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1. Executive Summary 

1.1 Introduction 

This is the second Banking and Treasury Report of 2019 which we bring to you as part of THE 

TREASURY HUB. 

While Brexit is the gift that keeps on taking (your time), interest rates have stalled while equity 

markets recover.  

1.2 Markets in a Table: what’s up and what’s down? 

This is a new feature of the report for 2019 to allow a swift view of key indicators 

Table 1. Key Metric Movements: 2019 to date 

Heading Metric YTD move From  To 

Interest 3-m euribor 0.0000% -0.3100% -0.3100% 

Interest EUR 3-year 0.0800% -0.1200% -0.0400% 

Interest GBP 3-year 0.0256% 1.1564% 1.1820% 

Interest USD 3-year 0.0060% 2.5580% 2.5640% 

FX EUR/GBP -4.5439% 0.8996 0.8605 

FX EUR/USD 0.2813% 1.1342 1.1374 

Equities ISEQ 12.8% 5490 6195 

Equities FTSE 100 5.5% 6734 7106 

Equities 
Dow 

Industrial 11.5% 23346 26026 

Gilts IE 10-yr -0.0680% 0.875% 0.807% 

Gilts GB 10-yr 0.0250% 1.249% 1.274% 

Gilts US 10-yr 0.0380% 2.686% 2.724% 

 

Please note that the % moves are in green if the metric has moved upwards and in red if it has 

moved downwards. It is NOT a statement as to whether this is a positive or negative move as 

one could be a borrower or depositor, a seller or buyer of currency, etc.  

1.3 Monthly Feature 

Section 5 is our Monthly feature section and this month we focus on the Irish banks in the 

aftermath of their 2018 results. 

1.4 Brexit 

While Brexit continues to play out, the markets appear to have discounted the possibility of a 

No Deal scenario. We have held the view since January that an extension will be required to the 

March 29 deadline and we continue to hold that view. End May would appear to be latest for 

that as this year sees both elections to the European Parliament and the appointment of new EU 
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Commissioners. So, UK needs to leave before then. However, given the above (and that 

Germany goes on holiday in July while France and Spain do so in August), it is difficult to see the 

trade negotiations starting in earnest before September. To have them completed by December 

2020 looks extremely unlikely which will probably mean Brexit continuing to at least 2022. 

What does this all mean? 

1. Long-term investment in the UK will be adversely impacted as trade uncertainty over 3-

4 years would be bad for the UK economy.  

2. If the above sequence of events materializes in the short-term, expect Mrs. May to step 

down and/or a UK election after the Article 50 trigger date. Why? Someone needs a 

mandate to negotiate over 3-4 years and we don’t think it will be her. She could step 

away having pulled the Brexit trigger (who could blame her?) and leave it to the next 

generation 

3. More UK businesses to relocate to Ireland?    

 

Impact of the above?  

Weaker sterling from mid-year until they sort out the political landscape. European outlook not 

great either (for different reasons) so don’t expect things to be very settled in the second half of 

2019 either on the EUR/GBP front. 

1.5 Conclusion 

We hope that this report continues to be of both interest and benefit to you. Please let us know 

if you have a requirement arising from any of the topics discussed herein.   

 

 

Chris Ball 

Corporate Finance Partner 
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2. Interest Rate Review 

2.1 EUR short-term rates 
 
Background 

 
The Euribor rate that we continue to monitor for the purposes of this bulletin (as it is the most 
relevant one for variable rate debt) is the 3-month rate. 
 
Key Observations 
 
German inflation increased to +1.6% in February from an 11-month low of +1.4%. The broader 
Euro area readings are showing a similar trend with an uptick to +1.5% in January. Irish inflation 
held at +0.7% in January. 
 
German unemployment fell slightly to 3.2% in January, its lowest level since April 1980. The 
Eurozone equivalent sat at 7.8% in January. Irish unemployment rose to 5.6% in January.  
 
Finally, on the GDP front, having fallen by -0.2% in Q3, German GDP was flat in Q4 thereby 
marginally missing out on slipping into recession. As previously highlighted, unemployment is 
often referred to as a lagging indicator (i.e. it is one of the last to move both positively and 
negatively), hence why other readings are more relevant. PMI figures (where a reading above 50 
signals expansion and below 50 signals contraction) are often early warning figures as they are 
forward-looking. German manufacturing PMI is 47.6 while Services PMI is 55.3. 
 
