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1. Executive Summary 

1.1 Introduction 

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

TREASURY HUB. 

GBP has emerged as a risk again in the aftermath of the UK local and European elections. Euro 

interest rates have also heavily retreated over the past 4-6 weeks which is positive from a debt 

management perspective but negative on the economic outlook front.  

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

 

Table 1. Key Metric Movements: 2019 to date 

Heading Metric YTD move From  To 

Interest 3-m euribor -0.0120% -0.3100% -0.3220% 

Interest EUR 3-year -0.1200% -0.1200% -0.2400% 

Interest GBP 3-year -0.2633% 1.1564% 0.8931% 

Interest USD 3-year -0.0580% 2.5580% 2.5000% 

FX EUR/GBP -1.6612% 0.8996 0.8849 

FX EUR/USD -1.5671% 1.1342 1.1167 

Equities ISEQ 10.7% 5490 6079 

Equities FTSE 100 6.3% 6734 7161 

Equities 
Dow 

Industrial 6.3% 23346 24815 

Gilts IE 10-yr -0.4450% 0.875% 0.430% 

Gilts GB 10-yr -0.3620% 1.249% 0.887% 

Gilts US 10-yr -0.5460% 2.686% 2.140% 

 

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. Also, the % move for 

interest rates is in absolute terms while for currency and equities it is expressed in relative 

terms.  

1.3 Monthly Feature 

This month’s feature is on interest rates and debt management. 
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1.4 Brexit 

 

As expected, the drive to remove Theresa May was ultimately successful after the disastrous 

European elections for the Tories and the process to replace her officially starts today. The 

problem is that for the Tories to succeed there is a view that they will have to “out-Farage” Farage! 

This increases the probability of a hard Brexit and this, in turn, has had a major impact on the 

currency (as we had predicted in the previous bulletin) on GBP.  

The next level is likely to be 90p in the near-term…not good news for exporters. And the suspicion 

is that exporters were not very active while GBP was back at the 86p on the basis that the worst 

was over. Unfortunately, we believe that worse is to come in the next few weeks on the currency 

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 

T: +353 (0)90 6480607 

M: +353 (0) 86 6075012 

E: cball@rbk.ie 

W: www.rbk.ie 

mailto:cball@rbk.ie
http://www.rbk.ie/
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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 having jumped to +2.0% in April 2019 dropped by 0.6% in May to 1.4%. Euro 
area readings were +1.7% in April but 1.2% in May.  
 
Irish inflation increased from +0.6% in February to 1.7% in April (highest level it has been in 7 
years). The May reading will highlight if we are in line with Europe or starting to become an outlier 
again. Our money is on the latter.  
 
A Reuters poll over the past 10 days forecast no change at all in the ECB Base Rate in 2020. The 
fears over world trade and the economic outlook have driven the 3-month Euribor rate to its 
lowest level of 2019 in the past few days (in fact this is the lowest level since July 2018).  

 

RAPID EASING OF INTEREST RATES MEANS THAT THIS AREA NOW REQUIRES 

REVIEW. 

Euro floating rates are back to record low levels again while bond yields have 

also retreated. Current fixed rates continue to merit consideration as being 

good value. 
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Graph 1. 3-m Euribor versus ECB Base Rate: 2008 to date

 

2.2 EUR medium-term rates 

Background 
 

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. 
 

Graph 2. EUR 3-year swaps versus 3-month euribor: ten-year trend  
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Key Observations 
 

The graph of the 3-year swap rate for the past 2 years follows. The most notable trend here is 

the rapid decline in this rate in the past few weeks as we are close to if not at the historic lows 

seen in Q3 2016. We set out key considerations for debt hedging in Section 5.  

Graph 3. EUR 3-year swap (fixed) rates for past two 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 short-term and long-term rates of the 
various geographies), rates in all three areas have eased considerably in the past weeks.  
 
Please note that the rates below are before borrowing margins and would also be subject to 
credit spreads if fixed rates were being quoted by banks.         
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Table 2. Comparative Interest Rates as at May 31st, 2019 

  EUR GBP USD   

3-m -0.322  0.795  2.470    

2-year -0.280  0.860  1.890    

3-year -0.240  0.886  1.810    

5-year -0.110  0.933  1.870    

7-year 0.040  0.996  1.960    

10-year 0.700  1.490  2.720    

2v10 
spread 0.980  0.630  0.830  

  

 
In the UK, worries about the effect of Brexit and the political fallout from the elections on the 
UK economic outlook have resulted in UK interest rates continuing to move lower in Q2 2019. 
The brief spike in March (No Deal removed from the table) has since reversed.  
 
