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Global Outlook: An Uneven Recovery

- US: fiscal drag over, economy responds to low rates = solid growth

- China: sufficient growth, risks well contained

- Emerging world: the good, the mixed and the ugly

- Eurozone: crisis over – but Putin shock hits the core, interrupts upswing

- Britain: back to boom-bust?

- Tail risk: Russia wages open war against Ukraine?



Financial crises over – but Putin shock interrupts Eurozone growth

Gradual return to normal – in most places

Beyond the Lehman and euro crises: developed world recovers, euro reform countries 
rebound, Abenomics boost fades, emerging markets mixed. But core European growth 
stalls after Putin shock.

US: solid momentum - the Fed will not spoil it

• GDP growth strengthens to its trend of almost 3% from Q2 2014 onwards as the 2013 
fiscal drag fades. US households resume their role as global consumers of last resort.

• Why worry about the Fed? Yellen will only reduce the stimulus if it looks ultra-safe to do 
so. No inflation = Fed can tailor its policy to the real economy. First hike April 2015.

China: a controlled rebalancing can be good for the world

• Controlled slowdown, resilient labour market = no more than a small stimulus needed.

• 7.4% growth with a stronger consumption focus still supports world demand nicely.

• No inflation, some capital controls, 40% savings rate, $4.0 trn fx reserves = China can 
use all levers of macroeconomic policy. Any accident would be short-lived.

Eurozone: the crisis is over – but upswing on hold until Putin stops making war

• ECB stopped the panic. Gradual upturn in private consumption demand. Periphery 
rebounding nicely. Structural progress. But Putin effect hits the core.

• Peak fiscal pain was 2012, austerity eased in 2013. No big fiscal drag 2014 and 2015.
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Central banks: easy ECB, tightening pressure at Fed, BoE

Policy discussion Next steps

• Inflation at 0.4%, severe target undershoot

• Very moderate and credit-less recovery

• TLTROs could inject large amounts of funds

• ABS, RMBS, Covered bond purchases from October

• 40% chance of QE (sovereign bonds)

October 2014

ABS/RMBS/CB 
purchase amounts

Q4 2016

Hike to 25bp main rate

ECB: 
more

easing
ahead

Fed: 
tapering, 
then hike

BoE: first
to hike

October 2014

End of quantitative 
easing

April 2015

25 bp rate hike

February 2015

First 25bp rate hike

Rates at 1.5% end-
2015

• Unemployment below 6.5% guidance threshold since April

• Tapering of asset purchases started Dec 2013

• Low inflation and slow wage growth delay tightening

• FOMC rate forecasts have become more hawkish

• But Yellen will only hike rates if it is safe to do so

• Unemployment below 7% guidance threshold since Feb

• Very strong jobs growth, house prices rising 10% yoy

• Low wage growth and macro-pru tools delay tightening

• Carney switching between hawkish and dovish statements

• Two Monetary Policy Committee pro-hike dissenters in Aug



US labour market: steady expansion

Monthly change in payrolls

Monthly change in payrolls, in 1000s, 3-month rolling average. Source: BLS

• The US economy 
is creating jobs.

• Steady gains of 
more than 200k per 
month support 
consumer 
spending.

• The Fed is on 
course, cutting its 
bond purchases by 
$10bn per meeting 
and announcing 
the end of its 
purchases in 
October. 

• We look for the first 
Fed rate hike in 
April 2015.
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US households: reducing the debt overhang

US household debt: nice progress

In % of disposable income; debt ratio on left-hand scale, debt service ratio on right-hand scale. Source: Fed

• Households 
borrowed heavily 
when house prices 
were rising rapidly.

• After the real estate 
bust, households 
reduced their debt.

• Rock-bottom Fed 
rates have also 
brought debt 
service costs 
down.

• Households are 
less afraid of losing 
their jobs and their 
home. They are 
spending more 
freely again.

• US households 
stomached the 
2013 tax increases 
well. 
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US budget: progress at last

Federal budget balance: on the right track

12-month rolling sum, in % of GDP. Source: US Treasury

• After Lehman, a 
mega-recession 
and a massive 
fiscal stimulus 
boosted the deficit.

• The situation has 
finally improved 
markedly. 

• Rising tax receipts 
due to a rebound in 
the real estate 
market and the 
financial industry…

• …as well as fiscal 
tightening of 2% of 
GDP in 2013  
drove the progress. 

• The much lower 
deficit now means 
less political 
pressure for new 
austerity.
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Japan: Abenomics – a missed opportunity

Just a flash in the pan – due to the lack of thorough structural reforms

The nature of Abenomics

• Extremely aggressive monetary policy with an inflation target of 2% after almost two 
decades of stagnating or falling prices. 

• Modest fiscal stimulus followed by VAT hikes.

• Major drop in the exchange rate.

Does it work? 

• Yes it did – for a while. Monetary stimulus, weaker Yen and post-Tsunami 
reconstruction boosted demand in early 2013. Inflation is up. 

