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Global outlook: rough patch   

● The Eurozone has hit a rough patch. Companies invest when they 
are confident about the future. If the outlook becomes more 
uncertain, they delay investment decisions. As a prime producer and 
exporter of investment goods, core Europe is taking the brunt of the 
confidence shock triggered by Russia’s war against Ukraine, and 
exacerbated by other geopolitical risks and recent financial volatility. 
Germany’s stagnation is radiating to other parts of Europe. We expect 
no Eurozone growth in late 2014. The risk of a brief recession is 
serious. Reform laggards France and Italy look shaky, Spain is strong. 

● But the recovery has only been interrupted. The truce in Eastern 
Ukraine seems to be largely holding. Within a few weeks, the US Air 
Force could succeed in weakening the Islamist terror militia in Syria 
and Iraq. Ebola can likely be contained. An easing of geopolitical 
tensions could allow for a rebound in German and European business 
confidence in early 2015. That is our base case. We take a close look at 
the anatomy of the current soft-patch in a Special focus chapter on p11. 

● Outside the Eurozone, the economic outlook has hardly 
changed since our last Global outlook. In the US, growth 
accelerated sharply in Q2 after the weather-related setback over the 
winter. Buoyant domestic demand supports strong growth in the UK. 

● China will, from time to time, face challenges along its gradual 
transition to a more market-oriented growth model. But a savings rate 
of 40% and $4trn in FX reserves give it sufficient financial firepower 
to counter most problems. We continue to expect 7.4% growth this 
year, weakening gradually to 6.8% by 2016. 

● For emerging markets, the outlook remains mixed. Prospects are 
good for most countries in East Asia. But commodity-producing 
countries face serious downside risks. Russia is falling into recession. 

● Inflation is not a risk in the west. We have cut our inflation forecasts 
almost everywhere and see downside risks to those forecasts, which 
are generally well below consensus. Especially in the Eurozone, with 
only slowly increasing consumer demand and painfully slow declines 
in unemployment, price rises will stay weak, even though we think a 
deflationary downward spiral is very unlikely. Beyond Europe, 
inflation should reach central bank targets by late 2016. 

● Central banks in the developed world face very divergent pressures. 
Reacting to the growth pause in core Europe and the ongoing 
weakness in France and Italy, the European Central Bank (ECB) has 
further relaxed its policy stance. We see a 40% chance of outright 
sovereign bond purchases. In contrast, stronger economic upturns in 
the US and UK are bringing interest rate hikes closer. We still look for 
the Bank of England (BoE) to start raising rates in February 2015 and 
the US Federal Reserve to raise its key interest rate from April 2015.  

● The Fed and the BoE will proceed only gradually, benefiting 
from a benign inflation outlook. The shadow of the financial crisis is 
receding, but it still hangs over economies for now. By end-2016 we 
expect the Fed’s key interest rate to have reached 2.5%, compared to 
2.0% in the UK. But the rather rough patch in the Eurozone will be 
weighing on the Fed and BoE’s decisions and may cause them to 
delay the first hike. We do not see the ECB or Bank of Japan raising 
interest rates before 2017 at the earliest.  
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Overview: geopolitical risks interrupt the upswing 

Russia’s aggression in Eastern Ukraine has interrupted the economic 
upswing in core Europe. Since early spring 2014, the hitherto extremely buoyant 
economic data for Germany have weakened substantially. After the barely 
concealed intervention of Russian troops on the ground in August 2014, German 
and European leading indicators turned down sharply. While the war in Ukraine 
has given way to a fragile truce, the conflict in Syria and Iraq and even concerns 
about Ebola could now weigh on confidence as well. With companies and 
households in core Europe now more nervous about geopolitical and other risks 
than before, they may react more to such perceived risks than usual. Financial 
investors have also become more concerned. Most of the downward revisions to 
our growth forecasts shown in Table 2 below stem, directly or indirectly, from 
President Putin’s war and other geopolitical risks that have emerged since then. 

Companies invest when they are confident about the future. If the outlook 
becomes more uncertain, they delay. As a prime producer and exporter of 
investment goods, Germany is taking the brunt of the confidence shock caused by 
President Putin’s war. The sudden temporary failure of the German economic 
engine is also, with a delay, radiating to the rest of the Eurozone. The modest 
recovery ground to a halt in Q2. Along with the reform backlog in France and 
Italy, Germany’s weakness is drowning out the still largely positive news from the 
former crisis countries: Spain, Portugal, Ireland and – to a lesser extent – Greece. 
We expect the Eurozone to see hardly any growth in Q3 and stagnate in Q4.  

Near-term, the Eurozone faces a risk of a downside dynamic. The business cycle is 
partly driven by swings in confidence. The current correction in markets and the 
widespread headlines about downside risks to growth could take a further toll on 
business investment and purchases of consumer durables in the short-term. 
However, Germany remains in a fundamentally strong position, with a resilient 
labour market, rising real wages and companies that often seem to be in rude 
health. Germany can weather a temporary setback well. The fact that many of the 
current concerns focus on Germany is, in fact, a blessing in disguise. These 
concerns are temporary. 

Robust US, mixed emerging-market outlook  
The Eurozone is much closer to the conflict between Russia and Ukraine, as well 
as the fight against Islamist terrorism in Syria and Iraq, than the world’s other 
major economies. Outside the Eurozone, the economic outlook in the past three 
months has hardly changed. In the US, growth accelerated sharply in the spring 
after the weather-related setback around the turn of the year. Supportive monetary 
policy should keep the recovery on track. The same applies to the UK. 

China’s expansion will be bumpy from time to time as it encounters problems with 
a gradual transition to more market freedom as well as less wasteful and more 
resource-efficient growth. But given a private savings rate of about 40% and its 
foreign exchange reserves of about $4trn, China can deal with short-term 
disturbances and possible problems in the financial system. The risk of a hard 
landing in China remains low, in our view. We continue to expect up to 7.4% 
growth this year, with the pace of expansion gradually slowing to 6.8% in 2016 as 
China continues to catch up with the west. 

The short term boost from Abenomics seems to be wearing off in Japan, leaving 
the reality of a lack of far-reaching structural reforms to accompany the monetary 

Russia’s aggression has 
interrupted the upswing 

We expect hardly any growth in 
the Eurozone in Q3 and Q4 

Outside the Eurozone, the 
economic outlook has hardly 
changed 

China’s expansion will be 
bumpy from time to time 

Abenomics seems to be fizzling 
out 

Near-term, the Eurozone faces 
a risk of a downside dynamic 
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and fiscal sugar rush. We look for growth of just over 1% per year for 2014, 2015 
and 2016. Whether Prime Minister Shinzō Abe will reform the economy 
sufficiently to boost trend growth, and thus put its public finances on a less 
unsound basis, is still unclear. 

For many emerging economies the outlook remains mixed, with rather good 
prospects for many countries of East Asia. We look for better news from India but 
see risks for commodity-producing countries such as South Africa. In Brazil, 
economic mismanagement is aggravating capital outflows and commodity price 
declines. As usual, we include poorly governed countries, such as Argentina and 
Venezuela, in the crisis candidates. Whether the Ebola epidemic that is already a 
humanitarian disaster will become a significant issue beyond West Africa is unclear. 

Outlook for Europe: the case for a rebound in growth next year  
Geopolitical shocks do not last for ever. While the near-term risks are on the 
downside, we see strong reasons to expect firmer growth again in early 2015. The 
systemic euro crisis is over, austerity has largely run its course and monetary policy 
is strongly accommodative, with further stimulus, including a lower euro exchange 
rate, in the pipeline. To return to more growth, the Eurozone just needs the 
current confidence shocks to fade somewhat. Chances are they will.  

The shaky ceasefire in Ukraine appears to be holding. Russia is suffering more and 
more from capital flight and the combination of higher import prices, a weaker 
exchange rate and declining world prices for its oil exports. A rationally behaving 
Russia should, therefore, have no great interest in reviving an expensive war again. 
At the same time, we expect that it will be possible, within a few weeks, for the US 
Air Force to halt the advance of Islamic State in Syria and Iraq. With decreasing 
geopolitical risks, the business climate in the Eurozone and especially in Germany 
could brighten again and allow Eurozone growth to gradually improve during 2015.  

There are other reasons to believe that the recovery will resume next year. 
Eurozone unemployment, although high, is gradually declining, while demand from 
the US, China and some other emerging markets remains resilient. France and Italy, 
under new leadership, should implement at least some reforms. Meanwhile, once 
the banks know the results of the ECB’s comprehensive assessment in late 
October, the majority of them will likely feel free to return to more-normal lending 
behaviour. As monetary policy in the Eurozone is transmitted largely through the 
banking system, that will allow the ECB’s monetary policy to reach further parts of 
the real economy. The weaker euro exchange rate will help as well. Finally, Spain, 
Portugal and Ireland will continue to reap the rewards of their reforms.  

Risk: how far will Putin go?  
The risks to our economic outlook are obvious. How much and for how long 
companies respond to the geopolitical uncertainties cannot be accurately predicted. 
Given already shaky sentiment, the recovery in Europe could be delayed if the war 
in Eastern Ukraine flares up again, or if Islamist terrorism dominates the headlines 
for a long time, or new significant trouble spots appear. We cannot rule out a mild 
recession in Germany and the Eurozone. However, experience shows that 
geopolitical shocks fade away after some time, leaving only small traces in 
otherwise structurally healthy economies. The US, after the horrific terrorist attacks 
of September 2001, is one example.  

We also need to watch other risks. For example, if the French government fails to 
push through at least some reforms, mounting concerns about France could weigh 
on the Eurozone as a whole. But there are also upside risks here too. Under 
pressure, France has an opportunity to follow the example of Germany’s reforms 
of 2004.  

Eurozone growth should recover 
as geopolitical tensions fade 

Russia should have little interest 
in reviving an expensive war 

Other reasons to believe the 
recovery will resume next year 

One key risk: how far will 
Putin go? 

Lack of French action could 
pollute the Eurozone 

We see strong reasons to expect 
firmer growth again in early 
2015 
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Inflation: not here, not now  
For the western world, inflation risks are extremely small for the foreseeable future. 
In the Eurozone, growth remains weak and unemployment high. Broad money 
supply (M3) is barely expanding and credit is declining. The US and the UK are 
using up capacity faster but wage growth remains very subdued. We expect 
inflation to run below Fed and BoE targets until late 2016. At that point we see 
Eurozone inflation only just reaching 1.0%.  

Central banks: US and UK start hiking  
Given the current growth pause and extremely low inflation, the ECB has loosened 
policy further by cutting interest rates, offering targeted long-term loans and 
starting purchases of covered bonds and, soon, asset-backed securities (ABS). So 
far it has resisted full-scale quantitative easing (QE), ie large-scale purchases of 
sovereign bonds. It is quite possible that the ECB will eventually go down that 
route. Further discussions will likely be prompted by downward revisions to ECB 
growth and inflation forecasts in December. But if the geopolitical situation calms 
over the next few months, stabilising the growth outlook, the ECB will probably 
not do QE. We see a 40% chance of ECB QE.  

In the US and UK, the success of much more expansive monetary policy than that 
of the ECB is now bringing the time for rate hikes closer. We expect the first rate 
hike in February 2015 in the UK and April 2015 in the US. But the rather rough 
patch in the Eurozone will be weighing on those decisions and may cause them to 
delay the first hike. 

 

The outlook remains mixed for 
emerging economies 

The ECB has loosened further 

Successful expansionary policy 
in the US and UK is now 
bringing rate hikes closer 
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Forecasts at a glance 

 Global economy: Rough patch on geopolitics and expected rate hikes. 

 US: Little austerity, monetary policy gains traction; 2-3% growth. 

 China: Resilient growth slowing gradually to 6.8% in 2016. 

 Japan: Artificial stimulus has faded, future hinges on reforms. 

 Eurozone: Geopolitics interrupts upswing but periphery firming on trend. 

 UK: Strong, but near-term caution. 

Policy 

 Monetary policy: Fed and BoE prepare for first hikes, ECB dovish. 

 Central banks: Policy to stay supportive, even after hikes begin. 

 Fiscal policy: Fiscal hit in the Eurozone largely over. 

Risks: One big risk – geopolitics. 

 Upside: Geopolitical tensions ease fast, global economy accelerates. 

 Downside: Ukraine conflict escalates again, causing Eurozone recession. 

Inflation: No serious risk, even less in the Eurozone than in the US 

For detailed country forecasts, please see the Annex. 

 
Table 1: Uneven recovery with low inflation 

 
 
  

                       

Weight 2013 2014 2015 2016 2013 2014 2015 2016 2013 2014 2015 2016 2013 2014 2015 2016

World* 100.0 2.4 2.4 2.6 2.8

US 22.8 2.2 2.1 2.9 2.8 1.5 1.7 1.6 1.9 7.4 6.2 5.5 5.0 -5.8 -5.5 -4.3 -4.0

Japan 6.8 1.5 1.0 1.3 1.1 0.4 2.9 1.7 1.0 4.0 3.6 3.5 3.5 -9.0 -7.8 -6.5 -5.5

China 12.2 7.7 7.4 7.2 6.8 2.6 2.2 2.6 2.8 4.1 4.1 4.3 4.3 -2.0 -2.1 -1.8 -0.9

India 2.4 5.0 5.3 5.8 6.0 9.5 8.0 7.5 7.5 -7.2 -6.9 -6.5 -6.0

Latin America 7.9 2.7 1.1 1.8 2.2 6.1 6.0 6.0 5.5 -3.4 -3.5 -3.5 -3.5

Europe 30.0 0.6 1.1 1.2 1.9

Eurozone 17.3 -0.4 0.6 0.8 1.7 1.3 0.5 0.6 0.9 11.9 11.6 11.2 10.7 -2.8 -2.9 -2.8 -2.3

  Germany 4.9 0.5 1.3 1.2 2.2 1.6 0.9 1.1 1.4 5.3 5.0 4.8 4.5 0.0 0.2 0.1 0.0

  France 3.7 0.4 0.2 0.6 1.4 1.0 0.6 0.5 0.8 10.3 10.4 10.5 10.4 -4.3 -4.4 -4.5 -3.6

  Italy 2.8 -1.8 -0.3 0.4 1.0 1.3 0.1 0.1 0.6 12.2 12.4 12.1 11.7 -3.1 -3.2 -2.7 -2.2

  Spain 1.8 -1.2 1.1 1.3 2.0 1.5 -0.1 -0.2 0.3 26.1 24.6 23.0 21.7 -6.6 -5.7 -4.5 -3.0

  Portugal 0.3 -1.4 0.8 1.6 2.4 0.4 -0.1 0.4 0.8 16.4 14.3 13.4 12.6 -4.5 -4.0 -3.0 -2.0

Other Western Europe

  UK 3.4 1.7 3.0 2.9 2.9 2.6 1.6 1.7 1.9 7.6 6.3 5.7 5.3 -5.8 -4.9 -4.0 -2.7

  Switzerland 0.9 1.9 1.3 1.6 2.0 -0.2 0.1 0.4 0.6 3.2 3.2 3.3 3.3 0.2 0.6 0.8 0.8

  Sweden 0.8 1.6 1.7 1.7 2.2 0.0 -0.1 1.0 1.3 8.0 8.0 7.8 7.6 -1.3 -2.0 -0.9 -0.3

Other Europe

  Russia 2.9 1.3 0.0 -1.0 0.0 6.8 7.7 9.0 8.5 5.5 5.5 6.4 6.5 -1.3 -1.5 -2.0 -2.0

  Turkey 1.1 4.0 3.0 3.3 3.5 7.5 9.0 7.8 6.3 9.1 9.5 9.3 9.3 -1.5 -2.1 -2.0 -2.0

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 inflate global GDP. 

