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Ireland: Strong Q1 leaves inbound tourism on track for another record year

There were over 9.9 million overseas trips to Ireland last year,
with 2017 marking the seventh year in a row of growth from the
worst point of the crisis in 2010. Indeed, each of the last 3 years
have seen trip volumes at record highs, with the 2015 total of 8.6
million breaching the previous high of 8 million in 2007. Figures
out this week show that inbound tourism has gotten off to a very
healthy start to 2018, with trip volumes up 6.9% y/y in Q1 - the
fastest growth recorded in 5 quarters, and a notable acceleration
from the 3.6% pace recorded in 2017 as a whole. The growth is
being driven by particular strength in the non-UK European and
North American markets, both of which registered growth of over
13% in Q1 reflecting strong economic growth dynamics in each
case. Also helping is a stabilisation in trips from Great Britain,
which having declined by 5% in 2017 were flat y/y in Q1, likely in
part reflecting recent relative stability in the Eur/GBP exchange
rate which has been mainly trading in an 87-90p range since last
September. One caveat in all of this is that the highly seasonal
pattern of travel patterns means that Q1 is the least important
quarter for inbound visitors, typically accounting for just 18% of
trips annually. In contrast, the much more important 3rd quarter
alone accounts for one-third of all inbound trips each year, so the
full year performance is always importantly dependent on the
crucial summer months. Nevertheless, the strong start to the
year suggests that inbound tourism looks to be on track for yet
another record year in 2018. Given this buoyancy, the reduced
VAT rate on Tourism is looking increasingly difficult to justify.
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Eurozone: When strong became solid

This week’s April policy update from the ECB struck a decidedly
more cautious tone on growth than in March. Draghi’s post-
meeting statement explicitly acknowledged that, following several
quarters of stronger-than-expected growth, the latest indicators
are pointing to some moderation since the turn of the year,
resulting in a downgrade of the characterisation of growth from
“strong” to “solid”. Also, because of this moderation, the
previously-referenced upside risk to growth linked to what had
been positive momentum has now been dropped. Draghi noted
that despite recent declines, the main survey indicators (including
the PMIs) remain at elevated levels, consistent with solid growth.
But while some pull back to more normal levels was not
unexpected, the extent and widespread (across sectors and
countries) nature of the recent loss of momentum has clearly
surprised the Governing Council (GC). It appears that the GC
has not reached any definitive conclusions on whether recent
slippage is transitory or more problematic, meaning that further
information and analysis will be required. News this week that
the Composite PMI held steady in April at a very healthy reading
of 55.2 after two months of large declines represents a welcome
sign of stabilisation. But further validation of such stabilisation in
growth momentum in the incoming data will likely be required in
order for the ECB to feel sufficiently comfortable about shifting its
guidance any further in the direction of policy normalisation,
meaning that the June meeting may now be too soon to expect
any major policy update.
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UK: May Bank rate hike now unlikely following sluggish GDP growth in Q1

Preliminary figures for Q1 showed UK GDP growth at a five-year
low of 0.1% q/q and 1.2% y/y, down from 0.4% and 1.4%, in Q4,
respectively. What’s more, the ONS has hinted that the effects
from weather disruption were generally small, which raises the
question whether the slowdown was driven by more important
factors. As usual in the preliminary estimate, the expenditure
breakdown is not yet available. The output side of the national
accounts highlights that the services and construction sectors
were the main drivers behind this slowdown in growth, with
output in services rising by 0.3% q/q in Q1 following 0.4% in Q4,
while construction output declined by 3.3% in Q1 following a
modest fall in Q4. Overall, we think that this sizeable miss on
GDP growth (both the City and the BoE expected growth of ca.
0.3% in Q1) meaningfully decreases the probability of a May
Bank rate hike. So if last week we thought that it was a close call,
we now consider that the BoE is more likely than not going to
keep interest rates unchanged in May. But we continue to think
that, barring the crystallisation of downside risks related to Brexit,
the strength of the labour market and evidence of firming wage
pressures continue to justify some policy tightening down the
road.
Meanwhile, the public sector finances continue to show
improvement. Public sector net borrowing excl. Public Sector
Banks was at £1.3 bn in March (vs. 3 bn expected), in the
process leaving the full 2017-18 financial year (FY) at £42.6 bn,
£2.5 bn lower than had been projected by the OBR in March.
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US: Durable goods orders point to cooling in business spending in Q1