• But the artificial boost is fading. Growth is falling back to rates just above 1%.

What is the problem?

• Abenomics got the diagnosis wrong. Japan’s major problem is not deflation. 
Switzerland has lived happily with a decade of stable or falling prices. 

• Japan’s problems are structural: a domestic economy that is virtually closed to 
competition and immigration despite dismal demographics. 

• A macro gimmick such as Abenomics cannot cure that. Without serious structural 
reforms, Japan is returning to its long-run misery - with even more debt than before. 
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China: a gradually maturing economy

A controlled slowdown

Yoy change in %, 3-month average. Source: National Office of Statistics 

• As the economy 
matures, China  
needs less buoyant 
growth to mop up 
its surplus labour. 

• Domestic demand 
remains resilient 
despite some loss 
in momentum.

• China’s new 
leaders are trying  
to sort out the 
financial sector and 
reform the 
economy.

• Accident unlikely.

• If need be, China 
could afford to 
reopen the credit 
taps. $4 trn in FX 
reserves and a 
40% savings rate 
are nice cushions. 
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China: public investment is the key buffer

Up and down: investment spending growth

Yoy change in %, 3-month average. Source: National Office of Statistics

• Chinese GDP 
growth is still 
driven largely by 
investment.

• But investment 
growth is a little 
less spectacular 
that it was 5 years 
ago.

• Public investment 
is very volatile. 

• The authorities use 
it as a buffer, 
turning the taps on 
and off as needed 
to stabilise the 
overall pace of 
demand growth.

• This has worked so 
far – and will 
continue to work
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Eurozone: Euro crisis over – but Putin interrupts the upswing

Reform countries rebound, reform laggards pay the price, core takes a hit

Euro crisis is over

• Eurozone now has a lender of last resort: ECB has defused the systemic crisis.

• Contagion risks under control.

• Reform countries return to growth, reforms pay off, the worst of austerity is over.

But Eurozone growth has lagged behind the post-2012 rebound in sentiment 

• After a huge crisis, companies hesitate longer than usual before they invest.  

• Businesses in France and Italy wait to see the reforms first. 

• Some banks still reluctant to lend before the stress test is over.

Modest Eurozone upswing stalled in Q2, sentiment has now turned down 

• Putin’s semi-covered war has hit business confidence in the core, Germany and 
Austria most exposed. Germany is a bellwether for global uncertainty.

• The direct sanctions are small. But uncertainty about how far Putin will go, and how 
the West would have to respond, delay investment decisions.

• That hurts producers of investment goods.

• Sentiment and growth can rebound once the conflict in Ukraine eases. 
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Coincident indicator still solid – but growth lacks behind

• Thanks to the ECB, 
economic sentiment in 
the Eurozone 
recovered from August 
2012 to June 2014.

• Monetary policy
gained traction, the
worst of austerity is
over and global 
demand held up nicely. 

• Economic sentiment is
a coincident indicator. 
It points to growth of
close to 2%.

• However, growth has
lagged behind lead
indicators since late
2013.

• Key reasons for
disappointing growth:  
- Putin shock hits core
- Reform uncertainty in
France and Italy

- Banks still reluctant
to lend during AQR

Economic sentiment slightly above average

Economic sentiment and yoy change in GDP; using July 2014 as Q3 2014 sentiment. Source: European Commission; Eurostat
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Draghi ended the euro crisis – but Putin is now causing a setback

• The crisis countries 
have moved up with
the Eurozone average. 

• Sentiment in the
periphery is now in line
with the core.

• For the Eurozone as a 
whole, a pronounced
weakness in France 
and mounting
concerns about Russia
in Germany‘s export-
oriented industry
caused a setback
since June. 

• Expect a rebound
once Putin has been
stopped.

Economic sentiment: Germany heading down, periphery less affected

Economic sentiment, Eurozone and weighted average for Italy, Spain, Portugal and Greece; no data for Ireland. Source: EU Commission
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Eurozone: consumer confidence still well above average

• Thanks to the ECB, 
economic sentiment in 
the Eurozone 
recovered after August 
2012.

• Austerity is largely
over, the labour
market has stabilised, 
low inflation supports
the purchasing power 
of consumers.

• Consumer confidence
has surged well
beyond its long-term 
average.

• But the Putin effect
has interrupted the
upturn.

• Expect confidence to
fall until the West has
managed to stop
Putin.

Putin has interrupted the rebound in business and consumer confidence

Deviation from long-term average, in points. Source: European Commission
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German Ifo expectations: a serious blow after a strong rally

• Thanks to the ECB, 
economic sentiment in 
the Eurozone 
recovered after August 
2012.

• But German Ifo 
expectations have
receded in the last six
months. But they are
still at an above-
average

• Ifo expectations lead
output by some three
months.

• Output growth has
fallen short of the
signal from Ifo 
expectations. 

German Ifo expectations have rolled over

German Ifo expectations and yoy change in Eurozone industrial output in %, Ifo advanced by 3 months. Source: Ifo; Eurostat
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Russian conflict: How much do the trade links matter? 

