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Ireland: Further evidence of gradual upward pressure on wage growth

The gradual upward trend in wage growth continued in Q1 ’18
judging by the preliminary Q1 Earnings and Labour Costs
(EHECS) data out this week. Irish workers are estimated to have
earned an average of €742 per week in Q1 ’18, leaving y/y
growth at a cycle-high of 2.4% following 2% in both Q4 and 2017
as a whole. What’s more, the detailed sectoral breakdown
confirmed that the improvement was again broadly based, with
12 of the 13 sectors recording positive annual growth for a third
quarter in a row. Such favourable trends are expected to remain
over the period ahead, underpinned by favourable job market
developments providing a constructive backdrop for a range of
other areas of the economy, including the retail and housing
sectors. However, separately released figures on retail sales
volumes highlighted that core sales rebounded by slightly less
than expected in April following weather-related weakness in
March. In any case, a healthy y/y uplift of 3.9% in core retail
sales indicates that trends in consumer spending remained
positive at the start of Q2, even if growth appears to have
moderated somewhat following average annual growth of 5% in
Q1 as a whole and 6.6% in Q4. More encouragingly in April was
the pick up in headline sales growth to 4.7% y/y following
average annual growth of 1.1% in Q1 as a whole, supported by
improvement in motor trade. Meanwhile in the housing sector,
the latest BPFI figures show growth in mortgage approvals with
house purchases recovering in April following disappointing
readings in February/ March.
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Eurozone: Inflation accelerated to a multi-month high in May

This week’s Eurozone inflation data for May surprised to the
upside, with a consensus-beating seven-tenths increase leaving
headline inflation at a 13-month high of 1.9% in May (vs. 1.6%
expected). Sharp energy price increases were the main driver
behind this increase, but underlying inflation also rose by slightly
more than expected, with core inflation picking-up to 1.1% in May
(vs. 1% expected) following 0.7% in April. Importantly, part of this
strength in core inflation is likely to be transitory (related to the
well-flagged unwinding of calendar effects from the timing of
Easter). However, with package holidays estimated to have
dampened core inflation in April by only around 0.2%, the
remainder of the increase in May remains unexplained. Thus, we
await with interest the second release (in two weeks) as the
additional information may hint that more fundamental factors
were also at play. In any case, we would caution against
overplaying the significance of this week’s overshoot for near-
term ECB policy, with Draghi & Co. expected to maintain a
cautious view on the outlook for inflation at the mid-June policy
update. One reason to expect this is that, despite tentatively
moving in the right direction from an ECB perspective in May,
core inflation remains shy of the ECB’s target of close to but
below 2%. In any case, at the margin, this week’s price data
provides some support to ECB’s view that inflation will eventually
return to target. One reason to expect this is, that labour market
slack continues to diminish, with the unemployment rate dropping
to a fresh cycle-low of 8.5% in April following 8.6% in March.
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UK: Q1 growth unrevised at a 5-year low; slightly disappointing expenditure 
breakdown

Figures out late last week for Q1 showed UK GDP growth was
unrevised at a 5-year low of 0.1% q/q and 1.2% y/y. The ONS
hinted again that the effects from weather disruption were
generally limited. However, the second highest swing on record
in the ‘alignment adjustment’ (early estimates for GDP are led by
the output approach, with the expenditure and income data then
aligned), may point to a slightly higher than usual chance of
revisions down the line (the BoE expects Q1 growth to settle at
0.3% q/q). The expenditure breakdown confirmed that consumer
spending had a sluggish start to the year, with q/q growth
moderating to a 3-year low of 0.2% in Q1. Business investment
declined by 0.2% q/q in Q1, with weakening momentum likely to
reflect continued uncertainty around Brexit. In any case, overall
investment still rose by 0.9% q/q in Q1 supported by robust gains
in private sector dwellings and public investment. Net trade was
broadly neutral with both exports and imports declining by similar
rates in Q1. The output side of the accounts offered some mild
encouragement. The March weather impacted increase of 0.1%
m/m in the index of services was not any firmer than expected,
but still signals that the UK’s broad sector may have gained
some momentum as Q2 approached. This may be a reason to
expect some modest acceleration in Q2 growth. In any case, we
maintain a cautious view on the outlook for the UK economy as
households and firms are expected to remain reluctant to
meaningfully increase spending over the period ahead amid
Brexit uncertainties.
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US: Further evidence of firming in consumer spending trends at the start of Q2

Figures out this week for April provided further evidence of
firming in US consumer spending trends at the start of Q2, with
consumer spending rising at a five-month high of 0.6% m/m in
nominal terms and 0.4% in real terms. In both cases, the April
reading was 2-tenths ahead of Wall Street expectations, while
there was also some new news in the revisions which showed a
slightly firmer pace of growth in March. These revisions are not
large (and in fact slightly dampened real spending growth in Q1
as a whole) but one implication is that there is now more of a
pick-up in the monthly pattern of spending. This helpfully hints
that momentum may have been even stronger as we moved to
Q2, which combined with a robust start to the quarter points to a
meaningful pick-up in consumer spending in Q2 (perhaps to an
annualised pace of 3%+ in real terms following 1% in Q1 as a
whole). Trends in income continue to provide a solid
underpinning to spending, with personal income advancing by a
healthy 0.3% m/m in April.. Meanwhile on inflation, both the
headline and the core PCE deflators rose by 0.2% m/m, enough
to leave annual inflation steady in April at recent highs of 2%
and 1.8%, respectively. Overall, these figures should keep the
Fed on track for another interest rate hike in June, with the latest
Beige Book from the Fed also providing further reasons to expect
additional policy tightening over the year ahead. Anecdotes
referred that “labour market conditions remained tight”, hinting
that firms are responding to shortages by increasing wage as
well as the generosity of their compensation packages.