Graph 4. GBP 3-year swap rates over past 24 months 

 

In the US, the yield curve shape continues to evolve with the gap between 3-month and longer-

term rates now substantial. The sharp decline in US rates is also evidenced in the forward points 

with EUR/USD down from 3.55c to 3.05c since the end of April. 

Graph 5 below is for 3-year swaps over the past 24 months to show where US rates have come 

from since they started to climb in 2017. 
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Graph 5. USD 3-year swap rates over the past 24 months 

 

The concerns about the US economy possibly slipping into recession by 2020 continue to dog 

US rates with tariffs on trade with China continuing to have a major bearing on this trend. The 

fear is also possibly attributable to the fact that the economy will mark 10 years of expansion 

in July 2019 which is the longest in history. 

2.4 Summary 
    

 Interest rates globally look like they are dropping…and much faster than anticipated  

 This is usually a signal of slowing economies 

 Which in turn has much broader implacations for all of us 

 We look at debt hedging in more detail in Section 5 as it is now clearly timely to do so.   

Daily USDAM3L3Y= 07/06/2017 - 15/07/2019 (GMT)

Line, USDAM3L3Y=, 06/06/2019, 1.8400, +0.0091, (+0.50%) Price

USD

Auto

1.6

1.8

2

2.2

2.4

2.6

2.8

3

1.8400

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



 

 

9 Banking and Treasury Markets Report June 2019 

June 10th, 2019 © THE TREASURY HUB 

3. Foreign Exchange Review 
 

3.1 EUR/GBP 

Background 
 

Brexit continues to dominate EUR/GBP but largely linked to political developments. The race to 
replace Mrs. May as Tory party leader and strong Brexit Party Euro election showings have 
dominated. However, the by-election result in Peterborough allowed Labour to hold its seat and 
this could be significant. As alluded to previously, the Euro elections are on a proportional 
representation basis while the parliamentary elections are “first past the post” so the translation 
of popular vote for Mr. Farage into seats may not be as easy in a general election (assuming one 
arises) without good vote management. 

Key Observations 
 
In the last bulletin we stated “We remain of the view that if political problems come to pass as 
highlighted above, the rate will head back to EUR/GBP0.8800 at least with EUR/GBP0.9000 a 
possibility. So, with current rates over 2p stronger than this time last year, exporters are in a 
much better position for now”. And so it came to pass…again. From discussions with currency 
providers, a lot of exporters were complacent with the rate trading below 86p for much of March 
and April (and into May) and have been caught out by the recent weakening. With a heated few 
months on the UK political front ahead, the instinct is that stronger GBP is unlikely for now. 
Uncertainty is rarely positive for a currency. And with the % chance of a hard Brexit increasing 
again, EUR/GBP0.9000 must be a real possibility soon (volumes traded in July and August on the 
markets are thinner due to holidays so adverse moves can be exaggerated as a result).  
 
Graphs 7 and 8 demonstrate the trend in EUR/GBP since Brexit and since Q1 2018 respectively. 
 

 

Having benefitted from the market view that a No Deal scenario was unlikely, driving 

the exchange rate in March to levels last seen in Q2 2017, EUR/GBP has subsequently 

weakened and now sits at a level that is weaker than the 2018 average rate. As 

Theresa May has now stepped down as leader of the Tory party, the competition to 

replace her looks set to run for much of the Summer. GBP is unlikely to strengthen as 

a result.  

USD continues to tread water, but we reiterate the view that based on historic 

trends, this calm won’t remain.  
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Graph 7. EUR/GBP since Brexit Referendum  
 

 
The long-term range above remains intact: EUR/GBP0.8425 to EUR/GBP0.9050 and, as we 
pointed out in prior bulletins, in working on worst case scenarios, the upper end of that range 
needs to be assessed as a possible target and strategies established to put hedging in place 
below that level.  The short-term range that had been prevailing was breached recently. Graph 8 
highlights the recent weakening more clearly. 
 
6 and 12-month forward points are 0.60p and 1.20p respectively (added to the spot rate).   
 