• Russia has stepped up
ist semi-covert war 
against Ukraine. 

• A long hot war is
unlikely as Russia‘s
forces have no match
in the region.

• A mild cold war 
between Russia and
the West is more likely
to follow.  

• In the end, Russia will 
likely lose such a cold
war, as before. 

• The direct impact on 
the EU (exports to
Russia and Ukraine 
1.2% of GDP) or
Germany (1.6% of 
GDP) should be small.

• But war and
uncertainty weigh on 
confidence and
investment in core
Europe. 

EU Exports to key markets as share of EU GDP now and in late 1990s

EU-27 exports as a share, total products, as a share of EU-27 GDP, current prices. Source: Eurostat
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Core Europe: The Putin Effect

• Stable or falling oil
prices had already
curtailed Russia’s
capacity to import last 
year. 

• Russia‘s semi-covered
agression against
Ukraine is taking its
toll.

• The key reason is
weaker demand from
Russia and Ukraine, 
not the sanctions.

• The uncertainty as to
how far Putin will go in 
his semi-covert war 
against Ukraine will 
continue to weigh on 
Russia and – to a 
much lesser extent –
on Germany.

• German exports to
other regions of the
world have picked up
modestly this year.

German exports to Russia are falling fast

German goods exports to all countries excluding Russian and Ukraine, and to Russia plus Ukraine, 3-month moving averages of the year-on-
year change, in %. Source: Destatis
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Germany: domestic strength – until Putin stepped in

• Most observers seem to believe that private 
consumption is the weak spot of the German economy.

• That is wrong. Supported by strong employment gains, 
consumption has trended up nicely since 2006.

• The post-Lehman recession caused only a minor dip. 
After slowing down temporarily when the euro crisis 
escalated in late 2011, consumption growth firmed 
again. It may now pause if geopolitics get worse.

• Uncertainty hurts: the euro crisis hit investment from 
mid-2011 to early 2013. 

• After the euro crisis faded, investment growth picked up 
strongly after the spring of 2013. 

• Investment data for show a Putin effect: a decline in 
investment that goes well beyond the mere correction of 
the Q1 boost to construction from a mild winter. The 
Putin effect will likely get worse in Q3. 

Resilient consumption, Putin hits investment

Volume index; 2005=100; Smoothed for 2007 VAT hike. Source: Eurostat

Volume index; 2005=100. Source: Eurostat.
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Russian Scenarios: impact on Europe 

How far will Russia go? 

Scenario 1: Russia wages semi-covert war in Donbass – has unfolded

• Threat of full-scale Russian-Ukrainian war to hang over Europe

• Core European upswing interrupted, nervous markets

• Chance of ECB quantitative easing rises with each month of conflict

• Europe rebounds strongly once Putin stops, or is stopped by the West

Scenario 2: War – Russia openly invades Donbass – partly unfolding 

• Serious hit to business and consumer confidence, temporary recession 

• Major correction for markets, ECB reacts with full-scale quantitative easing

• Europe rebounds gradually after a brief recession

Scenario 3: Sanctions escalate to full disruption of energy flow

• Energy prices surge, economic upturn slows down sharply

• ECB eases policy including QE 

• Europe could cope with it after some temporary difficulties 

The ultimate loser: Putin. Russia cannot afford serious sanctions or a war for long
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Eurozone: deflation ahead?

• Inflation reacts with a 
lag to the business 
cycle. 

• Following the slide of 
the Eurozone into a 
new recession in late 
2011, headline 
inflation slipped to a 
mere 0.6% in early 
2014.

• Ex-energy inflation 
follows the same 
pattern but is much 
less volatile.

• Headline inflation is 
far below the ECB’s 
1.8% target.

• Half of that can be 
explained by the shift 
from high to low 
energy inflation.

• We expect inflation to 
hit bottom soon 
following the gain in 
private consumption.

Consumer prices: energy often makes the difference

Quarterly averages. Source: Eurostat
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Eurozone: recovery benefits from low inflation

• No coincidence: 
households spend
more as prices rise
more slowly.

• No deflationary spiral: 
households are not 
postponing purchases.

• Inflation should be
bottoming out soon.

• But due to significant
slack in the economy
(unemployment rate at
11.5%), inflation will 
stay very low in 2015 
and revert to 2% target
only very slowly.

• Low inflation gives the
ECB room for more
stimulus if the
economic outlook
darkens.

• Full-scale QE is not 
yet likely – but it would
not take much for the
ECB to give it a try.

Households purchase more when inflation is low

Left scale (inverted): Eurozone HICP yoy, %. Right scale: Eurozone consumer survey – major purchases at present, balance, sa. 
Source: Eurostat, European Commission.
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Real M1: The Power of Money

• Major changes in real M1 money supply dynamics 
herald changes in GDP growth some three quarters in 
advance.

• Pure liquidity. M1 adds up cash balances and overnight 
deposits of households and companies. With the euro 
crisis fading, average yields have come down a lot in 
the Eurozone.

