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1. Executive Summary

1.1  Introduction

Welcome to the first edition of the final quarter of

THE TREASURY HUB Banking and Treasury

Markets Bulletin. 2020 has been a unique year for

our country and society but it has had significant

repercussions for business, banking and financial

markets to date. And there is ore to play out yet.

On the currency front, USD settled down in a range

around EUR/USD1.1750 having materially

weakened over the course of the Summer with the

two-year downward (i.e. strengthening dollar)

range finally breaking. As expected, EUR/GBP

was, once more, open to market sentiment that

varied with official (and unofficial) announcements

pertaining to Brexit since the end of the Summer.

Q4 will finally see the end game played out in this

space, for better or worse.

From an investment perspective while all three

equity indices that we track (ISEQ, FTSE and

DOW) are still down in the year, the DOW is close

to recovering to where it was at the start of the

year. The impact of a small number of stocks

known as the FAANGS has been significant.

Section 5 focuses on trends and items for

consideration in pensions management.

On the Brexit front, the October deadline for a deal

has technically passed over the past few days.

Both sides continue to insist that a deal is

possible. UK government statements last

weekend were not constructive or confidence

inspiring. It remains to be seen whether we are

seeing the move to a hard Brexit or political

statements being made for political purposes

ahead of some level of compromise. What is

clear is that a material number of Irish food

companies remain very exposed to a hard

Brexit with likely severe consequences for their

profitability should that scenario materialise.

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

down?

Table 1. Key Metric Movements: 2020 

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.

We continue to keep the report short and focused on

key aspects that companies need to manage from a

financial perspective.

We would reiterate our view expressed in the

previous bulletin that increased corporate activity in

the form of mergers and acquisitions will emerge over

the remainder of this year and probably accelerate in

the first half of next year as a consequence of both

Covid and Brexit.

Not all of this will be good news for Business

Owners as, in some cases, new equity investment

or the disposal of their equity interests will be

necessary due to funding issues.

For those who believe new equity may be

essential for their business to survive and grow

into 2021 and beyond, please get in touch with us

as the construction of such funding/equity

agreements is very important for you.

For those business owners who are in a better

position as regards their future prospects, we

continue to strongly advise them to start

considering their medium-term exit strategies

and all owners should look to improve the quality

of their long-term funding.

Banking is already becoming more challenging

so be proactive and get early help in the space.

Heading Metric
YTD 

move From To

Interest 3-m euribor -0.1300%-0.3790% -0.5090%

Interest EUR 3-year -0.2700%-0.2600% -0.5300%

Interest GBP 3-year -0.7140% 0.8140% 0.1000%

Interest USD 3-year -1.3760% 1.6560% 0.2800%

FX EUR/GBP 6.7365% 0.8459 0.9070

FX EUR/USD 4.8710% 1.121 1.1784

Equities ISEQ -9.624% 7315 6611

Equities FTSE 100 -22.607% 7604 5885

Equities
Dow 

Industrial -1.195% 28869 28524

Gilts IE 10-yr -0.336% 0.098% -0.238%

Gilts GB 10-yr -0.6230% 0.794% 0.171%

Gilts US 10-yr -1.1197% 1.882% 0.762%
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1.3  Forward-looking Indices

Forward-looking indictors known as Purchasing

Manager Indices or PMIs are useful to monitor the

economic outlook for Ireland and the UK. Readings

above 50 indicate expansion while below 50

denote contraction. Current month readings

(September) give different stories for Ireland and

the UK with the former mostly in contraction

territory while the latter has all three metrics

showing expansion. UK readings may be

susceptible to a downward adjustment if a Brexit

deal is not done shortly. This will also impact on

certain sectors of the Irish economy e.g. food.

Table 2. Irish and UK PMI readings

1.4  Brexit

As referenced on the prior page, Brexit is

approaching the endgame for better or worse. The

signs last week were not good. However, one

always hopes that, as in all political matters,

compromise can be reached at a late stage to

avoid a hard Brexit. The UK economy, given the

impact of the pandemic on it, does not need

unnecessary further trading difficulties. However,

as the decision was initially taken based on non-

economic variables, we cannot safely conclude yet

that common sense will prevail. Accordingly, those

who export to the UK should produce 2021

budgets in the coming weeks based on two

scenarios: soft and hard Brexits.

