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Ireland: Solid underlying productivity performance bucking the international 
trend

Trends in labour productivity growth (i.e. growth in output per
hour worked) are a crucial driver of many important aspects of
economic performance. The stronger the rate of productivity
growth, the faster the pace of overall growth the economy can
sustain without generating inflation pressures. Also, the stronger
is productivity growth, the stronger will be workers’ claims to
higher wages over time. Analysis of Ireland’s productivity
performance is significantly hampered by the well-documented
multi-national-related distortions in the national accounts. So this
week’s Productivity 2016 publication from the CSO was very
welcome in that it attempts to separate out MNE-dominated
sectors from ‘other’ sectors which are more domestic-focussed.
The results, unsurprisingly, confirm that the level and growth rate
of worker productivity in MNE-dominated sectors is much higher
than for other sectors, partly reflecting the much higher levels
and growth rates of the stock of (physical and intangible) capital
per worker. More noteworthy is that our analysis indicates that
productivity trends of the ‘other’ sector group have shown signs
of improvement relative to the pre-crisis pattern, and relative to
the trend observed in other advanced economies which have
generally experienced a deterioration in productivity performance
since the onset of the crisis. The ‘other’ sector group is not fully
free from MNE distortion, and the CSO acknowledges that its
work is ‘experimental’. But, caveats aside, these figures provide
evidence for the view that the origins of Ireland’s recent growth
outperformance run much deeper than Leprechaun Economics.
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Eurozone: May PMIs disappoint and will do little to dampen ECB caution

The marked loss of momentum signalled by a variety of
indicators of Eurozone activity in recent months meant that there
was a sharp focus on this week’s May PMI survey results.
Following heavy losses over February and March, the April
composite PMI showed only a marginal drop, hinting at a
possible stabilisation in momentum early in the second quarter.
However, instead of holding steady at April’s 55.1 as had been
expected, the May reading declined to 54.1, reflecting a further
softening of trends in both manufacturing and services activity.
The May decline takes the composite PMI to its lowest level
since November 2016. In total, the index has now lost 4.7 points
from its recent January high – a pattern of momentum loss that in
the past has rarely been seen outside of recessions. The May
results are undoubtedly disappointing, but we are reluctant to
characterise them as disturbing, for now at least. Importantly,
despite the large drop since January, the index is still actually
above its long-run average, with the May level historically
consistent with an above-trend pace of quarterly GDP growth of
0.5% - in line with ECB expectations for Q2. Speaking of the
ECB, the minutes of the April policy meeting noted that the
growth outlook on the whole remained intact, but served to
emphasise the cautious tone struck by Draghi at the post-
meeting press conference. Uncertainty about the growth outlook
was seen as having increased amid some concern about the
possibility of a more pronounced weakening of demand. This
week’s PMIs will do little to dampen such policy maker caution.
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UK: Inflation continues to decline; retail sales slightly better than expected at 
the start of Q2

This week’s UK CPI inflation figures for April were again slightly
on the soft side, with both headline and core inflation coming a
tenth below the consensus expectation. Furthermore, a third
decline in a row left both gauges at their lowest levels in a year,
with headline inflation easing to 2.4% in April following 2.5% in
March, while core inflation dropped to 2.1% in April from 2.3% in
March. Looking ahead, despite the recent downside momentum,
the near-term outlook for inflation remains subject to
considerable uncertainty as, despite recent downside
momentum, higher energy inflation and the sugar tax are
expected to put some upward pressure on prices. We also note
that, similar to other geographies, part of the weakness in April is
likely to be transitory (related to calendar effects from the timing
of Easter). This suggests that it may still be too early to assess
whether the projection from the Bank of England that shows
inflation at 2.4% over Q2 is running off-track.
Meanwhile, the retail sales figures for April were slightly better
than expected, with headline volumes rising by 1.6% m/m in April
(vs. 1.3% expected) following a weather-related fall of 1.2% in
March, while core sales rose by 1.3% m/m in April following a
setback of 0.5% in March. This points to some improvement,
even if unspectacular, in consumer spending trends at the start
of Q2 following a weak start to the year. However, the notable
volatility usually present in these figures argues for the need for
further validation of that improvement from usually more reliable
sources before deriving implications for BoE policy.
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US: Fed signals further rate hike in June; rate expectations still subject to 
upside risk

This week’s minutes of the May policy meeting signalled that the
Fed intends to continue with its gradual pace of policy
normalisation over the period ahead, while also confirming that a
further interest rate hike should be expected in June – in line with
firmly held market expectations. However, beyond the next
meeting, the Fed did not deliver much by way of new content.
True, the minutes did highlight that some dovish elements of the
current forward-guidance language may soon need to be revised.
However, with such guidance put in place to deal with the
financial crisis (e.g. “federal funds rate is likely to remain, for
some time, below levels that are expected to prevail in the longer
run”), it will soon become obsolete assuming the Fed continues
raising interest rates, so we think that this should be seen as just
a natural step in the journey the Fed is on. On the more
important guidance on the path for policy rates, the discussion of
economic developments covered in the minutes was broadly as
expected and did not alter our view that at some point, Fed
guidance is likely to evolve to 4, rather than 3, hikes this year.
We note that confirmation of such view would likely represent an
additional source of upward pressure on interest rate
expectations, which despite recent repricing, continue to fall
short of existing Fed guidance for 2018-19. One reason to expect
that, barring the crystallisation of downside risks, the Fed is likely
to continue normalising monetary policy settings is the ongoing
strength in activity and in the labour market, with positive trends
continuing in May judging by the latest Markit PMI surveys.
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Financial Markets: Dollar makes fresh multi-month highs vs. the euro and 
sterling

