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Ireland: New lending to SMEs up 14% in 2017 as Q4 figures hint that SME 
deleveraging may be coming to an end

The latest figures on bank lending to the business sector
highlight that credit flows to Irish SMEs continue to improve. In
total, there was €3.7bn of new gross lending to core (i.e. non-
financial, non-property) SMEs last year, up €450m or 14% on
2016, and almost double the level of new lending recorded at the
bottom of the cycle in 2013. Both the level of new lending and its
growth last year were driven mainly by the Wholesale/Retail and
Agri sectors where new lending amounted to almost €1.8bn in
total last year. Looking at the overall picture, there was notable
strength in new lending flows in the final quarter of last year
when they reached €1.1bn – the highest single quarter of new
lending since figures commenced in 2010. Of particular note in
Q4 was the fact that that net lending (i.e. new gross lending less
repayments on existing debt) was +€360m - the first meaningfully
positive quarter in the series’ 8-year history. Some caution is
warranted in interpreting this development given that the data
can be volatile and that net lending remains in negative territory
when viewed on an annual basis. Nonetheless, the return to
positive net lending in Q4 is welcome and suggests that a
protracted period of SME deleveraging may be at, or at least
approaching, an end. With many parts of the SME sector more
domestic than international-focussed, the pickup in credit flows is
importantly linked to the ongoing improvement in domestic
demand in the economy. And there was further evidence of this
in the latest retail sales figures which showed 6.3%y/y growth in
core (i.e. ex-motor) volumes in February, up from 5.4% in Jan.
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Eurozone: ESI follows PMIs and Ifo lower in March; ECB continues to socialise 
possible mid-2019 lift-off for rates

Following the pullback in the latest readings of the Eurozone
PMIs and German Ifo we noted last week, we have observed a
similar pattern in the other main monthly measure of business
confidence in the zone, the Economic Sentiment Index (ESI).
Similar to the other measures, the ESI slipped back by a bit more
than expected in March, in the process registering a 3rd
consecutive monthly decline. As with the PMIs and Ifo, the ESI
remains at extremely elevated levels, and thus these modest
decreases are not in any way a cause for alarm. However, the
emerging sequence of declines we are observing across all of
these usually-reliable indicators of the business cycle is, in our
view, indicating that we are now likely past the point of peak
growth momentum in the current cycle. That is no great surprise
given how rapid growth has been relative to potential in recent
quarters. However, the resulting moderation both in absolute
terms and relative to now-higher expectations means the euro
zone is less likely to be the source of fresh upside news for the
global outlook from here.
That still leaves the outlook for the zone continuing to look pretty
favourable of course. Indeed, reflecting growing confidence in
the recovery, ECB officials have become more willing to publicly
discuss the possible turn in the interest rate cycle, with
comments this week from Governing Council members
Weidmann and Hansson broadly endorsing the prevailing market
view that a gradual process of rate hikes may commence around
the middle of 2019.
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UK: Pickup in services growth offers mild encouragement

Final figures for Q4 showed UK GDP growth was unrevised at
0.4%q/q and 1.4%y/y. But some of the detail of the latest
national accounts and related information offered mild
encouragement on current UK economic performance. Business
investment growth was revised up from 2.2% to 2.6% y/y, which
is certainly far from strong but at the margin a bit better than
expected. Moreover, the latest BoE survey of its Agents across
the UK points to a firming of business investment intentions,
particularly in the manufacturing sector where it appears that the
combination of solid external demand and sterling weakness is
outweighing Brexit uncertainty, for the time being at least.
On the services side, the monthly index of services for January
offered an important early official read on how the UK’s largest
broad sector is faring in early 2018. The January increase of
0.2%m/m wasn’t any firmer than expected, but still points to
reasonable momentum so far in Q1, with the 3m/3m growth rate
picking up to a 13-month high of 0.6% - a pace in line with its
long-run average. In turn, this suggests that the downside risk to
Q1 GDP growth expectations (of 0.4%q/q) flagged recently by
the BoE may be avoided, though this will partly also depend on
the extent of weather impacts in March (a CBI survey covering
March indicated that retail sales fell for the first time in 5 months
partly due to unusually cold weather). In any case, the BoE has
indicated a willingness to look through a mild downside growth
surprise in Q1, meaning that as things stand a May rate hike
continues to look more likely than not.
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US: Core inflation continues to pick up; consumer perceptions of the jobs 
market continue to improve

February figures showed that real consumer spending was flat in
the US last month. While this was a touch weaker than
expected, it leaves y/y spending growth unchanged at a solid 2
¾ % - on a par with the average pace seen over the past couple
of years. Of perhaps more significance was the latest news on
the prices side which showed a further pick up in core PCE
inflation. This showed the y/y rate ticked up to an 11-month high
of 1.6% in February while the 3m/3m rate is now rising at an
above-target 2 ¼ % - a 6 year high. With some weak readings in
2017 starting to fall out of the annual comparisons from next
month (when the y/y rate may jump by 0.2/0.3%), we think that
the Fed will view this latest news as very much consistent with
the need to continue to normalise its interest rate stance.
The latest reading of the Conference Board’s measure of
consumer confidence eased back in March reflecting modest
slippage in consumers’ assessment of current conditions and
future expectations. But the March drop follows an 18-year high
in February. Furthermore, it is significant that consumer
perceptions of the jobs market continued to improve markedly,
reflecting greater numbers reporting jobs as being “plentiful” and
fewer reporting jobs as “hard to get”. The difference between
those numbers (the so-called “labour differential”) has a long-
standing track record of tracking the unemployment rate. The
latest improvement is clearly pointing to a sub-4% jobless rate in
the months ahead and may also be hinting at the possibility of a
stronger than expected jobs report next week.
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Financial Markets: Euro’s resilience impresses in the face of data 
disappointments