• A rebound in M1 growth from mid-2012 onwards 
signalled the Eurozone’s return to growth in spring 
2013. 

• Real M1 lost some momentum after mid-2013, heralding 
a risk of slower growth. But the pace remains strong –
and has turned up again in mid-2014. 

• Companies and households have ample cash reserves.

• During and after the Lehman crisis, scared households 
and companies build up unusually large liquidity 
reserves. With the crisis over and fading fears, they are 
now reducing the overhang. That is good, not bad, for 
GDP growth – although it shows up in slower M1 gains. 

Our best leading indicator for the Eurozone

Yoy changes in %, real M1 advanced by 3 quarters. Source: ECB, Eurostat, Berenberg

Levels in € trn, 2000 chained prices. Source: ECB, Eurostat, Berenberg calculations

Real M1 growth leads real GDP

Real M1 and real GDP levels: the gap
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Repairing the transmission of monetary policy: yield convergence

• The euro crisis caused a major spike in bond yields in 
the euro periphery. 

• This obstructed the transmission of the ECB’s monetary 
stimulus throughout the Eurozone. The periphery could 
not afford to borrow, core countries did not dare to 
borrow amid heightened uncertainty.

• Since the ECB told markets in July 2012 that it would 
not commit suicide but do all it takes to preserve its own 
existence, the yield gap between core and periphery 
has collapsed and confidence has returned. 

• The US and the UK had enjoyed a much bigger 
monetary stimulus than the Eurozone, where a market 
panic had kept bond yields artificially high. 

• As the euro crisis has faded, average yields in the 
Eurozone have fallen below those in the US and UK.

• The ECB’s monetary stimulus can finally reach the euro 
periphery – and core countries may finally dare to take 
advantage of low financing costs. 

Euro crisis has faded

10year sovereign bond yields. Source: Factset, Berenberg calculations

10year sovereign bond yields. Source: Factset, Berenberg calculations

Yields: crisis vs. core countries 
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The problem: credit crunch for small companies at the periphery

• Small and medium-
sized entreprises
(SMEs) in the
periphery are still 
facing severe credit
constraints.

• This holds back 
investment, jobs and
the recovery at the
periphery.

• The ECB‘s OMT 
programme has
decreased borrowing
costs since mid-
2012.

• Progress is gradual 
and with bouts of 
volatility due to
political or financial
uncertainty.

• The ECB‘s June 
2014 easing
accelerated
convergence.

Borrowing costs of small companies: still a big gap to Germany

Loans to non-financial corporations, up to €1mn, maturity 1 to 5 years, new business, annualised agreed rate (AAR), in % . Source: ECB
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The story of the euro crisis

Tough love and the search for a lender of last resort

No debt crisis: the Eurozone has smaller fiscal problems than the US, the UK or Japan.

Eurozone had one and only one big institutional defect: no lender of last resort

When tiny Greece caused trouble in May 2010, Euro leaders hastily built a common fund 
as a lender of last resort for small countries. But the EFSF was far too small to protect 
Italy and Spain when contagion spread after the July 2011 decision for a Greek default. 

For one year, the ECB dithered as the Eurozone fell into a deepening recession. Ever 
since the ECB stepped forward as lender of last resort in July 2012, the crisis has faded. 

Tough love: Germany and the ECB help. But they impose conditions.

• As in a nation, the weak need the solidarity of the strong. But unlike in a nation, the
weak do not vote in the elections of the strong. As a result, Germany can impose
much tougher conditions on Spain than Texas could impose on Detroit. 

• The strong can say "no". Support comes as credit, not in straight transfers. It is
highly conditional. To some extent, Merkel and the ECB let a crisis happen to force
change. No pain, no gain.

• Problems in the Eurozone are not papered over by huge soft internal transfers. 
Instead, they need to be tackled the hard way, by serious reforms. 

• A uniquely independent central bank. Nobody can change the ECB‘s mandate. 
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Euro periphery adjustment progress (I): external adjustment

Turnaround in the external account

Current account balance in % of GDP, Italy, Spain, Greece, Portugal and Ireland; 12-month moving average. 
Source: Eurostat, Berenberg calculations

• The five euro crisis 
countries have 
turned their 
external accounts 
around very nicely.

• They balanced 
their joint current 
account in late 
2012 and achieved 
a surplus (1.4% of 
GDP) in mid-2013.

• Individually, Italy, 
Spain, Portugal, 
Greece and Ireland 
now have a current 
account surplus.

• The euro crisis 
countries no longer 
need to import 
capital.-7
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Export-driven turnaround

Rising exports, falling imports in the crisis countries

Nominal exports and imports, 12m sums, €bn; Italy, Spain, Greece, Ireland and Portugal

• The import bubble
burst in 2008-2009, 
austerity caused a 
new import drop. 

• Imports are now
10% below their
pre-crisis peak.

• The crisis countries 
have raised their
competitiveness
the hard but 
sustainable way
without devaluing
their currency.

