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Irish economy boomed from 1993 to 2007 with GDP up by over 250% — Celtic Tiger

Very severe recession in Ireland in 2008-2009. GDP fell by 8% and GNP down 10%

Collapse in construction activity and banking system, severe fiscal tightening, high
unemployment. Ireland entered a 3 year EU/IMF assistance programme from 2010-2013

GDP at end of 2008-09 recession still over 25% higher than in 2001, highlighting that the
economic crash came after a very strong period of growth, unlike in other countries

Ireland tackled its problems aggressively in the public finances, banking sector and property
market. Imbalances in economy unwind — housing, debt levels, competitiveness, BoP

Ireland focused on generating growth via its large export base as the route to recovery
Recent GDP/GNP data distorted by corporate restructuring and trade reclassifications
Domestic economy has recovered strongly, led by rebound in investment and retail spending
Core domestic demand averaged growth of 4% in the period 2013-15

Strong jobs growth. Unemployment rate fallen from 15% in 2012 to 8.3% by mid-2016

Budget deficit has declined at quicker than expected pace. Balanced budget now in sight.
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Economic Growth (% YoY)

income in Ireland. Review underway of National A\Cs % .
25
®  Exports, imports, industrial production, investment and 20 Fp— /
BoP all distorted by activities of some multi-nationals s
10 AR
. . . 7N AN Real GNP
®  Contract manufacturing also distorting trade data 5 =L AN \//
0 s
®  Aircraft leasing, R&D and intangibles such as patents, 5 i\-\r//
Real Core Domestic Demand*—
distorting investment figures 10 \%
15
"  Better measures of economic activity required that 199 199 2000 2002 2004 2006 2008 200 2012 2014
*Real Domestic Demand less Aircraft and R&D/Intangibles Source: CSO and AIB ERU

strip out distorting effects of multi-nationals

Net National Income* ( Annual Nominal % Growth)

®  We focus on core domestic demand/spending. Net 100
national income/product also useful
5.0 |- - |
®  Growth in core domestic spending has averaged I I I I
B 0.0 - u
around 5% in past two years I u
®  Strong performance by economy in H1 2016 but ST
some signs of slowdown over summer - Brexit ? 100
®  Tax receipts, Mfg PMI, retail sales, car sales all 450
. . . 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
softer recently but other indicators holding up Nt okt prices) - GNP - dpreiation - tares  subsids Souee: 50

Ireland Mfg and Services PMls

% Core Domestic Spending* (3 Qtr MA, % Yr-on-Yr)

70 00

65 —\
Services/M,\/\V\/\,\A 60 // \

60 A\,A fA A 3.0

P ——y

0.0 /
© w\ A /! wanutacuring Wy 30 —
a5 -6.0

' N4
: \WW/ R

35
-15.0
30 T T . Q12009 Q12010 Q12011 Q12012 Q12013 Q12014 Q12015 Q12016
Aug-06 Aug-08 Aug-10 Aug-12 Aug-14 Aug-16 “Domestic Spending excluding investment n ircraft and intangibles ‘Source: CSO, AIB ERU Calculations
SourcesThamson Dotosteam,inesec
Irish Retail Sales (ex autos) c Confid ESRI- KBC
. (Volume, YoY, %) . onsumer Confidence ( -KBC)
: 100 A./\\'N
: /v\/'\/v
: "W
80 v
! ! o ! !
a
. | FAH w VAN
5 40
-7

20
Aug-06 Aug-07 Aug-08 Aug-09 Aug-10 Aug-11 Aug-12 Aug-13 Aug-14 Aug-15 Aug-16
‘Source: ESRI - KBC, Thomson Datastream 4

Q22007 Q22008 Q22009 Q22010 Q22011 Q22012 Q22013 Q22014 Q22015 Q22016

Source: Thomson Datastream




More mixed tone to recent data

®  Good manufacturing PMI data in H1 2016 but lower in July/Aug — 51.7 in August

®  Very robust services PMI in 2016 but below its Q1 highs. At 59.7 in August

®  Construction PMI performing strongly — averaged 61 in H1 2016. Still at 61 in July

®  Consumer confidence remains very strong but below the 15 year highs hit in Q1
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®  Growth in core retail sales (ex motor trade) slows sharply in June/July — up 5.5% yoy in H1

® Growth in car sales slows since the spring after 30% jump in both 2014 and 2015

® Housing completions up by 18% yoy in first six months of 2016

® Mortgage lending picks up strongly in 2016 after slowing in 2015 on new CB lending rules

