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Ireland: DoF, IMF upgrade their assessments of the Irish economy; Finance 
Minister strikes a cautious tone on use of fiscal space

The Department of Finance and the IMF this week became the
latest institutions to upgrade their assessments of the Irish
economy, with stronger momentum at home and abroad
resulting in more favourable prospects for the economy relative
to previous (October) projections. From ca. 3.5% previously, the
DoF now sees growth at 5.6% this year, with the IMF a bit lower
at 4.5%, though the scope for MNE-distortions means that an
even wider range of outcomes is conceivable. Both forecasts
see growth at 4% in 2019 (0.8- 1% higher than previously), with
a further deceleration to a bit below 3% by the early 2020s, partly
reflecting Brexit impacts. The labour market outlook has also
been marked higher, though not by as much as the MNE-skewed
growth figures. Stronger jobs trends take the avg. unemployment
rate down to ca. 5 ¼ % next year – 0.2% / 0.6% lower than the
previous DoF / IMF projection. The DoF doesn’t foresee any
further declines in the jobless rate from that point, suggesting
that it thinks full employment is around 5.3%, though the Fund is
more optimistic in projecting a drop to 5% by 2023. The DoF
update was also notable for what it didn’t contain – an updated
estimate of uncommitted fiscal space available for Budget 2019.
A refresh is dependent on fiscal and economic inputs that are not
yet available, though the Minister very tentatively indicated that
currently available, though somewhat dated, information points to
a figure of ca. €1bn. Significantly, he struck a decidedly cautious
tone in his messaging, hinting that it may not be prudent to make
full use of potentially available resources.
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Eurozone: “Super-core” inflation reached a four-year high in March

Final figures for March revised headline inflation downwards to
1.3% (vs. 1.4% initially reported), up from its recent low of 1.1%
in February. Core inflation was unrevised, at an unchanged
reading of 1% for a third month in a row, and thus continues to
point to subdued underlying price pressures in the zone for the
time being.

Also of interest in the second release is that the Eurostat
provides more data than in the early preliminary release. This
additional information can then be used to gauge other unofficial
measures of underlying inflation, including the so-called “super-
core” inflation metrics, which attempt to include only those goods
and services the prices of which are most sensitive to spare
capacity. For that reason, those gauges can provide an
additional and helpful steer of underlying price pressures.
Interestingly, “super-core” inflation gauges have recently shown
some signs of a modest pick-up, with our preferred metric, which
excludes packaged holidays, reaching a 4-year high of 1.2% in
March. This is still admittedly low. In any case, we think that this
is relevant as “super-core” inflation gauges have at times shown
some leading indicator properties for the official core measure,
and thus may provide further support for the ECB’s expectation
(and our own) that inflation is likely to pick-up over-time as
remaining economic slack gets eroded.
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UK: Labour market improvement argues for further BoE tightening, but a May 
hike is no longer a done deal following weaker than expected inflation news

The pace of UK employment growth has eased in recent months,
but this week’s as-expected news that 55k jobs were added in
the 3-months to February was still enough to keep y/y growth
steady at a solid 1.3%, while also bringing about a further decline
in the unemployment rate which fell to a new 43-low of 4.2%
(from 4.3% previously). The jobless rate outcome was a touch
lower than both City and BoE forecasts, leaving it on the low side
of the BoE’s current estimate of full employment (4¼%). And
consistent with little or no remaining spare capacity in the labour
market, wage trends continue to show signs of picking up
gradually. While headline earnings growth was a little softer than
expected, ex-bonus earnings grew by 2.9% y/y in February (its
fastest pace since July 2015), up from 2.7% in January and 1.7%
a year earlier. Also, with inflation now easing back from its recent
currency-related peak of over 3% (CPI inflation fell more than
expected to a 12-month low of 2.5% in March), this acceleration
in nominal pay growth is now generating positive real (i.e.
inflation-adjusted) wage growth once again, bringing to an end a
year-long pay squeeze for UK households. While there wasn’t
any sign of improvement in March retail sales (y/y growth in ex-
fuel sales remained at just over 1%), better income trends should
help support spending in the months ahead. Overall, we think
the signs of firmer pay pressures amid the ongoing decline in
unemployment argue for further BoE policy tightening, though
the outsized drop in March inflation suggests that a May hike is
no longer the done deal which markets had presumed.
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US: Retail sales rebound in March; industrial production continues to offer 
encouragement

