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Ireland: QNAs point to underlying growth in domestic economy of 4.5-5%y/y in 
Q1; May figures suggest house price inflation has now passed its peak 

This week’s Quarterly National Accounts (QNAs) revealed that
Irish real GDP declined by 0.6% q/q in Q1. However, given the
huge volatility in the quarterly data we think there is very little
signal value in this reading. E.g. GDP has posted 6 q/q declines
over the past 5 years in which there have been uninterrupted
(and mostly extremely solid) q/q gains in employment. In y/y
terms (still a very volatile measurement basis, but much less so
than q/q), GDP rose by 9.1% in Q1 following growth of 7.2% in
2017, thus indicating that the economy continues to experience
extremely rapid headline rates of economic growth. However,
even y/y headline growth continues to be heavily impacted by a
multitude of distortions linked to the trade, investment and
inventory management patterns of multi-national entreprises,
making it difficult to come to robust conclusions about the
economy’s underlying growth rate. Our analysis of a range of
demand and output indicators from the QNAs points to an
underlying growth rate for the domestic economy of about 4.5–
5% y/y in Q1 – confirmation that underlying activity is indeed
expanding at a robust pace, though not as rapidly as the
headline measures suggest. Elsewhere, national house prices
rose by 0.5% m/m in May. However, because this was slower
than the very punchy 1.5% m/m gain in May ‘17, the annual rate
of price growth eased to 12.4% from a 3-year high of 13.5% in
April. With further high base effects to come (avg. m/m growth in
June-Sept last year was 1.7%), it looks like we are now passed
the point of peak house price inflation in the current cycle.
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Eurozone: Core inflation remains subdued for now; IMF highlights downside 
risks from Brexit

In an otherwise quiet week on the Eurozone economic calendar,
final figures for June confirmed headline inflation at 2% (vs. 1.9%
in May). However, core inflation edged lower to 0.9% in June
following a recent high of 1.1% in May. While this was slightly
lower than expected, we don’t see it as meaningful enough to
alter the ECB’s view on the forward looking outlook for inflation.
Indeed, underlying measures of costs and prices, including wage
growth and “super-core” inflation, remain consistent with a recent
gradual trend pick-up, which is expected to continue over-time as
the economy continues to improve and remaining slack gets
eroded. This baseline outlook is broadly shared by the IMF,
which in its latest assessment of the Eurozone economy notes
that “economic growth remains strong, broad-based and jobs-
friendly”, with the IMF projecting that GDP growth of 2.2% in
2018 and 1.9% in 2019. With the output gap expected to turn
positive in 2019, underlying inflation is seen slowly converging to
the ECB’s objective of below, but close to, 2%. However, the IMF
is also explicit in arguing that downside risks, including from
Brexit, prevail. Analysis from the Fund estimated that the EU-27
GDP would fall by up to 0.8% or 1.5% in the long-run (relative to
a baseline in which Brexit does not occur) in the event of a
standard Free Trade Agreement (FTA) or a default to WTO
rules, respectively. But Brexit impacts are estimated to be
unevenly distributed across countries, with Ireland’s income level
falling the most in the EU-27 (by about 2.5% in an FTA and 4%
in a WTO scenario, similar to the estimated impact on the UK).
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UK: Labour market and retail sales data consistent with August hike, but Brexit 
remains a wildcard

