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MACRO UPDATE: PORTUGAL COURT, SPAIN BOOST, CHINA SENTIMENT 

 

PORTUGAL: THE COURT STRIKES AGAIN 

Portugal’s constitutional court continues to thwart the government’s attempts to force public sector workers to contribute 
to the rebalancing of the economy. It ruled on Saturday against salary cuts of 2% to 12%, which would have saved €1bn this 
year. As the ruling is not retroactive, savings will be reduced by €500m this year. The court also ruled against some reduc-
tions in pensions, sickpay and unemployment benefits, estimated to be €200m. The overall hit to the austerity programme is 
likely to be €700m or 0.7% of GDP this year and much more next year. 
 
The decision will not end or reverse the recovery. The government has managed to find alternative savings after such court 
decisions before and we expect higher growth and lower borrowing costs to help achieve the deficit targets of 4% this and 
2.5% next year. The commitment to fiscal rebalancing should not be in doubt, despite the end of the bail-out programme in 
May. Portugal achieved a deficit of 4.9% in 2013, undershooting the 5.5% target and reducing it by half since the 2009 peak 
of 10.2%. But by protecting one sector, the court has made the adjustment much harder for the private economy and pre-
vented a stronger recovery in job creation. The need for further cuts and tax hikes also threatens to undermine the re-
election chances of the Passos Coelho government at the end of next year. 
 

SPAIN: AUSTERITY OVER? 

After a mixed performance at the European elections, where his party lost support but still topped the polls, PM Rajoy has 
ordered a net €6.3bn stimulus package to boost economic growth. Some details are missing, but the government plans credit 
support for SMEs, a cut in the corporate tax rate from 30 to 25% and probably modest cuts in income taxes. The pro-
gramme comes on top of reductions in social security contributions from companies earlier this year. Offsetting the cuts, 
more loopholes for businesses will be closed. €2.7bn of the total stimulus is expected to come from the private sector, limit-
ing the hit to public finances. Like Portugal, Spain will also hold general elections late next year or early 2016, for which 
Rajoy will hope that the programme will boost his chances. 
 
Austerity is over in much of the Eurozone. Adjusted for the recession, almost all Eurozone countries would have fulfilled 
the 3% public deficit limit of the Maastricht treaty last year. The Eurozone as a whole met the target even without adjust-
ment for the first time since 2008. Cutting deep and fast early in many cases contributed to the recession, but it does open 
up some fiscal flexibility now. Unfortunately, Spain, alongside Portugal, Cyprus and Ireland, still faces major fiscal adjust-
ment need. And unlike Portugal, it does not have a track record of hitting targets although it did come close in 2013, when 
its deficit of 6.6% excluding one-off support for banks was close to the 6.5% target. We expect Spain to stay roughly on 
track with its targets of 5.8% and 4.2% in 2014 and 2015, helped by stronger growth and low borrowing costs. The EU 
Commission may raise some pressure, but other member states, including Germany, are unlikely to be tough on Rajoy. 
Markets and rating agencies are currently more focused on growth than on fiscal health anyway. 
 

CHINA: STABILISING GROWTH 

China is on course to keep growing at just above 7% a year. The official manufacturing PMI was the latest indicator to show 
stabilisation following mini-stimulus measures of the authorities. It rose a touch to 50.8 from 50.4 in April. New Orders 
reached a seven year high. Plenty of issues could derail the economy, from questionable property loans to overcapacity in 
manufacturing. But the authorities also have plenty of tools in their armoury to combat any slowdown that threatens to raise 
unemployment. Inflation and public debt are low, foreign exchange reserves are high. If necessary, the Party could imple-
ment further small measures, like the reserve requirement cut last week. The data support our long-held view that China is 
not heading for any hard landing. Instead, growth remains close to its long-run trend, with this trend rate gradually easing 
over time. 
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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.  

Joh. Berenberg, Gossler & Co. KG 

60 Threadneedle Street 

London EC2R 8HP 

Phone +44 20 3207 7878 

www.berenberg.com 

christian.schulz@berenberg.com 


