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Ireland: Household income continues to expand at a very healthy pace

Readers will be familiar with the emphasis we place on the
Institutional Sector Accounts (ISAs) as a valuable source of
information on Irish growth dynamics. In particular, the ISAs
contain official figures on aggregate household income, and the
latest data show income growth was 4.6% y/y in Q1 in nominal
terms – in line with the solid average growth of 4.8% recorded
over the past three years. With consumer price inflation at 0.5%
or lower, this leaves growth in real terms of total spending power
in the Irish household sector running at a really healthy pace of
over 4% in the early part of the year (a more meaningful gauge
of the economy’s underlying growth performance than the 9.1%
Q1 GDP growth rate). Such solid income growth offers very
important fundamental support for consumer spending trends
which have been indeed been showing signs of firming this year,
with expenditure up 2.7% y/y in real terms in Q1 from 1.6% in
2017. The ISAs also reveal a somewhat higher household
savings rate than was previously estimated with the 2017 ratio
revised up from 8.6% to now stand at 9.8%, having fallen to a 9-
year low of 7.9% in 2016. The Q1 estimate is little changed at
9.7% leaving the savings rate in line with its average since 2008,
but – importantly - notably higher than the pre-crisis average of
under 7%. The 2017 savings rate rebuild partly explains why
consumer spending growth was so sluggish last year. But from a
medium-term perspective, it leaves Irish consumers with that bit
more fuel in the tank in the event of the hit to incomes that could
result from the crystallisation of downside risks such as Brexit.
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Eurozone: Softer growth, mildly stronger inflation don’t move the needle for 
ECB policy

Preliminary figures for Q2 showed that Eurozone GDP recorded
a 21st consecutive quarter of positive growth – an indication that
the sustained recovery in the economy has now entered its 6th
year. However, the Q2 outcome surprised slightly to the
downside, with q/q growth easing from 0.4% in Q1 to 0.3% in Q2
(vs. 0.5 and 0.4% expected by ECB Staff and the Consensus,
respectively). In any case, we think that highlighting that on an
unrounded basis, GDP growth has essentially remained
unchanged (from 0.369 in Q1 to 0.346 in Q2) does a better job at
telling the underlying story of broadly maintained growth
performance in Q2. We also downplay the extent of the downside
surprise relative to ECB expectations given that Draghi recently
acknowledged that some of the sluggishness observed in Q1 had
continued. So we think that this week’s GDP figures are not
likely to change ECB thinking on the economy, particularly as
initial high-frequency indicators for Q3, including this week’s
Economic Sentiment Index, continue to point to stabilisation in
growth momentum at levels above long-term averages. The
labour market also remains in rude health, with the jobless rate
falling to a new cycle-low of 8.3%. One area where progress
remains sluggish relates to underlying inflation, though at the
margin this week’s preliminary figures for July were a touch
stronger than expected. Core inflation accelerated to 1.1% in July
(vs. 1% expected by the Consensus) following 0.9% in June,
while headline inflation rather than remaining unchanged in July
ticked-up by another tenth to reach an over 5-year high of 2.1%.
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UK: BoE hikes and signals more to come, if the economy stays on track

This week’s August policy update from the BoE resulted in the
expected 25bps hike to leave Bank Rate at a 9-year high of
0.75%. At the root of this unanimous decision was the Bank’s
assessment that ‘the dip in UK output in Q1 had been temporary,
with momentum recovering in Q2. The labour market had
continued to tighten and unit labour cost growth had firmed’.
Looking ahead, the August Inflation report kept the GDP growth
profile broadly unchanged from May, with growth (of ca. 1.7%
y/y) expected to remain above potential (of ca. 1.5%). As a
result, a small margin of excess demand emerges by late 2019,
which continues to increase thereafter, underpinning the BoE
expectation for building domestic inflationary pressures. But with
external cost pressures easing, inflation is expected to moderate
over the forecast horizon, even if more slowly and by slightly less
than envisaged in May. This results in inflation returning to the
2% target in the medium-term but that is conditional on the BoE
delivering 2-to-3 additional 0.25% rate hikes over the next 3-
years. It is not surprising then that Carney reiterated that if the
economy evolves in line with expectations, further modest policy
tightening would be appropriate (‘1 rate hike a year is not a bad
rule of thumb’ Carney said). With little new news in the message,
investors had little reason to price a more hawkish path for rates,
also because BoE’s guidance continues to assume a relatively
smooth form of Brexit. But as Carney recognised, there is an
‘uncomfortably high risk’ of a no-deal Brexit which could throw
the economy - and the outlook for interest rates - off course.
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US: Fed very much on track for further tightening as it again upgrades its 
assessment of US economy

This week’s Fed meeting resulted in the expected no-change
outcome. As was the case following its previous meeting in
June, Wednesday’s August policy update revealed a further
upgrade in the Fed’s assessment of the US economy. Economic
activity was said to be rising at a "strong" (rather than "solid")
rate, while both household and business spending were said to
have "grown strongly” – observations very much consistent with
the strong tone to last week’s Q2 GDP report. Re the labour
market, average monthly job gains in recent months are still
characterised as “strong”, while the Fed noted that the
unemployment rate has “stayed low”. Friday’s July employment
report confirmed that the jobs market has made a positive start to
Q3. The headline payrolls figure of +157k wasn’t quite as strong
as the 193k expected. However, this modest downside surprise
needs to be seen in the context of net upward revisions to the
prior months of 59k, and two exceptionally strong months in
May/June (where growth averaged ca. 260k). Monthly noise
aside, payrolls growth has averaged 214k so far this year, firmer
than the average pace of 182k recorded in 2017 – an impressive
performance given the maturity of the expansion. The jobless
rate ticked lower to stand at 3.9% in July, partly reversing the
0.2% move higher in June, while hourly earnings growth was
unchanged at 2.7%, as expected. Escalating trade tensions
remain a risk, but the underlying performance of the US
economy is consistent with further gradual tightening to come
from the Fed, with the next hike likely to be delivered next month.
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Financial Markets: Trade tensions ratchet up again