® Employment rose by 0.8% in Q1 and 1.0% in Q2 2016 — up 2.9% yoy in Q2

® Live Register continues to fall. Jobless rate down to 8.3% — peaked at 15.1% in 2012

®  Migration flows turn slightly positive in 2016.... first net inward migration since 2009

®  Slower growth in tax receipts over summer months but still ahead of target in 2016

® Government budget deficit still expected to fall to under 1% of GDP this year

Strong jobs growth & marked fall in unemployment
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Ireland has very large export base

® Ireland a very open economy — exports, driven by
huge FDI, equated to 108% of GDP in 2013

®  Major gains in Irish competitiveness since 2009,
with weakening of euro also helpful

®  Exports have risen strongly helped by large FDI
inflows and recovery in global economy

®  Trade data distorted in 2014-15, especially goods
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Impact of FDI on economy (Source IDA)

- 1,200 multinational companies

- €125bn Exports (70% of Irish exports)

- 175,000 Jobs in FDI, 290,000 in total

- 70% of Corporation Tax

- €£13.5bn Spending on services/materials
- €8.5bn in Payroll

- 67% of Business R&D expenditure

- 8 of the top 10 in ICT

- 9 of the top 10 in Pharmaceuticals

- 17 of the top 25 in Medical Devices

- 3 of the top 5 Games companies

- 10 of the ‘top born on the Internet’ firms

- More than 50% of the world’s leading
Financial Services firms
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Strong rebound by domestic economy
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®  Domestic economy contracted by 20% from 2008-12 . Construction Investment (3 atr ma, % Yov)

®  Collapse in construction was big drag on GDP - fell
from 13.5% of GDP in 2005-07 to 5.3% by 2012

®  Construction has seen steady growth since 2013 —
output rose by over 10% in each of last three years
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®  Business investment (ex planes/R&D) up by circa 25%
in last couple of years
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®  Total core investment (ex aircraft, R&D/Intangibles) 212005 a1 2007 2 2008 o2 2009 a1 2010 Qa 2011 1 2012 Q2 2013 1 2024 2005 1 2018

averages growth of 18% p.a. in last three years e

X i Consumer Spending % Change (Vol) Y/Y
®  Consumer spending grew by 1.7% in 2014 and 4.5%

in 2015 and 5% yoy in Q1 2016
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®  Core domestic spending (ex aircraft, R&D/Intangibles)
rose by 2.3% in 2013, 4.2% in 2014 and 6.6% in 2015

®  Core retail sales (ex motor trade) up by 5.5% yoy in
H1 2016 after rise of 6.1% in 2015
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®  Slowdown in retail sales in June/July with new car
sales also losing some momentum since the spring

Source: CSO 9

House prices rise as shortages emerge in market

" Housing output fell by 90% but now past the bottom % National House Price Inflation
3
of cycle
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®  Bulk of the new housing stock overhang eliminated
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®  House prices declined sharply — fell by over 50%
between their peak in late 2007 and early 2013
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®  House prices have recovered: up 36% in June 2016
from low in early 2013 as housing shortage emerges
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L By June 2016’ Dublin prices up by 51% and non- -Jun-06 Jun-07 Jun-08 Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 Jun-14 Jun-15 Jun-16
. . . = Month-on-month : LHS ——Year-on-Year : RHS Source: CSO via Thomson Datastream
Dublin prices up by 26%, from their troughs ‘
®  House prices, though, including in Dublin, are still Irish RESide"ga' ':;fﬁe'?o\sl)"fice Indices
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some 35% below peak levels hit in 2007 10

®  New Central Bank mortgage rules cool Dublin house — =° /f\\

price inflation — falls from 25% to 4.5% yoy

®  Nationally, prices up 6.6% yoy in June 2016, with —
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higher rises outside Dublin — up 8.6% yoy \Qyﬂ
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®  Rents have rebounded — up over 40% from lows and
now 6% above previous peak reached in 2008 a0
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House building rising slowly from very depressed levels 5
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®  Housing completions at 12,700 in 2015, up from
11,000 in 2014 and 8,300 in 2013 100,000

90,000

®  Completions up 18% in H1 2016. May reach 15,000 80,000
units this year but still at very low levels 70000 7~

60,000 -

®  Annual demand estimated at over 25,000 new units so.000 -l Rl
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®  Trend in new housing registrations/commencements oo - lt--B-B-8-§-
. . . . o . 20,000
points to continuing slow recovery in house building