1.5 Treasury Hub Activities

The last few months has seen significant

engagement with clients aided by grants from

enterprise Ireland, inter-trade Ireland and

LEOS. It is also seen a big increase in our

engagement with banks on behalf of clients.

We continue to advocate early engagement

with your advisors if either (a) you believe that

the company is in or is likely to be in financial

difficulties in the coming 3 to 6 months or (b)

your current bank facilities expire by the end of

2021.

1.6  Conclusion

Pace and shape of economic recovery will 

directly correlate with public health policy 

efficacy. Entering the second lockdown phase 

at a key time of the year for retail will be a 

challenge. Please support local businesses in 

the coming months. 

For further details, please email Chris Ball. 

2.1  EUR 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

ECB has continued to maintain high levels of

liquidity in the markets. In what is a recurring

theme in 2020, the 3-month euribor rate has fallen

again to a new all-time low in the past few weeks

breaking through the -0.50% barrier in the process.

Whilst the policy of negative interest rates has

been of very significant benefit to governments in

driving down the cost of public sector borrowing

(you will note from the table on the previous page

that the cost of borrowing for the Irish government

continues to fall further into negative territory

despite the economic impact of the pandemic), as

previously mentioned in past bulletins, these lower

rates are not being passed on by the banks to Irish

corporates and SMEs. Negative rates are also

having an effect on deposits in an environment

where the level of deposits are increasing (due to

lower consumer demand as a result of the

pandemic). The danger in this scenario is that

investors begin to invest funds in high-risk

instruments which do not reflect a fair risk/reward

trade-off. Despite the bounce back of the equity

markets there is still a lot of nervousness about the

medium-term prospects for a lot of businesses and

economies.

The net result of all of the above is that:

1. The lowest rate that SMEs can hope to 

achieve in the cost of funds is 0%

2. The medium-term outlook for interest rates at 

this point in time is for no upward movement of 

any material nature

3. The negative interest rate environment is likely 

to place upward pressure on borrowing 

margins and

4. Economic slowdowns inevitably lead to 

borrowers breaching terms and conditions 

of their loan agreements. This tends to 

result in both higher margins and possible 

refinancing fees in return for banks waiving 

the event of default.

Value will best be extracted in this space

through using our benchmarking service to

ensure that the margins being charged are fair

and through proper structuring of loan

agreements.

Variable Ireland UK

Manufacturing PMI 50.0 54.1

Services PMI 45.8 56.1

Construction PMI 47.0 56.8

2. Interest and Economic Review
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Graph 1. 3-m Euribor: five-year trend

This graph shows that the 3-month Euribor rate has been below zero for five years now. It is equally fair to

observe that the benefit of these rates has not passed to borrowers in any significant manner. The spike in

March was the initial reaction of the markets to the pandemic but at this point in time we do not expect further

spikes as a result of second waves or lockdowns. The general prognosis is that economic outlook for the full

year of 2020 and 2021 is not as bad as initially envisaged in April of this year. This, of course, is all relative

but it equally does not suggest any upward movement in interest rates for the foreseeable future. We reiterate

that our relationship with Treasury Hub firms nationwide will ensure that we can benchmark your borrowing

margins in an objective manner and this will become even more important for borrowers as we head into

2021.

Graph 2. EUR 3-year swaps: ten-year trend 

Graph 2 shows the trend in 3-year (fixed) rates (pre-margin) over the past decade. Similar to the graph for 3-

month Euribor, these rates have been largely negative for the past five years. Given that the 3-year rate

above is actually lower than the 3-month rate, the markets would normally interpret this as long-term interest

rates going nowhere in the short to medium term. As referenced in previous bulletins, as banks are unlikely to

offer fixed rates below 0% (pre-margin), from a debt management perspective, the best borrowers will be able

to do is extend the period for which they can fix at 0% (pre-margin). One final note in this regard. The yield

curve currently shows fixed rates being below zero out to 30 years. Not a good sign for depositors or pension

funds. See Section 5 for more on this.
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2.2  UK and US interest rates

Both UK and US interest rates bottomed out and

started to recover a little over the course of the

summer. Since then, UK rates have softened a

little, most likely due to fears around Brexit while

US rates have held firm. The outcome of the

presidential election will probably have an impact

on US rates in due course. So far, financial

markets have not reacted adversely to the

ballooning funding deficits in either country.

