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MACRO UPDATE: FRANCE, CHINA 

Berenberg Macro Update 

FRANCE: WARNING SHOT FOR HOLLANDE 

Heavy defeat in the first round of the municipal elections should serve as another warning shot to French President Hol-

lande. In the best case, it may trigger more reforms. If the government does not manage to boost economic growth and 

lower unemployment significantly in the next few years, winning another term in 2017 will be impossible. The strong per-

formance of the extreme-right Front National is dominating the headlines. It quintupled its vote from 1% in 2008 to nearly 

5% and won or came close to winning in some of the towns it was targeting, mainly in its traditional strongholds in the 

south of France. The FN is likely to do well at the European elections in two months, too, as these often serve as a valve for 

voters to vent frustrations with the government. But Hollande’s Socialists were ultimately beaten by the mainstream centre-

right opposition, which got 47% of the vote compared to 38% for the Socialists. With 85% of the vote going to mainstream 

parties despite the strong performance of the Front National, the risk remains small that France will turn its back on Europe 

and the world and become the protectionist closed economy the FN wants it to be. 

 

There is still time for Hollande to turn around his fortunes before the 2017 presidential elections. With the Eurozone crisis 

over, the French economy is beginning to benefit as well as today’s jump in the PMI survey shows. France is still lagging 

behind its neighbours, so the tax and spending cuts Hollande announced in January were a step in the right direction, alt-

hough a much more important serious labour market reform remains elusive. Once the elections are over, the reforms and 

spending cuts of €50bn will need to be legislated, which is where the real risk for Hollande lies. Serious cuts in public sector 

spending are likely to spark protests of well-organised groups which could become much more dangerous for him politically 

than election defeats at municipal or European elections. In 1997, then-President Chirac called snap elections after protests 

against a pension reform which led to a centre-left victory and 5 years of uneasy “cohabitation” between a centre-right Pres-

ident and centre-left government. 

 

CHINA SLOWS FURTHER 

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 growth at 7-7.5% a year in 2014 and 2015. The HSBC PMI fell further to 

48.1, below consensus of 48.7, and below 50 for the fifth straight month. Though some perspective is needed. The HSBC 

PMI is based on a small sample of firms compared to the official PMI and the last time it was hovering around this level, 

Q2 2013, Chinese GDP grew 7.5% yoy. That is the official growth target this year. In Q3 2013, GDP growth accelerated to 

7.8% yoy following a mini fiscal stimulus. The authorities are allowing growth to slow in order to cut their reliance on credit 

and investment to fuel growth. 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 to far. 

 
 