Housing Completions
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®  Measures being put in place to boost new house ® G0z 2008 006 2005 010 2017 2014 2016()  2018(9
building. More Local Authority and NAMA building e m—_—

®  Housing PMI has been very strong so far in 2016 % Housing Repayment Affordability *

®  However, likely to be 2018/19 at the earliest before 1
26 £\
housing output rises to around 25,000 units v
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®  Mortgage lending picking up again after slowing in }\‘4‘{' \/\/‘/ \
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2015/early 2016 on new CB lending rules

®  Housing affordability helped by low mortgage rates 1
but Central Bank mortgage rules an issue in Dublin
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AlIB Model of Estimated Potential Housing Demand__ |:%s

Calendar Year 2012 2013 2014 2015 2016 2017

Household 14,000 15,000 16,500 19,500 21,500 22,000 23,000
Formation

of which

Indigenous 20,000 17,500 17,000 17,500 17,000 16,000 15,500
Population Growth

Migration Flows -9,000 -5,500 -3,500 -1,500 1,000 2,500 3,500
Increased 3,000 3,000 3,000 3,500 3,500 3,500 4,000
Headship

Second Homes 1,000 1,000 1,000 1,000 1,000 1,500 1,500
Replacement of 4,000 4,000 4,500 4,500 4,500 5,000 5,500
Obsolete Units

Total POTENTIAL 19,000 20,000 22,000 25,000 27,000 28,500 30,000
Demand

Completions 8,500 8,300 11,000 12,700 15,000 19,000 24,000
POTENTIAL Impact -10,500 -11,700 -11,000 -12,300 -12,000 -9,500 -6,000
on Vacant Stock

Sources: CSO, DoECLG, AIB ERU 12
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Budget deficit falls to very low level

®  Some €30bn (18% of GDP) of fiscal tightening
implemented in 2008-2014 period

ol o — ‘ A= = |
®  Budgetary policy turns mildly expansionary M B EEEN II ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
in 2015 and 2016 N EEEERER
® Budget deficit falls sharply in recent years S B B e e

" Deficit of under 1% of GDP likely in 2016 B

® Balanced budget possible in 2017 or 2018

2
2008 2009 2010 2011 2012 2013 2014 2015 2016(f) 2017(f) 2018(f) 2019(f) 2020(7)

| | Primary budget (|e excluding debt interest) “Excludes banking recapitalisation costs in 2009-11 Sources : Dept of Finance/AlB ERU
surplus of 1.5% of GDP likely in 2016

Irish Benchmark Yields

B Debt interest costs low - below 3% of GDP * *
® Gross Gov Debt/GDP ratio in marked decline . ﬁ.’\\ .
® Irish bonds yields have fallen sharply, with s \,w, b s

negative five year yields, ten year at 0.4% s L\\“"\ ” s

®  Sovereign debt ratings upgraded; S&P have z W ’

Ireland at A+, Fitch at A, Moody’s A3 ° e 0
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Economy has capacity to grow strongly but...

. L . Euro Trade Weighted Index* —
®  The contraction on the domestic side of economy is ;,

well over and it is now recovering strongly

"  Wage growth and very low inflation boosting real
spending power

" Labour market on steadily improving path Y S

®  Construction should continue its recovery from its 9
still very depressed activity levels S

®  Fiscal tightening over, with budgetary policy now
mildly expansionary

85

Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan13 Jan-14 Jan-15. Jan-16
* (weighted average of trend versus main trading partners) Source: Thomson Datastream

" Ireland benefitting from weakness of euro and

improvement in European growth in past two years Irish, Eurozone & UK Inflation (HICP Rates)

®  Activity supported by low interest rate environment . /\ ,.,J\ UK

®  Large, diversified export base performing very well
®  Economy has capacity to grow very strongly

" But Brexit uncertainty will hamper activity

®  Weaker UK economy and slide in sterling negatives eland —
n H -4 T T T
Some SIQns Of SIOWer grOWth over the summer Jun-04  Dec-05 Jun-07 Dec-08 Jun-10  Dec-ii Jun-13s D$::-14 5 ‘Jllm-16
®  Growth could slow to 3.0-3.5% in 2017-18 15

...Brexit is a major headache for Ireland
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®  Brexit has serious implications for Ireland given close economic/trade links with UK
®  Trade with UK equates to 35% of Irish GDP. Thus, it is a key trading partner
® Hence negative impact of Brexit on UK growth will have knock-on effects in Ireland

® Sterling has also weakened sharply on Brexit concerns, which will hit exports to UK and
Irish firms competing with UK imports on the Irish market

