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Overview The ECB Governing Council eased monetary policy at its December 3 meeting in light of ‘downside
risks’to the economic outlook. It cut the deposit rate by 10bps to -0.3% and extended its asset purchases programme
(QE) by six months to March 2017, though it kept the pace of purchases at €60bn a month. The measures
announced fell short of what the market thought the ECB would deliver (a larger deposit rate cut and an increased
rate of monthly asset purchases), prompting a sizeable enough reaction with the euro strengthening, bond yields
rising and stocks falling. Meanwhile, the Fed finally raised interest rates at its December 15/16 meeting, lifting the
target range for its key policy rate by a quarter-point to 0.25% to 0.5%. This was what the Fed had pretty much
told the market to expect, hence the reaction to the decision was relatively muted. Looking ahead, the Fed says it
expects economic conditions to ‘evolve in a manner that will warrant only gradual increases’ in interest rates, and
its projections indicate that a further four quarter-point rate hikes may be appropriate by the end of 2016. While
this is a slower pace of increase in rates than seen in previous tightening cycles, it is still more than the two hikes
the market is currently pricing in. The latter is likely to prove too sanguine in our view, which suggests that the
dollar will strengthen against the euro next year as the Fed raises interest rates by more than the market expects.
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Forecasts [ 2016 2016 2016
Exchange Rates
ECB eases policy again
1.08 1.06 1.05 1.05
UK unemployment falls further
Fed raises interest rates 0.72 0.70 0-69 0.70
1.50 1.51 1.52 1.50
Swap Rates
(5 year)
Euro Area ‘
Euro Area 0.25 0.35 0.50 0.65
Centlfal Bank Jan 26/27
Meetings
Feb 12 Jan 28 Jan 29 1.50 1.70 2.00 2.20
Inflation Jan 5 Jan 19 Dec 23
1.70 1.90 2.20 2.40
Labour Market Jan7 Jan 20 Jan 8




GDP increased by 0.3% g-o-q in Q3 2015 driven largely by
a further increase in consumer spending. Investment was
weak again in the quarter, while export growth slowed. The
latest PMIs point to another moderate increase in GDP in
Q4. Employment rose for an eight consecutive quarter in
Q3 and the unemployment rate continues to fall (10.7% in
November). Inflation has moved out of negative territory,
though at 0.2% it is still subdued. In light of ‘downside
risks’ to the economic outlook, the ECB eased policy at
its December 3 meeting. It cut the deposit rate by 10bps
to -0.3% and extended QE by 6 months to March 2017,
though it kept the pace of asset purchases at €60bn a
month. While significant, the measures fell short of what
the market expected, prompting a rebound in the euro, a
rise in bond yields, and a fall in stocks. The ECB says it will
continue to monitor closely the outlook for inflation and will
act again if necessary.

UK unemployment falls further

The second GDP estimate confirmed that the economy
grew by 0.5% g-o-q in Q3 2015. Consumer spending
was the main driver of growth, albeit business investment
picked up from Q2. Net exports, in contrast, made a
negative contribution to GDP growth. The composite PMI
rose in October and November - reflecting strengthening
services activity for the most part - and points to a
slight pick-up in growth in Q4. The unemployment rate
(5.2%) has fallen to its lowest level since May 2008,
but earnings growth has slowed recently, which the
BoE suggests may be partly due to subdued inflation
dampening pay settlements. The BoE has also indicated
that the slowing in earnings growth is likely to delay an
interest rate increase, though whether it holds off until
Q1 2017 as the market currently expects is debateable.
Sterling has weakened to over 72p against the euro from
a recent high of sub 70p.
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Fed raises interest rates

The economy expanded by 0.5% g-o-q in Q3 2015,
slightly stronger than initially estimated (0.4%).
Consumer spending and business investment increased
at a solid pace, but export growth slowed reflecting
weaker global demand and the dollar’s appreciation.
The latest indicator data point to an increase in GDP of
around 0.5% again in Q4. Headline PCE inflation has
moved up recently but remains subdued at 0.2%, while
the unemployment rate continues to edge lower and
at 5% is broadly in line with the Fed’s estimate of ‘full
employment’. The continuing improvement in the labour
market prompted the Fed to raise interest rates by a
quarter-point at its December meeting (the new target
range for the federal funds rate is now 0.25%-0.5%), the
first increase in rates in more than nine years. Its latest
projections point to a further four quarter-point hikes by
the end of 2016.
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Disclaimer

This document has been prepared by the Economic Research Unit at The Governor and Company of the Bank of Ireland (“BOI”) for information
purposes only and BOI is not soliciting any action based upon it. BOI believes the information contained herein to be accurate but does not warrant
its accuracy nor accepts or assumes any responsibility or liability for such information other than any responsibility it may owe to any party under
the European Communities (Markets in Financial Instruments) Regulations 2007 as may be amended from time to time, and under the Financial
Conduct Authority rules (where the client is resident in the UK), for any loss or damage caused by any act or omission taken as a result of the
information contained in this document. Any decision made by a party after reading this document shall be on the basis of its own research and not
be influenced or based on any view or opinion expressed by BOI either in this document or otherwise. This document does not address all risks and
cannot be relied on for any investment contract or decision. A party should obtain independent professional advice before making any investment
decision. Expressions of opinion contained in this document reflect current opinion as at 18th December 2015 and is based on information available
to BOI before that date. This document is the property of BOI and its contOents may not be reproduced, either in whole or in part, without the
express written consent of a suitably authorised member of BOI.

The Governor and Company of the Bank of Ireland is regulated by the Central Bank of Ireland. In the UK, The Governor and Company of the Bank
of Ireland is authorised by the Central Bank of Ireland and the Prudential Regulation Authority and subject to limited regulation by the Financial
Conduct Authority and the Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation
Authority and regulation by the Financial Conduct Authority are available from us on request. The Governor and Company of the Bank of Ireland is
incorporated in Ireland with limited liability. Registered Office - 40 Mespil Road, Dublin 4, Ireland. Registered Number - C-1