• Exports are 12% 
above pre-crisis
levels.

• Imports will likely
stabilise soon while
exports will expand
further…

• …unless global 
demand tanks. 
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Adjustment progress (II): Fiscal adjustment

Fiscal adjustment: Greece has done a lot
• Countries on the 

euro periphery have 
tightened their belts.

• Courtesy of its 
Agenda 2010 
reforms, Germany’s 
fiscal position is fine 
without further 
austerity

• Austerity was the 
right medicine – but 
Greece had been 
asked to swallow an 
overdose of it.

• The worst of 
austerity is over.

Cumulative change in underlying primary fiscal balance 2009-2014, % of GDP. Source: EU Commission spring forecasts 2014
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Adjustment progress (III): Labour costs

Real unit labour costs: the great convergence
• Turnaround at the 

euro periphery…

• …where real unit 
labour costs are 
falling sharply. 

• Turnaround in 
Germany as well…

• …where labour
costs are now rising 
at an above-average 
pace. 

Cumulative deviation of change in real unit labour cost from Eurozone average; 2000-2009 vs. 2009-2013.
Source: Eurostat, Berenberg calculations
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Adjustment progress (IV): Structural reforms

Crisis countries more responsive to OECD reform proposals
• Who is implementing

pro-growth structural
reforms? 

• The OECD regularly
makes detailed reform
proposals.

• Once a year, the OECD 
checks whether
countries are heeding
such advice. 

• The bailout countries are
enacting sweeping
reforms…

• …while Germany does
very little. 

Responsiveness to Going for Growth recommendations across OECD countries, average of 2010/11, 2011/12 and 2012/13. 
Score from 0 (no reforms) to 1 (serious reforms in all policy areas identified by the OECD). Source: OECD 2013
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Italy: what is the problem?

Manufacturing orders in Italy: the weakness at home is over

Index levels, rebased to 2005 = 100. Source: Istat

• Italy is not 
competitive? 

• That is not quite 
correct. As Italy 
has moved 
upmarket fast, it 
can sell its wares 
abroad despite 
high labour costs.

• The weakness was 
at home. Austerity 
and political 
uncertainty have 
weighed heavily on 
domestic demand.

• But the worst 
seems to be over 
at home as well. 
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The Spanish turnaround

• Is Spain competitive?

• The proof is in the trade data, not labour costs.

• Spanish exports have risen slightly faster than those of 
the Eurozone.

• Spain had an import problem, not an export problem.

• Spain imported far too much while it enjoyed a party 
fuelled by a real estate boom.

• Spain has corrected the problem the hard way, through 
collective belt-tightening.

• Spain does not need to leave the Eurozone to regain 
competitiveness. It has to restrain consumption and fix 
its labour market. In February 2012, Spain announced a 
major labour market reform (less dismissal protection).

Exports or imports?

Goods and services; volume index; 1Q95=100. Source: Eurostat

Goods and services; volume index; 1Q95=100. Source: Eurostat.
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Spain: Exhibit A in how reforms are paying off

• The Eurozone responded to the crisis with “tough love”: 
countries in need received help in return for reforms.

• Spain received a €100bn bail-out to clean up its banking 
system in mid-2012. This and the ECB’s safety net 
helped see through tough labour and fiscal reforms.

• The reforms are paying off. Growth is back. GDP 
expanded by 0.6% qoq in Q2, probably the highest 
growth rate among major Eurozone countries

• The crisis has left a tough legacy. Unemployment and 
public debt are at very high levels.

• But the turn-around is paying off. Unemployment has 
fallen from a peak of 26.3% in February 2013 to 25.1% 
in May 2014.

• Banks are cleaning up their balance sheets. Non-
performing loans have fallen by 4% so far in 2014

Growth is back, financial problems recede

Real GDP (chained 2000 prices), qoq % change. Source: Eurostat

Loans with doubtful debtors (€ bn). End-2012 drop reflected transfers to bad bank
SAREB. Source: Banco de Espana

Growth is back

Non-performing loans finally shrinking
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Portuguese progress

Strong exports, more subdued imports

Quarterly, real, in % of GDP. Source: Eurostat

• Portuguese exports 
are rising as well. 

• With import demand 
contracting 
modestly…

• …the external deficit 
has vanished.

• Lately, domestic 
demand is beginning 
to recover …

• … while Q1 2014 
exports were 
affected by 
maintenance at an 
oil refinery.

20

30

40

50

Mar 1995 Mar 1998 Mar 2001 Mar 2004 Mar 2007 Mar 2010 Mar 2013

Exports

Imports

05/09/2014 Uneven Recovery33



Greece: a remarkable fiscal adjustment

Dramatic expenditure cuts, stable tax intake

Government budget, revenues and primary expenditures, 12-month rolling sum, revenues adjusted for transfer of ESCB profits from Greek bonds. 
Source: Bank of Greece

• Greece has 
achieved a small 
primary surplus.