Retail sales figures out this week provided evidence of firming in
US consumer spending trends in March, in the process halting a
sequence of three disappointing months in a row following
unsustainably quick growth in the months leading to December.
This late-quarter pick-up is unlikely to avoid a moderation in real
consumer spending in Q1, with the retail sales control group
(which represents the measure of sales that is used as an input
for personal spending within the national accounts) rising by only
1% q/q annualized in Q1 as a whole, following a bumper 7.6% in
Q4. In any case, the recent improvement does suggest that
consumer spending growth is likely to accelerate over the period
ahead, following a weak reading in Q1. Meanwhile, industrial
production was also the subject of an upside surprise, rising by
0.5% m/m in March (vs. 0.3% expected), rounding off another
quarter of very robust performance in the sector. Output rose by
4.5% q/q annualized in Q1 as a whole following a multi-year high
of 7.7% in Q4. Part of this strength originates in the
manufacturing sector, with factory output rising at a healthy pace
of 3.1% q/q annualized in Q1 as a whole following a multi-year
high of 5.5% in Q4. Looking ahead, the outlook for manufacturing
is expected to remain solid amid fiscal stimulus, a strong global
economy and a weaker dollar. In that regard, we are thus not
overly troubled about the modest easing in current and
prospective activity being signalled by some early surveys for
April out this week, including the NY Fed Empire and the Philly
Fed Manufacturing.
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Financial Markets: Sterling weakens, reversing course following weaker CPI 
figures and dovish comments from Carney 

Sterling weakness was a prominent theme in markets this week,
with the pound losing 1% or more against both the euro and the
dollar. From as low as 86.2p early in the week following the
release of the pretty solid UK labour market data, Eur/GBP has
since come under notable upward pressure to end the week at
around 87.6p. Its decline is linked both to the weaker than
expected CPI report on Wednesday and some dovish comments
from BoE Governor Mark Carney on Thursday evening. Carney
reiterated one aspect of BoE guidance, namely that people
should prepare for a few interest rate rises over the next few
years, but said he did not want to focus on “precise timing”.
Noting that there had been mixed signals from some recent data,
Carney added that the May policy discussion would be shaped
by the knowledge that “there are other meetings over the course
of the year”. The comments have been interpreted as an attempt
to dampen expectations that the next hike could come as soon
as next month, with the market-implied probability of a May hike
slipping from over 85% on Monday to just over 50% as we write.
We are surprised at Carney’s intervention, not least because
there is still almost 3 weeks to go before the decision needs to
be made, and so it seems premature to pre-judge the impact of
yet-to-be received economic news not to mention the views of
other policy-makers. For now, we note that this week’s move
takes Eur/GBP back into its prior 87-90p range, though with the
May outcome now seen as a close call further volatility in the
weeks ahead seems very likely one way or the other.
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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 -0.328 0.1

