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MACRO UPDATE: JAPAN GDP, UK VOTE, G20 

Berenberg Macro Flash 

JAPAN BACK IN RECESSION 

Japanese fell back in recession with hugely disappointing third quarter GDP. Output contracted 1.6% qoq annualised com-

pared to consensus expectations of a 2.2% fall, marking the return to technical recession. That followed a 7.3% annualised 

decline in Q2 after the government hiked sales taxes. The second consecutive fall in business investment was especially bad 

news. As ever when interpreting first releases of GDP, and especially in Japan, we should take care not to rush to an overly 

final conclusion. The data can be revised heavily in subsequent publications, potentially completely changing the interpreta-

tion. Business investment, for instance, is notoriously volatile and hard to measure. The widely watched Tankan measure of 

firm’s confidence signals growth, for instance. 

 

Still, the figures are sufficiently bad to conclude that the Abenomics sugar rush has worn off, leaving the reality of the Prime 

Minister’s relative inaction on vital 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 and shak-

ing up corporate governance but there seems to be little urgency. If Japan is to get out of its self-inflicted mess, politician’s 

need to pair the serious monetary stimulus now underway with equally serious surgery on Japan’s ossified, protected, do-

mestic oriented sectors. However, the main response to the third quarter disappointment seems likely to be delaying another 

consumption tax hike next year and possibly calling snap elections. We remain sceptical about whether Japan will implement 

vital but hard structural reforms. 

 

UK: RECKLESS TURNS FOCUS BACK ON CONSERVATIVES 

UK opposition and Labour leader Ed Miliband has had a tough couple of weeks, seemingly facing half-baked challenges to 

his leadership, but the focus will now return firmly to the travails of Prime Minister David Cameron. On Thursday voters in 

the Kent constituency of Rochester and Strood go the polling booth to elect a new representative after their Conservative 

MP, Mark Reckless, defected to the United Kingdom Independence Party (UKIP), triggering the vote. Polls put Reckless 

comfortably ahead. 

 

Why is this such an issue for the Conservatives? UKIP are taking votes from Labour and the Conservatives, but mainly the 

latter. That is harming David Cameron’s chances of remaining in Number 10 after next year’s General Election, both direct-

ly but also indirectly by inflaming Eurosceptic anger in his own party and making it difficult for the government to set out 

an appealing offer to voters. The electorate tends to dislike internal squabbling and party splits. Moreover, the Conservatives 

cannot out-UKIP UKIP, as the populist party is unlikely to have to put its policies into action.  

 

Notwithstanding the equivocal national polling numbers, we expect a stable coalition government to emerge after the May 

2015 General Election. The economy is recovering, unemployment is falling, wages are (very very gradually) starting to 

improve and opposition leader Ed Miliband’s personal ratings are plumbing new depths: though with the UK’s skewed 

electoral system, Miliband still has a decent chance of winning the most parliamentary seats in May. The risk we really worry 

about is Brexit. Another Conservative government would guarantee a Brexit referendum by the end of 2017, and Cameron 

could back himself into a corner on policies towards the EU during the general election campaign. For instance, in yet an-

other attempt to lance the UKIP/immigration boil, Cameron is reportedly planning to explain how the government will 

control immigration in a speech after the Rochester election. Previous reports have shown him contemplating increasingly 

extreme positions, that he has since backed away from, which could inflame sentiment among the allies Cameron needs to 

help him renegotiate the UK’s position in the EU. Our base case remains that the UK will step back from the brink and 

vote to remain in the EU as support for EU membership has risen to its highest level for 23 years while Brits tend to dislike 

such radical change. 

 

G20: LOFTY RHETORIC BUT WHERE IS THE PROGRESS ON BIG TRADE DEALS? 
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Over the weekend leaders at the G20 summit reaffirmed their commitment to pursuing structural reforms that the OECD 

estimates could add 2.1% to world GDP. A lofty commitment that would help a lot in today’s world of maxed out monetary 

policy and elevated government debt. Governments even reportedly found upwards of 800 specific policy measures that 

could help achieve the goal. However, as with all these leaders meetings, the problem is that the rhetoric often does not 

match the action. 

 

It is hard to find many new policies that the leaders have committed to. In the UK’s case, for instance, the grand sounding 

comprehensive growth plan trumpets policies the government is already implementing. Oddly, the Help-to-Buy scheme, a 

demand side policy if ever there was one, is celebrated as a key supply side measure boosting housebuilding. While that is 

small picture, it gives a sense of what the 800 policies might amount to. 

 

Among all the lofty rhetoric, trade and labour markets are the areas leaders should focus on, but are also the areas that will 

be most difficult to achieve progress. The Trans-Atlantic Trade and Investment Programme, and the Trans-Pacific Partner-

ship (TTIP and TTP), could deliver huge gains, but world governments have failed to progress the free trade agenda much 

over the past few years. Discussions on TTP have been ongoing for nearly 9 years already. Recent US mid-term elections 

potentially raise the chance of President Obama getting fast-track negotiating authority (to date blocked by his Democratic 

party), but Obama may be about to anger the Republican congress by imposing an effective amnesty on some immigrants in 

the US. On labour markets, the focus is much more on some Eurozone governments, particularly Italy and France, to im-

plement the structural reforms they have been shirking so far. Prime Minister Renzi is making serious efforts here but Presi-

dent Hollande is not. 

 

Structural reforms are the right target for government leaders and even if they achieve half of their goal it will make a useful 

addition to the policy armoury. But the real work starts now, particularly on progressing the trade deals, which so much 

hangs on. 