The dollar made new multi-month highs against both the euro
and sterling this week. Building on the trend in place for the past
month or so, GBP/USD at one point traded as low as $1.33 (a
new low for 2018) while Eur/USD briefly traded sub $1.17 (levels
last seen six months ago). In truth, however, this week’s price
action is less about underlying dollar strength and more about
the dollar being reasonably well-placed to benefit from currency
unfriendly developments elsewhere. The flash PMIs in the US
were a touch firmer than expectations while the Fed minutes
validated market expectations for the next instalment of policy
tightening to come next month, though the policy discussion had
a balanced rather than hawkish tone in fairness. In contrast, the
Eurozone PMIs cast doubt on the health of the economy’s
momentum, while the political situation in Italy has gained further
traction as a market theme. Addressing questions around the
recent increase in Italian borrowing costs (10-year yields rose to
nearly 2.5% this week – levels last seen in late 2014), ECB VP
Constancio noted that contagion risks from Italy “are not
completely off the table”. In the case of the UK, the latest
downside surprise in the CPI did little to reverse the downward
pressure on yields at the front end of the yield curve, while
political uncertainties related to Brexit feel like they are
intensifying as next month’s key EU summit approaches. If
anything there has been a bit more downside in GBP/USD than
Eur/USD this week, which means Eur/GBP has drifted higher.
But at 87.6p it remains well within its recent trading range.
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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) = 0.51%
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 -0.323 0.3

2 Year Swaps -0.15 -2

5 Year Swaps 0.36 -6

10 Year Swaps 0.97 -6

GBP 3 Month Libor 0.614 -0.9

2 Year Swaps 1.00 -5

5 Year Swaps 1.34 -4

10 Year Swaps 1.59 -5

USD 3 Month Libor 2.319 -1.0

2 Year Swaps 2.74 -4

5 Year Swaps 2.92 -7

10 Year Swaps 3.01 -9

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.876 0.3

GBP/EUR, € 1.141 -0.3

EUR/USD, $ 1.173 -0.3

GBP/USD, $ 1.339 -0.6

EUR/JPY, JP¥ 128.3 -1.6

GBP/JPY, JP¥ 146.4 -1.9

USD/JPY, JP¥ 109.3 -1.3

EUR/CHF, CHF 1.163 -0.9

Stocks & Commodities
Latest weekly ∆, %

ISEQ 7,143          0.7

STOXX Europe 600 391              -1.0

FTSE 100 7,717          -0.8

S&P 500 2,728          0.6

Dow Jones 24,796        0.3

Nasdaq 7,421          0.9

NIKKEI 22,437        -2.2

OIL (London Brent) 79.1             0.7

Gold 1,305          0.9



Highlights for the week ahead: Labour market, inflation and manufacturing 
PMIs in focus

In a busy week on the Irish economic calendar, we will pay close
attention to the Q1 EHECS data (on Monday), with earnings
growth a particular point of interest for us following recent
evidence of some gradual, but discernible, upward pressure.
Also on Monday, core retail sales are expected to have
rebounded in April following weather-impacted March.
As ever in the first Friday of the month, the US jobs report takes
top billing for investors. The consensus is anticipating another
robust increase in non-farm payrolls of 195k in May – in line with
the average so far this year. Such favourable trends are
expected to have left the unemployment rate unchanged at a
cycle-low of 3.9%, while earnings growth is also expected to
have edged higher in May to 2.7%. The US docket also includes
the Fed’s preferred inflation gauge, with core PCE deflator (on
Thursday) expected to have eased to 1.8% y/y in April following
a recent high of 1.9% in March.
The labour market and inflation will also be in focus in the
Eurozone. Figures out on Thursday are expected to show the
unemployment rate steady at 8.5% in April and headline and
core inflation edging higher in May following soft readings in
April, in part related to calendar effects from the timing of Easter.
Meanwhile, the Manufacturing PMI surveys (on Friday) will also
get attention. While the figures for Ireland and the US (ISM) are
expected to point to very solid growth dynamics being maintained
in May, the UK figures may signal further modest moderation in
the pace of expansion.
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Economic calendar for the week commencing May 28th

Ireland / Eurozone UK US
Monday

11.00 – Earnings and Labour Costs (Q1); Retail 
Sales (Apr)

Tuesday

09.00 – EZ M3 Money Supply (Apr)

11.00 – Overseas Travel (Apr)

15.00 – Conf. Board Consumer Confidence (May)

15.30 – Dallas Fed Manufacturing Activity (Apr)

Wednesday

10.00 – EZ Economic Sentiment Indicator (May)

10.00 – GE CPI (May)

13.15 – ADP Employment Change (May)

15.00 – GDP (Q1) – 2nd release; Wholesale 
Inventories (Apr)

19.00 – Fed releases Beige Book

Thursday

10.00 – EZ Unemployment Rate (Apr); EZ CPI 
(May)

00.01 – GfK Consumer Confidence (May)

09.30 – M4 Money Supply (Apr); Mortgage 
Approvals (Apr)

13.30 – Initial Jobless Claims; Personal Income & 
Spending (Apr); PCE Price Index (Apr)

14.45 – Chicago PMI (May)

15.00 – Pending Home Sales (Apr)

Friday

06.00 – Manufacturing PMI (May)

08.50 to 09.00 – FR, GE, EZ PMIs – Final (May)

11.00 – Monthly Services Index (Apr)

09.30 – Manufacturing PMI (May) 13.30 – Nonfarm Payrolls (May); Unemployment 
Rate (May); Av. Hourly Earnings (May)

15.00 – ISM Manufacturing (May)
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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, 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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