Durable goods orders rose by a street-beating 2.6% m/m in
March (vs. 1.6% expected) following an upwardly revised reading
of 3.5% in February. However, this upside surprise in headline
orders was largely driven by a surge in volatile aircraft orders,
with other categories actually underperforming in March. Indeed,
core orders (i.e. non-denfense capital goods excluding aircraft)
eased marginally in March following downwardly revised growth
of 0.9% m/m in February, in the process leaving growth in Q1 as
a whole at a disappointing -0.2% q/q (annualized) following a
bumper 11.4% in Q4. Core capital goods shipments were also
the subject of a downside surprise, slipping 0.7% m/m in March
(vs. 0.3% expected) with growth in February again revised down
to 1%. In any case, shipments still rose by 4.1% q/q (annualized)
in the Q1 as a whole following 12.5% in Q4. Overall, this
suggests that real business equipment investment growth is
likely to have moderated in Q1 following very robust growth of
11.5% q/q (annualized) in Q4, reinforcing our expectation of a
deceleration in real GDP growth in Q1. However, early business
and consumer surveys for April, in the form of the Markit PMIs
and the Conference Board Consumer Confidence Index,
signalled very positive trends in business and consumer
confidence at the start of Q2, suggesting that growth may
accelerate over the period ahead. Also notable was the decline in
jobless claims to 209k, in the process reaching the lowest single
week reading since late 1969 and providing further evidence of
very positive trends in the labour market at the moment.
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Financial Markets: USD pushes higher as Draghi’s cautious tone and weak UK 
GDP figures weigh on the euro and sterling respectively 

The dollar has gained about 1.7% against both the euro and the
pound this week, ending the week below $1.21 and $1.38 –
levels last seen in mid-January and early March respectively. In
reality the story here is less about independent dollar strength,
and more about the selling pressure under which both the euro
and pound have separately found themselves. In the case of the
euro, Draghi’s cautious tone on euro zone growth dynamics
during Thursday’s press conference was the main source of
downside for the single currency. In the case of sterling, the
much weaker-than-expected Q1 GDP figures from the UK have
triggered a late-week sell-off in the pound as the market
continues to scale back the probability of a May rate hike from
the BoE. Indeed, as we write, the market-implied probability of a
May hike has fallen to ca. 20% - a remarkable turnaround from
the 85%+ probability seen as recently as 9 trading sessions ago.
The dollar move hasn’t been entirely without support from recent
US developments with 10-year Treasury yields hitting 3% for the
first time since early 2014. The upward move in US yields
shouldn’t really be a surprise given the range of factors pushing
up both real yields and inflation expectations in the US, including
ongoing Fed policy tightening, the higher path for the budget
deficit, much-reduced spare capacity in the economy and recent
indications of a gradual firming in inflation pressures. Indeed, we
wouldn’t be surprised to see some further upside for US
(absolute and relative) yields which could well bring some
associated further upside for the greenback.
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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 0.0