 
Graph 8. EUR/GBP: 01/01/18 to date 

 
Summary 
 
High probability that next move is up towards EUR/GBP0.9000 assuming that the UK political 
uncertainty persists (which is highly likely).  
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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.  
 
Looking at Graph 9, the exchange rate range continues to narrow - currently from 
EUR/USD1.0900 to EUR/USD1.1400.   
 
Graph 9. EUR/USD: 1/1/16 to date 
 

 

Key Observations 
 
The EUR/USD holding pattern continues for now. The easing back of US interest rates 
(highlighted in the previous section) has not weakened the currency but with the global 
economic outlook looking worse, it is difficult to pick a currency that has positive prospects right 
now. Sneaking suspicion that the Chinese outlook is worse than official figures suggest.  
 
EUR/USD forward points for 6 and 12 months are +0.0160 and +0.0305 respectively. 

Summary 
 
In the previous bulletin we referenced a Reuters story that the lack of volatility in the financial 
markets had led to a reduction in FX hedging making FX options cheaper hence why it would be 
a good time to price them. Volatility in EUR/USD has increased in the past few weeks so there is 
less value there. Still too difficult to call direction in this currency pairing.   
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4. Oil and Financial Markets 

4.1 Oil Price Trends 

 
Graph 10. Oil prices: 2-year trend 

 
 
The prior bulletin stated that for various reasons “there is a sense that this may have peaked for 
now”. The price bottomed out in the past few days, partly due a statement from OPEC that it 
would cut back production to boost the price again. However, current levels are still lower than 
the 2018 average. 
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 Oil price rebound had been strong but has eased over April and May 

 But bond yields and equity markets are bouncing around a little.  
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4.2 US 

4.2.1 US Bond Yields 

 
Graph 11. US 10-year Bond Yields: 12-month trend 

 
 
This rate has fallen “off a cliff” since November from 3.2% to the current level under 2.10%. 
Remember the impact on bond prices of this fall is huge as this is a 1.1% drop every year for 10 
years. The speed and extent of this fall is worrying if it indicates a slowdown in the world 
economic outlook.  

  4.2.2 US Equity Markets 

Graph 12. Dow Jones Industrial Average: 12-month trend  

 
 
The Dow has had a rocky May/June: having breached 26,500 at the start of May, it was 24,820 
last week but is back over 26,000 again. What to make of this? A bit perplexed to be honest… tech 
drives a lot of the US market capitalization so there is a view that low interest rates boost the 
performance/profitability of larger companies. 
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4.3 Ireland 

 
Graph 13. ISEQ: 12-month trend 

 
 
Similar equity market story in Ireland except that the recovery is less pronounced than in the UK 
and still a long way below the historic high in 2007 of 9981. 
 
Graph 14. Irish 10-year bond yields: 12-month trend 

 
 
The cost of borrowing for the government continues to fall to levels so low that it could issue debt 
at no cost for periods of up to 7 years. Great news for the day-to-day cost of running the 
country…pity it applies to debt figure that is just over €200 billion. 
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4.4 UK 

Graph 15. FTSE 100: 12-month trend  

 
Similar to the US, the equity market recovery has been strong over the past few weeks. 

Graph 16. UK 10-year bonds: 12-month trend  
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4.5. Summary 

 
The biggest news story over the past few days has been the decision by one of the UK’s “rockstar” 
investment gurus, Neil Woodford, closing withdrawals from one of his funds due to concerns 
about the liquidity of the funds. Our predictions section at the start of the year reflected a view 
that a correction was probably inevitable when markets have been stable or rising for a long 
period of time. Two further observations at this juncture: 
 

1. In a recent publication by the Chief Economist of the NTMA, a quote on page 4 struck a 
chord: “The last three recessions since 1990 had proximate financial causes, following 
periods of easy monetary policy (Taylor 2013)”. We have had low interest rates since 2008 
and they have collapsed again over the past number of weeks. 

2. The Neil Woodford story comes back to liquidity risk…the risk that you cannot liquidate 
assets fast enough to realise value. Most funds (debt and equity) market next day or 2-3 
day liquidity.  
 

