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Ireland: Composite PMIs and latest Commission forecasts highlight ongoing 
Irish outperformance
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The latest services PMI showed a marginal decline in January, 
but, at close to 60, it continues to point to sharp increases in 
activity in the Irish services sector.  The positive signal from the 
headline index was reinforced by strong readings across the 
confidence, new orders and employment sub-indices.  The 
composite PMI combines information from the manufacturing 
and services surveys into a single summary indicator which we 
think is a very useful and timely tool for tracking and 
understanding the economy’s performance (especially given 
the lags and volatility in the national accounts).  At present the 
composite PMI (which also remains close to 60) indicates that 
the economy is growing at a robust pace with recent readings 
lying above those registered on average at the top of the last 
cycle in 2004-07, albeit not quite at the exceptionally high levels 
recorded in the early and particularly-vigorous snap-back phase 
of the Irish recovery in 2014-15.

The latest composite PMIs also highlight ongoing Irish 
outperformance relative to both the UK and Eurozone, albeit 
that the strong pickup in the zone of late has narrowed the gap.  
A similar theme was evident in the latest European 
Commission forecasts which featured an upgraded assessment 
of Ireland’s GDP growth prospects, with the helpful carry-over 
effect of a strong 2017 (estimated at 7.3%) boosting its 
projections for 2018 to 4.4% (from 3.9%) vs. an also-upwardly 
revised 2.3% for the wider Eurozone.



Eurozone: Slightly stronger January PMI affirms early-year vibrancy
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The Eurozone composite PMI index for January was upwardly
revised with the final release showing 58.8 from 58.6 initially
reported in the flash estimate, in the process reaching a fresh
cycle high offering considerable encouragement regarding the
Eurozone economy’s early-year vibrancy.

Indications that very positive momentum is being sustained in
the early stages of 2018 suggest some upside risk to the
consensus and the ECB expected moderation in economic
growth to 0.5% q/q in the first quarter of 2018 following 0.6%
and 0.7% in Q4 and Q3 ’17, respectively. Indeed, the European
Commission upgraded this week its Q1 growth forecast to 0.6%
from 0.5% previously, with annual growth revised to 2.3% in
2018 as a whole from 2.1% previously.

Also of relevance for ECB policy, a complex wage deal in
Germany resulted in annual wage increases close to 4% over
the next couple of years for half a million metal and electrical
workers, setting a relatively high benchmark for the wider
workforce. This tentative departure from recent subdued wage-
setting patterns in Eurozone’s largest economy doesn’t seem to
have exceeded ECB expectations. However, we think that it is
important nonetheless as it may add to confidence that
underlying price pressures are likely to build as the economy
continues to improve, with policy guidance expected to become
accordingly more hawkish in the months ahead.

UK: Carney signals likely need for “somewhat earlier” and “somewhat greater” 
BoE policy tightening 
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The risk of a hawkish message from the February Bank of 
England Inflation Report we flagged last week materialised, 
with Governor Carney’s post-report messaging on Thursday 
emphasising the need for “somewhat earlier” and “somewhat 
greater” policy tightening than the Bank had anticipated at the 
time of its previous report in November.

The key feature of the report is the 3-year ahead projection for 
inflation which again highlights that, if the economy evolves as 
the BoE expects, then inflation will not return to the 2% target, 
even allowing for the impact of two to three 0.25% rate hikes 
(the BoE estimate of what was priced into markets at the time 
of the report) over the forecast horizon.  Carney noted that 
recent resilience of UK growth has reduced the amount of slack 
in the economy, and with growth (of ca. 1.75%) expected to 
remain above potential (of ca. 1.5%), the BoE’s tolerance for an 
extended period of inflation above target continues to diminish.  
So while Carney stressed that any future rate increases are 
likely to be gradual and limited, the bottom line is that he was 
clearly preparing markets, firms and households for the 
likelihood that UK rates are likely to go up again in the months 
ahead, with another move as soon as May now very much a 
plausible scenario.  It’s worth highlighting the explicitly 
conditional nature of the BoE’s guidance, in that the rate 
outlook is fundamentally dependent on the economic outlook 
and the risks thereto, so Brexit will remain a key factor here.



US: Strong start to 2018 for the services sector
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US service industries reported much faster than expected
growth at the start of 2018 with the non-manufacturing ISM
index jumping to a twelve-year high of 59.9 in January (vs. 56.7
expected) from 56 in December, with new orders and
employment also rising markedly.