The possibility of the ECB Base Rate increasing in Q3/Q4 2019 is beginning to look more unlikely 
now. The key trend in 2019 to date is that the EUR 3-year swap rate has been negative for all of 
year so far. 3-month euribor rate has also stalled.  
 
With Irish banks continuing to use a floor of 0% in all loan agreements where the interest rate 
basis is Euribor, borrowers are encouraged to look at borrowing margins for a reduction in 
borrowing costs as market rates appear to be going nowhere for now. 

 

THE TREND IN THE INTEREST RATE MARKETS IN 2019 HAS CONTINUED TO BE 

THE FLATTENING OF RATES ACROSS THE US, EUROZONE (EZ) AND UK. 

Therefore, the upward pressure is off for now. From a Eurozone perspective, 

current fixed rates continue to merit consideration as being good value. UK 

rates have increased slightly as the prospects of a hard Brexit have receded 

in the past month. Please contact us if you are considering fixing rates 

before you do so. 
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2.2 EUR medium-term rates 
 
Background 

 
As indicated in previous bulletins, we track the 3-year swap rate as a good proxy for medium-term 
rate trends.  Please note that fixings are available for both shorter and longer periods as required 
under your risk management strategy. 
 
Key Observations 
The graph of the 3-year swap rate for the past 5 years follows. The key takeaway from this graph 

is that the 3-year rate is now back at (or close to) the levels seen over the course of 2017 with 

an increasingly pessimistic view of the Global economic outlook. We continue to point out that 

the difference between this fixed rate and Euribor floating rates is small due to the imposition of 

a floor of 0% by banks on the latter rate in loan agreements. Get in contact with us prior to 

taking any such fixing of debt as there are a few pitfalls to be aware of.  

 

EUR 3-year swap rates for past five years

 

2.3 UK and US interest rates 
 
While interest rates in the UK and US remain in different parts of the cycle compared to 
Eurozone rates (as highlighted by the difference between both short-term and long-term rates 
of the various geographies), rates in all three areas eased for the most part since Q4 2018.       
 
Table 2. Comparative Interest Rates 

 
In the UK, worries about a hard Brexit resulted in lower UK interest rates in January but the 
market view that a No Deal is effectivley off the table, has driven some rates back up since. 
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GBP 3-year swap rates over past 12 months 

 
In the US, the yield curve has shifted downwards (rates have moved lower) and is now flat or 

negative i.e. short-term rates are higher than long-term rates. The graph below is for 3-year 

swaps over the past 24 months to show where rates have come from since they starting 

climbing. 

 
USD 3-year swap rates over the past 24 months 

 
While the talk of 2-3 rate hikes by the Fed in 2019 now looks very unlikely based on the shape of 

the curve currently, there is a cohort that believes that inflation is building in the US and that 

such pressures will inevitably lead to higher interest rates yet in the US.     

 
2.4 Summary 
    
 Eurozone longer-term rates up to 3-years are negative for 2019 to date – short-term 

outlook is for no change  

 The outcome of the Brexit negotiations will have a major impact on UK interest rates over 
the coming months. Short-term relief could be followed by easing if our predictions in 
Section 1 prove to be correct    

 The flat/inverted US interest rate curve continues to signal an uncertain US economic 
outlook. The outcome of trade talks with China continues to be a big factor in their future 
direction.  

Daily GBPSB6L3Y= 07/03/2018 - 26/03/2019 (GMT)

Line, GBPSB6L3Y=, 06/03/2019, 1.1789, -0.0038, (-0.32%) Price

GBP

Auto

1.04

1.08

1.12

1.16

1.2

1.24

1.28

1.32

1.1789

16 02 16 01 16 01 18 02 16 01 16 03 17 01 16 01 16 03 17 01 16 01 18 01 18
Q1 18 Q2 2018 Q3 2018 Q4 2018 Q1 2019

Daily USDAM3L3Y= 06/03/2017 - 11/04/2019 (GMT)

Line, USDAM3L3Y=, 05/03/2019, 2.5690+0.0132, (+0.52%) Price

USD

Auto

1.6

1.8

2

2.2

2.4

2.6

2.8

3

2.5690

A M J J A S O N D J F M A M J J A S O N D J F M A
Q2 2017 Q3 2017 Q4 2017 Q1 2018 Q2 2018 Q3 2018 Q4 2018 Q1 2019



 

 

7 Banking and Treasury Markets Report March 2019 

March 6th, 2019 © THE TREASURY HUB 

3. Foreign Exchange Review 
 

3.1 EUR/GBP 

Background 
 

Brexit continues to dominate EUR/GBP. 
 