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

GDP Fiscal balanceUnemploymentInflation
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Forecast changes 

Changes since our Global outlook: uneven recovery, published in July 2014, are as 

follows. 

Growth: Markedly weaker in the Eurozone in 2014 and 2015. 

• World growth: 2014 cut by 0.3ppts, 2015 cut by 0.4ppts. Events in Ukraine 
and other geopolitical risks have interrupted the Eurozone upswing. Japan’s 
Abenomics boost has faded. Latin America is being hit by Brazilian electoral 
uncertainty, fallout from Fed tapering and declining commodity prices. 

• US: Growth bounced back strongly in Q2 while payrolls gains have stepped up 
a gear, keeping our forecasts largely on track. 

• Geopolitics interrupts the Eurozone upswing: Russia’s aggression in 
Ukraine has hit Germany especially hard. France and Italy have underlying 
problems. Hence, we cut the latter’s forecasts for 2015 more than in 2014. 

• UK: The recovery has topped out, mainly due to Eurozone softening. We have 
shaved our forecasts by 0.2ppts and 0.5ppts in 2014 and 2015, respectively. 

Inflation: Lower almost everywhere on weak wages and commodity price falls. 

• US: Wage growth has failed to pick up despite unemployment falling. We cut 
our forecasts as a result. 

• Eurozone: Softer-than-expected inflation data along with the delayed recovery 
means we cut our forecasts, especially for the periphery.  

• Russia and Turkey: More inflation as exchange rate falls. Capital flight, 
sanctions and restrictions on food imports also raise Russian inflation. 

Table 2: Forecast changes 

 

                       

Weight new change new change new change new change

World* 100.0 2.4 -0.3 2.6 -0.4

US 22.8 2.1 0.1 2.9 -0.3 1.7 -0.2 1.6 -0.5

Japan 6.8 1.0 -0.9 1.3 0.1 2.9 -0.2 1.7 -0.4

China 12.2 7.4 0.0 7.2 0.0 2.2 -0.1 2.6 -0.4

India 2.4 5.3 0.0 5.8 0.0 8.0 0.5 7.5 0.0

Latin America 7.9 1.1 -0.9 1.8 -0.7 6.0 0.0 5.5 0.0

Europe 30.0 1.1 -0.3 1.2 -0.9

Eurozone 17.3 0.6 -0.3 0.8 -0.8 0.5 -0.2 0.6 -0.4

  Germany 4.9 1.3 -0.7 1.2 -1.0 0.9 -0.1 1.1 -0.4

  France 3.7 0.2 -0.3 0.6 -0.6 0.6 -0.2 0.5 -0.5

  Italy 2.8 -0.3 -0.4 0.4 -0.8 0.1 -0.3 0.1 -0.5

  Spain 1.8 1.1 -0.1 1.3 -0.4 -0.1 -0.3 -0.2 -0.9

  Portugal 0.3 0.8 -0.2 1.6 -0.3 -0.1 -0.2 0.4 -0.5

Other Western Europe

  UK 3.4 3.0 -0.2 2.9 -0.5 1.6 0.0 1.7 -0.2

  Switzerland 0.9 1.3 -0.8 1.6 -1.1 0.1 0.0 0.4 0.0

  Sweden 0.8 1.7 -0.7 1.7 -0.9 -0.1 -1.8 1.0 -1.0

Other Europe

  Russia 2.9 0.0 0.0 -1.0 -2.5 7.7 0.7 9.0 2.2

  Turkey 1.1 3.0 0.2 3.3 0.0 9.0 0.4 7.8 0.8

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

Change gives the difference betw een our new  calls and those in our Global Outlook 2014 of 15 July 2013.

Inflation

2014 2015 2014 2015

GDP

http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&sb_userid=0&sb_eventid=0&doc_id=49818


Berenberg Macro Views 
Economics  

11 

Special focus: anatomy of the current rough patch 

The Eurozone entered a new phase of stagnation this spring. GDP was 
unexpectedly flat in Q2 2014 and Eurozone economic sentiment began to gradually 
fall. While temporary factors played a role in the sudden stall, subsequent 
confidence declines point to more weakness ahead (see Chart 1). We cannot even 
rule out a mild recession. Why did the recovery suddenly fizzle out? Other 
developed economies, like the US and UK, continued to grow solidly. The 
emerging world struggled, but key countries like China remained stable. In the 
Eurozone itself, austerity was largely over, monetary policy became even more 
accommodative, credit conditions gradually improved and unemployment fell. It is 
hard to discern any domestic economic factors which could have led to the sudden 
setback. 

Chart 1: Confidence has rolled over, growth will follow 

 
Left scale: Economic sentiment indicator. Right scale: Real GDP, yoy % change. Source: EU Commission, Eurostat. 

Admittedly, output growth never reached a proper recovery pace. At their peaks in 
early 2014, confidence indicators were above average, in line with trend growth but 
not in boom territory. Hard data was even further behind. It will take Eurozone 
households, companies and policymakers a long time, probably years, to fully shake 
off the shocks of the global financial crisis and the euro-crisis of 2010-13. 
Companies are more cautious than usual and banks are still facing uncertainty from 
the ECB’s asset quality review. Meanwhile, high unemployment rates and low wage 
growth are restraining consumption, and governments have little leeway for fiscal 
stimulus. But none of these factors were new in early spring 2014. If they were to 
blame, the rot would have started in the vulnerable periphery. But it did not. Spain, 
Ireland and Portugal continued to recover well in Q2. It was healthy Germany 
where the slowdown started (see Chart 2). The trouble, therefore, comes from 
elsewhere. 

• Geo-political risks: Russia’s aggression in Eastern Ukraine has triggered the 
most serious European security crisis since the end of the Cold War. In the 
summer, the situation in the Middle East escalated with the fast advances of the 
terror group Islamic State in Iraq and Syria.  

• French and Italian politics: New, young, energetic, centrist prime ministers 
had triggered hopes for fresh reform impetus, but were caught up in the slow-
grinding mills of politics in each country.  
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Domestic factors did not cause 
the sudden loss of German 
momentum 

The trouble comes from 
elsewhere 

Russia’s aggression 

Slow grinding mills of politics in 
France and Italy 



Berenberg Macro Views 
Economics  

12 

These new problems hit the Eurozone at a time of still fragile recovery. However, 
they have mostly affected the strong core of the Eurozone, not the former crisis 
countries which suffered most during the euro-crisis 2010-13. 

We can trace the problems to the root by following the trajectory of confidence 
indicators. They started in German manufacturing. The heavily manufacturing-
driven Ifo index’s expectations component began to drop in March. Germany is, 
via energy and trade links, more exposed to Russia than any other large European 
economy. While Russia was only the 11th biggest export market in 2013, many 
German companies have invested heavily in Russia in recent years. Russia’s 
domestic economic crisis, the risk of tough sanctions and occasional Russian 
threats of expropriation of foreign investors have caused considerable concern in 
German boardrooms. 

The rest of the Eurozone, the UK and global manufacturing PMIs did not feel the 
impact until much later. Italy and France even experienced a brief boost in the 
spring when new prime ministers were elected, while the Spanish and UK PMIs 
stayed at very high levels until June. In July, however, when Malaysian Airlines 
flight MH17 was shot down in Eastern Ukraine, the confidence shock spread to 
exporters across Europe. The effect became more pronounced when Russia 
stepped up its military intervention in August. The healthiest economies – 
Germany and the UK – suffered the most. Germany’s manufacturing PMI 
dropped to 49.9 in September, below both Spain and Italy, and even the UK’s 
manufacturing PMI is now below Spain’s. This part of the anatomy clearly suggests 
that problems like deflation, austerity or a credit crunch have nothing to do with 
the current rough patch. 

Declines in German manufacturing confidence are hurting GDP via weaker 
investment. But the effect has now spread beyond export-oriented sectors to 
services and, lately, also consumer confidence. Households took fright, especially 
after MH17 was shot down. After rising to near-record levels on some measures 
consumer confidence is still high and households’ income and job security 
expectations, as well as their spending and saving intentions, still reflect the 
extremely strong fundamentals. But if consumers start delaying purchases of larger 
items, consumption growth may also weaken throughout the rest of the year. 

Where do we go from here? In the near-term, the risks are to the downside. While 
Russia’s war against Ukraine triggered the correction in confidence, other factors – 
such as war in Syria and Iraq, Ebola and the correction in financial markets – are 
now adding to that. And once started, a downtrend in confidence can last for a 
while, even if the original trigger has gone away. However, all these concerns 
should be temporary. In the end, confidence will return to the position that 
underlying fundamentals warrant. We see a number of reasons to believe that 
Eurozone confidence will start to stabilise by the end of the year, so that the 
recovery could resume in early 2015. 

First, geopolitical risks should recede. Amid a worsening Russian recession, a 
rational President Putin should have little interest in escalating the conflict again. In 
Iraq and Syria, US airstrikes could at least stop the advance of Islamist Ultras in the 
next couple of weeks.  

Second, gradually declining unemployment and low inflation are supporting the 
purchasing power of consumers in the Eurozone, while demand from the UK, US 
and still-resilient China should help the Eurozone.  

Third, once banks know the results of the ECB’s comprehensive assessment in late 
October, the majority of them will likely feel free to return to more-normal lending 
behaviour, helping ECB policy reach the economy. 

These problems hit the 
Eurozone at a time of fragility 

Germany turned down first 

The periphery actually gathered 
speed through the spring 

Delayed investment is 
particularly hitting Germany 

Eurozone confidence should 
stabilise by year end 

Geopolitical risks should recede 

Gradually declining 
unemployment 

End of the Asset Quality 
Review 



Berenberg Macro Views 
Economics  

13 

Fourth, significant monetary stimulus is already on the way. The ECB’s easing 
action has contributed to a near 10% devaluation of the euro against the dollar 
since May. Sovereign borrowing costs have dropped further and ECB asset 
purchases should also help lower private-sector borrowing costs further.  

Finally, progress at the periphery should continue to help. Spain, Portugal and 
Ireland are reaping the rewards of painful reforms while Italian Prime Minister 
Matteo Renzi continues his reform push. France remains the sick man of Europe. 

While we have cut our near-term forecasts sharply to below-consensus levels, we 
remain optimistic that the recovery has not been aborted, but merely interrupted. 
Once the confidence shock fades, the supportive factors will take over and allow 
the recovery to resume. Make no mistake: the legacy of the crises will keep a lid on 
growth for years to come. But growth will be more sustainable than in the past due 
to structural reforms and fiscal adjustment. 

Chart 2: The rot began in Germany Chart 3: The rest of the world resilient 

  
Economic sentiment. Periphery = weighted average of Italy, Spain, Portugal, 
Greece. Source: EU Commission 

Manufacturing PMIs, ISM. US and China weighted average. Source: 
Markit, China Federation of Logistics and Purchasing, ISM 
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US: waiting for wage growth 

The US economy is gradually strengthening as austerity fades and improving 
confidence, along with super-loose monetary policy, supports consumption and 
business investment. The missing ingredient for the next step up in growth is the 
return of sizeable wage increases. We expect some improvement there next year. 

Growth has been bouncing around 2% year-on-year since 2010 as various 
headwinds have come and gone. Significant government austerity dragged on 
growth through 2013. The impact was larger than the government’s direct 
contributions to GDP (shown in Chart 4) as tax rises cut household income. When 
austerity eased into 2014, rising mortgage rates following the taper tantrum in mid-
2013 ended up slowing residential investment. 

But the underlying story is one of improvement. Payrolls gains have averaged 245k 
a month over the past six months, up from 190k over the previous two years. 
Importantly, business investment is showing signs of picking up as confidence in 
the recovery improves, replacing the boost from residential construction. 
Consumption growth has failed to move out of second gear so far as households 
have been hobbled by weak wage growth and deleveraging. But wage growth 
should begin to gradually improve as unemployment falls. The latter is now down 
to 5.9%, not far off the pre-crisis average of 4.8%. 

The risk to wage growth remains that the unemployment rate could be a poor 
indicator of slack in the labour market. Some of the hordes of workers who have 
left the labour market in recent years could return. That argument, however, is 
becoming less plausible as the participation rate has still not picked up despite 
sustained employment and GDP growth. Of course, if workers were to return to 
competing for jobs then employment could rise much further, meaning rising 
household income. 

Ultimately, with inflationary pressures still weak, the Fed will not spoil the recovery 
by hiking rates quickly or early. The central bank will give the economy room to 
keep growing solidly. 

Chart 4: Business investment picking up 

 
Contributions to year-on-year GDP growth, percentage points. Source: Bureau of Economic Analysis. 
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China: gradually slowing 

China remains on track for just shy of 7.5% GDP growth in 2014. We look for the 
pace of expansion to continue slowing gradually, to 7.2% growth in 2015 and 6.9% 
in 2016. After a government mini-stimulus boosted the economy in the first half of 
2014, industrial production gains have slipped back. August’s 6.9% yoy increase 
suggests a sharp deterioration in GDP could be afoot (Chart 5). But it is most likely 
a one-off. The output component of the official PMI continues to bounce around 
the 53 level it has averaged over the past two years.  

