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PORTUGAL’S COURT DELAYS; US FED DISCUSSING EXIT 

Berenberg Macro Update 

 
PORTUGAL: COURT DELAYS LOANS 

The decision of Portugal’s constitutional court against public sector wage cuts will cost the government €700m this and 

potentially double that in following years. It has also triggered a delay of the disbursement by the EU and IMF of the last 

€2.6bn tranche of the €78bn bail-out which ended in May. Portugal will have wait for the detailed court ruling first and then 

specify alternative saving measures first. Given the government’s cash buffer and its ability to borrow in the markets, Portu-

gal remains in a comfortable position. 

 

The court’s decision is not the last one pending on government attempts to get public sector workers to contribute to the 

fiscal repair and rebalancing of the economy. The court still has to decide on extra contributions on civil servants’ pensions 

and on a reduction of their discounts on health insurance plans. Given the experience of the last 2 years, we would not bet 

against further setbacks for the government. We expect the coalition to find alternative savings. Ministers know that a devia-

tion from the deficit targets would damage the hard-earned credibility in bond markets and with international partners. But 

as the alternative savings are likely to hit the private sector, the recovery is likely to be weaker and less job-creating than it 

could have been and the government is more likely to lose next year’s elections due to unpopular measures. Even then, the 

main opposition party, the Socialists, would probably pursue fiscally responsible policies as well if they were to return to 

power. 

 

FED: EXIT PROCESS DISAGREEMENT OVER VERY LITTLE 

Policy makers at the US central bank are discussing what to do after the end of QE, which is likely to be this October. The 

hawks, as exemplified by Kansas City Fed chief George, advocate stopping the reinvestment of repayments on the $4.1tn of 

assets purchased under the various asset purchase programmes. The mainstream on the FOMC, including New York’s 

Dudley, want an interest rate hike to be the first tightening step. We expect the mainstream to prevail and the Fed to raise 

interest rates in Q2 2015, before beginning the passive run-down of the balance sheet. 

 

In any case, stopping the reinvestment of principal repayments would only reduce the balance sheet by $10bn in the first 

year according to Fed balance sheet data. Only $2bn of its treasury securities, $8bn of its agency debt securities and none of 

its MBS currently expire within the next 12 months, ie ahead of our forecasted first rate hike. The Fed would be more wor-

ried about the tightening signal of allowing the passive rundown than the reduction of the balance sheet size by 0.2% in the 

first year. 

 

Maturity distribution of Fed’s security portfolio ($ bn) 

Maturity <1 year 1 to 5 years 5 to 10 years Over 10 years Total 

US treasury sec. 2 909 827 633 2371 

Federal agency debt sec 8 34 - 2 44 

Mortgage-backed securities - 0 4 1644 1648 

 
Source: Federal Reserve 
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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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