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MONDAY MACRO UPDATE: CHINA, PORTUGAL, GREECE 

CHINA: STEADY AS SHE GOES 

After an upside surprise in the manufacturing PMI in July – it reached its highest level since January 2013 with a 51.7 read-

ing last week – the non-manufacturing index slipped to 54.2, from 55.0, according to figures published over the weekend. 

That is the lowest reading since January’s 53.4, but is no reason for any serious concern. China has grown at an average rate 

of 7.6% yoy since the start of 2013, and the non-manufacturing PMI is close to its 54.8 average over that period. Ultimately, 

the authorities have all the levers of policy available to combat any slowdown. They will not want to push the pace of ex-

pansion much beyond 7.5% yoy, but equally they do not want to allow it to slow much below that either. With plenty of 

catch-up potential left, China should continue expanding rapidly for many years to come, if not at the rapid clip of the few 

years before the financial crisis. 

 

PORTUGAL RESCUES ESPIRITO SANTO 

Is it a bail-in or a bail-out? A bit of each apparently. Portugal’s central bank split troubled Espirito Santo into a good and a 

bad bank. The central bank took over the good “Novo Banco” with the deposits and most assets of the old bank while 

leaving the old bank with the troubled assets. Shareholders and junior bondholders of old Espirito Santo are set to take a 

hit, depositors and senior bondholders will not. Portugal may use money left over from its Eurozone/IMF-led bailout for a 

capital injection. 

 

The action over the weekend shows once again that the systemic euro crisis is over. While the Eurozone still has issues, it 

now has a well-oiled machine to deal with them. The vicious contagion risks, which were the hallmark of the euro crisis, can 

be kept at bay. The residual banking problems at the periphery and – even more so - the wait for the results of the ECB’s 

comprehensive assessment retards the gradual turnaround in the credit cycle. It is a modest dampener for Eurozone growth. 

But the example of Spain, one of the fastest growing economies in Europe with a 2% annualised gain in the first half of 

2014, shows that such issues do not prevent growth, they just keep it  more modest until the banking issues are resolved. We 

expect that to happen with the results of the ECB assessment later this year. After a setback in Q1 caused largely by the 

temporary closure of a big refinery, we look for the data to show GDP growth around annualised rates of 2% for Portugal 

from Q2 2014 onwards. 

 

GREECE: MOODY’S FINALLY FOLLOWS SUIT 

Rating agencies have lost most of their power to move sovereign bond markets. Rightly so. For example, they have been 

very slow to acknowledge how much Draghi’s words of 26 July 2012 dispelled the systemic risks and how much progress 

the euro periphery has made in the last three years. But eventually, they do move. Moody’s finally upgraded Greece’s long-

term sovereign credit rating from Caa3 to Caa1 on Friday, citing an improved economic and fiscal outlook. Moody’s still 

trails the other two big rating agencies, which rate the Hellenic Republic at B- (Standard&Poor’s) and B (Fitch).  

 

Greece still has serious issues. Once again, it is behind schedule in implementing all the 600+ detailed “prior actions” that 

the troika demand before releasing the next €1bn tranche of support. The next troika assessment in September will be tough 

again. Also, its exposure to Russia/Ukraine and Turkey does not help at the moment while ever more efforts to crack down 

on tax evasion have the side effect of deterring business investment until all past tax issues have been clarified.  

 

But the structural and fiscal progress has been immense. Greece seems on course for a primary fiscal surplus of 1% of GDP 

this year. Helped by a record tourist season and some rebound in revenues from global shipping, GDP probably expanded 

modestly in Q2 for the first time since the start of the crisis. As long as the political situation remains stable, Greece will 

likely enjoy gradually firming growth going forward. After peaking at close to 180% of GDP this year, the debt-to-GDP 

ratio can then decline from 2015 onwards. Relative to a dismally unreformed Argentina, whose default/devaluation in the 

past had often been held up by eurosceptics as an example for Greece to follow, the outlook for a reformed Greece is not 

too bad. 
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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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