Investment growth has, however, reached its lowest since 2001 while real retail 
sales are rising around 10% yoy, weaker than most of the past 10 years. The 
authorities want to avoid continuing the overly credit-driven growth of the recent 
past and so are resisting large-scale stimulus. But switching to a more sustainable 
model is not simple. The risks to our forecast are modestly to the downside.  

We expect the Fed to begin tightening policy next year, a prospect that has already 
caused wobbles in some of China’s emerging-market export partners. Other risks 
come from the rapid credit and house price rises of the past few years. Still, China’s 
financial system is relatively closed. It has massive fiscal resources at its disposal to 
diffuse problems while the saving rate is high, as are foreign exchange reserves. The 
party would add more stimulus if needed. A state-directed economy has some 
advantages when it comes to managing shocks.  

Recent events in Hong Kong highlight political risks. The authorities could resort 
to a heavy handed response in one of the world’s major financial centres, or the 
show of dissent may embolden mainland citizens. The most likely result, in our 
view, is that the Party eventually softens the electoral proposals, perhaps by 
offering further discussions on democracy for after 2017. We do not expect any 
serious fallout from those protests. Hong Kong is very different from the 
mainland, while news is still tightly restricted in the latter.  

The ride may get bumpy at times. But fundamentally, China has plenty of catch-up 
potential left and so should keep growing rapidly.  

Chart 5: Gradually slowing momentum 

 
GDP on the left-hand axis, industrial production on the right-hand axis. Source: National Office of Statistics. 
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Japan: tougher times ahead 

The first two arrows of Prime Minister Abe’s economic programme, massive 
monetary and modest fiscal stimulus, are still having an effect on the economy. The 
Tankan index remained above its long-run average in Q3. While still some way off 
pre-Lehman levels, business sentiment signals the second-strongest upswing since 
1989. Unfortunately, the hard data is currently not living up to the billing. Amid 
high volatility in H1 2014, induced by the sales tax increase in April, Japan’s 
economy expanded by merely 0.5% between H2 2013 and H1 2014, or 1% at an 
annualised pace. That would be slightly less than the post-1990 average growth rate 
of 1.2%. We expect growth to rebound to 4% annualised in Q3 and then settle 
around 1.3% in 2015 and 1.1% in 2016, roughly in line with the pre-crisis average. 

So is this it for the much-vaunted Abenomics? At a time when some observers 
clamour for Eurozone policymakers to adopt a similar programme? The verdict is 
still out. The crucial part of Abenomics, which sets it apart from other post-1989 
stimulus packages, is the promise of structural reforms. The government has begun 
the legislative process on a range of measures, including opening up the health 
sector, allowing the employment of foreign housemaids in some areas, shaking up 
corporate governance and gearing the investment strategy of the Japanese 
Government Pension Investment Fund more towards equities. It is difficult to 
judge from afar by how much these reforms could boost potential growth. More 
may be needed, in particular a further opening up to competition and immigration. 

The coming years will be challenging. Besides potentially painful structural reforms, 
Japan has to bring down its budget deficit. One step could be a further sales tax 
increase from 8% to 10% in October 2015. The Bank of Japan may step up its 
stimulus if growth and inflation fall short of expectations. In the more distant 
future it will eventually have to stop buying bonds, triggering a potentially 
challenging recovery in the yen exchange rate. In the meantime, the government 
itself does not expect any measurable positive impact from its reforms before 2015. 
Against that backdrop, the biggest long-term risk is the temptation to shirk some of 
the difficult choices and continue to rely on apparently easy ways out, like yen 
devaluation and monetary and fiscal stimulus. We remain sceptical about whether 
Japan will change its ways for good. 

Chart 6: Growth momentum continues 

 
Large manufacturing firms. Diffusion index, %. Source: Bank of Japan. 
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Eurozone: the interrupted recovery 

Russia’s aggression in Eastern Ukraine triggered uncertainty, which has spread 
from Germany’s export-oriented manufacturers via German consumers to other 
Eurozone countries since early spring. As a result, confidence indicators have 
rolled over. They increasingly point to output stagnation in the second half of the 
year. We expect GDP to grow by merely 0.1% qoq in Q3 and stagnate in Q4, less 
than Bloomberg consensus or the forecasts of international institutions like the 
ECB. 

There is plenty of support in the pipeline, however. The actions of the ECB (see 
below) have already led to a much more accommodative monetary stance, which 
will progress further once the uncertainty caused by the ECB’s bank stress test 
fades. Those countries with strong fundamentals already (Germany and some 
neighbours) and those that have worked hard to improve theirs (Spain, Portugal, 
Ireland, Greece and Cyprus) are enjoying the benefits in continued employment 
gains. Those countries that have fallen seriously behind (Italy and France) face the 
choice of following suit or wasting the opportunity. Both Italy and France have 
reform-minded prime ministers, but while Italy is making progress on tricky labour 
market and political reforms, France is still only moving incrementally.  

We expect the Eurozone recovery to resume in early 2015, once the Putin impact 
and other geopolitical risks have faded. The ECB’s monetary stimulus, the absence 
of austerity in the 2015 budgets, very low funding costs, falling unemployment, low 
inflation and a weaker euro exchange rate all provide positive momentum for the 
economy. The upswing is likely to remain uneven, although far less than the 
downswing was in 2011-13. Germany, Spain and some of the former crisis 
countries will be in the lead, France and Italy are likely to lag behind. In 2016, we 
expect Italy to enter a period of somewhat firmer growth on the back of reforms.  

Germany has led the downturn so far this year. Starting with investor sentiment in 
January, confidence indicators in the Eurozone’s strongest economy rolled over 
one by one, like in a game of dominos (see Chart 7). The absence of potential 
domestic triggers puts the blame on external events. The timing of the peak in 
business confidence in March points to Russia’s aggression in Eastern Ukraine. 
Meanwhile, consumer confidence continued to increase until the summer and is 
still at very high levels despite recent setbacks. The latest hard data for August 
suggest extended investment weakness in Q3, partly offset by still-resilient 
consumption. We expect GDP to grow only modestly by 0.1% qoq in Q3 and 
stagnate in Q4. While the Ukraine conflict appears to be frozen, other concerns – 
Iraq, Syria, Ebola – may also weigh on confidence. If these risks fade and 
confidence stabilises by the end of the year, as we expect, the interrupted upswing 
could resume in early 2015. 

Despite the slowdown, the coalition government appears unwilling to consider any 
serious fiscal stimulus. Modest public infrastructure investment programmes may 
over time be joined by slightly higher defence spending after a number of scandals 
concerning the poor state of military equipment. Indexation of tax bracket 
thresholds may also still be tackled, but not before 2016. The finance ministry has 
resisted all of the mostly half-hearted calls for major new investment initiatives or 
tax cuts. Maintaining a balanced budget is the key political aim of the grand 
coalition until the next elections in 2017. The rise of the new right-wing AfD 
opposition in several regional elections is unlikely to change policies, either 
domestically or at the European level, for the time being. 
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Bad economic policies, like the pension increases and the national minimum wage, 
are unlikely to bite for the time being, allowing further years of healthy trend 
growth. But as the end of the decade nears, losses in competitiveness are likely to 
gradually retard trend growth and increasingly require new German reform efforts 
in the end.  

France is at a crossroads. The economy continued to stagnate over the summer, 
making the need for reforms ever-more apparent. President François Hollande has 
made a clear choice by sidelining the vocal left-winger Arnaud Montebourg in the 
latest cabinet reshuffle. Unfortunately, serious reform progress remains elusive and 
the 2015 budget reinforces doubts about whether the ruling Socialists have fully 
grasped the need for change. The government is targeting a nearly unchanged 
budget deficit both nominally and structurally, keeping tax revenue unchanged 
while cutting spending modestly. There is no sign of a serious labour market 
reform. 

Extremely low sovereign interest rates suggest that markets are still less worried 
about France’s public finances than about Italy’s (despite a lower deficit) or Spain’s 
(despite stronger growth). That may have lulled French policy makers into the 
belief that deficits do not matter. But the EU Commission looks set to take on 
France and may even propose financial penalties that only a qualified majority of 
member states could reject. Since that could mean that France would need German 
support, France may have to make policy concessions. If that delivers a serious 
labour market reform, it could still turn into a positive in the end. 

There are some positive signs: Prime Minister Manuel Valls managed to push 
spending and tax cuts through parliament despite resistance from left-wingers 
within his own party. While no overall fiscal progress was foreseen in the budget, 
the shift from labour taxation to consumption taxation may help competitiveness. 
And finally, surveys have understated the underlying strength of the economy in 
recent years (see Chart 8). We expect the economy to stagnate for the rest of the 
year, but France has enormous potential and is by no means “finished”. One of the 
highest birth rates in Europe means that the population will catch up with 
Germany’s in the coming decades and become the largest in Europe alongside the 
UK. But for France to exploit that potential, more labour market and other 
reforms will be needed. 

We are more upbeat about Italy. New Prime Minister Matteo Renzi’s honeymoon 
in business confidence surveys lasted only a few months longer than that of his 
French counterpart Mr Valls. It came to a premature end with the announcement 
that the economy had slipped back into recession in Q2. But Renzi is pressing 
forward with change and not just talking about it. He persuaded the powerful 
senate to vote to effectively abolish itself and has brought his party behind him on 
serious labour market reforms. Added to a modest tax reform and attempts to 
reduce the layers of public administration, these steps raise our hopes that Italy can 
shed its sclerotic image over time. Importantly, Renzi managed to defend his huge 
lead in the polls, which has greatly reduced Italy’s notorious political risks. This is a 
positive call for the long-term. Implementation of the political and labour market 
reforms will take at least until spring next year. Companies have shown in the past 
that they will not immediately act on reform hopes with more investment. Our 
GDP calls thus remain subdued for this year and next. 

  

France struggles and stagnates 

Bad coalition economic policies 
will erode fundamentals in the 
long-term 

The pressure to act still not strong 
enough? 

Economy to stagnate, more 
reforms needed 

Output lags behind confidence 



Berenberg Macro Views 
Economics  

19 

Chart 7: German dominos Chart 8: France sentiment worse than reality? 

  
Ifo manufacturing expectations index, ZEW investor confidence expectations 
component, GfK consumer confidence index. Standard-normalised for 2012-
2014 period. Source: Ifo, ZEW, GfK, Berenberg calculations. 

Right scale: France GDP growth, qoq, 2q average. Left scale: PMI composite 
output, standard-normalised. Sources: Eurostat, Markit, Berenberg 
calculations. 

Spain and Portugal show how it could be. Both countries are reaping the fruits of 
the tough reforms of 2011-13. They have enjoyed healthy GDP and employment 
growth in the first half of this year. Thanks to the recovery spreading from exports 
to domestic demand, they look set to weather the current Eurozone slowdown 
resiliently as well. In Spain, the housing market, origin of all the troubles, has 
bottomed out (see Chart 9), while in Portugal, companies are increasingly bypassing 
the sickly banking sector by tapping financial markets directly (see Chart 10). We 
expect Spain and Portugal to post above-average growth rates for the rest of 2014 
and in 2015. 

Both Iberian economies face elections late next year, as well as idiosyncratic risks. 
In Spain, the Catalonian independence movement continues to make headlines. A 
referendum on 9 November, which Madrid will probably deem unofficial, could 
give the Catalonian government a mandate to negotiate an autonomy deal with the 
central government but, so far, Madrid is blocking all such attempts. Ahead of the 
elections next year, that is unlikely to change, making this more of a long-term 
story. Ultimately, we do not expect Spain or Catalonia to risk their economic and 
social wellbeing over the issue. The recent rise of the radical left Podemos 
movement to 15-20% in the polls could trigger anxieties in 2015. The movement 
has demands similar to those of Greece’s Syriza party, such as the nationalisation 
of banking. We do not expect Podemos to be part of the next government, 
however. In Portugal, the demise of the country’s largest private sector lender is 
certainly not positive for the economy. However, contagion to other lenders or the 
real economy is very limited to date and the authorities have dealt with the fallout 
swiftly, so far. The good part of the failed bank looks likely to be privatised soon, 
raising hopes that the impact will remain brief and mild. The election outcome for 
2015 is unclear, but in the absence of larger protest movements, political instability 
seems to be a limited risk. 
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Chart 9: Spain house prices, employment up Chart 10: Portugal: loans down, bonds up 

  
House prices (chained Ministry of Development index and INE index), 
employment, yoy % change. Source: INE, Ministry of Development, Eurostat. 

Portugal outstanding MFI loans to domestic non-financial corporations and non-
financial corporation outstanding securities other than shares, €bn. Source: ECB 

Political risks remain the key issue in Greece, however. A fragile economic 
recovery began in the spring with the first significant quarterly expansion (+0.4% 
qoq according to our calculations) since the start of the crisis in 2010. The 
government expects another expansion in Q3, largely thanks to another record 
tourism season. Unemployment has started to fall from an extremely high level, 
while employment expanded modestly. However, the large and ongoing gains in 
cost competitiveness have not helped the investment-intensive manufacturing 
sector while a high tax burden and its aggressive enforcement may still be holding 
back investment. Most importantly, the political situation remains very fragile and 
could come to a head in February 2015, when parliament has to elect a new 
president with a majority of 180 of the 300 votes, a far greater share of the votes 
than the 155 the government of Prime Minister Antonis Samaras currently 
commands. 

In the near-term, the negotiations between Greece and its European and 
international partners dominate Greek financial markets. The attempts of the 
government to shake off the troika control to boost its popularity are being met 
with scepticism, which the ECB reinforced significantly by tying any purchases of 
Greek assets as part of its new programmes to the existence of an “EU support 
programme”. While the government has delivered on fiscal adjustment and mostly 
on structural reforms, its plans to go it alone are likely to be scuppered by 
investors’ fears of political instability. That would also limit a potential Syriza-led 
government’s room for manoeuvre severely. Despite all the serious risks, we expect 
Greece to continue on its journey of reform and recovery with help and guidance 
from its international partners. 
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UK: strong, but near-term caution 

The UK is gradually leaving the troubles of the financial crisis behind. Aggressive 
monetary policy is doing its job of stimulating GDP growth and keeping inflation 
close to target. Indeed, after wide-ranging data revisions, the UK’s post-crisis 
experience looks like that of the US, with an austerity and euro-crisis induced pause 
around 2011 (Chart 11). As that austerity eased back from the front-loaded effort 
and the acute phase of the euro-crisis passed, UK growth picked up through 2013. 