Key Observations 
 
While we still stick to our view that the UK is likely to push back the trigger date of Article 50 
(March 29th) to buy more time, we also think that the opportunity for further political turmoil 
between this date and the start of negotiations on the trade deal is real and this, in turn, would 
weaken GBP again. From a charting perspective, the long-term range remains quite wide – 
EUR/GBP0.8500 to EUR/GBP9050 and we have seen it bounce back off (or close to) the top and 
bottom of this range since the start of the year.  
 
The high/low range in the 2018 exchange rate was 5.58% - the high/low range for 2019 to date 
is already 6.83%. The strengthening of GBP in the past few weeks represents a strong market 
view that No Deal will be avoided.  
 
The current exchange rate of just under EUR/GBP0.8600 is as we had forecast in January on the 
basis of No Deal being ruled out. After all of the shenanigans of the past 2 ½ years since the Brexit 
vote, the current exchange is at levels seen in early July 2016, not long after the vote! 
 
If our call on political problems comes to pass, the rate will head back to EUR/GBP0.8800 at 
least with EUR/GBP0.9000 a possibility. So, the message to exporters is simple: be complacent 
at your peril. With the average exchange rates of 2017 and 2018 at EUR0.8765 and 
EUR/GBP0.8869, current spot rates are 3% more favourable than last year (or €35,000 extra 
profit for every £1m sales), the trend is exporter-friendly….for now. Graph 8 highlights that 
clearly.   
 

 

The key (Brexit-related) move in the past month has been the view of the markets 

that a No Deal scenario looks unlikely and, accordingly, EUR/GBP has traded to levels 

last seen in 2017. 

USD is currently treading water, but the average annual high-low move in EUR/USD 

has been close to 15% over the past decade and a half so don’t expect this calm to 

remain.  
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Those who hedge forward please note that EUR/GBP 6 months forward points are +0.0060 and 
12-months forward points are +0.0125 (which favours importers). The equivalent EUR/USD 
figures are +0.0180 and +0.0365 respectively. 
 
EUR/GBP since Brexit Referendum  

 
 
Summary 
 
Broadly speaking, the markets have already taken the view that No Deal is off the table. UK 
government vote is next week but an application to extend the March 29 deadline to trigger 
Article 50 looks highly probable….assuming all European countries agree (mutterings of growing 
problems in Hungary a threat to this?)    
 
In the previous bulletin, we suggested that FX options were worth considering to cover the 

period to the end of March, especially for exporters as a No Deal will weaken GBP significantly 

and immediately.  We would suggest that this strategy to the end of June (given comments 

above re triggering the date extension and possible political fallout in UK) might be worth 

considering if you concur with such views.        
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3.2 EUR/USD 

Background 
 

Exposure to USD tends to be of an indirect nature for many Irish companies e.g. energy and fuel 
prices. EUR/USD is traditionally more volatile than EUR/GBP.  
 
EUR/USD: 12-month trend  
 

 
 
Looking at Graph above, the exchange rate range continues to narrow. As previously mentioned, 
a sustained break up through EUR/USD1.1500 would be significant as would a break through 
EUR/USD1.1230.  
 
Key Observations 
 
While US interest rates have eased off, data remains broadly strong. New housing starts were at 
a 7-month high in December while February’s ISM Services reading was at its highest since August 
2005! Speaking to some analysts that visited US recently, employers are finding it hard to get 
workers. That tends to lead to inflationary pressures via higher wages demand and that puts 
upward pressure on interest rates…which would most probably be USD-positive. 
 
However, we still look at the poor state of government finances with a budget deficit despite 
strong economic data and a growing debt:GDP ratio as being a potential drag. But, like the No 
Deal Brexit scenario, it’s only an issue if the market is of that opinion. The challenge in the 
Eurozone will be how to drive economic growth when interest rates are on the floor and QE has 
not started reversing. 
 
