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JAPAN CONSUMERS, ITALY REFORMS 

Berenberg Macro Update 

JAPAN: CONSUMER CONFIDENCE DIPS 

2014 is shaping up to be a crucial year for Prime Minister Abe. After the easy part of Abenomics, trying to stimulate the 

economy for a while, the hard work of fiscal and structural reforms needs to begin. Japan’s first major step to reduce the 

extremely high budget deficit of 10% of GDP in 2013 is a big increase in sales tax from 5% to 8% in April. Unsurprisingly, 

consumer confidence is dipping ahead of the hike, falling from 40.5 to 38.3 in February. That is the lowest level since Sep-

tember 2011 and a bit below the long-run average of 42.6. 

 

Reforms hurt. But in an economic upswing and accompanied by massive monetary and significant fiscal stimulus they will 

be less painful than in the middle of a crisis. Unfortunately, Japan’s economy still looks shaky. Q4 GDP growth of 0.2% qoq 

was weak given how strong the monetary and fiscal stimulus was. Many indicators for Q1 look better, with industrial pro-

duction in January up by 4.6% on the Q4 average. Households bringing forward some of their purchases before the sales tax 

hike may play a role. But the emerging market turbulences may have affected exports and the dip in consumer confidence 

heralds weaker domestic demand. The government will not be surprised at these difficulties, but support for the necessary 

structural reforms may be more difficult to get if the economy is weaker. Delaying or abandoning structural and fiscal re-

forms, however, would increase the risk of Abenomics becoming a flash in a pan that would leave the Japanese economy 

even weaker than before. 

 

ITALY: RENZI REFORMS TAKING SHAPE 

That reforms hurt less in an economic upswing than in a crisis is also Italy’s bet. The new Prime Minister Renzi is starting to 

implement his reform agenda with a vote on the new electoral law in the lower house of parliament today. The reform be-

came necessary after the constitutional court rejected the old law, which ensured that the largest coalition had an automatic 

majority in the lower house. The new law, brokered between Renzi and the centre-right under former PM Berlusconi, sets a 

minimum threshold of 4.5% for parties and introduces a second round to decide the majority if no party or coalition 

achieves it in the first round. However, the reform will not make it much easier to form governments as it only applies to 

the lower house. Renzi’s plan to reduce the powers of the Senate, which is currently as important as the lower house, re-

quires a change of the constitution which may take years. 

 

Next up after the electoral law reform are: (1) a labour market reform similar to Denmark’s flexicurity system which com-

bines less job protection with more generous unemployment benefits; (2) a public administration reform; and (3) a tax re-

form. To ease the adjustment pain and increase the likelihood of implementation, Renzi is taking a leaf out of the Abenom-

ics playbook. His reform effort will be accompanied by a sizeable income tax cut of €10bn, financed by spending cuts and 

lower borrowing costs. Unlike Japan, Italy can afford such stimulus more easily with a budget deficit of 3% of GDP in 2014. 

Also unlike Japan, Italy is not at risk of a devaluation-inflation spiral thanks to the euro and ECB monetary policy. Renzi 

may not get all that he wants, but we expect his tactics to pay off. Italy is starting a second reform wave after Monti’s re-

forms in 2012.  