But Eurozone weakness is again weighing on the UK. The manufacturing sector is 
already feeling the heat, but that could spread to other sectors (Chart 12). As we 
explain in the Special focus on page 11, the slowdown was triggered by Russia’s 
aggression against Ukraine and exacerbated by rising geopolitical tensions more 
widely. Manufacturing cycles are highly synchronised across countries, hence the 
UK sector follows the Eurozone closely. That is one, but not the only, reason we 
have become more cautious about UK growth over the next couple of quarters. 
Most of the public now expect the first rate hikes to come over the next 12 
months, which could make consumers jittery. Domestic political uncertainty ahead 
of a currently difficult-to-call general election next May could also matter. 

For now we expect only a gentle softening, to 0.6% qoq growth in Q4 2014 down 
from 0.9% qoq in Q2. Manufacturing accounts for only a tenth of output, and the 
PMIs are so far showing little easing in domestic spending. The risks to our call are 
on the downside in the near-term, however. Manufacturing weakness could hurt 
investment intentions, as appears to be happening in Germany. The latest BoE 
credit conditions survey shows firms’ demand for credit for capital investment 
easing, for instance, though other signals are still strong. 

None of these reasons for caution are fundamental, however. We look for 2.9% 
GDP growth in 2015, as the Eurozone rough patch hits the UK over the next six 
months. But if the shaky Ukrainian ceasefire holds and geopolitical tensions ease, 
then growth should pick-up again. We look for 2.9% growth in 2016 too. The 
tightening labour market should gradually feed through to stronger wages, giving 
the recovery an extra kick. Growth and inflationary dynamics are likely to remain 
subdued relative to the pre-crisis era though, giving the BoE plenty of room to 
move only gradually on interest rates, supporting the recovery. 

Chart 11: Aggressive policy is working Chart 12: Weak Eurozone growth hitting UK 

 

 
Index, 2006=100.  Source: BEA, Eurostat, ONS. Services and construction weighted by shares in value added. Source: 

Markit, Berenberg calculations 
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Why do we remain optimistic about the longer-term UK outlook? First, the  
recovery now appears to be broader based. Revisions have raised recent business 
investment growth, so the recovery has not been only consumption led (Chart 13) 

Second, many of the problems of the financial crisis are receding into the rear-view 
mirror. Total debt is now, albeit gradually, falling relative to GDP. Importantly, the 
household and non-financial corporation sectors – the “real economy” – have cut 
their debt relative to GDP by 40ppts, or a fifth, from the peak in 2009. The ratio is 
now back to where it was in 2002 (Chart 14).  

The government has been building up debt over the same period, but has broader 
shoulders to bear that debt. Moreover, government debt should begin falling 
relative to GDP in the next couple of years. Importantly, total economic output is 
increasing at 5% a year in nominal terms, helping debt dynamics. 

Productivity and wage growth have been weak in the UK. Fortunately, though, the 
headwinds restraining innovation are fading. Banks are behaving more normally, 
corporates have delevered. Businesses have been investing more in recent years. 
Productivity growth, then, should pick up also. The UK will have to get used to 
slower expansion than during the credit-fuelled pre-crisis period (see Tomorrow never 
dies, published 22 December 2012), but that still means solid growth. On the wage 
side, rapidly falling labour market slack should gradually feed through to wage 
growth during 2015, giving the recovery an extra kick.  

The biggest risks to our forecast come from politics (see UK politics: Cameron’s golden 
opportunity, published 22 September). Surging support for the United Kingdom 
Independence Party (UKIP) is raising the uncertainty about the May 2015 general 
election and the potential referendum on British exit from the EU (Brexit) in 2017. 
By fracturing the vote, UKIP makes those elections harder to predict, improves 
Labour’s chances relative to the Conservatives, makes a hung parliament more 
likely, and perhaps means the governing Conservatives will be unable to contain 
their internal disputes over Europe anymore. 

We see a better than evens chance that Labour will win the most seats at the 
general election. Labour would run looser fiscal policy and meddle more in markets 
which would be moderately damaging, economically. But markets could live with a 
Labour government. What they could not live with would be the risk of Brexit, 
which comes with a Conservative win, as the party has guaranteed a referendum by 
2017. Surging UKIP support also raises that risk. We do not expect that doomsday 
scenario to pass, of the Conservatives fighting openly and the UK leaving the EU. 
But the risks are serious. If next year’s election ushered in an unstable government, 
growth would, of course, be hit.  

Chart 13: Investment picking up Chart 14: Debt falling 

  
Real business investment, index, 2007 = 100. Source: ONS. Financial liabilities as % of GDP. For firms, liabilities include short and 

long-term loans as well as securities other than shares. Source: ONS 
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Inflation: not picking up yet  

There is plenty of slack left to keep inflation well under control for the foreseeable 
future. Across the developed world we expect inflation to remain below 2% for the 
next two-and-a-half years. That does not mean central banks can remain idle. 
Inflation would likely pick up in the US and UK especially if policymakers do not 
begin the gradual process of hiking rates soon. But they can move slowly, 
particularly while worries continue to discourage workers from moving job to take 
advantage of higher wages elsewhere. 

Falling oil prices along with weak wages will keep inflation subdued in the near-
term. After that, the return of growth in the Eurozone and continued expansion in 
the US and UK should gradually drive inflation up. Labour markets in those two 
countries have tightened significantly over the past year. Unemployment has fallen 
by 1.5ppts in the UK and by 1.3ppts in the US (Chart 16). Wage growth has not 
picked up in either country yet, but there is growing survey evidence of improving 
pay deals. For instance, in the UK, the Recruitment and Employment 
Confederation survey continues to point to rapid salary increases for new 
permanent staff. Pay increases are unlikely to hit those heights in aggregate anytime 
soon, though we see good reasons to expect wages growth to improve through 
2014 and 2015. 

But the risks to that forecast are on the downside. For a start, inflation – core as 
well as headline – has repeatedly surprised us on the downside, so there is probably 
more slack in the system than we had thought, or more inertia. The 
unemployment-wage link has not been operating normally of late. So the main risk 
is that the improvement could be delayed. Moreover, further weakening in 
commodity prices, perhaps as a result of world growth worries, would weigh on 
inflation. 

Eurozone inflation has declined further to 0.4% on average in Q3. A renewed fall 
in commodity prices and falling food price inflation are exerting downward 
pressure, even in Germany with its record-low unemployment. These temporary 
factors add to the disinflationary tendencies in the periphery, where the competitive 
adjustment is keeping wage growth at a minimum. Very low inflation rates across 
the currency zone make that adjustment temporarily more difficult. But they have 
helped consumers’ real spending power. The decline in inflation coincided with a 
sharp rise in consumer confidence making outright deflation, where households 
put off purchases in expectation of even lower prices, a remote tail risk. Inflation 
lags the economic cycle. Over the coming months, inflation should stabilise, with 
the almost 5% depreciation of the euro exchange rate since early May providing a 
short-term boost for imported inflation. As unemployment falls and temporary 
downward pressures fade, we expect Eurozone inflation rates to gradually trend up 
from their current low point, reaching 0.8% yoy by end-2015 and 1.0% in late 
2016. 

In the US, we expect CPI inflation to hover around 1.5% for the next six months 
as commodity prices weigh on the index. It should gradually pick up to 2% by the 
end of 2016 as solid economic momentum bears down further on the number of 
unemployed workers. If US unemployment continued falling as fast as it has in the 
past 12 months, then the rate would be below 5% by this time next year. It is hard 
to believe that would not result in stronger wage inflation than now.  

There is a chance that strong growth encourages some of the discouraged workers 
who have left the labour force to return, which would slow the fall in 
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unemployment and keep wages in check. Indeed, that appears to be what has 
happened in the UK, where the participation rate has risen since 2007 while the US 
rate has collapsed (Chart 15). But there is no sign of those returning workers in US 
yet. Much of the collapsing participation rate is probably structural, meaning 
unemployment will continue to fall as the recovery pushes ahead. 

The big picture story is similar in the UK, although the details differ. The similarity 
is that inflation has responded to past limp wage growth by declining to 1.5% in 
August. A continuing supermarket price war as well as softer oil and commodity 
prices, alongside the continued pass-through from past rises in sterling, should 
keep inflation around current rates – troughing at 1.4% in September – for the rest 
of 2014 and the first few months of 2015. Solid growth, tightening labour markets, 
and petrol and food price falls dropping out of the annual comparison should then 
gradually push inflation back up to 2.0% by mid-2016. That process will be gradual, 
with wage growth likely to pick up slowly. As with other countries, the risks are to 
the downside.  

Notwithstanding that soft inflation picture – which helps consumer spending 
power in the West because lower commodity and import prices are partial drivers – 
the UK looks to be furthest along the road of using up slack. Tightening labour 
markets are most obvious in the UK, with the additional slack that may be evident 
in low US participation completely absent in the UK. Indeed, participation is where 
the details differ between the UK and US. In the UK older workers have 
increasingly been staying attached to the labour market, keeping participation from 
falling. That rise in available workers has probably weighed on wage growth and 
productivity – if there are plenty of employees available, wages will stay weak and 
firms will be encouraged to hire labour rather than invest in plant and machinery. 
That shock seems to be ending now. Most measures do not show abundant spare 
capacity. In our view, wage pressure has passed, or will shortly pass, the nadir. 

Chart 15: US participation still falling Chart 16: Slack falling particularly in the US/UK 

 
 

Change in participation rate since 2007, percentage points. Source: ONS, 
BEA 

Source: ONS, BLS, Eurostat  
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Central banks: diverging pressures 

Facing a solid growth outlook and rapidly falling unemployment, we expect the Fed 
and BoE to begin hiking rates in the first half of 2015 – specifically, in February 
and April respectively. The ECB, by contrast, has a stalled economy and extremely 
low inflation to contend with. There is plenty of stimulus in the Eurozone system 
that should increasingly take hold once the Asset Quality Review is completed. So 
we do not expect further action from Frankfurt. That being said, downward 
revisions to ECB growth forecasts later this year would almost certainly trigger a 
new debate about US-style QE. Our base case remains that the ECB will not 
activate this measure of last resort, though. 

Turning to the putative rate hiking banks, why do we expect the BoE to move 
before the Fed? The UK is using slack up faster, has seen higher inflation over the 
past five years, and faces considerable uncertainty about the impact of a rate hike. 
Once it has started hiking we expect the BoE to move a little slower than the Fed, 
especially at the start of the process. We look for the first BoE hike in February 
next year but do not see the second 25bp lift until August. Both banks will walk on 
eggshells though. Gradual and limited rate hikes will be words uttered with 
increasing frequency by US and UK rate setters.  

Fed Chair Janet Yellen remains dovish in the US, consistently arguing that there is 
plenty of hidden slack in the economy. Still, unemployment continues to fall and 
participation is not rising. The Fed has plenty of wriggle room with wage growth 
weak and unemployment above pre-crisis levels. But that room has diminished. We 
continue to expect rate setters to hike rates in April next year, as we had done in 
our Global outlook published in July.  

Continued solid growth and falling employment means that once the Fed does 
start, it will probably move faster than the BoE. The latest “dot chart” of Federal 
Open Market Committee participants’ interest rate forecasts, for instance, has the 
median member expecting interest rates at 1.375% by the end of 2015 and just shy 
of 3% by end-2015. We see rates at 1.25% by end-2015 and 2.5% by end-2016 
amid unemployment falling below 5%. The big risk to that outlook is the labour 
market. Chair Yellen shows every intention of delaying hikes for as long as 
possible. If wages do not pick up even while unemployment falls, the Fed could 
wait longer.  

The ECB has topped up its monetary response to falling inflation and the 
economic cool down. After introducing a negative deposit rate and announcing a 
series of new cheap loans for up to four years for banks, it cut interest rates again 
in September and is in the process of starting to buy covered bonds and ABS for at 
least two years. The resistance to the actions within the ECB remains strong, with 
both the Bundesbank and its Dutch allies criticising the purchases as potentially 
stoking bubbles. As a result, the ECB President was unable to present a 
quantitative purchase target, nor did the ECB show any signs of edging closer to 
US-style QE. 

But it is not all over yet. The ECB’s policy stance is predicated on its economic 
forecasts. Its expectation of 0.9% growth this year and 1.6% next is likely to be 
revised down in September, and there is doubt about whether it can boost its 
balance sheet by €700bn with ABS (central bank purchases and cheap loans are 
also up for questioning after the first TLTRO auction saw demand for only 
€82.6bn). If inflation does not rise soon and if economic indicators do not improve 
soon, the discussion about QE could start in earnest in December. We see a 40% 
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chance for QE. Berlin remains firmly opposed, which creates a political cost, while 
the benefits look slim given how low yields already are. QE is likely to remain a 
tool of last resort, for instance if the European Court of Justice (ECJ), which is due 
to hear German complaints about the outright monetary transactions (OMT) 
rescue shield on 14 October, were to follow the German Constitutional Court’s 
negative opinion of it. That could set off new tensions in sovereign bond markets 
that the ECB might have to quash with outright QE. 

At some point within the next 12 to 18 months, the ECJ will issue its verdict on a 
cornerstone of ECB policy: the OMT programme under which the ECB could buy 
bonds of fiscally compliant reform countries in case of renewed market turmoil. In 
February, the German Constitutional Court referred the case to the ECJ. Ahead of 
the verdict, it remains unclear whether the OMT programme could actually be 
used. For example, the German Bundestag, which has a de facto veto, may not 
approve its use. In the unlikely case of a major return of market tensions, this could 
require the ECB to deploy alternative measures, such as major asset purchases, to 
calm markets. Thankfully, low inflation gives the ECB plenty of room to do that if 
necessary. 

For the BoE, the key points remain that unemployment is closest to its pre-crisis 
levels in the UK, but wage growth is not strengthening yet. The latter, along with 
stalled Eurozone growth, will keep rate hikes off the table until early next year. But 
with the pace at which unemployment is falling, and the increasing signs of a 
robust recovery, we expect the BoE to pull the trigger on hikes next February. 

The big question now is about strategy. Does the BoE start early to allow rate hikes 
to be gradual, or start late but hike in larger increments. We believe it will move 
early to avoid destabilising the economy. While households have delevered 
materially, they are still have a lot of debt. Moreover, rate hikes transmit quickly to 
UK households’ mortgage payments, as a lot of mortgage debt is on short-term 
interest rates. Households’ likely reaction is uncertain. Low interest rates are 
boosting house prices, which creates future risks to growth. And with the 
Eurozone not growing, the UK has built up a huge current account deficit. 
Prudence would suggest taking care not to exacerbate that problem. Of course, 
hiking too early also comes with risks. But the solid recovery suggests those are 
receding. We expect the BoE to hike in February, then delay the next increase until 
August while it takes stock. After that, the BoE will probably hike more gradually 
than the Fed, given headwinds from the Eurozone. In addition, the rather rough 
patch in the Eurozone will be weighing on Fed and BoE decisions and may cause 
them to delay the first hike. 