Figures to May out this week highlight that the UK labour market
remains in very good health. While the unemployment rate was
unchanged at 4.2% as expected, employment rose by 137k in
the 3-months to May - a touch firmer than the 115k increase
expected by City analysts, and up from the 55k increase in the
prior 3-month period. This leaves y/y employment growth running
at 1.2% - firmer than the 1% growth recorded on average in the
10 years prior to the financial crisis. While regular pay (i.e. ex-
bonus earnings) growth ticked lower for the 2nd consecutive
month, at 2.7% it is higher than where it was 6 months ago
(2.3%) and so is broadly showing signs of trend improvement.
Furthermore, pay growth continues to run slightly ahead of CPI
inflation which was a touch lower than anticipated in June at
2.4% (vs. 2.5% expected). This combination of healthy jobs
growth, and modestly improving nominal and real wage trends
provides important support for consumer spending. The June
retail sales report showed some unexpected slippage in monthly
sales with any buoyancy in food and drink sales related to a
World Cup and fine weather effect possibly coming at the
expense of more sluggish non-food sales. In any case, the mild
disappointment of the June figures needs to be seen in the
context of exceptionally strong growth of ca. 1.5% per month in
April and May which has seen ex. auto fuel sales volumes record
their strongest quarter in over 14 years. Overall, we read this
week’s news as consistent with an August rate hike, though
Brexit-related political risk remains a key wildcard.
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US: Powell signals that Fed continues to favour further gradual policy 
normalisation

This week’s testimony from Fed Chair Powell did not break any
new ground, with Powell reiterating the Fed’s key message at
present: “with a strong job market, inflation close to the Fed’s
objective, and the risks to the outlook roughly balanced, the Fed
believes that - for now - the best way forward is to keep gradually
raising the federal funds rate”. Powell also expressed optimism
regarding current and future US economic conditions, mentioning
that following a solid pace of growth in Q1, “the latest data
suggest that economic growth in the second quarter was
considerably stronger than in the first”. And indeed, this week’s
economic data provided further validation of this view. Headline
and core retail sales were both a touch stronger than the
consensus expectation in June, while the report also included
important upward revisions to May. The result is a marked
acceleration in both quarterly and y/y measures of sales growth
(with y/y growth in total sales standing at a 6-year high in the 3-
months to June), thus providing further support for the Fed’s
view. Elsewhere, official output estimates for the industry sector
were also encouraging, with healthy growth of 0.6% m/m in June
leaving growth in Q2 as a whole at 6% q/q (annualised) following
2.4% in Q1. News from the labour market also remains
impressive, with the latest jobless claims at a near five-decade
low. So, while trade policy remains a key risk, Powell was
certainly sounding confident about the outlook expressing the
view that that “the job market will remain strong and inflation will
stay near 2% over the next several years”.
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Financial Markets: Brexit concerns send sterling to 4 ½ month low vs. the euro

The relative calm in sterling’s price action we observed last week
has given way to a not unexpected bout of volatility and
downside. The early-week passing of Brexiteer-proposed
legislative amendments has been taken as an indication that the
government is perhaps more disposed to appeasing the
hardliners within the Conservative party than those who favour
closer forms of alignment with the EU. It may also hint that the
government may be able to (albeit with great difficulty, as the tiny
margin of victory in this week’s votes highlights) get somewhat
harder forms of Brexit through Parliament. Given that the UK’s
existing proposals are already encountering push back from the
EU side, it is understandable that market concerns about tail risk-
type outcomes (including hard / crash Brexit scenarios) are on
the rise. Selling the pound has consistently been a favoured way
for investors to play the Brexit theme, and this week was another
case in point, with sterling down about 1% against both the dollar
and the euro. Notably, Eur/GBP traded as high as 89.6p (a 4 ½
month high) at one point on Friday before some conciliatory
soundings from Barnier took some of the heat out of sterling’s
slide. While Barnier reiterated the indivisibility of the 4 freedoms,
he indicated that aspects of the UK government’s proposals can
form the basis for a constructive discussion and that he’s willing
to consider alternative proposals on the Irish border issue. In an
appeal for some calm he said to journalists “we need to de-
dramatize things”. While a laudable aim, there’s surely plenty
more drama, and sterling volatility, ahead.

