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UKRAINE RISK, GERMAN TAX BONANZA, SPANISH BANKING 

Berenberg Macro Update 

UKRAINE: NO EASING OF TENSIONS 

The pre-Easter Geneva accord seems to have changed little on the ground. Instead, the shootout at a separatist checkpoint 

in Sloviansk with at least 3 casualties and the refusal of pro-Russian activists to leave occupied buildings threatens to unravel 

the accord. One small positive is that OSCE monitors are becoming more active in Eastern Ukraine, for example by trying 

to investigate the events in Sloviansk. 

 

Truth is the first casualty of war. From afar, we cannot fully judge what is happening. Unfortunately, the chain of events 

over the last three weeks and the Russian "reporting" about Ukraine could be consistent with the risk scenario that Russia is 

trying to create a pretext for open armed intervention. More precisely, a pretext that its own Russian population would 

accept. If so, whether or not Russia may be doing so to press political demands on Ukraine (the less malign scenario) or to 

actually invade and annex further parts of Ukraine beyond Crimea (the really malign scenario) would be the big question. 

So far, the Russian actions against Ukraine look set to cause a modest and temporary setback to economic confidence and 

the pace of the upswing in Europe in Q2. After a good Q1, that would be bearable. We are still comfortable with our 1.3% 

call for Eurozone growth in 2014, noting that consensus seems to be edging towards our view. But actual war in the neigh-

bourhood, or the threat of war hanging like a sword over Europe, could make for a bigger setback. 

 

GERMAN TAX BONANZA 

Strong domestic demand is boosting German tax receipts, up 7.2% yoy in March, bringing the yoy gain for Q1 to 3.7% 

according to the German finance ministry. The increase was largely driven by income and sales taxes as German consumers 

are opening their purses amid a rise in employment to new records. Helped by a mild winter, German GDP probably rose 

0.8% in Q1, on track for our above consensus call of 2.3% growth for 2014 despite a likely setback for Q2 GDP (we project 

0.4% qoq for Q2).  

 

Over time, the coming minimum wage and the costs of more generous pension benefits will gradually erode some of Ger-

many’s fundamental strength. But that is a long-term issue, hurting trend growth rather than the momentum of the current 

cyclical upswing.   

 

SPAIN: BANKING SECTOR REFORMS BEGINNING TO PAY OFF 

One and a half years after sweeping reforms and recapitalisations, Spain’s financial sector is showing serious signs of im-

provement. The non-performing loans ratio fell to 13.4% in February, the second modest decline in a row (see chart). This 

could be a proper trend change, contrary to the last drop in late 2012 when the bad bank Sareb took over bad loans from 

banks. Spain’s small and medium sized enterprises, the back-bone of its economy, could benefit from better-capitalised 

banks. Interest rates on loans of less than €1m for up to 5 years to companies have dropped by nearly 200bp since the peak 

in August 2012 from 6.63% to 4.65% in February 2014. The rate still puts Spanish companies at a disadvantage over their 

German counterparts, which pay 100bp less. But the spread has narrowed by nearly two-thirds since the peak. While loan 

volumes are still falling, the pace of decline has slowed. Overall lending to non-financial corporations was down 11.4% yoy 

in February in Spain, still bad but improved from a trough of -20.0% in June 2013. 

 

Spain’s economy is back to growth. Spain’s banking reforms of 2012, which were helped by a €42bn partial Eurozone bail-

out, seem to be paying off. The Spanish experience highlights the potential positive impact of decisive action of sorting out 

the banks. The ECB’s asset quality review and the stress tests over the next few months could finally advance this process. 

But the Spanish experience also shows that there is often a delay between the reform and the observed improvement, which 

may be a bit shorter for the Eurozone as a whole as the problems are less severe than they were in Spain. 

Chart: loans in Spain with doubtful debtors (€bn) 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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