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MACRO UPDATE: ITALIAN REFORMS, GERMAN TRADE 

Berenberg Macro Flash 

 
ITALY: RENZI ON TRACK 
 
Italy’s Prime Minister Renzi is serious about the reform package he promised upon coming to power in February. The coun-
try’s senate, where Renzi’s governing coalition has a fragile majority of 168 out of 320, yesterday passed a confidence vote 
connected to labour reforms, which will make it easier to hire and fire workers, by a sound margin of 165 to 111. This is just 
the first step in a long process which may take a year for full implementation. But on the day he hosted an EU jobs summit, 
Renzi could thus provide evidence that Italy is on the same reform path as countries like Spain and Portugal, which adopted 
tough reforms in 2012 and are now starting to enjoy the benefits in rising employment and falling unemployment. If Renzi’s 
reforms are as successful as those of its Mediterranean neighbours, Italian employment could begin rising more quickly than 
in previous recoveries in a few years, with positive consequences for growth, investment and importantly public finances as 
well. 
 
The two key parts of the “jobs act” reform are (1) making it easier for firms to hire by replacing the plethora of different 
work contracts with one contract applying to new hires where job protection starts very low and grows with seniority. And 
(2) making it easier to fire by further watering down the automatic reinstatement of workers on unfair dismissal (Article 18 
of the labour statute) and tightening the conditions under which dismissals can be challenged in court. The impact of the 
two measures on workers will be softened by a broadening of social benefits for unemployed workers, taking Danish “flex-
icurity” as a model. 
 
Many details are missing, making it difficult to assess whether Italy can emulate the success of Spain and Portugal: 
 

• How far will the reduction of job security go? On the face of it, the impact of article 18 is small. It appears to have led 
to merely 3000 automatic reinstatements in 2013. But many companies shy away from even trying to lay off older 
workers in fear of the courts. Especially foreign investors are deterred from investing at all. As article 18 only kicked in 
from 15 employees, it prevented companies from expanding beyond that size. Italian companies’ small average size is a 
serious competitive disadvantage in globalised markets. 

• What is the coverage of the new contracts? The key questions are what the new job protection scale will look like and 
whether it will apply to all workers or just first-time job-seekers as early reform drafts had suggested. 

 
We are cautiously optimistic. It deserves admiration that Renzi got this far this quick given Italy’s slow-grinding political 
process. He is on track to deliver what he had promised when he came to power. Key parts like the senate reform, which 
will not become law before spring next year, and the labour reform, which may not come into effect before H2 2015, are 
clearly behind schedule but firmly in the legislative process now. Blame for failure would now be shared by parliamentarians. 
Italy’s past gives reason for scepticism. The promising steps under Prime Minister Mario Monti in 2012 ultimately stalled 
and gave way to a period of political instability and economic standstill. The verdict on whether Renzi and his reforms will 
last longer is still out. While the reforms may inspire new confidence, companies may only really act and invest with a delay. 
But at least Italy is moving, something which France is still some way away from. 
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GERMANY: HOLIDAY EFFECT HITS EXPORTS, TOO 
 
German exports, mom %, August 2014 

 

Actual:  -5.8 

Previous: 4.8 

Consensus: -4.0 

Berenberg: -3.5 

 
A sharp decline in exports completes the round of disastrous German industrial data for August. As with industrial 
orders (-5.7% mom in August) and production (-4.0%) the 5.8% mom decline in exports is largely a result of late school 
holidays leading to an unusual pattern of factory closures. That caused strong exports in July (+4.8% mom) and weak ones 
in August. Taken together, exports in the first two months were actually up by 2.0% over the Q2 average, suggesting that 
the decline in the euro exchange rate has had some positive effect, amplified by resilient demand in many important export 
markets. Evidence of a German slowdown is more prevalent in imports, which fell for a second successive month and are 
heading for a 0.6% decline in Q3. That highlights that Russia’s aggression in Ukraine, which triggered the sizeable decline in 
German business confidence, is not affecting the economy much via trade links, but rather via the uncertainty it causes and 
which makes some companies delay investment plans. As that uncertainty fades, a fundamentally sound German economy 
should rebound quickly. We expect a return to significant growth in early 2015. 
 
The Eurozone was the most stable trading partner so far this year, at least partly due to the absence of exchange rate 
volatility. Exports from January to August were up 2.5% yoy, imports 1.9%. Trade with the Eurozone partners remained 
balanced with exports and imports at roughly €270bn each. Trade with non-euro EU countries is the most buoyant, with 
exports rising by 9.6% and imports by 7.3% yoy year-to-date and a sizeable surplus. But Germany’s biggest trade surplus by 
far remains that with the rest of the world: more than €100bn in the first 8 months of the year. Given the slowdown in 
many emerging markets and the Russian economic crisis, the stability achieved exports to the rest of the world could be a 
positive sign. Imports were down by 1.3% yoy so far this year. The data points to a positive contribution to GDP from net 
exports in Q3, which together with a modest increase in consumption should offset a likely decline in investment. We ex-
pect the German economy to expand by merely 0.1% qoq in each of Q3 and Q4 and cannot even rule a mild technical re-
cession. 
 
German trade 
 AUG JUL JUN MAY APR MAR 

Exports, % mom sa -5.8 4.8 0.9 -1.1 2.6 -1.8 

Imports, % mom sa -1.3 -1.4 3.6 -2.6 0.2 -1.3 

Trade Balance, €bn 14.1 23.5 16.6 17.8 17.2 16.6 

 
Source: Destatis 
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