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MACRO UPDATE: FRANCE, RUSSIA RETREAT, CHINA 

Berenberg Macro Update 

FRANCE: VALLS APPOINTMENT SHOWS REFORM COMMITMENT 

President Hollande is visibly preparing France for tough reforms by appointing his tough minister of the interior Manuel 

Valls to Prime Minister. Valls and his cabinet will have the unpleasant task of spelling out €50bn of spending cuts for 2015-

2017 to fund tax cuts and deficit reduction. President Hollande’s commitment to more reform action could limit losses at 

European elections in May. Even some stabilisation if the new PM manages to inspire confidence in his willingness and 

ability to take tough decisions would be welcome and could boost reform momentum. The appointment of a Socialist from 

the right wing of his party also introduces a new risk, however. A backlash from the left wing and the unions could 

strengthen the inevitable street protests when the spending cuts are spelled out in detail in the summer. That would risk 

dividing the government and dampening any appetite for further reform, in particular a major shake-up of labour laws. 

Without labour market reform, however, French competitiveness would continue to fall behind its neighbours. 

 

RUSSIA: SIGNS OF EASING TENSIONS 

If reports that Russia is beginning a part-withdrawal of troops from the Ukrainian border are substantiated, the risk of a 

bigger, potentially military conflict between Russia and Ukraine is receding. That could also avoid an escalation of European 

sanctions and Russian retaliation against them. The tail risk of Russia cutting off energy supplies for the EU has receded a 

bit further. The uncertainty reflected in some confidence surveys such as the ZEW, the Ifo or PMI indices for Germany, 

should fade fairly quickly, too. However, mistrust of Moscow will remain both among Western politicians and, more im-

portantly, among investors, meaning that the damage Moscow has done to itself by triggering capital outflows will stay. 

Over time, economic underperformance could stoke discontent with the Kremlin’s leadership and make Putin the ultimate 

loser of the Crimean crisis. 

 

CHINA: NO HARD LANDING 

Chinese sentiment indicators have been slowing for a few months now but with all policy levers available to combat any 

dangerous growth slowdown, we expect China to grow at 7-7.5% in 2014 and 2015. The official manufacturing PMI rose 

very slightly to 50.3 in March from 50.2 in February. Though lower than we became used to during the boom years before 

the crisis, that reading is not a disaster. It is a couple of points below the long-run average of 52.5, but similar to the levels 

seen in Q2-2013 when Chinese GDP grew 7.5% yoy. That is the official growth target for this year. Stepping back, the big 

picture is that the authorities are allowing growth to slow in order to cut their reliance on credit and investment to fuel 

growth, but they are likely to take action if the economy threatens to slow too much, raising the risk of unemployment and 

social unrest. Chinese imports continue to rise solidly, suggesting firm domestic demand growth. In any case, inflation and 

government debt are low and foreign exchange reserves are enormous, giving the authorities plenty of room for manoeuvre 

if growth slows too far. 
 