Graph 3. GBP 3-year swap rates: five-year trend

Graph 4. USD 3-year swap rates: five-year trend 

trend

2.3 UK Economic Outlook

While PMI readings are still in positive territory, we

await the Q3 GDP reading to assess the pace of

recovery after contraction in both Q2 (by -19.8%)

and Q1 (of -2.5%). Consumption fell by 23% in Q2

retail sales have grown for 4 months in a row from

May to August inclusive. Unemployment rose to

4.5% in August (furlough schemes hiding the true

figure). Government debt at the end of August was

£2.02 trillion equating to 101.9% of GDP. Brexit

remains an additional risk/threat to the economy.

We continue to hold a pessimistic view of the 

outlook for the UK for now. 

2.4 US Economic Outlook

With no furlough schemes, US unemployment

leaped to 14.7% in April but has steadily declined

to 7.9% in September. Similar to the UK, we await

the Q3 GDP figures to assess the pace of

economic after Q2 GDP fell at an annualized rate

of (32.9%). Inflation has increased to +1.4% and

retails sales are up for 5 months in a row. The

housing sector continues to recover with building

permits (planning permissions) at their highest

since March 2007.

No progress to report on the US/China trade talks.

Outcome of the presidential election will be a key

driver of economic recovery given the different

policies of the prospective candidates.

2.5 Political Outlook

As we enter the final few weeks in the US

presidential race, Joe Biden leads Donald Trump

in the polls. However, there have been increased

efforts to link the former with side deals undertaken

by his son and it does appear to be having some

negative impact. The real risk here is one of civil

disobedience in the aftermath of the election

should the result be contested. See Section 3 for

possible currency implications of this.

In the UK, Boris Johnson’s position continues to

look somewhat precarious due to his handling of

the pandemic, Brexit and the economic

consequences of both. Whether or not the Tories

implode over this remains to be seen but watch this

space.
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3.1  EUR/GBP

3.1 EUR/GBP

2020 has been a rollercoaster year for

EUR/GBP with significant volatility in the rate,

especially in Q1. Our directional calls in this

exchange rate have been good for the year-to-

date. Over the course of the summer we

flagged a “holding pattern” of 88p to 92p and

this has remained intact.

The ebb and flow in the exchange rate over the

past few weeks has been almost exclusively driven

by rumours around progress (or lack thereof) in the

Brexit negotiations. Whilst it was originally

envisaged that a final decision would have been

reached at the meeting of the various prime

ministers last weekend, the door remains open to

conclude some type of deal over the coming

weeks. However time is running out and the impact

of a hard or soft Brexit on this exchange rate will be

material. We would expect a range of 87p to 94p

over the coming weeks depending on the

outcome. This is a large range especially in the

context of businesses that may be operating on low

profit margins on UK sales and purchases. We

previously suggested considering the appropriate

use of FX options from a strategic perspective but

only for more sophisticated companies and only

with independent advice on the use. Time is

running out in this space also now.

Graph 5. EUR/GBP in 2020

As regards setting rates for 2021 budgets, we

would suggest holding off for the moment as, given

the very wide range indicated above depending on

the outcome of the Brexit negotiations, it will be

better to set 2021 budget rates when the outcome

of the negotiations is known.

Get in touch if you require further details on the

development of currency hedging strategies.

3.2  EUR/USD

We continue to use a five-year trend graph for

EUR/USD as it helps to put in context the moves of

2020. As mentioned in previous bulletins, the

downward (USD strengthening) trend which had

prevailed since Q1 2018 in EUR/USD finally

reversed. Having peaked at EUR/USD1.1929 over

the summer, this exchange rate has treaded water

in quite a narrow range for the past few weeks.