Slide 5

Financial Markets: Euro recovers as Italian political crisis abates; US metal 
tariffs return

The political situation in Italy was a prominent theme in markets
this week, even if the near-term political crisis appears to be
abating. In a spectacular turn of events, Five Star Movement and
League parties backtracked from their demands for fresh new
elections following President Mattarella’s rejection of their initial
pick for Economy Minister, with their new government proposal
already approved by Materella and expected to be sworn later on
today. This helpfully averts the prospect of fresh new elections
that could lead to an even stronger Eurosceptic government,
while it also leaves a pro-euro economist in charge of Eurozone’s
third-largest economy. As investors immediate concerns ease,
Italy’s bond yields are dropping meaningfully, with 2-year yields
currently at 0.8%, well below the 2.8% peak earlier in the week.
This is also providing some support to the Euro, with Eur/USD
trading at around $1.169 following a fresh new multi-month low of
$1.151 at one point, with the single currency also trading
reasonably well against sterling (Eur/GBP is currently at around
88p, up from 87p at one point). However, risk assets remain on
the back foot as the focus of global markets shifts to concerns
over US trade policy, with the US administration imposing tariffs
on steel and aluminium imports from the EU, Canada and
Mexico. As the EU, Canada and Mexico formulate and in some
cases release product lists for retaliatory action, concerns over
an escalation in trade tensions are back on the table, particularly
as earlier in the week, the US government has also announced
new measures affecting imports from China.
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Currency and interest rate market trends

Slide 7

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 -0.321 0.2

2 Year Swaps -0.14 1

5 Year Swaps 0.33 2

10 Year Swaps 0.93 1

GBP 3 Month Libor 0.611 0.1

2 Year Swaps 0.95 -1

5 Year Swaps 1.25 -4

10 Year Swaps 1.50 -2

USD 3 Month Libor 2.321 0.3

2 Year Swaps 2.71 0

5 Year Swaps 2.85 -3

10 Year Swaps 2.93 -4

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.879 0.4

GBP/EUR, € 1.137 -0.4

EUR/USD, $ 1.169 0.3

GBP/USD, $ 1.330 -0.1

EUR/JPY, JP¥ 127.6 0.1

GBP/JPY, JP¥ 145.2 -0.3

USD/JPY, JP¥ 109.2 -0.2

EUR/CHF, CHF 1.152 -0.1

Stocks & Commodities
Latest weekly ∆, %

ISEQ 7,174          0.0

STOXX Europe 600 386              -1.2

FTSE 100 7,727          0.0

S&P 500 2,705          -0.6

Dow Jones 24,416        -1.4

Nasdaq 7,442          0.1

NIKKEI 22,171        -1.2

OIL (London Brent) 77.9             1.9

Gold 1,300          -0.3



Highlights for the week ahead: Services PMIs at home and abroad in focus

In a busy week on the Irish economic calendar, we will pay close
attention to the latest Services and Composite PMI survey
results (on Wednesday), which are expected to point to very
solid growth dynamics being maintained in May. Also on
Wednesday, the (unofficial) monthly estimate of unemployment
is expected to have remained at levels below 6% in May
following an estimated 10 year low of 5.9% in April. We will also
pay close attention to Monday’s Exchequer Returns figures for
May, with income tax receipts a particular point of interest for us
following recent evidence of a peak up in wage inflation.

The latest Services and Composite PMI results will also be in
focus away from home. The UK surveys (on Tuesday) are
expected to signal another moderate increase in activity in May
following a sluggish start to Q2. Meanwhile in the US, the non-
manufacturing ISM index (also on Tuesday) is expected to have
remained at very elevated levels in May, even if the survey is
expected to reveal another slight moderation in activity growth.

In the Eurozone, the 3rd GDP release (on Thursday) is expected
to show GDP growth unchanged at 0.4% q/q in Q1 following
0.7% in Q4, but the detailed expenditure breakdown will provide
further information on the nature of the slowdown. On that
matter, retail sales figures for April (on Tuesday) will also provide
a timely update on consumer spending trends at the start of Q2.
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Economic calendar for the week commencing June 4th

Ireland / Eurozone UK US
Monday

09.30 – EZ Sentix Investor Confidence (Jun)

16.30 – Exchequer Statement (May)

09.30 – Construction PMI (May) 15.00 – Factory Orders (Apr); Durables / Capital 
Goods Orders – Final (Apr)

Tuesday

09.00 – FR, GE & EZ PMIs – Final (May)

10.00 – EZ Retail Sales (Apr)

11.00 – Industrial Production (Apr)

00.01 – BRC Retail Sales Monitor (May)

09.00 – New Car Registrations (May)

09.30 – Services / Composite PMI (May)

15.00 – JOLTS Job Openings (Apr); ISM Non-
Composite (May)

Wednesday

06.00 – Services, Composite PMI (May)

11.00 – Monthly Unemployment (May)

13.30 – Trade Balance (Apr); Unit Labour Costs –
Final (Q1)

Thursday

10.00 – EZ GDP incl. breakdown (Q1)

11.00 – HICP inflation (May)

09.30 – Halifax House Price (May) 13.30 – Initial Jobless Claims

15.00 – Consumer Credit (Apr)

Friday

11.00 – Live Register (May); Production in 
Building and Construction Index (Q1)

01.01 – Markit Jobs Report (May)

09.30 – BoE Inflation Attitudes Survey (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. 

Slide 11