One key risk to our optimistic forecast that the economy will sail through these 
prospective rate hikes unscathed comes from BoE Governor Mark Carney’s flip-
flopping guidance over the past year. We set out the risks in UK forward guidance one 
year old (7 August). The communication missteps during forward guidance may 
have made it harder to hold the line that hikes will be gradual and limited when 
rates do eventually start rising. For now markets seem to be buying into the 
rhetoric. But they may not do so when it really matters. That does not mean the 
central bank will fail to hit its inflation target. Carney has shown plenty of 
pragmatism over the past year. But it does mean that markets’ belief in BoE 
statements has, in all likelihood, been shaken, presaging extra volatility in rates 
markets. 
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The tail risks: the wounded bear 

In our last Global outlook in early July, we highlighted three risks to our calls: 
President Putin, French politics and a Chinese hard landing. The first of these risks 
has partly materialised, while some others have emerged: 

1. The drama in Eastern Ukraine came to a head. After the shooting down of 
MH17, Russia briefly hesitated to support the separatists. But when Russian 
President Putin stepped up the campaign in August, the uncertainty as to how 
far he might escalate the conflict and how the west would have to react dealt a 
serious blow to economic confidence in core Europe. Despite a fragile 
ceasefire, the risk remains serious that the conflict could erupt again. Also, the 
unsettled question of whether Russia will supply Ukraine with natural gas this 
winter could add to tensions again. Most importantly, we have to watch 
whether the deepening Russian recession will make Putin more inclined to ease 
tensions – or become more aggressive again. Wounded bears can be dangerous 
even if they are getting weaker.  

2. The French political risk remains virulent, but a bit less so than it was in July. 
President Hollande sidelined the leftist industry minister Arnaud Montebourg, 
and replaced him with a pro-business youngster. But that has not yet led to a 
new major reform push. The question of whether painful reform steps could 
trigger large-scale defections from the Socialist party and possibly lead to early 
parliamentary elections remains unanswered. If the xenophobic Front National 
of Marine Le Pen and the equally economically illiterate ultra-left were to win a 
majority of seats in such early elections, France might become largely 
ungovernable. For France and Europe, that would be a nightmare scenario. 
But, more likely, the current government will soldier on while implementing 
only modest reforms. And in the unlikely case of early new elections, we would 
expect the centre-right rather than the ultra-right to win the most seats. 

3. China continues to manage a tricky situation with serious debt problems in 
parts of its economy. But China has all the levers of policy available to counter 
such risks with huge reserves and a high savings rate. It has contained all 
problems successfully so far. We see no reason for that to change now. 

Some other temporary risks, such as the potential Scottish independence or the war 
in Gaza, have since been resolved. But summer and early autumn have brought a 
range of new risks which we will need to watch carefully. 

Islamist terror: The Middle East has produced an ugly new threat in the powerful 
terror group Islamic State, which has occupied large parts of Syria and Iraq. In a 
Europe that has been made nervous by President Putin’s war against Ukraine, the 
violent conflict in the Middle East may have aggravated the recent confidence 
drop. We expect a US-led coalition that is now bombing targets in Iraq and Syria to 
stop the advance of the Islamic State terrorists within a few weeks. But that 
remains to be seen. In addition, Islamists may return to Europe and the US with 
the aim of committing terrorist acts. 

Ebola epidemic: The terrible humanitarian crisis in West Africa came a step 
closer to Europe’s shores with the first case of contagion reported in Spain. 
Compared to recent epidemics, such as bird flu and swine flu, which affected the 
economically dynamic Asian countries, Ebola has hit an economically far less 
significant region. A spread to Europe or the US would change that.  
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Catalonia independence: Compared to the above-mentioned risks, Catalonia’s 
independence debate is a very civilised affair. The regional government has called a 
referendum for 9 November, which the Spanish constitutional court swiftly 
outlawed at the request of the central government. We expect negotiations to start 
eventually and lead to a Basque-style fiscal autonomy. The impact on Spain’s 
poorer regions is likely to be smoothed by transition periods. The outcome could 
be positive for both Spain and Catalonia, but the way there could hit a rough patch 
occasionally. 

Self-reinforcing drop in confidence: Business cycles can develop their own 
short-term dynamics for a while. As the hard data in the Eurozone follow the 
surveys down, with a lag in the next few months, the weaker data on actual output, 
orders and GDP could add to the concerns about the future and, hence, dent 
confidence further. The precise pattern in which economies react to external 
shocks is hard to predict. Over time, however, the self-stabilising dynamics of 
fundamentally sound economies, such as that of Germany, should take over again. 
Companies, households and investors get used to risks over time. If the risks do 
not get worse and worse, confidence will turn up again after a while.  

The risks are serious, especially near-term: But they are mere risks. On balance, 
we expect the geopolitical risks to fade somewhat over the next few months, 
allowing Eurozone business confidence and investment to rebound in early 2015.  

Catalonia the new Scotland? 
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Financial markets: volatile 

The summer of crisis and the latest economic slowdown in Europe have severely 
dented the stock market upswing. Amid some volatility, the MSCI World index has 
declined by 6.6% since we published our last Global outlook in early July. As outlined 
in this report, we expect this to be temporary as geopolitical risks fade. Driven by 
accommodative monetary policy in the west, a gradually firming economic recovery 
in major parts of the world and the likely return to growth in the Eurozone in early 
2015, we expect markets to progress again eventually, despite the approach of the 
first rate hikes by major western central banks. Those hikes could cause some 
volatility. But that is by now a well-known risk which will make policymakers 
cautious and prevent sudden hikes that could thwart the recovery. Valuations 
reflect some of the expected good news, particularly in the US and the UK, but 
globally, equities are not overvalued, with European stocks close to 20% lower 
than the 2007 peaks in real terms. Against this background, our key calls are as 
follows. 

 Economic fundamentals support some medium- and long-term upside for 
equities. In the wake of the current correction, this holds even more so in the 
Eurozone than in the US and UK. Although our economic forecasts for the 
Eurozone are well below consensus near-term, markets should eventually 
refocus on the substantially more positive longer-term outlook. Of course, 
short-term market moves do not always reflect the longer-term economic 
outlook. 

 Low interest rates are here to stay and support bond prices. Monetary policy in 
the Eurozone will stay very easy until at least early 2017. In 2015, a stronger 
recovery may lead to modest upturn in core Eurozone bond yields. There 
might also be spill-over effects from central bank tightening in the US and the 
UK, but we expect the ECB to counter verbally any unwarranted tightening of 
financing conditions. 

 We expect a modest further tightening of intra-Eurozone spreads. As the ECB 
purchases covered bonds and ABS, and provides further cheap loans, the hunt 
for yield looks set to continue. Portugal and Spain, with the best economic 
outlooks, should benefit most; underperforming France will benefit the least. 

 Weaker euro; stronger dollar and sterling. The divergence in monetary policy 
between gradual tightening in the US and the UK compared to continued 
easing in the Eurozone and Japan should boost the dollar and sterling against 
the euro and the yen near-term. If the Eurozone recovery resumes, the 
currency area’s large current account surplus will limit the downside and 
eventually support the euro again in 2015. 

 The yen faces downside risks. Further economic disappointments look more 
likely than not in Japan, triggering speculation that the BoJ will step up its 
easing. 

 The Swiss franc will continue hovering near the Swiss National Bank’s 1.20 
intervention threshold. In the absence of a new systemic crisis, the threshold 
should not be tested, though. 

 We expect downside risks to commodity prices. Gradually easing Chinese 
growth and tighter US monetary policy limit any upside for commodity prices, 
while weak growth in global manufacturing suggests downside risks. 
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For emerging markets, the outlook remains mixed. The high volatility of the 
beginning of 2014 has largely settled and given way to a period of calm. Some 
countries, like China and India, have stabilised economically on the back of 
determined policy action and limited vulnerability. Others, such as several South 
American countries and Turkey, have deeper-rooted problems that have been 
exposed by the capital outflows. The interest rate hikes in many countries will 
weigh on growth for a while, which could fuel further political instability. Russia is 
suffering severely from self-inflicted geopolitical tensions as well as EU/US 
sanctions on top of those. Overall, we expect emerging markets to resume their 
convergence process with the developed world over the coming years, which 
should boost asset prices in these countries as well. 

As usual, life is full of risks. Investors have to brace themselves for significant 
volatility as the Eurozone prints weaker economic data near-term and the US Fed 
moves closer to the entry into whatever its exit strategies will be in the end. Given 
that central bank policy rates will stay low for some time and neutral rates lower, 
while central bank balance sheets will be bigger, even once normalisation has run 
its course, valuations do not seem exuberant. That may not prevent some sharp 
temporary corrections. But it fits our view that markets are not overpriced.  

Table 3: Key financial forecasts 
  Current1 Mid-2015 

Central bank rates    

US Fed 0.00-0.25% 0.50% 

ECB 0.05% 0.05% 

BoJ 0.10% 0.10% 

BoE 0.50% 0.75% 

SNB 0.00%-0.25% 0.00%-0.25% 

     

10-year bond yields    

US 2.28% 3.00% 

Germany 0.90% 1.30% 

UK 2.20% 2.80% 

     

Currencies    

USD-EUR 1.27 1.27 

GBP-USD 1.61 1.63 

USD-JPY 107 108 

EUR-CHF 1.21 1.25 

1 Taken 3pm 14/7/2014 
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US: waiting for wage growth 

Key drivers of forecast 

● The Fed will not spoil the recovery: Interest 
rates will remain very supportive even after the Fed 
starts hiking rates gradually next year.  

● Private sector goes from strength to strength: 
Companies and households have largely repaired 
their balance sheets and can spend normally again.  

● Fiscal drag eased: To just 0.5% in 2014, after 2% 
in 2013. 

● Waiting for wage growth: gradual pick-up in 
response to tightening labour market should give 
recovery another kick. 

Risks: Balanced. 

● Upside chance: US consumer boom, a stronger 
global recovery, cheap energy boosts real incomes. 

● Downside risks: Higher mortgage rates damage 
the recovery, sharp Chinese slowdown, geopolitical 
tensions lead to marked global slowdown. 

● Inflation: No serious risk, very gradual uptick. 

 

Monetary policy gaining traction 

 
In % of disposable income; debt ratio on left-hand scale, debt service 
ratio on right-hand scale. Source: Fed. 
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Bloomberg consensus, taken 10 October 2014. 

 

 

 

9

10

11

12

13

14

15

70

80

90

100

110

120

130

1995 1998 2001 2004 2007 2010 2013

Household debt, % disposable income, lhs

Debt service ratio, rhs

Ber Cons Gap Ber Cons Gap

GDP 2.1 2.2 -0.1 2.9 3.0 -0.1

Inflation 1.7 1.8 -0.1 1.6 2.0 -0.4

Unemployment 6.2 6.2 0.0 5.5 5.7 -0.2

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y 2.2 2.1 2.9 2.8 1.9 2.6 2.1 1.9 3.2 2.8 2.8 2.9 2.9 2.8 2.8 2.7

% q/q -0.5 1.1 0.7 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7

%q/q ann. -2.1 4.6 2.7 2.6 2.8 2.9 2.8 2.9 2.8 2.7 2.7 2.7

  Private Consumption % y /y 2.4 2.3 2.3 2.4 2.2 2.4 2.5 2.2 2.4 2.3 2.3 2.3 2.3 2.4 2.4 2.4

% q/q 0.3 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

  Government Consumption % y /y -2.0 -0.4 0.9 1.1 -1.1 -0.7 -0.6 0.6 1.0 0.8 0.8 0.9 1.0 1.1 1.2 1.2

% q/q -0.2 0.4 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.3 0.3 0.3

  Residential Investment % y /y 11.9 2.8 8.6 6.3 3.5 1.2 1.1 5.5 9.1 9.0 8.3 8.0 7.4 6.7 5.9 5.4

% q/q -1.3 2.1 2.6 2.1 2.0 2.0 2.0 1.8 1.5 1.3 1.3 1.3

  Non-Residential Investment % y /y 3.0 6.5 7.9 6.2 4.7 6.8 7.8 6.7 8.4 8.0 7.4 7.7 7.2 6.4 5.9 5.4

% q/q 0.4 2.3 2.3 1.5 2.0 2.0 1.8 1.8 1.5 1.3 1.3 1.3

  Final Dom Demand 1 % y /y 2.0 2.4 3.1 2.9 2.0 2.4 2.6 2.6 3.2 3.1 3.0 3.0 3.0 2.9 2.9 2.8

% q/q 0.2 0.9 0.8 0.7 0.7 0.8 0.7 0.8 0.7 0.7 0.7 0.7

  Net Exports1
% y /y 0.2 -0.3 -0.2 -0.1 -0.1 -0.1 -0.3 -0.6 -0.3 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1

% q/q -0.4 -0.1 -0.1 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Stockbuilding 1 % y /y 0.0 0.0 0.1 0.0 0.0 0.3 -0.2 -0.1 0.2 -0.1 0.0 0.0 0.0 0.0 0.0 0.0

% q/q -0.3 0.3 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance USD bn -400 -405 -431 -450 -102 -99 -101 -103 -105 -107 -109 -110 -111 -112 -113 -113

% of GDP -2.4 -2.4 -2.4 -2.4

Industrial Production 2 % y /y 2.9 3.8 3.0 2.9 3.3 4.2 4.2 3.5 3.3 2.7 2.8 3.0 3.0 3.0 2.8 2.7

% q/q 1.0 1.3 0.6 0.6 0.8 0.8 0.8 0.8 0.8 0.7 0.6 0.6

Unemployment Rate 2 % 7.4 6.2 5.5 5.0 6.7 6.2 6.1 5.8 5.7 5.5 5.4 5.3 5.2 5.1 5.0 4.9

CPI 2 % y /y 1.5 1.7 1.6 1.9 1.4 2.1 1.8 1.5 1.5 1.6 1.7 1.7 1.7 1.8 1.9 2.0

General Govt. Balance 3 % of GDP -5.8 -5.5 -4.3 -4.0

General Govt. Debt % of GDP 104.2 105.8 105.5 104.8

Fed Funds Rate 4 % 0.25 0.25 1.25 2.50 0.25 0.25 0.25 0.25 0.25 0.50 0.75 1.25 1.50 2.00 2.25 2.50

1 Contribution to GDP grow th  2 Period averages 3 General government overall balance, IMF Fiscal monitor 4 End of period
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China: gradually slowing 

Key drivers of forecast 

 Authorities have all policy levers: High private 
savings, low inflation and huge forex reserves. 
China may hit problems, but it can contain them. 

