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Ireland: IMF calls for fiscal tightening

In its latest assessment of the Irish economy out this week, the
IMF notes that “growth prospects remain strong as robust
domestic demand together with the global recovery continue to
boost activity”, going on to observe that “the policy challenge is
to harness the strong momentum to avoid a new boom-bust
cycle, address remaining crisis legacies, and bolster the
economy’s resilience for the event adverse risks materialize”.
Given the strength of the cyclical upswing and the need to
manage the various risks to the outlook, the IMF is explicit in
arguing for a tightening of fiscal policy in order to build fiscal
buffers. In particular, it is recommending that the government
run a small budget surplus next year rather than the small deficit
of 0.1% of GDP per its current plan as set out in last month’s
Stability Programme Update. Estimates out this week from the
Department of Finance point to potentially available fiscal space
for Budget 2019 of approx. €1.8bn (though this figure is still a
work-in-progress). However, because the 2019 deficit forecast is
based on the use of only €800m of available space, heeding the
Fund’s advice would mean using almost none of the space that
is available (i.e. leaving room for virtually no new Budget day
fiscal measures, on a net basis). Recent soundings from
government have, in fairness, hinted at the intention of pursuing
a prudent approach, but it remains to be seen if there is a
willingness to go as far as the Fund is recommending. We are
due a policy update next month via the Summer Economic
Statement which will make for very interesting reading.
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Eurozone: “Super-core” inflation continues to tick-up

This week’s data confirmed Eurozone GDP growth at 0.4% q/q in
Q1, leaving the y/y rate also unchanged at 2.5%. As usual in the
second estimate, the expenditure breakdown is not yet available.
However, the additional figures at the country-level highlight that
the slowdown was widespread, but Germany and France exerted
a particular influence, with the two-largest Eurozone economies
showing growth at a six-quarter low of 0.3% q/q in Q1. While
some of this is an expected normalisation following a period of
very strong growth, both economies were affected by temporary
factors in Q1, including bad weather conditions and strikes,
suggesting that some rebound is likely over the period ahead.
Another reason to be slightly optimistic is that the German ZEW
survey for May offered additional support to the view that the
Eurozone economy is showing signs of stabilisation of growth
momentum at elevated levels. On that front, watch this space
next week to see whether key business surveys such as the
PMIs and German Ifo follow the signals from recent indices of
investor/financial analyst confidence such as the Sentix and the
German ZEW.
Meanwhile, final figures for April left headline and core inflation
unrevised at 1.2% (vs. 1.3% in March) and 0.7% (vs. 1% in
March), respectively. However, the additional data provided in
the second release highlighted that this weakness is likely to be
transitory (related to calendar effects from the timing of Easter).
Indeed, our preferred gauge of “super-core” inflation, which
excludes packaged holidays ticked-up to a firmer 1.2% in April.
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UK: Further evidence of rising pay growth and strong job gains

This week’s data for the UK highlighted that the labour market
continues to experience positive trends, with the latest figures
containing further evidence of rising pay growth, while also
showing strong gains in employment. Indeed, growth in average
weekly earnings (excluding bonuses) edged higher to 2.9% y/y in
the three-months to March, in the process reaching a fresh new
near three-year high. Meanwhile, stronger than expected
employment growth of 197k in the three-months to March (vs.
125k expected by the consensus) left the employment rate
(proportion of people who are at work) at an all-time record of
75.6%. Meanwhile, the unemployment rate remained unchanged
at a multi-decade low of 4.2% in the three-months to March. The
latest Agents’ report from the BoE also contained evidence of
tight labour market conditions at the moment, with anecdotes
mentioning that recruitment difficulties have broadened across
skills and sectors. So overall, we think that the latest labour
market developments are likely to reassure policy-makers.
However, the case for any near-term stimulus withdrawal
continues to depend on a pick-up in the pace of growth following
a disappointing increase of 0.1% q/q in Q1. Brexit also remains
an important source of uncertainty, with the EU’s chief Brexit
negotiator Barnier confirming that not much progress has been
made since March, though some reports this week have hinted
that more constructive tones may be starting to emerge from
Downing Street.
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US: April retail sales figures confirm that consumer spending is on track for a 
Q2 rebound

This week’s report on US retail sales for April showed monthly
sales growth of 0.3-0.4% across all of the main indicators of
sales growth. In particular, the so-called ‘control group’
measure, which directly feeds into the national accounts estimate
of consumer spending, rose by a solid 0.4% m/m last month to
leave the annual rate of increase at 3.9% - broadly in line with its
long-run average. The April reading was in line with Wall Street
expectations though there was also some new news in the
revisions which showed a slightly firmer pace of growth in
February and March. These revisions are not large but one
implication thereof is that there is now a little bit more of a pick-
up in the monthly pattern of sales through the first quarter
following a soft patch at the turn of the year (which saw two
months of declines in Dec/Jan). In turn, this helpfully provides a
slightly higher starting point for Q2 growth calculations and
implies that overall consumer spending is on track to record a
meaningful pick up in Q2 (perhaps to an annualised pace of 3%
or so) after very sluggish growth of just 1.1% in Q1. Elsewhere,
official estimates also show a strong start to Q2 for the
manufacturing sector with a 0.5% rise in April production leaving
output running at an annualised rate of ca. 4% higher than Q1.
Furthermore, a pick-up in the May readings of both the Philly Fed
and Empire indices suggests that positive trends in the factory
have been sustained into this month. So little in these data
points to question the firm expectation in markets that the Fed
will raise rates again at its June 16th meeting.
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Financial Markets: Rising US yields help take Eur/USD to a 5-month low below 
$1.18

