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Ireland: Latest CSO estimates put domestic growth at 4.3% last year; core 
inflation remains very subdued 

The CSO this week released its annual estimates of Gross Value
Added for foreign-owned multinational entreprises and for other
sectors of the Irish economy. The figures show overall GVA
growth at 6.6% last year, with the sectors where MNEs are
dominant experiencing growth of 10.4%, while ‘other sectors’ –
the grouping aiming to more meaningfully capture the domestic
economy’s performance given various MNE distortions – grew by
4.3%. If anything this latter figure is a touch stronger than we
might have expected, as a range of other indicators of underlying
domestic growth we track put 2017 growth in a 2.7-3.9% range.
But in any case, the high-level message is that these figures
provide further confirmation that the domestic economy
expanded at a very solid pace last year, albeit that the headline
GVA/GDP/GNP measures flatter the picture considerably.
Furthermore, as we noted in our recent analysis of the more
timely quarterly national accounts, it looks as if solid momentum
is being maintained into 2018, with several indicators pointing to
an underlying growth rate for the domestic economy of about 4.5
– 5.0% y/y in Q1. Elsewhere, CPI inflation picked up to a 15-
month high of 0.8% in July from 0.4% in June. However, very
strong energy price increases (up 11.4%y/y, a 6 year high)
continue to exert a strong influence on headline inflation, with
CPI ex-energy at just -0.1%. Looking ahead, current futures
pricing in wholesale energy markets points to a likely easing in
energy inflation, though we expect underlying price pressures to
build gradually reflecting reduced spare capacity in the economy.
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Eurozone: Trade policy concerns weigh on German factory orders

In an otherwise quiet week on the Eurozone economic calendar,
one data point that got our attention was German factory orders.
Orders were considerably weaker than expected in June, with a
monthly decline of 4% (vs. expectations of a much more modest
drop of 0.5%) producing a y/y decrease of 0.8% - the first such
decline in two years. Domestic and foreign orders both declined
m/m, though foreign demand weakness was a particularly
prominent feature of the June report. Foreign orders dropped by
4.7%m/m, led by a particularly large slide in orders from outside
the euro zone, prompting the German Economy Ministry to
acknowledge that “uncertainty from trade policy played a role”.
German factory orders are an exceptionally volatile data series
so looking at the underlying trend always makes more sense
than placing too much emphasis on a single month’s figures. But
even looking at y/y growth of the 3-month average, we see clear
evidence of a marked cooling of orders growth, with total orders
up just 1.6% y/y in the three months to June, down from over 8%
as recently as January of this year. Furthermore, the loss of
momentum reflects a material slowdown in both foreign and
domestic orders growth. The latter looks especially weak, thus
indicating that the underlying moderation extends beyond trade
policy concerns. More timely surveys such as the PMI have
picked up a modest improvement in German factory activity in
July pointing to possible stabilisation in Q3, the prospects for
which are also helped by the easing of US-EU trade tensions
following Juncker’s visit to Washington last month.
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UK: Q2 growth pick-up confirmed, but monthly GDP figures disappoint

The first estimate of Q2 growth in the UK has confirmed the
expected pick-up, with real GDP up by 0.4% q/q – in line with
City forecasts, and up from the sluggish pace of just 0.2%
recorded in Q1. The Q2 pick up had its origins in a strengthening
in services and construction performance while manufacturing
weighed on growth in the three months to June, with factory
output pulled lower by a very weak start to the quarter. While the
headline figure was in line with expectations, we think aspects of
the report reveal some slightly disappointing features of the
economy’s underlying growth dynamic. In particular, the monthly
readings of both the new monthly GDP estimate and the ever-
important index of services (which captures 80% of the
economy) were weaker than expected in June. Notably, weighed
by a softer-than-expected flat outturn for services (vs.
expectations of +0.2% m/m), GDP rose by just 0.1%m/m in June
which was weaker than the 0.2% expected by the consensus.
This meant that the headline quarterly growth figure was actually
a ‘weak’ 0.4% (0.36% unrounded) i.e. it came close to being
recorded as 0.3%. Furthermore, the sluggish closing month of
Q2 means the economy now carries slightly less momentum into
Q3 than had previously expected. To be sure, these points of
nuance are secondary to the main message of today’s figures
which confirm a pick-up in growth following a disappointing Q1.
At the same time, there is little here to suggest the BoE will need
to bring forward any possible future policy tightening, especially
with Brexit risks still clearly very much in play.
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US: Core CPI inflation continues to firm, reaching a 10-year high

Today’s July CPI report showed that underlying consumer price
pressures continue to pick up. The core (ex food and energy)
CPI measure rose by an as-expected 0.2% m/m, but because it
was a strong 0.2% (the unrounded figure was 0.24%), the annual
rate of core inflation ticked up from 2.3% in June to 2.4%. This
represented the 8th consecutive monthly acceleration in this
measure of core inflation, leaving it a new cycle high and at
levels last seen 10 years ago. This gradual but sustained pick
up in underlying inflation shouldn’t be a surprise given the
sustained improvement in economic and labour market
conditions over the course of the current expansion which has
now entered its 10th year. Indeed, figures released earlier in the
week confirm the major improvement which is ongoing in the US
jobs market. Back in 2010 there were over 6 unemployed
workers for every job opening. As of Q2 this year there is now
less than 1, meaning that there are now more job openings than
there are unemployed workers - the first quarter on record to
register such high relative employment availability (data go back
to 2002). In our view, the combination of a strong economy /
labour market and gradually accelerating inflation will very much
keep the Fed on its gradual rate hiking path. Trade tensions
certainly represent an important downside risk for growth and for
the interest rate outlook, but the ongoing firming of core inflation
means that upside risks to the outlook for US interest rates
should not be underestimated, especially if trade policy risks
abate.
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Financial Markets: Late-week euro sell-off sees Eur/GBP pull back from 10-
month high of 90.3p