 The ride may get bumpy at times: But China 
has plenty of catch-up left. Growth should 
gradually trend down but remain strong. 

 Hong Kong protests highlight risks: But no 
serious fallout. News still tightly restricted. 

Risks: Downside for growth and inflation. 

 Upside chance: Strong global recovery boosts 
exports. 

 Downside risks: US, EU stumble, domestic 
policy mistakes. 

 Inflation: No serious risk. 

Controlled slowdown 

 
Three-month moving average. Source: National Bureau of Statistics. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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2000 2002 2004 2006 2008 2010 2012 2014

Real retail sales, yoy %

Ber Cons Gap Ber Cons Gap

GDP 7.4 7.3 0.1 7.2 7.0 0.2

Inflation 2.2 2.3 -0.1 2.6 2.8 -0.2

Unemployment 4.1 4.1 0.0 4.3 4.2 0.0

Fiscal balance -2.1 -2.1 0.0 -1.8 -2.1 0.3

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y 7.7 7.4 7.2 6.8 7.4 7.5 7.2 7.3 7.6 7.3 7.0 6.9 6.8 6.8 6.8 6.8

% q/q 1.4 2.0 2.0 1.8 1.7 1.7 1.7 1.7 1.6 1.6 1.6 1.6

%q/q ann. 5.7 8.2 8.2 7.4 7.0 7.0 7.0 7.0 6.6 6.6 6.6 6.6

Industrial Production % y /y 9.5 8.6 8.5 8.1 8.8 8.9 8.2 8.6 8.5 8.5 8.4 8.4 8.2 8.1 8.0 8.0

Exports 1 % y /y 7.8 4.6 7.0 7.0 -3.5 4.9 9.9 6.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0

Imports 1 % y /y 7.3 2.4 6.9 7.0 2.0 1.3 0.8 5.4 6.5 7.0 7.0 7.0 7.0 7.0 7.0 7.0

Current Account Balance $ bn 183 184 201 217 7.0 73.4 49.8 53.4 11.3 77.7 54.0 57.6 15.5 81.9 58.2 61.8

% of GDP 0.8 0.8 0.8 0.8

Unemployment Rate % 4.1 4.1 4.3 4.3 4.1 4.1 4.1 4.1 4.2 4.2 4.3 4.3 4.3 4.3 4.3 4.3

CPI 2 % y /y 2.6 2.2 2.6 2.8 2.3 2.2 2.2 2.3 2.4 2.5 2.6 2.7 2.7 2.8 2.8 2.8

General Govt. Balance % of GDP -2.0 -2.1 -1.8 -0.9

General Govt. Debt % of GDP 22.9 20.9 19.3 17.7

1 Grow th rates based on monthly value data in USD  2 Period averages



 

Christian Schulz 
+44 (0)20 3207 7878 
christian.schulz@berenberg.com 

 34 

Japan: tougher times ahead 

Key drivers of forecast 

 Big monetary stimulus: Massive asset purchases 
and public investment have boosted demand. But 
the effect is temporary and shows signs of fading.  

 Confidence still strong: Very volatile first half of 
the year due to the sales tax hike, but confidence 
should keep growth on track for now (see chart). 

 But lack of reform: Japan needs serious pro-
growth reforms. Abe has made proposals, but a 
more dramatic shake-up may be needed.  

Risks: To the downside. 

 Upside chance: Abe delivers big reforms – 
unlikely. But he is now giving it a try. 

 Downside risks: Monetary sugar rush wears off, a 
huge budget deficit looms and the yen collapses as 
Japanese investors dump JGBs. Unlikely for now. 

 Inflation: Upward. Monetary policy boosts 
inflation expectations. 

Sufficient momentum to tide over Q2 slump 

 
Large manufacturing enterprises. Source: Bank of Japan. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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-10

0

10

20

2010 2011 2012 2013 2014

Tankan index Outlook

Ber Cons Gap Ber Cons Gap

GDP 1.0 1.0 0.0 1.3 1.2 0.1

Inflation 2.9 2.8 0.1 1.7 1.8 -0.1

Unemployment 3.6 3.6 0.0 3.5 3.6 -0.1

Fiscal balance -7.8 -8.0 0.2 -6.5 -6.5 0.0

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y 1.5 1.0 1.3 1.1 2.7 0.0 0.5 1.0 0.0 2.2 1.9 1.3 1.3 1.2 0.7 1.3

% q/q 1.5 -1.8 1.0 0.4 0.4 0.4 0.8 -0.3 0.4 0.3 0.3 0.3

%q/q ann. 6.0 -7.1 4.1 1.6 1.5 1.5 3.2 -1.1 1.7 1.0 1.3 1.3

  Private Consumption % y /y 2.0 0.0 1.0 0.6 3.3 -2.5 -0.4 -0.5 -2.1 3.3 1.9 0.8 0.9 0.7 -0.1 0.9

% q/q 2.0 -5.0 2.4 0.3 0.3 0.3 1.0 -0.8 0.4 0.1 0.2 0.2

  Government Consumption % y /y 2.0 0.3 0.4 0.4 0.9 0.3 0.2 0.0 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4

% q/q -0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Private Investment % y /y 0.2 5.1 1.3 2.4 11.4 2.8 3.6 3.0 -3.0 3.7 2.3 2.3 2.4 2.4 2.4 2.4

% q/q 6.7 -6.0 2.0 0.6 0.5 0.6 0.6 0.6 0.6 0.6 0.6 0.6

  Public Investment % y /y 11.5 4.1 3.7 2.8 12.0 5.3 0.3 -0.1 3.5 4.8 3.4 3.1 2.8 2.8 2.8 2.8

% q/q -2.5 -0.5 2.0 1.0 1.0 0.7 0.7 0.7 0.7 0.7 0.7 0.7

  Final Domestic Demand 1 % y /y 2.1 1.0 1.0 1.0 4.4 -0.8 0.4 0.2 -1.5 2.8 1.7 1.1 1.1 1.0 0.5 1.1

% q/q 2.1 -4.0 1.8 0.3 0.3 0.3 0.7 -0.3 0.4 0.2 0.3 0.3

  Net Exports1
% y /y -0.2 0.2 0.4 0.2 -0.6 0.0 0.4 1.0 0.9 0.2 0.2 0.2 0.2 0.2 0.2 0.2

% q/q 0.1 0.8 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Stockbuilding1
% y /y -0.3 -0.2 -0.1 0.0 -1.1 0.7 -0.3 -0.2 0.5 -0.8 0.0 0.0 0.0 0.0 0.0 0.0

% q/q -0.7 1.4 -0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance JPY trn 3.2 -1.6 -2.8 -2.8 -0.8 0.3 0.8 -1.8 -1.1 0.0 0.5 -2.1 -1.1 0.0 0.5 -2.1

% of GDP 0.7 -0.3 -0.5 -0.5

Industrial Production 2 % y /y -0.6 1.9 0.1 2.4 8.4 2.6 -1.1 -2.1 -4.4 0.0 2.6 2.4 2.4 2.4 2.4 2.4

% q/q 3.0 -3.8 -1.9 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Unemployment Rate 2 % 4.0 3.6 3.5 3.5 3.6 3.6 3.6 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5

CPI 2 % y /y 0.4 2.9 1.7 1.0 1.5 3.6 3.3 3.3 3.3 1.3 1.1 1.1 1.1 1.0 1.0 0.9

General Govt. Balance % of GDP -9.0 -7.8 -6.5 -5.5

General Govt. Debt % of GDP 243 244 246 248

1 Contribution to GDP grow th  2 Period averages
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UK: strong trend, but near-term caution 

Key drivers of forecast 

 Gentle slowing: Geopolitical tensions will 
temporarily hit manufacturing, leaving 
consumers to drive the recovery for now. 

 Caution: If geopolitical tensions ease, then 
growth should pick-up again. But that may take 
longer than we have factored in. 

 Policy supportive: We look for the BoE to 
start hiking rates in February 2015, but that will 
proceed only gradually. 

 Inflation: Stronger sterling means near-term 
downside risks. Further out, the tightening 
labour market means upside. 

Risks: Downside for growth and inflation. 

 Upside chance: Strong investment cycle. 

 Downside risks: Consumers retrench again, in 
response to rising interest-rate expectations. 
Putin. 

 Politics: Political uncertainty about General 
Election 2015 and Brexit rising. 

Lopsided recovery is back 

 
Services and construction PMIs weighted by shares in value added. 
Source: Markit 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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Jan-12 Jan-13 Jan-14

UK services and construction PMI
UK manufacturing PMI
Eurozone manufacturing PMI

Ber Cons Gap Ber Cons Gap

GDP 3.0 3.0 0.0 2.9 2.6 0.3

Inflation 1.6 1.7 -0.1 1.7 1.9 -0.2

Unemployment 6.3 6.4 -0.1 5.7 5.9 -0.2

Fiscal balance -4.9 -5.2 0.2 -4.0 -4.1 0.1

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y 1.7 3.0 2.9 2.9 2.9 3.2 3.0 3.0 2.9 2.7 2.8 3.0 3.1 3.0 2.9 2.7

% q/q 0.7 0.9 0.7 0.6 0.6 0.7 0.8 0.8 0.7 0.7 0.7 0.6

%q/q ann. 3.0 3.7 2.7 2.5 2.6 3.0 3.3 3.2 2.9 2.8 2.7 2.6

  Private Consumption % y /y 1.6 2.2 3.0 3.0 1.7 2.0 2.2 2.7 2.8 3.0 3.1 3.2 3.1 3.0 2.9 2.8

% q/q 0.7 0.6 0.7 0.7 0.7 0.8 0.8 0.8 0.7 0.7 0.7 0.7

  Government Consumption % y /y 0.7 0.9 0.2 -0.8 1.5 1.2 0.4 0.5 0.8 -0.1 0.2 0.1 -0.2 -0.6 -1.1 -1.3

% q/q -0.3 1.0 -0.1 0.0 0.0 0.1 0.1 -0.1 -0.2 -0.4 -0.4 -0.4

  Investment % y /y 3.2 8.3 7.3 8.5 8.3 9.1 8.4 7.4 6.6 7.1 7.2 8.2 8.7 9.0 8.6 7.8

% q/q 2.4 1.3 2.1 1.4 1.6 1.7 2.2 2.4 2.1 2.0 1.8 1.7

  Final Domestic Demand 1 % y /y 1.7 2.9 3.2 3.2 2.7 3.0 2.9 3.0 3.0 3.1 3.2 3.4 3.4 3.3 3.1 2.9

% q/q 0.8 0.8 0.8 0.7 0.7 0.8 0.9 0.9 0.8 0.7 0.7 0.7

  Net Exports 1 % y /y 0.0 0.1 -0.3 -0.2 -0.2 -0.9 1.0 0.4 -0.2 -0.3 -0.4 -0.4 -0.3 -0.3 -0.2 -0.1

% q/q 0.6 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 0.0 0.0 0.0

  Stockbuilding 1 % y /y 0.3 0.1 -0.1 -0.1 0.6 1.1 -0.7 -0.5 0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1

% q/q -0.6 0.2 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance GBP bn -72 -80 -78 -67 -21 -20 -20 -20 -20 -20 -19 -19 -18 -17 -16 -15

% of GDP -4.2 -4.5 -4.1 -3.4 -4.7 -4.5 -4.4 -4.3 -4.3 -4.2 -4.1 -4.0 -3.8 -3.5 -3.3 -3.1

Industrial Production 2 % y /y -0.4 2.9 2.1 2.4 2.5 3.5 3.1 2.6 2.3 1.3 2.0 2.8 2.9 2.7 2.2 1.8

% q/q 0.7 1.7 0.2 0.0 0.4 0.7 0.9 0.8 0.5 0.5 0.5 0.35

Unemployment Rate 2 % 7.6 6.3 5.7 5.3 6.8 6.4 6.1 5.9 5.9 5.8 5.7 5.5 5.4 5.3 5.2 5.1

CPI 2 % y /y 2.6 1.6 1.7 1.9 1.8 1.7 1.5 1.4 1.5 1.6 1.7 1.7 1.9 1.9 1.9 2.0

General Govt. Balance 3 % of GDP -5.8 -4.9 -4.0 -2.7

General Govt Debt 3 % of GDP 87.2 88.5 89.5 89.1

BoE Bank Rate 4 0.50 0.50 1.25 2.00 0.50 0.50 0.50 0.50 0.75 0.75 1.00 1.25 1.25 1.50 1.75 2.00

1 Contribution to GDP grow th  2 Period averages 3 Maastricht basis 4 End period
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Eurozone: the interrupted recovery 

Key drivers of forecast 

 Upswing interrupted: Putin’s war and other 
geopolitical risks are weighing on business 
confidence and investment and, to a lesser 
extent, on consumer spending on durable 
goods. Core Europe most affected. 

 Stagnation: Hardly any growth in H2 2014. 
Growth to resume in early 2015 if geopolitical 
tensions ease in late 2014.  

 ECB: Asset purchases start, QE not ruled out.  

 Less austerity: The fiscal drag eases from 
almost 1% of GDP in 2013 to 0.3% in 2014. 

 Fragmentation easing very slowly: Firms’ 
borrowing costs diverge as the credit crunch 
holds back recovery in parts of the periphery. 

 Inflation: Stable energy prices and still-high 
unemployment keep inflation very low. 

Risks: Tilted to downside near-term. 

 Upside: Geopolitical risks fade fast, bank stress 
test ends financial fragmentation quickly. 

 Downside: Ukraine war escalates again.  