® Higher trading costs from more admin, differing trade rules, possible customs duties/tariffs
®  Brexit could impact the considerable cross-country investment between UK and Ireland

®  Agri sector, tourism, energy, retailing, financial sector likely to be most impacted by Brexit
® UK s a very important market for Irish food exports in particular

® Border with Northern Ireland would become an external EU land border

®  Key is the trade arrangements put in place between EU and UK post Brexit. Ideally, UK
would retain access to the Single Market and UK/Irish common travel area remains

® JIreland will lose a key ally within the EU when UK leaves
® Main upside is that Brexit would make Ireland more attractive for FDI vis-a-vis the UK
® Irish growth to be lower is 2017-18 in run-up to Brexit on weak sterling and UK slowdown

® Impact post 2018 will depend on the Brexit deal negotiated between the EU and UK 16




AIB Irish Economic Forecasts

% change in real terms unless 2013 2014 2015 2016 (f) 2017 (f) 2018 (f)
stated
GDP 11 8.5 26.3 4.7 &5 3.0
GNP 4.7 9.2 18.7 4.2 3.0 25
Personal Consumption -0.8 1.7 4.5 35 3.0 25
Government Spending 0.1 5.4 1.1 1.0 1.0 1.0
Fixed Investment -5.4 18.2 32.7 7.0 6.0 5.0
Core Fixed Investment* 22.6 14.4 18.3 7.0 6.0 5.0
Core Domestic Spending* 2.8 4.2 6.6 4.2 3.6 3.1
Exports 3.1 144 34.4 6.0 5.0 4.5
Imports 11 153 21.7 5.8 55 4.8
HICP Inflation (%) 0.5 0.3 0.0 0.1 0.5 0.5
Unemployment Rate (%) 13.1 11.3 9.5 7.9 7.2 6.7
Budget Balance (% GDP) -5.5 -3.7 -1.8 -0.8 -0.4 0.0
Gross General Gov Debt (% GDP) 119.5 105.2 78.7 74 70 66
*Excludes investment in aircraft and intangibles Source: CSO, AIB ERU Forecasts 17
®  Main risks to Irish recovery no longer internal but external, in particular Brexit
®  Brexit major issue for Ireland given its strong trading links with UK, impact on sterling
®  Recovery in the global economy still quite fragile, with on-going risks and headwinds especially
from weak emerging economies. Ireland vulnerable to any shocks that would hit exports
®  Supply constraints in the construction sector, especially new house building, which is
recovering at a very slow pace and remains at depressed levels
" Very low level of public capital spending putting pressure on infrastructure
®  Competitiveness issues - high house prices, high rents, high personal taxes
®  High indebtedness of households. Major deleveraging has already taken place. Difficult to
estimate its duration but likely to have further to run as debt ratios still high
®  Continuing credit contraction — fewer banks, tighter credit conditions, on-going deleveraging
Note: All Irish data in tables are sourced from the CSO unless otherwise stated. Non-Irish data are fr  om the IMF, OECD and Thomson Financial. Irish forec ~ asts are
from AIB i Unit. This p i is forir i and is not an invitatio nto deal. The information is believed to be reliab  le but is not
guaranteed. Any expressions of opinions are subject to change without notice. This ion is not to be in whole or in part without prior
permission. In the Republic of Ireland it is distri  buted by Allied Irish Banks, p.l.c. Inthe UK itis  distributed by Allied Irish Banks, plc and Allied Irish Banks (GB). In
Northern Ireland it is distributed by First Trust B ank. In the United States of Americait is distribu  ted by Allied Irish Banks, plc. Allied Irish Banks, p.l.c.is regulated
by the Central Bank of Ireland. Allied Irish Bank ( GB) and First Trust Bank are trade marks used under  licence by AIB Group (UK) p.l.c. (a wholly owned su  bsidiary of
Allied Irish Banks, p.l.c.), incorporated in Northe  rn Ireland. Registered Office 92 Ann Street, Belfa ~stBT1 3HH. Registered Number NI 018800. Authorised by the
Prudential Regulation Authority and regulated by th e Financial Conduct Authority and the Prudential Re  gulation Authority. In the United States of America, Allied
Irish Banks, p.l.c., New York Branch, is a branch| icensed by the New York State Department of Financi  al Services. Deposits and other investment products are not
FDIC insured, they are not guaranteed by any bank a  nd they may lose value. Please note that telephone  calls may be recorded in line with market practice.
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