• After a massive 
increase in public 
spending until the 
autumn 2009 
elections… 

• …the cuts in 
spending since the 
start of the Greek 
crisis have been 
savage. 

• Despite higher tax 
rates, revenues have 
been hit by the huge 
adjustment 
recession.

• The situation seems 
to be stabilising.

• The recession is 
over. 
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Greece: from Grexit risk to Greecovery hope

Economic sentiment: impressive Greek rebound

Source: EU Commission

• Greece fell into a 
deep recession in 
early 2010.

• The ECB finally 
stopped the rot in 
August 2012.

• The new support 
package of late 2012 
boosted hopes that 
Greece can remain 
in the euro.

• On the back of a 
major rebound in 
confidence, Greek 
GDP stabilised in 
spring 2013.

• After the recovery 
stalled for a while in 
late 2013… 

• …the upturn gained 
new momentum in 
2014 amid an easing 
of austerity.
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Eurozone labour market: the pain is not in vain

Some crisis countries are recovering fast

Average qoq change in employment, in % . CY: Cyprus, EE: Estonia, NL: Netherlands, LV: Latvia, IT: Italy, FR: France, SSource: Eurostat

• The latest quarterly 
employment data no 
longer show a clear 
split between core and 
periphery.

• Instead, some of the 
reform countries are 
starting to reap the 
rewards of their 
efforts. 

• Ireland and Portugal 
led the pack in the 
Eurozone for 
employment growth in 
late 2013.

• Quarterly data are 
volatile. But the recent 
trend is encouraging.
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Spain unemployment: the worst is over

Unemployment is now falling fast

Change in total unemployment 12-month sum, based on monthly nsa data. Source: Eurostat

• The worst is over for 
the Spanish labour 
market.

• The collapse of  
construction industry 
in 2008/2009 and 
the austerity hit have 
run their course.

• After a five-year rise 
in Spanish 
unemployment, the 
number of jobless 
started to fall in mid-
2013. 

• Whereas a strong 
tourism season 
helped to kick-start 
the turn-around…

• …the labour market 
reforms will support 
sustainable jobs 
growth in the future.

-400

-200

0

200

400

600

800

1000

1200

1400

Jan 2001 Jan 2003 Jan 2005 Jan 2007 Jan 2009 Jan 2011 Jan 2013

Change in unemployment, in 1000s

05/09/2014 Uneven Recovery37



„Lost generation“? Not quite

Youth unemployment in Europe: now you see it, now you don’t

Unemployed 15-24 year-olds, as % of active population (blue) and total population (red) in that age bracket, 2013. Source: Eurostat

• Youth 
unemployment 
rightly gets a lot of 
attention.

• But claims that more 
than half of Spain’s 
or Greece’s young 
people are out of 
work are overblown

• Many 16-24 year 
olds are in school or 
university. 6 out of 
10 young Europeans 
are neither working 
nor looking for work.

• 21% of young 
Spaniards were 
unemployed in 2013. 
Far too many, but 
not quite a lost 
generation yet. 
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France versus Spain: who is competitive?

Real exports of goods and services

Real exports of goods and services, GDP definition, Q1 2002 = 100. Source: Eurostat

• While Spanish 
exports have risen 
strongly in the last 
12 years…

• …France has lagged 
far behind. 

• France is the one 
major economy in 
the Eurozone which 
is not competitive.

• France has serious 
structural 
problems…

• …but is not yet 
doing much about 
them.90
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But France is not a crisis country

• France is less reliant on exports than other countries. 
Export ratio = 28% of  GDP (Germany 52%)

• France has suffered less in the Lehman and European 
confidence crisis.

• But it has benefitted from upturns less, too, and is 
vulnerable to domestic weakness.

• We expect below-average growth in 2014 and 2015.

• France does not suffer from the debt problems of the 
crisis countries.

• Neither the state nor households are excessively 
indebted.

• Fiscal austerity and household deleveraging will weigh 
less on growth than in other countries.

• The promised big tax cut of €40bn is another good step 
after two modest labour market reforms.

• But is it enough and could street protests still stop it?

Insulated against the crisis

Real GDP 2013 growth over 2007. Source: IMF

Debt-to-income in %. Source: Eurosystem Household Finance and Consumption Survey
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The puzzle - why did the Eurozone have a „debt crisis“ ? 

• It can‘t be the debt. 

• From the start of the
euro until Lehman, 
the debt-to-GDP ratio
fell slightly in the
Eurozone.  

• After Lehman, the
debt ratio surged
much less in the
Eurozone than in the
US and the UK.

• Japan would be off 
the charts.

• Until 1998, the UK 
had been much more
prudent than the
future Eurozone.

• Since then, it‘s the
other way round.

• The euro crisis was 
not primarily about
debt.

Change in public debt since start of euro, in % of GDP

Increase in the ratio of gross government debt to GDP since the start of the euro, in percentage points of GDP. 
End-2013 ratios Eurozone 92,6%, UK 90.6%, US 104%, Japan 245%. Source: Eurostat, IMF, Berenberg forecasts for 2014 and 2015
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Labour market: Eurozone versus US 

• Until 2008, the
Eurozone created
more jobs than the
US.