Real M1 growth still points to growth 

 
Annual rates of growth in %, real M1 deflated by consumer prices and 
advanced by three quarters, on right-hand scale; real GDP on left-hand 
scale. Source: Eurostat, ECB, Berenberg calculations. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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GDP

Ber Cons Gap Ber Cons Gap

GDP 0.6 0.8 -0.2 0.8 1.3 -0.5

Inflation 0.5 0.5 0.0 0.6 1.1 -0.5

Unemployment 11.6 11.6 0.0 11.2 11.4 -0.2

Fiscal balance -2.9 -2.6 -0.3 -2.8 -2.3 -0.6

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y -0.4 0.6 0.8 1.7 1.0 0.7 0.6 0.3 0.3 0.6 1.0 1.4 1.7 1.8 1.8 1.8

% q/q 0.2 0.0 0.1 0.0 0.2 0.3 0.4 0.4 0.4 0.4 0.4 0.4

%q/q ann. 0.9 0.1 0.3 0.0 0.7 1.4 1.8 1.7 1.8 1.8 1.8 1.8

  Private Consumption % y /y -0.6 0.6 0.6 1.1 0.6 0.7 0.6 0.6 0.5 0.4 0.6 0.8 1.0 1.1 1.1 1.1

% q/q 0.2 0.3 0.1 0.0 0.1 0.2 0.3 0.3 0.3 0.3 0.3 0.3

  Government Consumption % y /y 0.2 0.9 0.9 1.2 0.7 0.8 0.7 1.3 0.8 0.8 0.9 1.0 1.1 1.2 1.2 1.2

% q/q 0.7 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3

  Investment % y /y -2.8 0.8 0.7 3.1 1.8 1.3 0.6 -0.7 -0.6 0.2 1.1 2.3 2.8 3.1 3.2 3.2

% q/q 0.2 -0.3 -0.2 -0.4 0.3 0.5 0.7 0.8 0.8 0.8 0.8 0.8

  Final Domestic Demand 1 % y /y -0.8 0.7 0.6 1.4 0.8 0.8 0.6 0.5 0.3 0.4 0.7 1.1 1.3 1.4 1.5 1.5

% q/q 0.3 0.1 0.1 0.0 0.2 0.2 0.3 0.4 0.4 0.4 0.4 0.4

  Net Exports 1 % y /y 0.5 0.0 0.3 0.3 0.1 -0.2 0.2 -0.1 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3

% q/q -0.3 0.1 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Stockbuilding 1 % y /y -0.1 0.0 -0.1 -0.2 0.1 0.1 -0.2 0.0 -0.3 -0.1 -0.1 0.0 0.1 0.0 0.0 0.0

% q/q 0.2 -0.2 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance EUR bn 231 248 259 259 56 62 57 73 59 65 60 75 59 65 60 75

% of GDP 2.4 2.5 2.6 2.5

Industrial Production 2 % y /y -0.7 0.5 0.4 2.0 1.5 0.8 0.1 -0.5 -0.6 -0.1 1.0 1.6 2.0 2.1 2.1 2.1

% q/q 0.2 -0.1 -0.6 -0.1 0.1 0.4 0.5 0.5 0.5 0.5 0.5 0.5

Unemployment rate 2 % 11.9 11.6 11.2 10.7 11.7 11.6 11.5 11.4 11.4 11.2 11.1 11.0 10.9 10.8 10.6 10.5

CPI 2 % y /y 1.3 0.5 0.6 0.9 0.7 0.6 0.3 0.3 0.4 0.5 0.7 0.8 0.8 0.9 1.0 1.0

General Govt. Balance % of GDP -2.8 -2.9 -2.8 -2.3

General Govt. Debt % of GDP 92.6 94.9 95.0 94.7

ECB main refinancing rate 3 % 1.00 0.25 0.05 0.05 0.75 0.50 0.50 0.25 0.25 0.15 0.05 0.05 0.05 0.05 0.05 0.05

1 Contribution to GDP grow th  2 Period averages  3 End of period
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Germany: solid trend, geopolitics interrupts cyclical upturn 

Key drivers of forecast 

 Geopolitical risks interrupt upswing: The 
Putin risk has partly materialised. As a top 
producer and exporter of investment goods, 
Germany is very sensitive to external shocks 
that make businesses delay investment 
decisions. Iraq/Syria adds to concerns for now. 

 Still positive fundamentals: A strong 
competitive position, extremely low funding 
costs and pent-up demand will boost business 
investment once geopolitical tensions ease. 

 Consumer confidence eases, but at high level. 
Strong employment, rising wages and low 
inflation support consumption growth. 

 Neutral net trade: Global demand and 
competitiveness support exports, but domestic 
demand raises imports even slightly more.  

 Inflation: Normal wage growth leads inflation 
towards the higher end of the Eurozone range. 

Risks: Tilted to downside near-term. 

 Upside: A stronger response to extremely low 
borrowing costs. 

 Downside: Geopolitical risks escalate. 

Confidence rolled over, investment hit 

 
Real investment in machinery and equipment, yoy % (rhs); Ifo expectations 
component (lhs). Source: Eurostat, Ifo. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. Berenberg German 
unemployment forecasts are for ILO measure, which is not comparable to 
consensus based on national definition. 
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1995 1998 2001 2004 2007 2010 2013

Ifo expectations

Machinery investment yoy

Ber Cons Gap Ber Cons Gap

GDP 1.3 1.5 -0.2 1.2 1.8 -0.6

Inflation 0.9 1.0 -0.1 1.1 1.6 -0.5

Unemployment 5.0 n/a n/a 4.8 n/a n/a

Fiscal balance 0.2 0.0 0.2 0.1 0.1 0.0

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP 1 % y /y 0.5 1.3 1.2 2.2 2.1 1.2 1.0 0.7 0.3 1.0 1.4 1.9 2.1 2.2 2.2 2.2

% q/q 0.8 -0.2 0.1 0.0 0.4 0.5 0.5 0.5 0.6 0.5 0.5 0.5

%q/q ann. 3.1 -0.8 0.4 0.0 1.6 2.0 2.1 2.1 2.2 2.2 2.2 2.0

  Private Consumption % y /y 1.0 1.0 1.0 1.5 1.4 0.9 0.6 1.0 0.6 0.8 1.1 1.4 1.5 1.5 1.6 1.6

% q/q 0.7 0.2 0.0 0.1 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4

  Government Consumption % y /y 0.4 0.9 1.2 1.2 0.5 1.0 0.7 1.3 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2

% q/q 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3

  Investment % y /y -0.7 3.9 2.4 6.1 6.6 3.9 2.9 2.2 -0.5 2.1 3.3 4.9 5.9 6.1 6.1 6.1

% q/q 3.2 -1.3 0.3 0.0 0.5 1.3 1.5 1.5 1.5 1.5 1.5 1.5

  Final Domestic Demand 2 % y /y 0.5 1.4 1.2 2.3 2.1 1.4 1.0 1.2 0.5 1.0 1.5 1.9 2.2 2.3 2.3 2.3

% q/q 1.1 -0.1 0.1 0.1 0.3 0.5 0.5 0.5 0.6 0.6 0.6 0.6

  Net Exports 2 % y /y -0.2 -0.5 -0.2 -0.3 -0.1 -0.7 -0.2 -1.1 0.0 -0.1 -0.2 -0.2 -0.3 -0.3 -0.3 -0.4

% q/q -1.0 0.0 0.0 -0.1 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1

  Stockbuilding 2 % y /y 0.1 0.3 0.1 0.2 0.1 0.4 0.2 0.5 -0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2

% q/q 0.7 -0.2 -0.1 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Current Account Balance EUR bn 208 197 173 149 50 53 46 49 44 47 40 43 38 41 34 37

% of GDP 7.6 7.0 5.9 4.9

Industrial Production 3 % y /y 0.1 0.8 0.3 2.4 3.2 1.2 -0.1 -1.1 -1.5 -0.3 0.9 2.1 2.4 2.4 2.4 2.4

% q/q 0.6 -0.6 -0.7 -0.5 0.3 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Unemployment Rate 4 % 5.3 5.0 4.8 4.5 5.1 5.0 5.0 5.0 4.9 4.8 4.7 4.7 4.6 4.5 4.4 4.4

CPI 5 % y /y 1.6 0.9 1.1 1.4 1.0 0.9 0.8 0.8 1.0 0.9 1.2 1.3 1.3 1.4 1.4 1.4

General Govt. Balance % of GDP 0.0 0.2 0.1 0.0

General Govt. Debt % of GDP 78.4 75.6 72.8 69.5

1 Calendar-adjusted  2 Contribution to GDP grow th  3 Ex construction, s.a., period averages  4 ILO measure, period averages, s.a.
5 EU-harmonised, period averages
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France: Europe’s reform laggard 

Key drivers of forecast 

 Modest reforms: President Hollande has 
thrown his weight behind the reformers. The 
left wingers have been sidelined, but no clear 
reform plans for the crucial labour market yet. 

 France continues to lag behind: Lack of 
labour market flexibility prevents stronger 
recovery. No reforms, no rewards. 

 Inflation: Very low, but 2014 slightly above 
Eurozone average due to VAT increase. 

Risks: Tilted to downside for growth and inflation. 

 Upside: More reforms could restore business 
sentiment and thus investment. France is more 
insulated than others from Ukraine impact. 

 Downside: Left-wingers within the ruling 
Socialist party could block reform efforts in 
parliament. Street protests could bring down the 
government and trigger new elections. The far-
right Front National is very strong in the polls. 

Who is competitive, who is not? 

 
France, Spain real exports, 2005 = 100. Source: Eurostat. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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2001 2003 2005 2007 2009 2011 2013

Spain France

Ber Cons Gap Ber Cons Gap

GDP 0.2 0.4 -0.2 0.6 1.0 -0.4

Inflation 0.6 0.7 -0.1 0.5 1.1 -0.6

Unemployment 10.4 10.2 0.2 10.5 10.0 0.5

Fiscal balance -4.4 -4.0 -0.5 -4.5 -3.55 -1.0

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y 0.4 0.2 0.6 1.4 0.8 0.1 0.1 -0.1 0.0 0.3 0.8 1.2 1.4 1.4 1.4 1.3

% q/q 0.0 0.0 -0.1 0.0 0.1 0.3 0.4 0.4 0.3 0.3 0.3 0.3

%q/q ann. 0.1 -0.1 -0.3 -0.2 0.6 1.2 1.5 1.5 1.3 1.3 1.3 1.3

  Private Consumption % y /y 0.4 0.1 0.5 1.0 0.0 0.2 0.2 -0.1 0.4 0.1 0.5 0.9 1.0 1.1 1.0 0.9

% q/q -0.4 0.5 -0.1 -0.1 0.1 0.2 0.3 0.3 0.2 0.2 0.2 0.2

  Government Consumption % y /y 1.9 1.6 0.5 0.4 2.0 1.7 1.5 1.0 0.8 0.4 0.4 0.4 0.4 0.4 0.4 0.4

% q/q 0.3 0.5 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Investment % y /y -0.8 -2.0 0.0 1.6 -1.1 -2.5 -2.3 -2.3 -1.5 0.0 0.4 1.0 1.6 1.6 1.6 1.6

% q/q -1.0 -1.1 0.0 -0.2 -0.2 0.4 0.4 0.4 0.4 0.4 0.4 0.4

  Final Domestic Demand 1 % y /y 0.5 0.0 0.4 1.0 0.3 0.1 0.1 -0.3 0.1 0.2 0.5 0.8 1.0 1.0 1.0 0.9

% q/q -0.4 0.2 0.0 -0.1 0.0 0.2 0.3 0.3 0.2 0.2 0.2 0.2

  Net Exports 1 % y /y 0.1 -0.1 0.1 0.2 0.1 -0.3 0.1 -0.2 -0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2

% q/q 0.0 -0.1 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Stockbuilding 1 % y /y -0.3 0.2 0.1 0.2 0.4 0.3 -0.1 0.3 -0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2

% q/q 0.4 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance EUR bn -28 -28 -18 -12 -10.9 -12.3 3.0 -7.9 -5.3 -5.1 -0.4 -7.4 -0.9 -7.1 0.6 -4.5

% of GDP -1.3 -1.3 -0.9 -0.5

Industrial Production 2 % y /y -0.9 0.0 0.8 1.9 1.7 -1.1 0.0 -0.5 -0.8 1.0 1.3 1.7 1.9 1.9 1.9 1.9

% q/q 0.5 -1.2 0.2 0.0 0.3 0.5 0.5 0.5 0.5 0.5 0.5 0.5

Unemployment Rate 2 % 10.3 10.4 10.5 10.4 10.1 10.2 10.5 10.6 10.6 10.5 10.5 10.4 10.3 10.3 10.2 10.2

CPI 2 % y /y 1.0 0.6 0.5 0.8 0.9 0.8 0.5 0.5 0.4 0.5 0.6 0.6 0.7 0.8 0.9 0.9

General Govt. Balance % of GDP -4.3 -4.4 -4.5 -3.6

General Govt. Debt % of GDP 93.5 97.0 100.0 101.7

1 Contribution to GDP grow th  2 Period averages
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Italy: political opportunities and risks 

Key drivers of forecast 

 Financial stability: The ECB’s rescue shield 
cut Italy’s borrowing costs. Domestic demand 
fell in 2013, but declines have eased. 

 Less austerity: The end of major tax hikes 
removed that drag on growth in 2014. 

 Politics key: Prime Minister Renzi’s reform 
agenda is an opportunity to break Italy’s weak 
growth trend. His popularity should help him to 
implement change. 

 Businesses waiting: Renzi’s reform agenda 
strengthened confidence temporarily, but actual 
investment is lagging behind. Italy returned to 
mild recession in Q2. 

 Inflation: Very low due to internal devaluation. 

Risks: Tilted to the downside for growth. 

 Upside: Serious structural reforms boost 
potential growth; the credit crunch eases early. 
The EU could grant some fiscal flexibility. 

 Downside: Political instability, a credit crunch 
and a global slowdown would weigh on exports. 

