output over the next
12 months since February 2017. The figure
has risen continuously since hitting a
record low of +20% in October 2020.

The improvement in sentiment since the
summer reflected stronger confidence
among manufacturers. The respective net
balance stood at +58%, up from June’s
+49% and the highest since October
2015. Moreover, expectations at goods
producers were stronger than those at

service providers for the first time since
February 2018. The services net balance
dipped from +60% in June to +55% in
October, although the latest figure was
still the second-highest in three years.

Ireland had the strongest outlook across
Europe in October and was alone in
seeing a slight improvement since the
summer. The UK (+45%), Spain (+43%),
ltaly (+38%), Germany (+35%) and France
(+34%) all posted lower net balances for
activity than in June. The EU average fell
to +38% but was still the second-highest
since early-2018.

Companies in Ireland reported record
inflation expectations in October, both in
terms of staff and non-staff input costs.
Manufacturers reported stronger cost
pressures than service providers on both
metrics, and also expected comparatively
steeper increases in output prices. The
overall net balance for charges also rose
to a record high in October. Record price
pressures reflected a combination of rising
demand for raw materials and labour and
associated shortages, plus higher energy
and fuel prices and the continuing impact
of Brexit.
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Companies planned to expand workforces
over the next 12 months as market
conditions continue to recover from

the pandemic. Service providers were
slightly more optimistic on jobs than
manufacturers. As was the case for
activity, the employment outlook in Ireland
was stronger than those seen in the other
European economies covered.

Do you expect business activity to be higher, the same
or lower in one year’s time?
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Hiring and investment plans

Irish firms remain confident of raising workforce levels

The outlook for Irish private
sector employment remained
among the highest registered
over the past six years in
October, with positive hiring
intentions at both service
providers and manufacturers.

The net balance for employment
was unchanged from June at +36%
in October. This signalled the joint-
strongest jobs outlook for the Irish
private sector economy since the end
of 2015.

Service providers remained more
optimistic on hiring over the next 12
months than manufacturers. This has
been the case for every survey period
stretching back to February 2017
except for June 2020, which reflected
the greater exposure of services
companies relative to manufacturers to
lockdown restrictions.

Irish firms were more optimistic
on employment growth than their
counterparts in the UK, Germany,
France, Italy and Spain.

In terms of planned capital spending,
Irish companies were the most
optimistic since June 2018 in October.
The net balance edged up to +24%,
from June’s +23%, and was the joint-
second highest since late-2015.

Manufacturers were especially upbeat
on investment, with the net balance of

+32% the highest in six years and the
second-highest since the series began
in 2006. Meanwhile, service providers
were slightly less confident on capital
investment than June’s three-year
high.

Companies planned to raise spending
on research & development over

the next 12 months, on average. The
net balance of +15% was the highest
since the combined manufacturing
and services series was first compiled
in early-2019. Manufacturing R&D
sentiment (+19%) was stronger than
the historic trend since 2006 (+12%).
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Inflation and profit expectations

Record cost inflation expectations driven by manufacturing sector

Private sector expectations for
input costs were the highest
ever recorded in October, while
forecasts for selling prices also
set an all-time high. Despite this
extreme inflationary pressure,
companies remained upbeat
about their profits over the next
12 months.

The net balance for non-staff input
prices set a new record high again in
October, rising from +46% in June to
+58%. The series for the combined
manufacturing and services sector
began in October 2009.

Cost expectations for non-staff inputs
were greater in manufacturing than
services for the fifth survey running.
The manufacturing net balance soared
to +63%, the highest since this measure
for services rose to +54%, also a record
since 2006.

Expectations for staff costs also rose in
the October survey. The net balance
increased to a new high of +68%,
above June’s then-record +63%.

Wage pressures at manufacturers
(+74%) were expected to be greater

than in the services sector (+64%) and
were the highest since that series
began in 2019. That said, service sector
wage forecasts were still among the
strongest on record since that series
began in 2006.

For both staff and non-staff costs,
Irish firms expected higher inflation
than those in France, Italy and Spain,
but lower than firms in the UK and
Germany.

With surging costs expected, Irish
companies were forecasting record
increases in their own prices charged
in October. The combined net balance
rose to a new high of +53%, surpassing
the previous record of +44% set in
October 2018.

Manufacturers held record output price
inflation expectations (+67%), while

the equivalent net balance for service
provider charges was the second-
highest on record (+43%).

Despite surging cost pressures, profits
were forecast to improve over the
next 12 months. The net balance

rose to +34%, the highest since June
2018. Service providers (+40%) were
more upbeat on profitability than
manufacturers (+26%).
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Data

Composite net balances

The survey uses percentage net balances to indicate the degree of optimism or

Business Capital Research & Prices Staff Non-staff fAAi ; -
Activity Profits =~ Employment  Expenditure = Development  Charged  Costs Costs pessimism ].‘or each of the survey guest{ons. These net balances vary betyveen 100
and 100, with a value above 0.0 signalling a positive outlook for the coming 12
Feb20 37 21 23 17 9 30 55 34 months.
Jun20 28 5 7 1 0 6 22 14
Oct20 20 6 6 1 6 16 34 2 Composite net balances are weighted averages of the manufacturing and services
Febo1 46 o8 . . 0 57 e 3 net balances. The We|ght§ reflect the relative size of the manufacturing and services
sectors according to official data.
Jun21 55 26 36 23 1 Al 63 46
Oct21 56 34 36 24 15 53 68 58
Manufacturing net balances Services net balances
Business Capital Research & Prices Staff Non-staff Business Capital Research & Prices Staff Non-staff
Activity Profits Employment Expenditure Development Charged Costs Costs Activity Profits Employment Expenditure Development Charged Costs Costs
Feb‘20 34 18 16 15 14 26 53 33 Feb20 33 18 21 17 7 29 54 34
Jun20 25 2 1 10 6 13 25 19 Jun20 39 24 28 18 6 33 57 34
Oct20 14 3 3 o 10 18 37 22 Oct20 30 7 4 -9 -5 2 19 1
Feb21 46 26 20 24 18 38 52 45 Feb21 24 7 8 2 2 15 32 21
Jun21 49 13 31 23 16 55 60 51 Jun2l 46 28 28 12 5 19 43 33
Oct21 58 26 34 32 19 67 74 63 Oct21 60 36 24 23 7 30 65 43
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Comments from survey respondents
Opportunities