This is mainly due to the markets seeking to

assess both the long-term economic impact of the

pandemic and the likely outcome of the US

presidential election.

Graph 6. EUR/USD: five-year trend

Our concern over the coming weeks is less about

the actual result of the election and more around

the possible civil disobedience that could

potentially follow in the event that the election is

disputed by Mr. Trump. There have been a lot of

articles and books written in the recent past about

the possible constitutional fracturing of the US from

break-up (creation of a number of

“countries”/secession within the US) to civil war to

gradual reduction in its role as the number one

global economic power. This third option appears

more likely at this point unless there is major

constitutional change. But don’t rule out a short

period of turmoil post-election which would have an

immediate adverse impact on EUR/USD.

3.3 Summary

We reiterate our view that it is time to push

currency management back to the top of the

agenda given the knock-on effect of adverse

currency movements on cashflows, debt

repayment ability and investment capacity.

3. Foreign Exchange Review
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4.1 Oil

Graph 7. Oil prices: two-year trend

Oil prices have not managed to move back towards

the $50 mark over the past few weeks despite

attempts by OPEC to control supply and the

(annual) impact on supply of hurricane season.

Equally, it has held at the $40 mark despite a poor

global economic outlook. This tight range trading

has been perplexing for many oil market traders,

especially against the backdrop of a very volatile

Q1 and Q2. Difficult to call the next material move

directionally so you need to monitor closely from

now.

4.2 Gold Price Trends

Graph 8. Gold prices: two-year trend

For the moment we will continue to monitor the

price of gold given its tendency to act as a hedge

for some traders against adverse economic

outlooks. And while the global outlook is not as

bleak as it previously was earlier in the year,

equally one could argue that markets have yet to

really factor in the impact of huge government

borrowing on future economic prospects. Hence

why it remains worthwhile to keep an eye on this

commodity into 2021.

4.3 Equity Markets

Graphs below are 2020 trends for ISEQ, FTSE and 

DOW. While all three have recovered to varying 

degrees, the trend in the UK has been different to 

the other two. Equity markets globally have 

continued to benefit from loose fiscal policy for now 

underlying despite uncertain economic prospects 

(especially for different sectors) across the world 

as we head into 2021. Investors have got a strong 

return (and have been protected from a negative 

interest rate environment) as a result of equity 

market investments in Q2 and Q3 of this year. 

Whether or not this is sustainable remains to be 

seen. Section 5 covers emerging trends for 

pension investment. Worth a look.

Graph 9. ISEQ

Graph 10. FTSE

Graph 11. DOW

4.  Wealth Management
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The content below looks at issues and opportunities within the pensions industry over the coming months and

years from a risk perspective albeit not in the way that many in the pensions industry might consider. It

assesses it under four headings: fees, education, current trends and future dynamics and actions.

5.1 Fees

Fees are payable normally based on a percentage of the assets held in the underlying pension fund of the

individual. As they are paid from the fund/trust itself, they tend to be subject to less probity. It is suggested

that all funds should produce an annual statement analysing the movement between opening and closing

fund balance between contributions made, investment return and fees deducted. The linkage between fee

and performance also has a challenge: if one does as one is advised and assesses performance over many

years, it will be many years before consistently poor performance is identified – the cost to the investor in that

scenario being not only the fees paid but, more importantly, the underperformance of the fund in the hands of

said investment managers. In an interesting article in the FT a number of weeks ago, it suggested that where

a particular fund tracks the benchmark index, such fund manager does not require an active manager

payment. In the case of equity investment, delivery of outperformance deserves reward. If one was to assess

the total management in the context of performance above an easily tracked benchmark, the cost of stock

picking could be very high indeed. Passive management can be undertaken in a relatively cheap manner. So

maybe consider the scale of management fees in the context of index outperformance.