Last week’s January Manufacturing ISM index had also slightly
surprised to the upside, with the composite ISM (the private
economy weighted index) edging higher to very elevated levels,
consistent with strong growth being sustained.

Meanwhile, news from the labour market pointed to ongoing
strength, with the latest decline in initial jobless claims leaving
the 4-week average at a multi-decade low. Earlier in the week,
the JOLTS survey had also shown that the number of voluntary
quits rose to a 17-year high in December, suggesting elevated
worker confidence in current labour market dynamics.

On fiscal policy, today’s budget bill sets up a two-year, $300 bn
boost in spending, while media reports suggest that an
important infrastructure program may be unveiled next week.
This additional stimulus from fiscal policy strengths the case for
further Fed hikes, with Dudley saying this week that three hikes
in 2018 stills seemed a “very reasonable projection” but added
that there was a potential for more depending on the evolution
of the economic outlook.

Financial Markets: Stocks take a hammering, but still higher than mid-
November levels; Brexit concerns weigh on the pound
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Jay Powell’s first day in charge at the Fed is not likely one he 
will forget, with Monday registering the biggest one-day surge 
in stock market volatility on record amid the largest daily drop 
for the S&P (of over 4%) in over 6 years.  The origins of the 
bout of pronounced weakness and volatility lie within a range of 
factors, among the highest-ranking of which is the signal from 
the US bond market we noted last week that the era of ultra-
low yields/interest rates has now passed, thus requiring a 
rethink on appropriate pricing for risky assets, including stocks.  
In this respect, the sense that cyclical inflation pressures may 
finally be emerging, albeit gradually, in the US has played a 
prominent role in fostering reduced complacency in a market 
that was overdue a correction.  It is certainly the case that the 
regime shift to more normal levels of yields / rates represents 
an important (and long-acknowledged) source of risk to the 
global macro outlook.  However, one way to view the recent 
price action in stocks is that a market which has been going up 
for almost 9 years lost 8 weeks of gains, leaving it still higher 
than where it was in mid-November.  Further volatility would not 
be a surprise, though we think major economic impacts will be 
avoided unless financial conditions experience pronounced 
weakness over an extended period.
Broader market volatility helped the dollar to solid gains of 1.8% 
vs. the euro (to trade at $1.2224), as bets on the euro were 
trimmed.  Despite the BoE’s hawkish tones, Brexit concerns 
weighed on the pound with Eur/GBP up 0.4% to 88.2p.



Currency and interest rate market trends
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Market Monitor
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Note:  the data in the tables are indicative only and are sourced 
from Bloomberg. Latest data are updated as at the time of 
publication. “weekly ∆” refers to the change from the previous 
week’s closing levels.

Ulster Bank Cost of Funds Rate (365 day count) = 0.53%
Euro rates are quoted in 360-day convention.
To convert to 365 day count, divide by 360, & multiply by 365

Interest Rate Markets
Latest (%) weekly ∆, bps

EUR 3 Month Euribor -0.329 0.0

2 Year Swaps -0.13 -1

5 Year Swaps 0.48 -1

10 Year Swaps 1.13 1

GBP 3 Month Libor 0.535 1.0

2 Year Swaps 0.98 2

5 Year Swaps 1.38 0

10 Year Swaps 1.65 0

USD 3 Month Libor 1.820 3.1

2 Year Swaps 2.36 -1

5 Year Swaps 2.64 -4

10 Year Swaps 2.86 -1

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.886 0.4

GBP/EUR, € 1.129 -0.4

EUR/USD, $ 1.223 -1.9

GBP/USD, $ 1.380 -2.2

EUR/JPY, JP¥ 132.9 -3.2

GBP/JPY, JP¥ 150.0 -3.6

USD/JPY, JP¥ 108.6 -1.4

EUR/CHF, CHF 1.150 -1.0

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,625          -3.8

STOXX Europe 600 369              -4.9

FTSE 100 7,107          -4.5

S&P 500 2,598          -5.9

Dow Jones 23,844        -6.6

Nasdaq 6,781          -6.4

NIKKEI 21,383        -8.1

OIL (London Brent) 63.4             -7.5

Gold 1,314          -1.6



Highlights for the week ahead: Inflation in focus
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A busy week in the Irish economic calendar is expected to
show further evidence of subdued consumer price inflation at
present (on Thursday). Meanwhile, annual house price growth
is expected to have remained robust in December even if the
latest data tentatively hint that peak inflation may be behind us.
We also get January Ulster Bank Construction PMI (on
Monday), and the Dec. goods trade figures (on Thursday).