Summary 
 
The economic outlook for the US has softened in 2019 to date but US dollar has held up well. 
Meanwhile the Eurozone outlook is deteriorating with Germany barely avoiding recession at the 
end of Q4. Still difficult to make a call on direction of EUR/USD but with data holding up, Trump 
holding on and both US and China hanging in there on trade talks, looks a little more USD- 
positive right now. 
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4. Oil and Financial Markets 

4.1 Oil Price Trends 

 
Oil prices: 12-month trend 

 
 
Oil price has bounced back quite quickly since the end of December. Last month we stated that it 
takes about 6 weeks for market movements to feed through and suggested that if you needed a 
top up in your home heating, order without delay! Todays price of home heating oil is 4.3% higher 
than it was on February 15th. That’s a large move in a short period. Significant if you consume a 
lot of energy or diesel so, again, it is possible to hedge these risks and get in touch if you have 
such an interest. 
 
 

4.2 US 

4.2.1 US Bond Yields 

US 10-year Bond Yields: 12-month trend 

Daily LCOc1 07/03/2018 - 25/03/2019 (LON)
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USD

Bbl

52

56

60

64

68

72

76

80

65.46

16 02 16 01 16 01 18 02 16 01 16 03 17 01 16 01 16 03 17 02 16 01 18 01 18
Q1 18 Q2 2018 Q3 2018 Q4 2018 Q1 2019

 

 Oil price rebound has been strong 

 Equity markets have also bounced back after weak finish to 2018  

 But bond yields are bouncing around a little.  

 

 Oil price rebound has been strong 

 Equity markets have also bounced back after weak finish to 2018  

 But bond yields are bouncing around a little.  
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The swift Q4 decline has tightened into a 15bp range over Q1 as the bond markets adopt a “wait 
and see” approach to the economic outlook. The fact that the range is capped around 2.75% 
which is not much higher than short-term swaps rates indicates the neutral stance for now. 
Falling bond yields results in higher bond prices (their value is inverse to yield moves) so pension 
funds continue to watch this closely.   
 

  4.2.3 US Equity Markets 

The losses of December have been completely eliminated over the course of Q1. Results season 
has been reasonable and despite concerns about asset values having been inflated due to QE, US 
citizens like to hold shares. We watch this one with interest.  
  

4.3 Ireland 

 
ISEQ: 12-month trend 

 
 
Similar equity market story in Ireland. Strong recovery since the start of December. Even the 
banks’ shares are up which is a reversal of a negative trend that has persisted for many quarters, 
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Irish 10-year bond yields: 12-month trend 

 
 
The easing of this rate must be good news for the government and NTMA as a 20bp reduction 
since January is significant in the context of refinancing the EUR14 billion that is due for 
refinancing in 2019 alone. To put it in context, the two largest bonds due for refinancing in 2019 
are for nominal values of EUR6.2billion and EUR5.1billion issued at coupons of 4.4% and 5.9% 
respectively. Replacing them with 10-year bonds priced at 80bp is a very significant reduction in 
the annual interest bill. Whilst bonds are deemed to be liquid i.e. can be traded daily, bond funds 
may be less so (especially in a crisis?). Funds are increasingly being marketed with notice periods 
of 3 and 4 days rather than 1 day so ensure that you understand same in making such investments.   
   

4.4 UK 

FTSE 100: 12-month trend  

 
The 2019 bounce has been impressive and must be somewhat sentiment-linked to No Deal being 
unlikely but also a general recovery after the global sell-off in December 2018. The key question 
remaining is how to wean asset managers off what some have described as the “crack cocaine” 
of QE that has fueled asset classes.  
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The increase in bond yields is certainly due to both an improving Brexit outlook for now plus 
positive public finance data in the recent past. 
  

UK 10-year bonds: 12-month trend  

 
 

4.5. Summary 

 

 Equity markets continue to trend positively 

 Bond yields have stablised/declined in US/Eurozone but increased in the UK 

 Economic outlook is generally negative but maybe not as bad as previously feared in the 
US? 

 Low interest rate environment likely to persist in the Eurozone 

 Everybody still trying to figure out how QE can be successfully reversed. 
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5. Review of Irish Banking Sector 
 

5.1 Background 

 
Irish banks have recovered strongly for the most part since the start of the financial crisis. This is 
partly due to a lack of competition in the market allowing them to make higher than “normal” 
profits/net interest margins (“NIM”). 
 
This section is a quick review of the current state of the Irish banking sector in a broad sense.  
 