5.2 Education 

It has always struck me that we spend up to 20 years of our lives learning and studying to get a job and a

source of income that will see us through a working life of 40 years. However, with increased longevity,

workers can easily expect to be at least 20 years retired at the end of their working life. But there is little or no

learning or studying to ascertain how one can have adequate sources of income for those 20 years of

retirement. Why? Arguably the ability to fund retirement is at least as important as funding our working life as,

in our later years, our level of independence diminishes/level of dependence increases,.

The very existence of and need for pensions regulation in itself is a very uncomfortable truth: it’s to protect

ordinary citizens from being ripped off in one way or another by those to whom they entrust saving for their

future livelihood. It also creates unnecessary cost and grief for those pensions industry players that operate to

high ethical standards.

As in so many other facets of life, knowledge is power. The knowledge is clearly skewed in favour of the

industry. The benefit is obvious. If more people were made aware in their working lives of the tax efficiency of

pension arrangements and the likely outlook for their post working lives in the absence of bad or no pension

investment, I believe that more people would invest in their future financial well-being. Ultimately the objective

in the space is to help people to help themselves. And a modest investment of your time could materially

reduce the financial burden of your retirement years.

5.3 Current Trends

Impact of mega companies. The S&P 500 was up about 6% this year in the middle of September but stripping

out the performance of the five tech superstars, the figure was down 2%.

A few weeks ago (according to the FT), Apple was worth more than the entire FTSE 100 index!

Bond yields are so low that one large investment bank estimated that the global bond market (including high

risk high yield and emerging market bonds) is now yielding just 1%.

A low interest rate environment shifts the focus onto higher risk investments in seeking returns. But is the

risk/reward trade-off balanced?

5. Pension  Trends and Consideration



Watch liquidity. The biggest concern in the development in funds and ETFs is the illiquidity either of the assets

themselves or potential illiquidity in the event of a major sell-off in particular shares or bonds. In theory, bonds are
very liquid but who is going to buy them if trillions of euros of investors want to sell out at the same time?

There has been a recent increase in investment trusts. A lot are being established to invest in private companies,

infrastructure and real estate. By definition, they are not liquid but that doesn’t mean that they are not good
investments. They may need to be added to your portfolio in order to broaden risk but be careful about having too
much of your portfolio invested in such products

The last is the emergence of what are known as SPACS (special purpose acquisition vehicles) where founders
raise money through a listing on a stock exchange and then find businesses to buy within a set period. Could be

good but watch the fees and governance I would suggest.

And on that last point of governance, there has been a tendency for some flotations to allow people with minority
shareholdings to still control companies. Again the FT carried stories recently about both Lagardere where the

managing partner controlled the group with only a 7.3% stake and Planatir where three investors/cofounders “are
effectively guaranteed long-term control of the company, even if their personal shareholdings dwindle to almost
nothing.” Even if it is not illegal, is this the sort of governance that you want to buy into?

5.4 Future Dynamics and Actions

This is the crystal ball gazing bit but maybe some or all of the following are worth considering.

• Impact of China is going to continue to grow. This week Chinese government debt has been added to world

bond indices and given their appetites to invest abroad, the impact of China on both debt and equity markets
in the years ahead will be material.

• Consider constructing a portfolio around those that are best in class. Best in class companies tend to weather

storms better than their competitors so small investments in a broader range of the best may make sense.

• Need to consider if specialists are the way forward (as they ought to permit outperformance) or if they

represent a risk with their narrow focus? Again, maybe construction of a portfolio with several such specialists
is worth considering.

• The impact of ESG on investment trends is here for the long term and, in general, is a welcome development.
Certainly, the need for transparency and ethics in business has never been greater. But both retail investors
and consumers underestimate the power that they have in shaping companies’ behaviour in the future.

• Given that savings ratios are at all-time highs and, taking on board the above suggestions on the education
front, there may be an opportunity for retail investors to invest in certain types of projects. By way of example,
there is and will be a continuing need to invest in infrastructure projects of the future (water, energy, etc).

Given the need for fairness in the wealth distribution stakes, maybe it’s time to empower more people to have
a direct stake in the wealth generation of the next few decades?
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