Building on last week’s gains, oil prices have continued to push
higher with a breach of the $80pb mark for the first time since
November 2014 attracting plenty of headlines. Also getting a lot
of attention has been the latest move higher in US bond yields,
with 10-year yields making more new highs for the cycle at over
3.10%. The two developments are not unrelated, with upward
pressure on oil prices being taken partly as an indication of
upward pressure on expected headline rates of inflation. But the
strength of the US data and the read across into expectations for
Fed policy are also playing a role here, with market expectations
for the end-point of the Fed’s hiking cycle continuing to push
higher. Futures pricing for 3-month cash rates in 5-years’ time (a
proxy for the so-called ‘terminal rate’) hit over 3.25% this week -
levels last seen in October 2014. That still leaves the market
about one to two hikes shy of current Fed guidance, which itself
could be subject to upward revision in the months ahead if
current growth and inflation trends continue. The strength of the
move in US yields has been pulling yields elsewhere higher too,
but with the US in the driving seat, the result has been a dollar-
positive move higher in relative yields in the US. That’s
especially the case vs. the euro where this week’s economic and
political news (Italian politics are again a focus for markets)
lacked positive impact, the result being renewed downside for
Eur/USD which is trading below $1.18 for the first time since
December. Eur/GBP is also on the back foot trading at 87.3p,
helped by encouragement from the UK labour market data.
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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) = 0.50%
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 -0.326 0.1

2 Year Swaps -0.12 2

5 Year Swaps 0.45 5

10 Year Swaps 1.08 7

GBP 3 Month Libor 0.623 -2.3

2 Year Swaps 1.06 4

5 Year Swaps 1.44 8

10 Year Swaps 1.71 11

USD 3 Month Libor 2.331 -1.1

2 Year Swaps 2.82 6

5 Year Swaps 3.03 10

10 Year Swaps 3.14 14

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.873 -1.0

GBP/EUR, € 1.145 1.0

EUR/USD, $ 1.180 -1.2

GBP/USD, $ 1.351 -0.2

EUR/JPY, JP¥ 130.7 0.0

GBP/JPY, JP¥ 149.6 1.0

USD/JPY, JP¥ 110.7 1.2

EUR/CHF, CHF 1.181 -1.1

Stocks & Commodities
Latest weekly ∆, %

ISEQ 7,082          1.7

STOXX Europe 600 396              0.9

FTSE 100 7,788          0.8

S&P 500 2,726          -0.1

Dow Jones 24,763        -0.3

Nasdaq 7,407          0.1

NIKKEI 22,838        0.4

OIL (London Brent) 80.2             4.0

Gold 1,290          -2.4



Highlights for the week ahead: Central Bank updates and Eurozone business 
and consumer confidence surveys in focus

With no top-tier Irish economic data next week, we will pay close
attention to the minutes from the latest monetary policy updates
from the Fed (Wednesday) and the ECB (Thursday). The Fed is
expected to acknowledge the recent gradual firming in US
inflation, while also sound upbeat about ongoing trends in the US
economy. In the process, the Fed is expected to signal that it
intends to continue with its gradual pace of policy normalisation
over the period ahead, with the next hike expected to come next
month. Regarding the ECB, according to Draghi’s post-meeting
press conference, the governing council did not discuss
monetary policy per se, so the main highlight is likely to be the
discussion around the recent loss of momentum in the Eurozone
economy. On that front, key Eurozone business and consumer
surveys for May, including the PMIs (on Wednesday), German
Ifo (on Friday) and the European Commission Consumer
Confidence indicator (on Wednesday) are expected to be closely
scrutinized. Steady readings around April levels would provide
further validation to the view that momentum is stabilising at
levels consistent with healthy growth.
Meanwhile in the UK, headline inflation is expected to have
remained steady at 2.5% in April, but core inflation is expected to
have declined for a third month in a row to 2.1%. April retail
sales figures (on Thursday) are also likely to be closely watched
as data watchers assess the nature of the marked slowdown
recorded in Q1. On that matter, the 2nd GDP release (on Friday)
is expected to show GDP growth unchanged at 0.1% q/q in Q1.
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Economic calendar for the week commencing May 21st

Ireland / Eurozone UK US
Monday

00.01 – Rightmove House Prices (May) 13.30 – Chicago Fed National Activity Index (Apr)

17.15 – Fed speech (Bostic - voter)

Tuesday

11.00 – Wholesale Price Index (Apr) 09.30 – Public Sector Net Borrowing (Apr)

11.00 – CBI Trends: Orders & Selling Prices (May)

13.30 – Richmond Fed Manufacturing Index (May)

Wednesday

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

15.00 – Consumer Confidence (May)

09.30 – CPI (Apr)

11.00 – CBI Retailing Reported Sales (May)

14.45 – Markit PMIs (May)

15.00 – New Home Sales (Apr)

19.00 – FOMC Minutes of the May 2nd Meeting

Thursday

07.00 – GE GDP incl. expenditure breakdown (Q1)

12.30 – Account of the ECB April Meeting

09.30 – Retail Sales (Apr) 09.15 – Fed speech (Dudley - voter)

13.30 – Initial Jobless Claims

14.00 – FHFA House Price Index (Mar)

15.00 – Existing Home Sales (Apr)

16.00 – Kansas City Fed Manufacturing Act. (May)

Friday

09.00 – GE IFO Business Climate (May) 09.30 – GDP incl. expenditure breakdown (Q1) 13.30 – Durable/Capital Goods Orders (Apr)

14.00 – Fed speech (Chair Powell)

15.00 – U. of Michigan Sentiment – Final (May)

Slide 10
The Calendar uses Irish local time



Slide 11

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, Lombard and 
Ulster Bank Invoice Finance. 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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