• After a sharp post-
Lehman correction, 
the US labour market
has edged up again
since 2010.

• The Eurozone adjusts
more slowly.

• Under the pressure of
the euro crisis, 
Eurozone employment
fell until spring 2013.

• The US has finally
caught up. 

• Why is the US 
unemployment rate at
6.2% well below the
11.5% Eurozone rate?

• The US participation
rate has fallen sharply
from 67% to 63%.

Increase in employment since the start of the euro

In million; labour force survey data. The total population is roughly comparable for the US and the Eurozone.Source: Eurostat, BLS
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European politics: will the glue hold ?

The EU and the euro are political projects

European integration has delivered the longest period of peace and prosperity for major 
parts of Europe since the days of the Roman Empire. Preserving European integration is 
the dominant national interest of almost all members.

Anti-European backlash ? 

• Support for the EU and the euro has fallen in many opinion polls.

• Slashing inflation or fiscal deficits and reforming labour markets is tough and unpopular. 

• Thatcher in Britain (early 1980s) and Schröder in Germany (2003-2005) first faced a major 
rise in unemployment and massive protests …

• … until the results of their reforms became obvious with a lag.

• The euro-periphery finds itself in the same situation today.

• As the crisis is associated with the “euro”, this backlash hits attitudes to the euro.

The facts on the ground: the grand bargain holds

• Tough love: all crisis countries have done what they had to do 

• Berlin and the ECB have granted the support needed and become more flexible over time. 

• Austerity-with-reforms has survived many national elections and changes in government. 
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The blueprint: the German turnaround

• Almost a miracle: 
after four decades of 
rising joblessness, 
Germany turned its 
labour market 
around with the 
reforms of 2004.

• Since early 2006, 
core employment 
has risen by 3.6 
million (+14%). 

• More employment = 
more taxpayers 
= balanced budget

• The Lehman crisis, 
the worst recession 
in 60 years, caused 
merely a temporary 
dip in 2009.

• The German 
experience shows: 
labour market 
reforms work after a 
little lag.

Core employment: strong increase since 2006

Core employment: subject to social security contributions, in million. Source: Bundesagentur für Arbeit, Bundesbank
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Germany supports her friends

• Until 2008, domestic 
demand was weak in 
Germany but strong in 
the Euro periphery. 

• Germany thus had a 
surging trade surplus 
with other Euro 
members. 

• But this has changed. 
More domestic 
demand in 
Germany…

• …and austerity in the 
periphery show up in 
a rapid decline in the 
German surplus with 
the Eurozone.  

• A stronger Germany 
offers the periphery 
the chance to export 
more to Germany. 

German trade surplus: big shift between Eurozone and non-Europe

German balance of trade in goods with other euro members and with non-EU countries, in % of German GDP, rolling 3-month averages. 
Source: Bundesbank
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The real tail risks

War in Ukraine and Iraq, chain reactions, European politics

War in Ukraine?

• A protracted hot war is not impossible. Russia has the clear edge on the ground. Such a 
hot war would cause a brief Eurozone recession and cripple Russia’s fragile economy.

• More likely: serious conflict and a mild version of cold war between Russia and the 
West. Eurozone upswing stalls until the conflict eases.

Caliphate in Iraq:  a new oil price shock - or better relations between West and Iran?

• The Islamist insurgency could spark a regional crisis in the oil-rich region.

• But a common enemy could also accelerate reconciliation between Iran and the West.

Chain reaction in emerging markets? Risk has receded

• Less Fed liquidity and less rapacious Chinese demand for raw materials spell trouble for 
some emerging markets. Sudden reversals of hot money flows?

• China looks stable. Fed tapering no longer surprise for other emerging markets.  

Euro crisis: will the political glue hold?

• Germany and the ECB support the weak, the weak accept the conditions attached. 

• German court has weakened the OMT safety net – but low inflation makes QE thinkable. 
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Britain is part of Europe – but with a  more aggressive central bank

• UK manufacturing is
closely linked to the
Eurozone. 

• The purchasing
managers indices for
manufacturing have
trended up since the
ECB spoke in August 
2012…

• …with the UK getting
an extra boost from a 
much more aggressive 
BoE policy.

• The housing market is
booming in Britain, 
supporting private 
consumption.

• Boom-bust Britain?

• Putin‘s war against
Ukraine has now hit
Eurozone industry.

• Britain is now feeling
the impact as well.

Purchasing managers‘ indices for manufacturing

Source: Markit
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UK: Mario‘s magic words

• Mario Draghi‘s
commitment to do 
whatever it takes
removed a source of
uncertainty for the UK.

• Along with the BoE‘s
Funding for Lending
Scheme, it also 
lowered mortgage
interest rates.

• Uncertainty has fallen 
very sharply, both for
firms and consumers. 
That has already
driven lower saving
from households, who
are now very confident
about their job
prospects.