2 Year Swaps -0.14 1

5 Year Swaps 0.41 4

10 Year Swaps 1.02 7

GBP 3 Month Libor 0.754 -2.6

2 Year Swaps 1.11 -5

5 Year Swaps 1.40 0

10 Year Swaps 1.62 6

USD 3 Month Libor 2.359 0.6

2 Year Swaps 2.71 4

5 Year Swaps 2.87 7

10 Year Swaps 2.94 8

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.876 1.1

GBP/EUR, € 1.142 -1.1

EUR/USD, $ 1.230 -0.2

GBP/USD, $ 1.405 -1.3

EUR/JPY, JP¥ 132.4 0.0

GBP/JPY, JP¥ 151.2 -1.1

USD/JPY, JP¥ 107.6 0.3

EUR/CHF, CHF 1.197 0.8

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,829          2.9

STOXX Europe 600 382              0.7

FTSE 100 7,357          1.3

S&P 500 2,693          1.4

Dow Jones 24,665        1.3

Nasdaq 7,238          1.8

NIKKEI 22,162        1.8

OIL (London Brent) 73.2             0.8

Gold 1,341          -0.4



Highlights for the week ahead: Irish retail sales, ECB policy update and US/UK 
Q1 GDP growth in focus

March retail sales numbers (out on Friday) are the pick of an
otherwise relatively quiet week on the Irish economic calendar,
with strength in underlying consumer spending expected to have
been sustained in March following growth of 6.6% y/y in core
(excluding motor trade) retail sales volumes in February.
In the Eurozone, Thursday’s ECB meeting is expected to result
in unchanged monetary policy settings and guidance, but Draghi
may start laying the groundwork for a more substantial update
(particularly on QE) over the coming meetings. In our view,
Draghi is likely to show confidence that recent economic trends
remain consistent with a gradual inflation recovery (and
corresponding gradual normalisation in policy). This is despite
recent evidence of a cooling in growth momentum, with next
week’s business surveys for April, such as the PMIs (on Monday)
and the EC Economic Sentiment Indicator (on Friday), likely to
be particularly scrutinized. In both cases, the consensus is
expecting some further moderation in April but to levels still
consistent with robust growth in the early stages of Q2. Finally,
Friday also sees the release of Q1 GDP growth for the UK and
US economies. We would not be surprised to see some
moderation in both cases, given evidence from UK survey and
official data of some easing in activity growth through Q1, in part
reflecting weather impacts and signs of a sluggish start to 2018
from US consumers. As usual, the core PCE deflator is also
expected to attract attention being the Fed’s preferred inflation
gauge. We expect a reading of 1.6/1.7% in Q1 from 1.5% in Q4.
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Economic calendar for the week commencing April 23rd

Ireland / Eurozone UK US
Monday

08.00 to 09.00 – FR, GE, EZ PMIs (Apr)

10.00 – EZ Gov. Debt-to-GDP ratio (2017)

15.00 – ECB speech (Coeure)

13.30 – Chicago Fed Nat Activity (Mar)

14.45 – PMIs (Apr)

15.00 – Existing Home Sales (Mar)

Tuesday

09.00 – EZ Bank Lending Survey (Q1); GE IFO 
Business Climate (Apr)

09.30 – Public Sector Net Borrowing (Mar)

11.00 – CBI Business Trends (Apr)

14.00 – FHFA House Price Index (Feb)

15.00 – New Home Sales (Mar); Conf. Board 
Consumer Confidence (Apr); Richmond Fed Manf. 
Survey (Apr)

Wednesday

Thursday

11.00 – Overseas Travel (Mar)

12.45 – ECB Monetary Policy Meeting

09.30 – Loans for Housing (Mar) 13.30 – Initial Jobless Claims; Durable / Capital 
Goods Orders (Mar); 

Friday

06.30 – FR GDP growth (Q1)

07.45 to 08.00 – FR, SP CPI inflation (Apr)

09.00 – ECB Survey of Professional Forecasters

10.00 – EZ Economic Sentiment Indicator (Apr)

11.00 – Retail Sales Volumes (Mar)

Pm – Eurogroup meeting

09.30 – GDP growth (Q1) 13.30 – GDP growth (Q1); Personal Consumption 
(Q1); Core PCE (Q1); Employment Cost Index (Q1)

15.00 – U of Michigan Consumer Sentiment  –
Final (Apr)
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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. 
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