5.2 Main Players and Credit Ratings 

 
Credit ratings are an external evaluation of the risk of a bank getting into financial difficulty – the 
higher the credit rating, the stronger the bank is adjudged to be (financially).  The credit ratings 
of the banks were slashed during the financial crisis. They have since recovered although not to 
the previous highs yet. 
 
Credit Ratings of banks operating in the Irish market - Current versus pre-crisis ratings (S&P) 

Credit rating 2019 2008 

AAA  Rabobank 

AA+   

AA 

 HSBC Bank plc, Barclays Bank 

Ireland 

AA- HSBC Bank plc Ulster Bank 

A+ Rabobank Danske, KBC Ireland, AIB, BOI 

A 

Danske Bank, Barclays Bank 

Ireland  

Anglo 

A- Ulster Bank Ltd (NI operations) PTSB 

BBB+ 

Ulster Bank Ireland, Bank of 

Ireland, AIB Bank plc 

 

BBB KBC Bank Ireland  

BBB-   

BB+ PTSB  

BB   

 
Why is a credit rating important? When you give credit to someone (e.g. a customer in your 
business), you assess their ability to repay it. If you are worried, you give no credit but seek cash 
upfront. When you deposit money with a bank, you are, in fact, lending them your money. For 
this you would like to get a return (interest) and also be sure of getting your deposit (capital) back 
at the end of the deposit term. 
 
The ratings in orange are deemed to be sub-investment grade. At one point in the crisis, AIB and 
BOI were also in that category. This gives an indication of how stressed the entire Irish banking 
system was.  
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AIB only has the same rating as BOI since 2018 – it had lagged behind it for some years due to a 
higher level of non-performing loans. 
 
The table below sets out some other key ratios and the differences can be quite wide. I have 
included HSBC Bank plc for international peer comparison purposes. 
 
Summary metrics of selected banks 

 AIB BOI Ulster Bank HSBC 

Net Interest 
Margin  

2.48% 2.20% 1.79% 1.66% 

Cost: Income 53% 65% Not disclosed 
but “high” per 
press release 

 

Loan:Deposits 90% 97% 105% 72% 

CET 1 (return on 
capital) 

17.5% 13.4% 27.5% 14.0% 

 
How to interpret this (and other notes in the accounts)? 
 

 Margins are higher than international peers (net interest margin is difference between 
the interest charged on loans less the interest paid on deposits/funding) 

 BOI may be lower than AIB partly due to larger mortgage business in the UK which 
operates on lower margins (40% of all BOI loans are in the UK. UK mortgages account for 
nearly 48% of all BOI loans) 

 Where loans:deposits are below 100% it implies that the deposit book actually exceeds 
the loan book (this was well above 100% in 2008 pre-crisis for all except for HSBC) 

 Cost:income could be seen as an efficiency measure: the lower the figure the more 
efficient the bank. Big discrepancy here it would appear 

 Large gap in return on capital also. UB has been funded by RBS.  
 

BOI 

 Operating profit of €0.9bn 

 Other income of €0.65bn versus net interest income of €2.1bn: other income is growing 
as a % of net income. Driven by arrangement fees, current account fees, fees on cards, 
etc. 

 Total loans are €78.4bn of which SME and Corporate loans account for only 11% and 13% 
of total loans respectively    

 UK accounts for 40% (€31.2bn) of all loans 

 Non-performing loans are €5.0bn (6.3% of loans). Net impairment gain of €42m in 2018. 
 
AIB 

 Operating profit of almost €1.3bn 

 Other income of €0.46bn versus net interest income of €2.1bn. 

 Total loans are €56.8bn of which SME and Corporate loans account for €18.6bn (32.7%)    

 UK accounts for only 14% of all loans 

 13% of all loans are fixed, 87% being on a floating rate 

 Non-performing loans are €6.1bn (9.6% of loans). Net impairment writeback of €204m in 
2018.   
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Ulster Bank 

 Operating profit of €15m 

 Other income (fees, etc.) of €105m versus net interest income was €500m 

 Total customer loans are €21bn 

 Non-performing loans are down to 11.3% of loans. Net impairment hit of €23m in 2018.  
 
 

5.3 Outlook 
 

 AIB and BOI have budget lending targets to hit in 2019 so they are keen to lend again 

 Margins may have to come under pressure as a result….but their focus on fees will be 
maintained 

 Expect that they will push more and more depositors into negative interest rates on 
deposits, especially AIB 

 Exposure of BOI to UK needs to be monitored in context of Brexit and how it progresses. 


