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• Economic activity in the opening months of this year has held up better than 
anticipated, with labour markets also proving resilient and underlying inflation 
remaining elevated.

• The main central banks have raised interest rates further, though they have also 
become more circumspect about future moves as developments in the banking 
sector add an additional layer of uncertainty to the economic outlook.

• The banking sector woes have contributed to a notable change in market expectations 
for interest rates. The Fed is now seen embarking on a rate-cutting cycle fairly soon.

• We don’t envisage the Fed lowering rates this year and expect the ECB to hike rates 
further over the coming months.

• After falling below parity last autumn, the euro has rebounded strongly against the 
dollar as the ECB has accelerated monetary policy tightening and we expect it to 
trend gradually higher over the remainder of this year.

• Sterling has been trading in a narrow range against the euro since the start of this 
year. We see the pound continuing in this vein for a while longer albeit with a slight 
weakening bias.  

Summary



Source: Bloomberg, Bank of Ireland forecasts

Source: OECD (March 2023)

Central Bank Interest Rates (%) Current End-Jun 23 End-Sep 23 End-Dec 23 End-Mar 24

Fed 4.75-5.0 5.0-5.25 5.0-5.25 5.0-5.25 5.0-5.25

ECB (Deposit Rate) 3.00 3.50 3.50 3.50 3.50

BOE 4.25 4.50 4.50 4.50 4.50

GDP Growth* 2022 2023(f) 2024(f)

Global 3.2% 2.6% 2.9%

US 2.1% 1.5% 0.9%

Euro area 3.5% 0.8% 1.5%

UK 4.0% -0.2% 0.9%

FX** Current Q2'23 Q3'23 Q4'23 Q1'24

€/$ 1.09 1.07-1.11 1.08-1.12 1.10-1.14 1.12-1.16

€/£ 0.88 0.86-0.90 0.86-0.90 0.87-0.91 0.87-0.91

£/$ 1.24 1.22-1.26 1.22-1.26 1.23-1.27 1.25-1.29

**Current Rate is as of 31st March 2023

*Annual % change, constant prices

Source: Bloomberg, Bank of Ireland Forecasts
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Economy

Global

US

Euro area

UK

According to the OECD, global GDP growth moderated to 
3.2% in 2022 from almost 6% in 2021. High frequency data 
suggest the world economy began 2023 on a relatively 
soft note, albeit the Global Composite PMI did return to 
expansionary territory (>50) in February for the first time 
since July last year. While the OECD expects growth to 
slow further to 2.6% in 2023, this is a slight upgrade on 
its previous forecast (though its latest projections pre-
date the turmoil in the banking sector) as an easing of 
inflationary pressures is seen contributing to a pick-up in 
activity as the year progresses.      

GDP growth in the US slowed to 2.1% last year, from 5.9% 
in 2021, reflecting a combination of the rebound from the 
pandemic running its course, a squeeze on household 
spending from high inflation, and tighter financial 
conditions as the Fed raised interest rates. The latter 
will continue to dampen growth in 2023, but declining 
inflation - headline PCE inflation has fallen by more than 
1.5 percentage points from its peak of 7% last June - will 
help ease the burden on household incomes. The labour 
market has remained resilient so far, with the economy 
continuing to add jobs and unemployment remaining low 
although wage growth has moderated.

2022 was very much a year of two halves for the Euro 
area economy. The lifting of COVID-19 public health 
restrictions contributed to a strong increase in GDP over 
the first half of the year, but this gave way to much more 
subdued activity over the remainder of 2022 with output 
stalling in the final quarter. Headline inflation has fallen by 
almost 4 percentage points in recent months and is  likely 
to decline further over the course of this year. This will 
support consumer spending, but higher interest rates and 
a weaker global economy are still likely to dampen overall 
GDP growth in 2023. 

Having expanded at a solid pace in the first quarter 
of 2022, the UK economy effectively stalled over the 
remaining three quarters of the year. The impact of high 
inflation and tighter monetary policy was exacerbated 
by the fall-out from September’s ill-fated ‘mini-budget’, 
which contributed to a decline in consumer and business 
confidence and spike in mortgage interest rates (with 
the latter weighing on the housing market). Nonetheless, 
high frequency data suggest the economy is holding up 
better than anticipated, while an expected deceleration 
in inflation during 2023 on the back of falling energy 
bills will ease the ‘cost of living’ pinch on households and 
contribute to a recovery in consumer spending.         

 US GDP (annual % change, constant price)

 UK GDP (annual % change, constant prices)

Source: BEA

Source: ONS
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Interest Rates

Fed

ECB

Bank of England   

The Fed raised interest rates by 25bps at its first meeting of 
2023 in early February and seemed set to hike by 50bps in 
March following stronger than expected labour market and 
inflation data. However the collapse of Silicon Valley Bank 
and the spill-over to financial markets limited the increase 
to 25bps, with the Fed noting that “these developments are 
likely to result in tighter credit conditions…and to weigh on 
economic activity, hiring, and inflation (though) the extent 
is uncertain.” In relation to future rate moves, the Fed 
said some “additional firming” may still be needed, with its 
updated projections pointing to one further 25bps increase 
(to 5%-5.25%). While the peak in rates may be close at hand, 
the Fed has indicated it is unlikely to cut them anytime soon, 
given inflation is still “too high” and expected to remain well 
above target through this year. This is at odds with current 
market pricing, which envisages the Fed lowering rates from 
around the middle of this year.  