Trouble at home, relief abroad 

 
Industrial orders, Italy, 2005 = 100. Source: Istat. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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2000 2002 2004 2006 2008 2010 2012 2014

Foreign orders

Domestic orders

Ber Cons Gap Ber Cons Gap

GDP -0.3 -0.2 -0.1 0.4 0.7 -0.3

Inflation 0.1 0.4 -0.2 0.1 0.8 -0.7

Unemployment 12.4 12.6 -0.1 12.1 12.3 -0.2

Fiscal balance -3.2 -2.9 -0.3 -2.7 -2.5 -0.2

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y -1.8 -0.3 0.4 1.0 -0.4 -0.2 -0.1 -0.3 -0.1 0.3 0.6 0.9 1.0 1.0 1.1 1.1

% q/q -0.1 -0.2 0.0 0.0 0.1 0.2 0.3 0.3 0.3 0.3 0.3 0.3

%q/q ann. -0.3 -0.7 -0.1 -0.2 0.4 1.0 1.0 1.0 1.1 1.1 1.1 1.1

  Private Consumption % y /y -2.6 0.0 0.2 0.4 -0.5 0.2 0.2 0.2 0.1 0.1 0.2 0.3 0.4 0.4 0.4 0.4

% q/q 0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Government Consumption % y /y -0.8 0.5 0.4 0.4 0.4 0.3 0.6 0.5 0.2 0.4 0.4 0.4 0.4 0.4 0.4 0.4

% q/q 0.4 -0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Investment % y /y -4.6 -1.8 0.0 1.4 -1.2 -2.1 -1.3 -2.5 -1.3 -0.1 0.3 1.2 1.4 1.4 1.4 1.4

% q/q -1.0 -0.9 -0.1 -0.5 0.2 0.3 0.4 0.4 0.4 0.4 0.4 0.4

  Final Domestic Demand 1 % y /y -2.5 -0.2 0.2 0.6 -0.4 -0.2 0.0 -0.2 -0.1 0.1 0.3 0.5 0.5 0.6 0.6 0.6

% q/q 0.0 -0.1 0.0 -0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Net Exports 1 % y /y 0.8 0.1 0.1 0.3 0.5 0.0 0.1 -0.2 -0.2 0.1 0.2 0.3 0.3 0.3 0.3 0.3

% q/q 0.1 -0.2 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Stockbuilding 1 % y /y -0.1 -0.2 0.0 0.0 -0.5 -0.1 -0.3 0.1 0.2 0.0 0.1 0.1 0.2 0.2 0.2 0.2

% q/q -0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance EUR bn 15.5 25.7 31.7 37.7 -0.9 7.1 7.4 12.1 0.6 8.6 8.9 13.6 2.1 10.1 10.4 15.1

% of GDP 1.0 1.7 2.0 2.4

Industrial Production 2 % y /y -2.9 0.1 0.6 1.6 1.3 0.3 -0.4 -0.6 -0.9 0.4 1.4 1.5 1.6 1.6 1.6 1.6

% q/q 0.6 -0.9 -0.5 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4

Unemployment Rate 2 % 12.2 12.4 12.1 11.7 12.5 12.5 12.4 12.3 12.2 12.1 12.0 11.9 11.8 11.7 11.6 11.5

CPI 2 % y /y 1.3 0.1 0.1 0.6 0.5 0.4 -0.1 -0.2 -0.1 -0.1 0.2 0.3 0.5 0.6 0.7 0.7

General Govt. Balance % of GDP -3.1 -3.2 -2.7 -2.2

General Govt. Debt % of GDP 132.6 136.0 136.0 134.5

1 Contribution to GDP grow th  2 Period averages



 

Christian Schulz 
+44 (0)20 3207 7878 
christian.schulz@berenberg.com  

 40 

Spain: the poster child for reform 

Key drivers of forecast 

 Very competitive: Wage restraint and labour 
market reforms have reduced labour costs, 
supporting an export-led recovery. 

 Diminishing fiscal drag: While still 
uncomfortable, the fiscal position allows an 
easing of austerity. 

 Stabilising domestic demand: As consumer 
confidence returns, consumption should 
stabilise. 

 Inflation: Inflation is below the Eurozone 
average due to internal devaluation. 

Risks: Balanced for growth. 

 Upside: Spain less exposed to Ukraine/Russia 
than Eurozone core. A sharper fall in 
borrowing costs boosts investment. Global 
growth lifts export demand. 

 Downside: Geopolitical risks slow demand for 
Spanish exports/or banking sector losses could 
require more taxpayer support for banks. 

 Catalonia independence debate: 
Compromise likely with more fiscal autonomy, 
but no full independence. Still a risk to watch. 

 

Spain: the worst is behind it 

 
Change in unemployment (national definition), 12m sum. Source: Spanish 
Labour Ministry. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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2001 2003 2005 2007 2009 2011 2013

Change in
unemployment,
in 1000s

Ber Cons Gap Ber Cons Gap

GDP 1.1 1.2 -0.1 1.3 1.7 -0.4

Inflation -0.1 0.1 -0.2 -0.2 0.7 -0.9

Unemployment 24.6 24.9 -0.3 23.0 23.5 -0.5

Fiscal balance -5.7 -5.6 -0.1 -4.5 -4.7 0.2

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y -1.2 1.1 1.3 2.0 0.5 1.2 1.4 1.4 1.3 1.2 1.3 1.6 1.8 1.9 2.0 2.2

% q/q 0.4 0.6 0.3 0.2 0.3 0.4 0.4 0.4 0.5 0.5 0.6 0.6

%q/q ann. 1.5 2.3 1.1 0.6 1.2 1.7 1.8 1.8 1.9 2.1 2.3 2.4

  Private Consumption % y /y -2.1 1.9 0.9 1.3 1.7 2.3 2.0 1.7 1.4 0.8 0.8 0.8 0.9 1.1 1.4 1.7

% q/q 0.5 0.7 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.4 0.5 0.5

  Government Consumption % y /y -2.3 1.5 0.4 0.4 -0.2 1.1 0.6 4.7 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4

% q/q 4.4 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Investment % y /y -5.1 0.4 2.0 3.8 -1.2 1.2 1.2 0.5 1.6 1.8 1.9 2.7 3.4 3.6 3.9 4.1

% q/q -0.7 0.5 0.7 0.0 0.3 0.8 0.8 0.8 1.0 1.0 1.0 1.0

  Final Domestic Demand 1 % y /y -2.7 1.5 1.0 1.6 0.7 1.8 1.5 2.0 1.2 0.9 0.9 1.1 1.3 1.4 1.6 1.9

% q/q 1.0 0.6 0.3 0.1 0.2 0.3 0.3 0.3 0.4 0.4 0.5 0.5

  Net Exports 1 % y /y 1.6 -0.5 0.3 0.4 -0.3 -0.8 -0.2 -0.7 0.1 0.3 0.4 0.5 0.5 0.4 0.4 0.3

% q/q -0.7 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

  Stockbuilding 1 % y /y -0.2 -0.2 -0.1 -0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

% q/q 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance EUR bn 6 11 18 22 -3.6 0.0 7.3 6.9 -1.4 1.9 8.9 8.2 -0.2 3.1 10.1 9.4

% of GDP 0.6 1.0 1.7 2.1

Industrial Production 2 % y /y -1.3 1.8 1.5 0.0 2.5 2.5 1.1 1.3 0.6 0.9 2.2 2.4 2.4 2.4 2.4 2.4

% q/q 1.3 0.2 -0.6 0.4 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Unemployment Rate 2 % 26.1 24.6 23.0 21.7 25.3 24.7 24.4 24.0 23.6 23.2 22.8 22.4 22.1 21.8 21.5 21.2

CPI 2 % y /y 1.5 -0.1 -0.2 0.3 0.0 0.2 -0.4 -0.4 -0.3 -0.2 -0.1 0.0 0.1 0.3 0.4 0.5

General Govt. Balance % of GDP -6.6 -5.7 -4.5 -3.0

General Govt. Debt % of GDP 93.9 98.5 99.8 100.4

1 Contribution to GDP grow th  2 Period averages
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Portugal: accelerating out of trouble 

Key drivers of forecast 

 Regained competitiveness supports an 
export- and investment-led recovery. 

 Returning market confidence: Borrowing 
costs have fallen to comfortable levels, allowing 
a clean bail-out exit. 

 Stronger neighbour: Spain’s return to growth 
is boosting Portugal’s export prospects. 

 Banking trouble: A crisis at a major bank has 
potential for a short-term dent to confidence. 

 Inflation: Inflation is below the Eurozone 
average due to internal devaluation.  

 GDP: Quarterly data volatile, expect rebound 
after weak Q1 similar to 2013 pattern. 

Risks: Tilted to the downside for growth, inflation. 

 Upside: Low interest rates ease fiscal pressure.  

 Downside: Banking trouble, sizeable austerity 
in 2014 and 2015. Constitutional court protects 
public sector workers, making adjustment 
harder for private sector. 

 

Portugal: new export markets help 

 
Real exports of goods and services, sa, Q1 2000 = 100. Source: 
Eurostat. 

 

Berenberg versus consensus 

 
Bloomberg consensus, taken 10 October 2014. 
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2000 2002 2004 2006 2008 2010 2012

EU non-EU

Ber Cons Gap Ber Cons Gap

GDP 0.8 0.9 -0.1 1.6 1.4 0.2

Inflation -0.1 -0.1 -0.1 0.4 0.6 -0.2

Unemployment 14.3 14.3 0.0 13.4 13.6 -0.2

Fiscal balance -4.0 -4.0 0.0 -3.0 -2.9 -0.2

2014 2015

2013 2014 2015 2016 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

GDP % y /y -1.4 0.8 1.6 2.4 1.4 0.8 0.7 0.3 1.3 1.2 1.7 2.1 2.2 2.4 2.5 2.5

% q/q -0.6 0.6 0.1 0.2 0.4 0.5 0.6 0.6 0.6 0.6 0.6 0.6

%q/q ann. -2.5 2.3 0.5 0.9 1.6 2.0 2.3 2.3 2.3 2.6 2.6 2.4

  Private Consumption % y /y -1.8 0.6 0.6 1.3 1.2 0.9 -0.1 0.5 0.4 0.5 0.7 0.9 1.1 1.3 1.4 1.5

% q/q 0.2 0.1 0.1 0.1 0.1 0.2 0.3 0.3 0.3 0.4 0.4 0.4

  Government Consumption % y /y -1.9 0.0 0.6 0.8 0.3 0.2 0.3 -0.6 0.2 0.4 0.8 0.8 0.8 0.8 0.8 0.8

% q/q -0.6 0.0 -0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2

  Investment % y /y -6.6 1.1 3.0 4.0 1.6 2.4 2.3 -1.7 3.0 3.0 2.6 3.4 4.1 4.1 4.1 3.8

% q/q -4.2 1.0 1.4 0.2 0.4 1.0 1.0 1.0 1.0 1.0 1.0 0.7

  Final Domestic Demand 1 % y /y -2.7 0.6 1.0 1.6 1.1 1.0 0.3 -0.1 0.8 0.9 1.0 1.3 1.5 1.6 1.7 1.7

% q/q -0.7 0.2 0.2 0.1 0.2 0.3 0.4 0.4 0.4 0.5 0.5 0.4

  Net Exports 1 % y /y 1.2 -1.1 0.8 0.8 -1.8 -1.9 -0.5 0.0 1.1 0.6 0.7 0.8 0.7 0.8 0.8 0.8

% q/q -0.9 0.7 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2

  Stockbuilding 1 % y /y 0.1 1.2 -0.2 0.0 2.1 1.7 0.8 0.4 -0.5 -0.2 0.0 0.0 0.0 0.0 0.0 0.0

% q/q 0.9 -0.3 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Account Balance EUR bn 0.9 0.4 2.2 4.0 -0.7 -0.7 1.3 0.5 -0.2 -0.2 1.7 0.9 0.2 0.2 2.2 1.4

% of GDP 0.5 0.2 1.3 2.2

Industrial Production 2 % y /y 0.8 4.0 6.2 3.7 1.2 3.4 5.4 6.0 9.8 7.0 4.8 3.7 3.7 3.7 3.7 3.7

% q/q -2.5 3.5 3.0 2.0 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9

Unemployment Rate 2 % 16.4 14.3 13.4 12.6 14.9 14.4 14.0 13.8 13.7 13.4 13.3 13.1 12.9 12.7 12.5 12.3

CPI 2 % y /y 0.4 -0.1 0.4 0.8 -0.1 -0.2 -0.3 0.1 0.2 0.3 0.4 0.5 0.7 0.8 0.9 1.0

General Govt. Balance % of GDP -4.5 -4.0 -3.0 -2.0

General Govt. Debt % of GDP 129.0 135.0 134.0 131.0

1 Contribution to GDP grow th  2 Period averages



FORECASTS AT A GLANCE 
Economics  

42 

 

Berenberg compared to consensus 

 
 
Table shows difference between Berenberg forecasts and Bloomberg consensus. The bars show graphically whether Berenberg forecasts are 

stronger (red) or weaker (blue) than consensus. Bloomberg consensus taken on 10 October 2014.Berenberg Germany unemployment 

forecasts based on ILO measure, which is not comparable to consensus figures that are based on the national unemployment definition. 
Source: Bloomberg, Berenberg 
 

 

US -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.4 -0.4 0.0 0.0 -0.2 -0.2 0.0 0.0 0.0 0.0

China 0.1 0.1 0.2 0.2 -0.1 -0.1 -0.2 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.3 0.3

Japan 0.0 0.0 0.1 0.1 0.1 0.1 -0.1 -0.1 0.0 0.0 -0.1 -0.1 0.2 0.2 0.0 0.0

UK 0.0 0.0 0.3 0.3 -0.1 -0.1 -0.2 -0.2 -0.1 -0.1 -0.2 -0.2 0.2 0.2 0.1 0.1

EZ -0.2 -0.2 -0.5 -0.5 0.0 0.0 -0.5 -0.5 0.0 0.0 -0.2 -0.2 -0.3 -0.3 -0.6 -0.6

Germany -0.2 -0.2 -0.6 -0.6 -0.1 -0.1 -0.5 -0.5 n/a n/a 0.2 0.2 0.0 0.0

France -0.2 -0.2 -0.4 -0.4 -0.1 -0.1 -0.6 -0.6 0.2 0.2 0.5 0.5 -0.5 -0.5 -1.0 -1 .0

Italy -0.1 -0.1 -0.3 -0.3 -0.2 -0.2 -0.7 -0.7 -0.1 -0.1 -0.2 -0.2 -0.3 -0.3 -0.2 -0.2

Spain -0.1 -0.1 -0.4 -0.4 -0.2 -0.2 -0.9 -0.9 -0.3 -0.3 -0.5 -0.5 -0.1 -0.1 0.2 0.2

Portugal -0.1 -0.1 0.2 0.2 -0.1 -0.1 -0.2 -0.2 0.0 0.0 -0.2 -0.2 0.0 0.0 -0.2 -0.2
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Disclaimer 
 
This document was compiled by the above mentioned authors of the economics department of Joh. 
Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”),. The Bank has made any effort to 
carefully research and process all information. The information has been obtained from sources which we 
believe to be reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. 
However, we do not assume liability for the correctness and completeness of all information given. The 
provided information has not been checked by a third party, especially an independent auditing firm. We 
explicitly point to the stated date of preparation. The information given can become incorrect due to passage 
of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to 
indicate such changes and/or to publish an updated document. The forecasts contained in this document or 
other statements on rates of return, capital gains or other accession are the personal opinion of the author and 
we do not assume liability for the realisation of these. 
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