This week brought the unwelcome news of a further ratcheting
up of US-China trade tensions. The US administration
announced that ca. US$200bn of Chinese goods have been
identified as potentially subject to further tariffs – a move
intended to force China back to the negotiating table for talks
around US demands for structural changes to the Chinese
economy and a reduction in the bilateral trade deficit. But,
showing no signs of acceding to such demands, the Chinese
have, perhaps unsurprisingly, instead announced their intention
to pursue further counter-measures (a list of an additional $60bn
worth of US imports on which it plans to apply tariffs) in the event
that the US enacts its latest proposals. The path or timeline from
this latest sabre-rattling to policy implementation isn’t fully clear,
but uncertainty around tariffs and the associated impact on trade
has being weighing on some equity (particularly emerging
market) indices and non-oil commodity prices of late. And while
business and consumer confidence in the major advanced
economies has generally remained resilient to such concerns up
to now, stronger headwinds to global growth could emerge in the
months ahead in the event that further escalations in trade
tensions were to trigger a significant deterioration in economic
sentiment and financial conditions. Elsewhere, helped by an
upbeat-sounding Fed, the dollar had a good week against both
the euro and the pound. Gains of ca. 0.6% for the greenback
took Eur/USD back below $1.16, while GBP/USD has fallen back
to the $1.30 level, a combination that leaves Eur/GBP at 89.1p.
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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) = 0.44%
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 -0.319 0.1

2 Year Swaps -0.14 2

5 Year Swaps 0.33 2

10 Year Swaps 0.93 2

GBP 3 Month Libor 0.810 2.1

2 Year Swaps 1.12 2

5 Year Swaps 1.39 4

10 Year Swaps 1.60 6

USD 3 Month Libor 2.343 0.1

2 Year Swaps 2.88 1

5 Year Swaps 2.98 1

10 Year Swaps 3.04 2

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.891 0.2

GBP/EUR, € 1.123 -0.1

EUR/USD, $ 1.158 -0.6

GBP/USD, $ 1.301 -0.7

EUR/JPY, JP¥ 128.8 -0.5

GBP/JPY, JP¥ 144.6 -0.6

USD/JPY, JP¥ 111.2 0.1

EUR/CHF, CHF 1.151 -0.7

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,783          -1.7

STOXX Europe 600 388              -1.0

FTSE 100 7,639          -0.8

S&P 500 2,828          0.3

Dow Jones 25,365        -0.3

Nasdaq 7,808          0.9

NIKKEI 22,525        -0.8

OIL (London Brent) 73.5             -1.0

Gold 1,217          -0.7



Highlights for the week ahead: Inflation at home and abroad and UK growth in 
focus

In a relatively quiet week on the Irish economic calendar,
Thursday’s July HICP inflation figures are expected to show
annual headline inflation broadly unchanged for a second month
in a row following an energy-related acceleration to 0.7% in May
(from -0.1% in April). Core inflation is expected to have remained
at more subdued levels in July following no growth in June,
highlighting that underlying price pressures remain muted, for the
time being at least.

The US CPI inflation numbers (out on Friday) are also expected
to attract attention. The consensus expects that headline inflation
ticked-up by another tenth in July, in the process reaching a new
six-year high of 3%, while core inflation is seen unchanged at a
cycle-high of 2.3%. Meanwhile, we think that the June JOLTS
data (on Tuesday) will contain further evidence of tightening
labour market conditions in the US, as the number of job
openings are expected to have remained relatively close to an
18-year high, and above the number of unemployed workers.

Meanwhile in the UK, the Q2 GDP growth figures (on Thursday)
are expected to confirm the BoE’s expected acceleration to 0.4%
q/q in Q2 following 0.2% in Q1, while the monthly GDP estimate
and accompanying official output data for June are expected to
signal that the economy is carrying some momentum into Q3. In
the Eurozone, the August reading of the Sentix measure of
investor confidence may get some attention in a quiet week.
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Economic calendar for the week commencing August 6th

Ireland / Eurozone UK US
Monday

09.30 – EZ Sentix Investor Confidence (Aug) 09.00 – New Car Registrations (Jul)

Tuesday

07.00 – GE Trade Balance (Jun)

11.00 – Industrial Production (Jun)

00.01 – BRC Sales Like-for-like(Jul)

08.30 – Halifax House Prices (Jul)

15.00 – JOLTS Job Openings/Quits (Jun)

20.00 – Consumer Credit (Jun)

Wednesday

00.01 – RICS House Price Balance (Jul)

Thursday

09.00 – ECB publishes Economic Bulletin

11.00 – HICP / CPI inflation (Jul)

09.30 – GDP growth (Jun & Q2); Index of Services 
(Jun); Industrial Production (Jun); Construction 
Output (Jun); Trade Balance (Jun)

13.30 – Initial Jobless Claims; PPI inflation (Jul)

15.00 – Wholesale Inventories – final (Jun)

Friday

11.00 – Vehicles licensed for 1st time (Jul) 13.30 – CPI inflation (Jul)

19.00 – Monthly Budget Statement (Jul)
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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 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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