The ECB raised interest rates by 50bps in March and 
noted that, on the basis of its updated forecasts - which 
show inflation remaining above the 2% target over most 
of the period 2023-2025 - further rate increases would be 
warranted. However the forecasts were prepared prior to 
the turmoil in the banking sector and, given the resulting 
uncertainty, the ECB refrained from giving any formal 
guidance on the future path for rates, saying it would make 
its decisions on a meeting-by-meeting basis. The market 
is pricing in a further 50bps increase in rates by July this 
year, around 50bps less than expected immediately before 
the banking shock. The latter is likely to have a dampening 
effect on growth and inflation, but perhaps not enough to 
prevent the need for some more policy tightening.

The MPC increased interest rates by 25bps to 4.25% in 
March. It noted that there had been “large and volatile 
moves in global financial markets” due to stresses in the 
banking sector, and said it would “monitor closely the effect 
on credit conditions” and the impact on the economy. 
While it expects headline inflation to fall sharply this year, 
largely due to lower energy prices, it said the extent to 
which domestic inflationary pressures ease  - underlying 
inflation is currently running at over 6% - will depend 
on, among other things, the impact of rate increases to 
date, adding that “if there were to be evidence of more 
persistent (price) pressures, further tightening…would be 
required”. The market expects the MPC to hike once more, 
to 4.50%, and sees it starting to lower rates by year-end. 

 Federal Reserve Fed Funds Rate   USD 5-Year Swap Rate

 ECB Deposit Rate   EUR 5-Year Swap Rate

 Bank of England Rate   GBP 5-Year Swap Rate

Source: Bloomberg

Source: Bloomberg

Source: Bloomberg
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Currencies

Dollar

Euro

Sterling

The first six months of the Fed’s interest rate-hiking cycle 
(which began in March 2022), during which it raised its key 
policy rate by 300bps, was accompanied by an appreciation 
of the dollar, but this was partially reversed subsequently as 
the Fed stepped down the pace of rate increases. The recent 
turmoil in the banking sector, though originating in the US, 
saw the dollar temporarily gain a little ground given the more 
risk-averse environment. It has also led the market to price in 
a series of Fed rate cuts beginning early in the second half of 
the year, which if this were to come to pass would weigh on 
the dollar. Tighter credit conditions as a result of the banking 
shock may do some of the Fed’s job in terms of dampening 
economic activity and helping to bring down inflation, but 
this is a reason to think it might be done raising rates rather 
than an argument for lowering them.  We don’t expect the 
Fed to cut rates this year, hence we see the dollar ‘holding its 
own’ for a while longer yet. 

The euro fell to a circa 20-year low of $0.95 in September 
last year (from around $1.13 at the start of 2022) as the ECB 
lagged the Fed in raising interest rates, but has recovered 
strongly since then as the former has stepped up the scale 
of tightening, trading up to a 2023 to date high of $1.10 
in early February. We expect the single currency to make 
modest gains against the dollar over the remainder of this 
year as the ECB raises rates further in response to elevated 
underlying inflation (which has continued to set new record 
highs recently), even if developments in the banking sector 
weigh on economic activity to some extent. It is likely to 
accelerate its gains against the dollar if, as we expect, the 
ECB lags the Fed in cutting interest rates, though this is 
perhaps more of a story for 2024.  

Having fallen sharply in the immediate aftermath of 
last September’s ill-fated ‘mini-budget’ the pound has 
regained ground against both the euro and the dollar. 
It has tended to move broadly in lockstep with the euro 
against the dollar more recently, leaving it trading in a 
relatively narrow range against the single currency albeit 
with a slightly weakening bias.  We see this continuing to 
be the case for the most part, with the pound eking out 
modest gains against the dollar over the remainder of this 
year. The Bank of England is more advanced than the ECB 
in terms of hiking rates (having begun earlier and done 
more), and is likely to raise rates by less from here (and 
to be ahead of the ECB in commencing any rate-cutting 
cycle). Hence we expect sterling to gradually weaken 
against the euro over the rest of this year and into 2024.   
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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 Union (Markets in Financial Instruments) 
Regulations 2017 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 1st April 2023 and is based on information available to BOI before that date. 
This document is the property of BOI and its contents may not be reproduced, either in whole or in part, without the express written consent of a suitably authorised 
member of BOI. Bank of Ireland is authorised and regulated by the Central Bank of Ireland. Authorised by the Prudential Regulation Authority and with deemed variation 
of permission. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. The nature and extent of consumer 
protections may differ from those for firms based in the UK. Details of the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a limited 
period while seeking full authorisation, are available on the Financial Conduct Authority’s website. 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 C1.
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