On the former we are looking at a confluence of the longest period of growth in the US with the 
longest period of low interest rates. In theory (and there are many who hold this view which may 
prove to be the case) that we are in a very long period of low interest rates and that it can continue 
to sustain for years to come. The conclusion seems to be that stable economic performance can 
persist alongside it. But what happens to the distribution of wealth in that scenario which is where 
the trouble is likely to emanate from? 
 
Secondly, there must be a level of skepticism about this daily/short-term liquidity claim of funds. 
To liquidate one has to have a buyer. In a falling or panicked market, sellers are many and buyers 
are few. It was liquidity, not profitability that brought down Northern Rock and also caused the 
problems for Anglo Irish Bank and others. Illiquidity can arise overnight.         
 
This is the space that we believe needs close monitoring. Financial regulation has focused (rightly) 
on the liquidity of the banking market and on the central settlement of the derivatives market to 
avoid a domino effect when markets turn for the worse. But we are not so sure that the funds 
sector has been stress tested to the same degree and it is this space that may prove to be the 
Achilles heel in the next slowdown.  
 
The message is to be vigilant and maybe now is a good time assess the liquidity of your financial 
portfolio? 
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5. Interest Rate Management 

 

5.1 Background 
 
Any company that has debt has interest rate risk i.e. an exposure to rising interest rates. 
 
The extent to which interest rates can have an impact on your business is many fold: 
 

1. Cost of your debt 
2. Compliance with banking agreements (financial covenants) 
3. Cost of debt of your customers and suppliers 
4. Consumer spending/disposable income 
5. Availability of working capital/other credit 
6. Pensions (bond and equity prices) 
7. Company valuation. 

 
We examine two of these in more detail below. 

5.2 Cost of your debt 
 
This is the obvious effect and can, in turn, be managed through the use of fixed rate and 
capped loans. The concern that we would have in this space is that floating rate positions 
being adopted by borrowers are a default position now (as a result of a long period of low 
interest rates) rather than an actual strategy (i.e. floating having considered the 
alternatives). 
 
There are a number of areas in which the cost of debt can be managed aside from fixing 
loans as we have seen costs “leak” in other aspects of negotiations of interest costs and 
rates over the years. Please also bear in mind that there can be a difference (and 
therefore, scope for negotiation) in fixed rates quoted by lenders. 
 
The very strong advice in this space is that money can be saved through a considered 
and systematic approach to managing the cost of debt. We can provide assistance in 
this space…. and would expect to be able to generate economic return for our clients in 
this space once the right questions are asked.  We believe that now is a good time to 
undertake such a review.   
 

5.3 Compliance with banking agreements 
 

There are two financial covenants that are directly impacted upon by interest rates: 

 Interest Cover (ratio of profits to interest) and  

 Debt Service (Ratio of Profits /cashflow to the sum of interest and principal 
repayments). 
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These are usually stress-tested by both banks and borrower as part of the initial loan application 

process. But they need to be monitored on an ongoing basis as they tend to be tested either 

quarterly or semi-annually (depending on the T&C in the loan agreement). 

We have several concerns here. 

Firstly, because there are at least two variables, an adverse move in both have a doubling of 

potential impact. Example: Interest Cover requires annual (pre-tax and interest) profits to be a 

minimum of 3 times annual interest. This is adversely affected either by rising interest rates or 

falling profits. If both arise at the same time, then it has a “double whammy” adverse effect. 

Secondly, there is a multiplier effect at play. Taking the above example, a minimum ratio of 3 

means that for every €100 increase in interest costs, the borrower needs to increase profits by 

€300 in order to maintain the minimum level of headroom. 

Thirdly, the proportionate effect of a small interest rate increase can be huge. Example: 

Borrower has profits of €200,000. It also has interest costs of €50,000 (being a floating interest 

rate of 4% on a loan of €1.25m). The interest rate increases to 5%. This 1% increase in interest 

rates drives the interest cost up to €62,500 or a 25% increase in the annual interest bill. The 

ratio also falls from 4 times (200/50) to 3.2 times (200/62.5) assuming that profits hold up. 

In summary, the risk in this space, ironically, is much larger when coming off low interest rates. 

5.4 Summary 
 

This aspect of financing tends to be ignored until rates have started to rise. In our experience, 

borrowers can often watch short-term rather than long-term rates with adverse consequences 

from watching the wrong indicator. The scope to save money in this space is quite significant 

but only when the key variables are identified and tied down. We are happy to assist any of you 

that would like to realise value in this space.  

 