Slide 6



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) = 0.44%
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 0.0

2 Year Swaps -0.17 1

5 Year Swaps 0.28 2

10 Year Swaps 0.89 1

GBP 3 Month Libor 0.759 2.2

2 Year Swaps 1.05 0

5 Year Swaps 1.29 -3

10 Year Swaps 1.50 -2

USD 3 Month Libor 2.342 0.6

2 Year Swaps 2.82 1

5 Year Swaps 2.90 3

10 Year Swaps 2.95 5

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.893 1.1

GBP/EUR, € 1.119 -1.2

EUR/USD, $ 1.171 0.2

GBP/USD, $ 1.311 -0.8

EUR/JPY, JP¥ 130.9 -0.3

GBP/JPY, JP¥ 146.5 -1.4

USD/JPY, JP¥ 111.7 -0.6

EUR/CHF, CHF 1.165 -0.5

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,922          -1.8

STOXX Europe 600 385              0.1

FTSE 100 7,675          0.2

S&P 500 2,806          0.2

Dow Jones 25,079        0.2

Nasdaq 7,856          0.4

NIKKEI 22,698        0.4

OIL (London Brent) 73.0             -3.1

Gold 1,229          -1.0



Highlights for the week ahead: Irish retail sales, ECB policy meeting and US 
Q2 GDP growth in focus

June retail sales numbers (out on Friday) are the pick of an
otherwise relatively quiet week on the Irish economic calendar,
with next week’s figures expected to point to solid growth
dynamics in underlying sales being maintained at the end of Q2,
possibly resulting in the strongest quarterly performance since
Q1 ’17. Inbound visitor numbers (out on Thursday) are expected
to highlight that sales trends continue to benefit from very
favourable dynamics in the tourism sector.
In the Eurozone, six weeks after announcing a gradual winding-
down to its quantitative easing programme and new forward
guidance on interest rates, the ECB is expected to keep
monetary policy settings and guidance unchanged at Thursday’s
policy meeting. We think that Draghi will reiterate that June’s
broad economic assessment and policy guidance remains valid,
though he is likely to face further questioning around the possible
timing of the first ECB rate hike. The ECB’s economic
assessment is expected to be validated by key business and
consumer surveys for July, such as the PMIs (out on Tuesday)
and the EC consumer confidence (out on Monday), which are
expected to point to healthy growth at the start of Q3. However,
we wouldn’t be surprised if Draghi acknowledges risks
associated with US trade policy. In the US, the GDP figures (out
on Friday) are expected to show very strong growth at a near
four-year high of 4% q/q (annualised) in Q2 following 2% in Q1,
with the results of the July Markit PMIs surveys expected to
signal continued strong growth in activity at the start of Q3.
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Economic calendar for the week commencing July 23th

Ireland / Eurozone UK US
Monday

15.00 – EZ Consumer Confidence (Jul) 18.00 – BoE’s speech (Deputy Governor 
Broadbent)

13.30 – Chicago Fed Nat. Activity Index (Jun)

15.00 – Existing Home Sales (Jun)

Tuesday

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

09.00 – ECB Bank Lending Survey

11.00 – CBI Trends Total Orders (Jul); CBI 
Business Optimism (Jul)

14.00 – FHFA House Price Index (May)

14.45 – Markit PMIs (Jul)

15.00 – Richmond Fed Manufacturing Index (Jul)

Wednesday

09.00 – EZ M3 Money Supply (Jun); GE Ifo
Business Climate (Jul)

09.30 – Finance Loans for Housing (Jun) 15.00 – New Home Sales (Jun)

Thursday

11.00 – Overseas Travel (Jun)

12.45 – ECB Monetary Policy Meeting

13.30 – Initial Jobless Claims; Durables / Capital 
Goods Orders (Jun); Wholesale Inventories (Jun)

Friday

06.30 – FR GDP Growth (Q2)

09.00 – ECB Survey of Professional Forecasters

11.00 – Retail Sales Volumes (Jun)

13.30 – GDP growth (Q2); Core PCE inflation (Q2)

15.00 – U. of Michigan – final (Jul)

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 Donegal 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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