2 Year Swaps -0.13 1

5 Year Swaps 0.42 0

10 Year Swaps 1.02 0

GBP 3 Month Libor 0.758 0.4

2 Year Swaps 1.13 2

5 Year Swaps 1.43 4

10 Year Swaps 1.63 3

USD 3 Month Libor 2.359 0.0

2 Year Swaps 2.75 1

5 Year Swaps 2.94 4

10 Year Swaps 3.03 5

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.877 0.0

GBP/EUR, € 1.149 0.8

EUR/USD, $ 1.213 -1.3

GBP/USD, $ 1.393 -0.5

EUR/JPY, JP¥ 132.4 0.1

GBP/JPY, JP¥ 152.1 0.9

USD/JPY, JP¥ 109.2 1.4

EUR/CHF, CHF 1.198 0.0

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,778          -0.7

STOXX Europe 600 384              0.5

FTSE 100 7,421          0.7

S&P 500 2,667          -0.1

Dow Jones 24,322        -0.6

Nasdaq 7,119          -0.4

NIKKEI 22,320        0.7

OIL (London Brent) 74.7             0.9

Gold 1,318          -1.5



Highlights for the week ahead: Jobs and PMI data at home and abroad, Fed 
policy update and EZ growth and inflation in focus

A hectic week ahead on the economic calendar sees the release
of latest PMI survey results on both sides of the Atlantic. The
Irish and UK figures are expected to show a slight pick-up in the
pace of services and manufacturing expansion following a
weather-related moderation in March, while the US (ISM)
surveys are expected to reveal a slight moderation, but from
elevated levels in March. As ever in the first week of the month,
jobs data at home and abroad also take top billing. We would not
be surprised to see the (unofficial) monthly estimate of the Irish
unemployment rate tick lower in April following three months in a
row at 6.1%, with markets also expecting a further drop in the US
unemployment rate to a new 18-year low of 4% in April following
six months in a row at 4.1% on the back of rebound in non-farm
payroll growth in April. Meanwhile on monetary policy, the Fed
meeting is expected to result in unchanged policy settings, but
we think that Fed officials may lay the groundwork for a further
interest rate hike in June.
At home we will also pay close attention to the latest trends on
Irish public finances and credit flows to the mortgage market, in
the form of the Exchequer Returns for April and the Q1 mortgage
drawdowns figures from the BPFI. Finally in the Eurozone, the
GDP figures are expected to signal that the zone has lost some
momentum in Q1 following very robust growth throughout 2017.
As usual, the CPI inflation figures will also get plenty of attention,
with core inflation expected to have remained unchanged at 1%
in April.
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Economic calendar for the week commencing April 30th

Ireland / Eurozone UK US
Monday

10.00 – EZ M3 Money Supply (Mar)

11.00 – BPFI Mortgage Drawdowns (Q1); BPFI 
Mortgage Approvals (Mar)

13.00 – GE CPI (Apr)

00.01 – Lloyds Business Barometer (Apr) 13.30 – Personal Spending / Income (Mar); Core 
PCE Deflator (Mar)

14.45 – Chicago PMI (Apr)

15.00 – Pending Home Sales (Mar)

Tuesday

06.00 – Manufacturing PMI (Apr)

11.00 – Monthly Unemployment Rate (Apr)

09.30 – Manufacturing PMI (Apr); M4 Money 
Supply(Mar); Mortgage Approvals (Mar); Net 
Consumer Credit (Mar)

15.00 – ISM Manufacturing (Apr); Construction 
Spending (Mar)

Wednesday

10.00 – EZ GDP growth (Q1)

16.30 – Exchequer Statement (Apr)

09.30 – Construction PMI (Apr) 13.15 – ADP Employment Change (Apr)

19.00 – Fed Monetary Policy Meeting

Thursday

06.00 – Services / Composite PMI (Apr)

10.00 – EZ CPI (Apr); EC Spring Economic Fcsts

13.00 & 13.30 – ECB speeches on Banking Union 
(Constancio and Coeure, respectively)

09.30 – Services / Composite PMI (Apr) 13.30 – Initial Jobless Claims; Unit Labour Costs 
(Q1); Trade Balance (Mar)

15.00 – ISM Non-Manufacturing Index (Apr); 
Factory Orders (Mar)

Friday

09.00 – EZ Services PMI  - Final (Apr)

10.00 – EZ Retail Sales (Mar)

09.30 – New Car Registrations (Apr) 13.30 – Non-farm Payrolls (Apr); Av. Hourly 
Earnings (Apr); Unemployment Rate (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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