“Brexit, export markets,
new products”
Chemicals

“Growing economy recovering
from COVID”
Financial Intermediation

~

“Gaps in the supply chain that
we can fill by being agile
and competitive”

Food & Drink

“Recovery in international
tourism”
Transport & Storage

“Reopening of the country
again after COVID”
Textiles & Clothing

“Continual growth of
high tech industry in Ireland
and Europe”
Renting & Business Activities

“Recovery post-COVID, move
towards more sustainable
packaging”

Timber & Paper

“The shortfall in trucks and
drivers in the UK”
Transport & Storage

“Resolving supply chain issues

where possible”
Electrical

““European market”
Machinery

“Shortage of skilled labour
- it’s what we sell”
““New products” Renting & Business Activities

Electrical

“Pent-up demand following

the periods of closure”
Hotels & Restaurants
L

“Expansion into Europe”
Post and Telecommunication
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Comments from survey respondents
Threats

“Supply chain issues,

increasing energy costs”
Food & Drink

“g| . 0 “Brexit, inflation, supply
Slow recovery in trave chain issues”

for pleasure and business” Renting & Business Activities

“Shipping, transport and

raw materials availability”
Chemicals

Hotels & Restaurants

““Increased pressure on
farming to improve

environmental impact”
Food & Drink

“Lack of suitable staff
(HGV drivers & warehouse
operatives) and equipment
(trucks & trailers)”
Transport & Storage

“Obtaining materials from “Recruitment and rising
China at realistic prices” salary costs”
“Electronic component Metals Renting & Business Activities
shortages” AN “We are facing huge problems
Electrical recruiting and retaining staff ”
Transport & Storage
yd

“Brexit, China”
Machinery

““Raw material & labour

shortages”
Chemicals

“Excessive regulation,

international tax developments”
Financial Intermediation

AIB Ireland Business Activity Insight Report | November 2021 é////\\\\é IHS Markit



About the AIB Business Activity Report

Methodology

This report is designed to reveal how
confident Irish private sector businesses
feel about their prospects for the next
12 months.

We take the pulse of 650
manufacturing and service sector
companies in Ireland on a tri-annuall
basis. The samples are based on
respondents to AIB’s widely-watched
Ireland Purchasing Managers’ Index®
(PMI®) surveys.

The key global composite indices
include expectations for Business
Activity, Employment, Capital
Expenditure, Input Prices, Output Prices
and Profits.

These results are published as a
weighted ‘Composite’ Index (all
companies), as well as broken down by
sector (manufacturing and services).

The survey uses net balances to
indicate the degree of optimism or
pessimism for each of the survey
questions. These net balances vary
between -100 and 100, with a value
above 0.0 signalling a positive outlook
for the coming 12 months.

About AIB

AlB is a financial services group
operating predominantly in the
Republic of Ireland and the UK. We
provide a comprehensive range of
services to personal, business and
corporate customers in our target
markets and have leading market
shares in banking products in the
Republic of Ireland.

About IHS Markit

IHS Markit (NYSE: INFO) is a world
leader in critical information, analytics
and solutions for the major industries
and markets that drive economies
worldwide. The company delivers
next-generation information, analytics
and solutions to customers in business,
finance and government, improving
their operational efficiency and
providing deep insights that lead to
well-informed, confident decisions. IHS
Markit has more than 50,000 business
and government customers, including
80 percent of the Fortune Global

500 and the world’s leading financial
institutions.

IHS Markit is a registered trademark of
IHS Markit Ltd. and/or its affiliates. All
other company and product names
may be trademarks of their respective
owners © 2021 IHS Markit Ltd. All rights
reserved.

The intellectual property rights to the AIB Ireland Business Activity Report provided herein are owned by or licensed to IHS Markit. Any unauthorised use,
including but not limited to copying, distributing, transmitting or otherwise of any data appearing is not permitted without IHS Markit’s prior consent. IHS Markit
shall not have any liability, duty or obligation for or relating to the content or information (“data”) contained herein, any errors, inaccuracies, omissions or delays
in the data, or for any actions taken in reliance thereon. In no event shall IHS Markit be liable for any special, incidental, or consequential damages, arising out
of the use of the data. Purchasing Managers’ Index® and PMI® are either registered trade marks of Markit Economics Limited or licensed to Markit Economics
Limited. IHS Markit is a registered trade mark of IHS Markit Ltd. and/or its affiliates.

Contact

AIB

Ciaran Foley -
Services Sector Specialist:

E: ciaran.c.foley@aib.ie
T: 087 056 3880
W: www.aib.ie/business

John McGeown -
Manufacturing Services Specialist

E: johnj.mcgeown@aib.ie
T. 086 0229491
W: www.aib.ie/business

IHS Markit

E: economics@ihsmarkit.com
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