• Firms will be next. Key 
trend in 2014 will be
rising business
investment.

Households and firms much less worried

Fear of unemployment on the left hand axis. Percentage balance of consumers expecting unemployment to increase over the next 12 months. 
Big firms uncertainty on the right hand axis. Taken from Deloitte survey of FTSE 100 and 250 companies. Percent of firms saying uncertainty
was very high, high or above normal. Source: EC, Deloitte.
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Scottish independence: the risk to watch

• A majority of Scots
wants to stay part of
the UK. The pro-UK 
lead has stabilised. 

• Polling is sporadic, so 
despite wide poll lead
for the pro-UK side, 
there is a lot of
uncertainty about the
level of support.

• Experience in Quebec 
1995 suggests the
polls will probably
narrow further over the
final months of the
campaign.

• A vote for Scottish
independence could
push the UK back into
stagnation for a year
or so – unless the two
sides were to agree a 
velvet divorce right
after the vote.

Pro-UK camp still ahead

Chart shows no lead, including don‘t know responses. Each diamond represents an individual poll result. The line shows the average of the last 
available observation for each poll. Source: UK Polling Report
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Global economic outlook

Source: Berenberg

                       

Weight 2012 2013 2014 2015 2012 2013 2014 2015 2012 2013 2014 2015 2012 2013 2014 2015

World* 100.0 2.7 2.4 2.5 2.8

US 22.8 2.3 2.2 2.0 2.8 2.1 1.5 1.8 2.1 8.1 7.4 6.2 5.7 -8.6 -4.2 -3.2 -2.7

Japan 6.8 1.5 1.5 1.0 1.2 0.0 0.4 3.0 1.8 4.3 4.0 3.7 3.8 -10.2 -9.0 -7.8 -6.5

China 12.2 7.7 7.7 7.4 7.3 2.7 2.6 2.4 3.0 4.1 4.1 4.1 4.3 -2.2 -2.0 -2.1 -1.8

India 2.4 5.0 4.8 5.3 5.8 9.0 8.6 7.5 7.5 -5.8 -5.1 -4.8 -4.0

Latin America 7.9 2.9 2.5 1.5 2.0 6.1 6.0 6.0 5.5 -2.4 -2.0 -1.9 -1.9

Europe 30.0 0.4 0.6 1.1 1.4

Eurozone 17.3 -0.6 -0.4 0.6 1.0 2.5 1.3 0.5 0.6 11.3 11.9 11.5 11.1 -3.1 -2.8 -2.6 -2.4

  Germany 4.9 0.9 0.2 1.3 1.4 2.1 1.6 0.9 1.3 5.5 5.3 5.1 4.8 0.1 0.0 0.2 0.2

  France 3.7 0.3 0.4 0.2 0.7 2.2 1.0 0.6 0.5 9.8 10.3 10.3 7.9 -4.8 -4.3 -3.9 -3.6

  Italy 2.8 -2.4 -1.8 -0.2 0.5 3.3 1.3 0.2 0.2 10.7 12.2 12.6 12.4 -3.1 -3.1 -3.2 -2.7

  Spain 1.8 -1.6 -1.2 1.1 1.5 2.4 1.5 -0.2 -0.3 24.8 26.1 24.6 23.0 -6.9 -6.6 -5.7 -4.5

  Portugal 0.3 -3.2 -1.4 0.8 1.7 2.8 0.4 -0.3 0.2 15.8 16.4 14.2 13.3 -5.8 -4.5 -4.0 -3.0

Other Western Europe

  UK 3.4 0.3 1.7 3.1 3.1 2.8 2.6 1.7 1.8 8.0 7.6 6.4 5.6 -6.1 -6.2 -4.9 -3.3

  Switzerland 0.9 1.0 2.0 1.7 1.9 -0.7 -0.2 0.1 0.4 2.9 3.2 3.1 3.0 0.3 0.2 0.6 0.8

  Sweden 0.8 1.1 1.7 1.8 1.9 0.9 0.9 1.4 1.7 8.0 8.1 7.9 7.5 -0.2 0.0 -1.0 -0.7

Other Europe

  Russia 2.9 3.4 1.3 -1.0 0.0 5.1 6.8 7.7 7.4 5.5 5.5 5.5 6.4 -0.2 0.8 -1.5 -2.0

  Turkey 1.1 2.2 4.0 3.0 3.3 8.9 7.5 9.0 7.8 8.4 9.1 9.5 9.3 2.1 -2.0 -2.6 -2.5

Unemployment rate: Harmonised definition (ILO/Eurostat); f iscal balance: general government deficit in % of GDP excluding one-off bank support.

*At current exchange rates, not purchasing pow er parity. PPP estimates give more w eight to fast-grow ing emerging markets and inf late global GDP. 

Weights based on IMF World Global Outlook statistics 2013 estimated GDP figures. 2013 w eights.

GDP Fiscal balanceUnemploymentInflation
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