The euro is a touch weaker on the week - down about ¼ % vs.
both the USD and GBP, trading at $1.233 and 87.6p
respectively. But in each case, this keeps the single currency
very much within recent trading ranges. As we have been
pointing out for some time now, Eur/GBP has been in a 87-90p
range for the past 6 months, while Eur/USD has also been
treading water of late, mostly lying in a narrow $1.22-1.25 range
since mid-January. Sometimes in markets what is not happening
can be just as interesting as what is moving, and we think the
euro’s recent price action is a case in point. In particular, we are
struck by the single currency’s resilience over recent weeks in
the face of a run of economic data (including the latest business
surveys) which have very much fallen shy of market
expectations. All else equal, one would have expected recent
data disappointments to have resulted in meaningful downside
for the euro, especially vs. the dollar given the generally-positive
tone to recent US data. But instead, Eur/USD has been trading
sideways reflecting dollar-negative investor concerns about US
trade and dollar policy and about fiscal sustainability given the
unnecessary, late-cycle injection of fiscal stimulus. One
implication is that it may require more reassuring noises from the
US administration on trade policy for the dollar to capitalise on
recent relative data strength. Another is that if the euro can hold
in there in current circumstances, the risk of a meaningful move
to the upside (vs. both the USD and GBP where Brexit clearly
remains an issue) is rising as the turn in the ECB rate cycle gets
closer.
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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) = 0.47%
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 -0.16 0

5 Year Swaps 0.37 -4

10 Year Swaps 0.97 -3

GBP 3 Month Libor 0.712 5.5

2 Year Swaps 1.12 0

5 Year Swaps 1.35 -6

10 Year Swaps 1.50 -6

USD 3 Month Libor 2.312 2.0

2 Year Swaps 2.58 -2

5 Year Swaps 2.72 -6

10 Year Swaps 2.79 -9

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.876 0.2

GBP/EUR, € 1.142 -0.2

EUR/USD, $ 1.232 -0.3

GBP/USD, $ 1.407 -0.5

EUR/JPY, JP¥ 131.1 1.3

GBP/JPY, JP¥ 149.6 1.1

USD/JPY, JP¥ 106.4 1.6

EUR/CHF, CHF 1.177 0.6

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,585          1.1

STOXX Europe 600 371              1.5

FTSE 100 7,071          2.1

S&P 500 2,617          1.1

Dow Jones 23,991        1.9

Nasdaq 6,995          0.0

NIKKEI 21,159        2.6

OIL (London Brent) 69.6             -1.2

Gold 1,323          -1.8



Highlights for the week ahead: Jobs and PMI data in focus at home and 
abroad

An interesting week ahead on the economic calendar sees the
release of jobs data as well as the latest PMI survey results, on
both sides of the Atlantic. As ever in the first week of the month,
the US jobs report takes top billing for investors. Markets are
expecting some payback for a bumper 313k February payrolls
reading, with the consensus anticipating a 185k increase in
March – not far from the ca. 200k average over the past 6
months. The unemployment rate is expected to edge lower to
4% (from 4.1% in February) which would represent a new cycle
low, and indeed the lowest since late 2000. Outcomes in the
ballpark of these expectations should keep the Fed on track to
continue its gradual normalisation of US interest rate settings.
The jobless rate is also expected to nudge lower in the euro
zone: the expected 8.5% reading for March (from 8.6%) would
also represent a new low for this cycle, albeit that it would leave
the jobless rate still over 1% above the 7.3% low seen during the
last cycle in 2007/08. At home, we wouldn’t be surprised to see
the (unofficial) monthly estimate of unemployment for March tick
lower from the 6.1% recorded in February – a 6% reading would
be the lowest since Q2 2008.
Meanwhile, March results of the closely-followed PMI surveys
will also get attention. The US (ISMs) and UK figures are
expected to reveal a slight moderation in the pace of
manufacturing and services expansion, but from healthy rates in
each case (particularly so in the case of the US). A similar
pattern may be seen here in the Irish PMIs.
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Economic calendar for the week commencing April 2nd

Ireland / Eurozone UK US
Monday

15.00 – ISM Manufacturing Index (Mar); 
Construction Spending

Tuesday

06.00 – Manufacturing PMI (Mar)

09.00 – EZ Manufacturing PMI (Mar - final)

09.30 – Manufacturing PMI (Mar) n/a – Vehicle Sales (Mar)

Wednesday

10.00 – EZ Unemployment (Feb); ‘Flash’ EZ HICP 
Inflation (Mar)

11.00 – Monthly Unemployment (Mar); Monthly 
Services Index

16.30 – Exchequer Returns (Mar)

09.30 – Construction PMI (Mar) 13.15 – ADP Employment (Mar)

14.45 – Fed Speech on Economy & Policy 
(Bullard)

15.00 – ISM Non-manufacturing (Mar); Factory 
Orders (Feb)

Thursday

06.00 – Services PMI (Mar)

09.00 – EZ Services PMI (Mar - final)

10.00 – EZ Retail Sales (Feb); EZ PPI (Feb)

09.30 – Services PMI (Mar) 13.30 – Jobless Claims; Trade Balance (Feb)

20.00 – Consumer Credit (Feb)

Friday

09.10 – EZ Retail PMI (Mar)

11.00 – Industrial Production (Mar) 

09.30 – Unit Labour Costs (Q4) 13.30 – Employment Report (Mar)

20.00 – Consumer Credit (Feb)
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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 Donegal 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