Last week’s BoE rate hike did little to relieve the downside
pressure under which sterling has again found itself in recent
weeks with a renewed market focus on hard Brexit scenarios
taking Eur/GBP to a 10-month high of 90.3p on Thursday. This
represented a potentially important shift in market pricing as it
looked as if the pair was poised to break out of the broad 87-90p
range which has captured most of the price action over the past
year or so. However, the euro itself came under selling pressure
late in the week related to concerns about negative spillovers into
the euro zone from the ongoing financial market upheaval in
Turkey which has seen the lira collapse to a record low vs. the
dollar, plunging by over 14% today alone (at time of writing).
This has brought Eur/GBP back within its recent trading range
(trading at ca 89.4p as we write) which will no doubt come as a
relief to Irish exporters. However, as we have noted in recent
weeks, such is the uncertainty around the politics of Brexit that
exporters should be mindful of the risk of further bouts of volatility
and downside for sterling in the weeks and months ahead.
Previous post-referendum highs of 93p (from September ‘17)
and 94p (from July ’16) could well act as market targets in such
episodes. Elsewhere, the dollar has also been a late-week
beneficiary of Turkey-related euro weakness, with Eur/USD
ending the week at a 13-month low of just over $1.14 following a
1.3% decline on the week. Sterling’s drop against the greenback
has been even larger, with a 1.8% fall taking GBP/USD to under
$1.28 – levels last seen in June last year.
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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 0.0

2 Year Swaps -0.15 0

5 Year Swaps 0.28 -4

10 Year Swaps 0.88 -5

GBP 3 Month Libor 0.806 -0.4

2 Year Swaps 1.06 -5

5 Year Swaps 1.31 -7

10 Year Swaps 1.52 -7

USD 3 Month Libor 2.319 -2.4

2 Year Swaps 2.80 -6

5 Year Swaps 2.88 -8

10 Year Swaps 2.94 -9

Foreign Exchange Markets
Latest weekly ∆, %

EUR/GBP, £ 0.893 0.4

GBP/EUR, € 1.119 -0.4

EUR/USD, $ 1.141 -1.3

GBP/USD, $ 1.277 -1.8

EUR/JPY, JP¥ 126.3 -1.8

GBP/JPY, JP¥ 141.4 -2.2

USD/JPY, JP¥ 110.7 -0.5

EUR/CHF, CHF 1.135 -1.3

Stocks & Commodities
Latest weekly ∆, %

ISEQ 6,682          -1.6

STOXX Europe 600 386              -0.9

FTSE 100 7,665          0.1

S&P 500 2,842          0.0

Dow Jones 25,347        -0.5

Nasdaq 7,861          0.6

NIKKEI 22,298        -1.0

OIL (London Brent) 72.7             -0.6

Gold 1,212          -0.3



Highlights for the week ahead: Irish house price inflation likely to decelerate 
further; jobs report in focus in the UK

Domestic construction and house price trends will be in focus
early next week, with the release of the latest Ulster Bank
Construction PMI and Residential Property Price Index, on
Monday and Tuesday respectively. The Construction PMI
survey results relate to July and so will provide an early steer on
Q3 activity trends following a very robust performance in H1. A
very high base effect from June last year (when prices rose by a
very rapid 1.4%m/m) means that the annual rate of national
house price inflation is likely to decelerate for a second
consecutive month in June. A repeat of last month’s monthly
increase of 0.6% would see annual price inflation moderate to
11.5% from 12.4% in May and from what we think was the cycle
peak of 13.5% in April.
Elsewhere, the big 3 monthly releases from the UK all get
released next week, with the labour market report due on
Tuesday while the CPI and retail sales figures are issued on
Wednesday and Thursday respectively. The labour market
numbers (especially the earnings figures) will attract particular
attention given the prominence of capacity considerations in the
ongoing debate about the extent of underlying domestic cost and
price pressures in the UK at present. Similarly, the Q2
Productivity and Labour Cost report will help inform the
equivalent debate in the US while there will also be plenty of
interest in the results of the early surveys of August activity and
confidence which come in the form of the Empire (Wednesday)
and Philly Fed (Thursday) indices.
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Economic calendar for the week commencing August 13th

Ireland / Eurozone UK US
Monday

01.01 – Ulster Bank Construction PMI (Jul)

Tuesday

06.30 – FR Unemployment (Q2)

10.00 – ZEW Index (Aug); Industrial Production 
(Jun); Q2 GDP (2nd est)

11.00 – Residential Property Price Index (Jun)

09.30 – Labour Market Report (Jun) 11.00 – NFIB Small Business Optimism (Jul)

13.30 – Import & Export Prices (Jul)

Wednesday

11.00 – Goods Exports and Imports (Jun) 09.30 – CPI; PPI (Jul); House Price Index (Jun) 13.30 – Empire Index (Aug); Retail Sales (Jul); 
Productivity & Labour Costs (Q2)

15.00 – Business Inventories (Jun)

15.00 – Wholesale Inventories – final (Jun)

Thursday

10.00 – Trade Balance (Jun) 09.30 – Retail Sales (Jul) 13.30 – Philly Fed Index (Aug); Housing Starts 
(Jul); Jobless Claims

15.00 – Wholesale Inventories – final (Jun)

Friday

10.00 – HICP (Jul, final); Current Account (Jun) 15.00 – Index of Leading Indicators (Jul); Univ. of 
Michigan Consumer Sentiment (Aug)
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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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