The US January inflation numbers are eagerly anticipated amid
this week’s global market turmoil. Annual core inflation is
expected to have edged lower to 1.7% in January from 1.8% in
December due to important base effects from January last
year. However, short-term dynamics (e.g. as captured by the
3mth/3mth annualized rate) are likely to continue to point to
higher inflation in the months ahead. Meanwhile in the UK,
annual headline inflation is expected to have eased to a 5-
month low of 2.9% in January from 3% in December, driven by
lower energy inflation, with core inflation seen edging higher to
2.6% in January following a four-month low of 2.5% in
December.

Finally, a healthy start to the year for US retail sales is
expected to leave core retail sales growth unchanged at 0.4%
m/m in January while in the UK, both headline and core sales
are expected to rebound in January following marked slumps at
the end of 2017.

Economic calendar for the week commencing February 12th

Ireland / Eurozone UK US
Monday

00.01 – Ulster Bank Construction PMI Jan)

11.00 – New Vehicles Sales (Jan)

2019 Budget Blueprint unveiled

19.00 – Monthly Budget Statement (Jan)

Tuesday

11.00 – Trade Statistics by country (Nov) 09.30 – CPI / RPI (Jan)

09.30 – House Price Index (Jan)

11.00 – NFIB Small Business Optimism (Feb)

13.00 – Fed’s Mester speaks (voter)

Wednesday

08.00 – Bundesbank Weidmann speaks

10.00 – EZ GDP growth – 2nd release (Q4)

10.00 – Industrial Production (Dec)

11.00 – Residential Property Prices (Dec)

12.00 – MBA Mortgage Applications (Feb 9)

13.30 – CPI (Jan)

13.30 – Retail Sales (Jan)

15.00 – Business Inventories (Dec)

Thursday

07.00 – EZ New Car Sales (Jan)

10.00 – EZ Trade Balance (Dec)

10.45 – ECB’s Praet speaks

11.00 – Goods exports and imports (Dec)

11.00 – HICP inflation (Jan)

13.30 – Empire Manufacturing (Feb)

13.30 – Initial Jobless Claims (Feb 10)

13.30 – Philadelphia Fed Business Outlook (Jan)

14.15 – Industrial Prod. / Capacity Utilisation (Jan)

Friday

08.20 – ECB’s Coeure speaks 09.30 – Retail Sales (Jan) 13.30 – Housing Starts / Building Permits (Jan)

13.30 – U. of Michigan Sentiment (Feb)
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The Calendar uses Irish local time
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Important Information

This document is intended for clients or potential clients of Ulster Bank Limited and Ulster Bank Ireland DAC (together and separately, 
"Ulster Bank") and is not intended for any other person. It does not constitute an offer or invitation to purchase or sell any instrument or to 
provide any service in any jurisdiction where the required authorisation is not held. Ulster Bank and/or its associates and/or its employees 
may have a position or engage in transactions in any instruments mentioned. 

The information including any opinions expressed is indicative and may constitute our judgement at time of publication and are subject to 
change without notice. The information contained herein should not be construed as advice, and is not intended to be construed as such. 

This publication provides only a brief review of the complex issues discussed and recipients should not rely on information contained here 
without seeking specific advice on matters that concern them. Ulster Bank make no representations or warranties with respect to the 
information and disclaim all liability for use the recipient or their advisors make of the information. 

Ulster Bank Ireland DAC. A private company limited by shares, trading as Ulster Bank, Ulster Bank Group, Banc Uladh and Lombard. 
Registered in Republic of Ireland. Registered No 25766. Registered Office: Ulster Bank Group Centre, George's Quay, Dublin 2, D02 
VR98. Member of The Royal Bank of Scotland Group. Ulster Bank Ireland DAC is regulated by the Central Bank of Ireland. Calls may be 
recorded.

Ulster Bank Limited Registered Number: R733 Northern Ireland. Registered Office: 11-16 Donegall Square East, Belfast BT1 5UB. 
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority, and entered on the Financial Services Register (Registration Number 122315). Calls may be recorded. 

Slide 11


