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GREEK POLL, ECB CUT, IRISH UPGRADE, UKRAINE RISK 

Berenberg Macro Update 

GREECE: POLITICAL RISK RECEDES SLIGHTLY 

The first round of regional elections produced no clear winner. More importantly, it had no clear loser. At the margin, this 

reduces slightly the risk that the fragile coalition of centre-right New Democracy with the centre-left Pasok could fall apart 

after the second round of regional elections coupled with the EU parliamentary elections next Sunday. The coalition has 

only a narrow majority in the national parliament with 152 out of 300 seats. New national elections are not due before 2016. 

However, Pasok leader Venizelos had indicated a serious political tail risk when he suggested in the last two weeks that his 

party may pull its 27 MPs out of the coalition if the party were to fare very badly at the regional/EU elections. 

 

While New Democracy of Prime Minister Samaras is leading in 8 of 13 regions after the first round of regional voting, radi-

cal left Syriza is ahead in the biggest region, Attica. Most importantly, though, candidates backed by the smaller coalition 

party, PASOK, came first in the races for mayor in the two biggest cities, Athens and Thessaloniki. Voters will choose be-

tween the frontrunners in each city and region in the second round of voting next Sunday, jointly with the EU parliamentary 

elections.  

 

ECB: 10BP RATE CUT ON 5 JUNE? 

The ECB may do a little less than markets expect on 5 May. According to “Der Spiegel”, ECB chief economist Praet has 

proposed a 10bp rate cut for 5 June, taking the main refinancing rate from 0.25% to 0.15% and the deposit rate from 0% to 

-0.10%. According to the Spiegel report, the purchase of government bonds and corporate paper (quantitative easing) will 

not be on the agenda at the next meeting. Following dovish comments from Draghi at the ECB’s May press conference, our 

call is that the ECB will cut rates by 15-25bp and deliver a small further liquidity initiative such as no longer sterilising the 

liquidity injection from earlier sovereign bond purchases under the SMP programme, an ABS purchase programme or more 

generous refinancing terms for banks which raise their lending to small and medium-sized companies. In the wake of the 

disappointing data for Q1 GDP, the discussion at the ECB could still evolve towards doing a little more than Praet is re-

portedly proposing.  

 

EURO PERIPHERY: CREDIT RATING CYCLE TURNING 

Credit rating agencies are beginning to reward the Eurozone’s reform progress. Ireland’s second rating upgrade by Moody’s 

this year by another two notches to Baa1 on Friday, following the January hike to investment grade, adds to the upgrade of 

Portugal by one notch to Ba2 with a positive outlook by the same agency on 9 May. The turning point of the rating cycle 

was at the end of last year when Spain and Ireland exited the Eurozone support mechanisms. Portugal followed this week-

end. But rating agencies trail markets by 1.5 years and the economy by nearly a year. Sovereign bond yields in the periphery 

have been falling since mid-2012 and the economy returned to modest growth in spring 2013. 

 

The fast succession of credit rating downgrades for the periphery in 2011 and early 2012 had aggravated the vicious circle of 

the euro crisis. As investors abandoned the periphery in droves, rising funding costs seemed to make the fiscal adjustment 

futile, deepened the recession and fuelled fears of a euro break-up. That only stopped when the ECB stepped in during mid-

2012 and ended the speculation by creating the OMT safety net. The rating agencies may be reacting late and fewer inves-

tors may depend on them for investment decisions than in the past. But they still matter as many investors still rely on them 

and many regulations, including the ECB’s collateral framework, are still based on their verdicts. The rating upgrades can 

thus support a virtuous circle now, where falling funding costs drive down real yields and stimulate growth, allowing the 

fiscal adjustment and structural reforms in the periphery to pay off faster. 

 

UKRAINE: NO DRAMATIC HEADLINES 

For once, we find no major negative headlines about the situation in Ukraine. While small skirmishes continued between 

separatists and Ukrainian forces, the absence of very bad news stands in contrast to the previous two weekends. Such a 

relative calm, if it holds, may raise the chance that the first round of presidential elections can go ahead in significant parts 

of Eastern Ukraine as well next Sunday. That would be a step forward for Ukraine. Fewer bad headlines also mitigate the 
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negative confidence effect which the Russian aggression against Ukraine can have on the European economy as a whole. 

But the situation remains very fragile, to put it mildly. 

  
 

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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