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Berenberg Macro Flash 

REFORMS PAY OFF: UNEMPLOYMENT IS HEADING DOWN 

The emerging market crisis will hurt. But not very much. Thanks to improving domestic fundamentals, the 

Eurozone can cope with a modest external shock. Most importantly, Italy is starting to reap the first re-

wards of the Renzi labour market reforms. That leaves France as the only still unreformed major economy 

within the region. 

 

In July, Eurozone unemployment fell to 10.9%, the least bad rate since February 2012 and down from a peak 

of 12.1% in the spring of 2013. Encouragingly, the number of unemployed in the Eurozone has fallen by 1.1 

million within a year. The pace of GDP growth of roughly 1.5% annualised which the region has maintained 

since Q4 2014 suffices to create many new jobs. By and large, the countries with the worst starting situation 

are now making the fastest progress. With a decline in unemployment by 484k from July 2014 to July 2015, 

Spain leads the group. In the erstwhile crisis countries (Spain, Ireland, Portugal and even Greece), unem-

ployment rates are roughly two percentage points lower than they were in July last year. 

 

ITALIAN PROGRESS 

Following the Renzi labour market reform of early 2015, Italy is now also seeing progress. A decline in un-

employment by 216k since July last year has brought the rate down to 12.0% from 12.9%. The momentum in 

the Italian economy points to further gains ahead. Today Italy revised up its GDP estimates for the first half 

of the year, from 0.3% to 0.4% qoq for Q1 and from 0.2% to 0.3% qoq for Q2. Annualising this pace, the Ital-

ian economy is now expanding at a rate of 1.4%, the best performance since the euro crisis started to hit 

Italy in spring 2011.  

 
Contrary to the trend across the Eurozone, France is not progressing at all. In July, its unemployment rate 

edged up to 10.4% from 10.3% in June, leaving it slightly above the 10.3% of July last year. France is paying 

the price for scaring away investors in the first year of Hollande and for not reforming its labour market 

seriously.  

 

GERMAN STRENGTH 

With the exception of France, the Eurozone labour market is on the right track. Of course, unemployment 

data tell only part of the overall labour market story. That is especially visible in Germany. According to 

Eurostat data, the German unemployment rate has fallen merely by just 0.3ppt since July 2014, from 5.0% to 

4.7%. German national data paint a similar picture, with the unemployment rate as defined by national 

statistics down from 6.7% to 6.4% as the number of unemployed has declined by 107k within a year. Fortu-

nately, the German labour market is much stronger than these unemployment data may suggest. German 

core employment, that is the number of people earning enough to be subject to payroll taxes, has risen by a 

strong 546k in the twelve months to June 2015. As many unemployed lack the required skills, the growth in 

core employment seems to come largely from a rise in female participation, later retirement and immigra-

tion rather than from the ranks of the unemployed. With vacancies strong (up to a cyclical high of 574k in 

August 2015 after 496k in August last year), core employment in Germany looks set to expand further. With 

so many more people paying into the welfare system, Germany is heading for a substantial fiscal surplus.  

 

CUSHIONING THE BLOW FROM EMERGING MARKETS 
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A gain in employment and the further boost to real incomes courtesy of the renewed decline in oil prices 

will help the Eurozone to cushion the blow from the crisis in some emerging markets. However, the trouble 

down south will not leave the Eurozone economy unscathed. The slight downward revision to Eurozone 

manufacturing PMI for August from 52.4 to 52.3 after 52.4 in July is probably the start of some correction in 

indicators for export-oriented industries. While the German PMI reading rose, the results for Italy and 

France were somewhat weaker. Without the looming loss in exports to emerging markets, the gradual 

firming of domestic demand in the Eurozone as well as buoyant exports to the US and the UK would prob-

emerging market crisis will likely nudge Eurozone growth in late 2015 to slightly below the 1.5% annualised 

pace of the last three quarters. But so far, the evidence does not suggest that it will get worse than that. And 

once the dust settles, that is once China has convinced the world that it is not heading for a hard landing, 

and once the vulnerable other emerging markets have hit bottom, Eurozone growth can pick up some extra 

pace in 2016.  

 

ECB OUTLOOK 

Inflation is steady at a low level, many leading indicators have moved up slightly in August. So far, the tur-

moil in emerging economies and in equity markets have not yet hit the Eurozone economy in a meaningful 

way. This Thursday, the ECB will likely shave its own rather optimistic projections for growth and inflation 

for 2015 and 2016. We also look for some mild verbal intervention: even more clearly than before, the ECB 

will emphasise that it could extend its asset purchases beyond September 2016 or raise monthly purchases 

ECB to actu-

ally announce any new meaningful initiative this Thursday. More likely than not, the economy will not 

require any new actual ECB stimulus to get through the current emerging market turbulences without ma-

jor damage. 
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