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MACRO UPDATE: UK VOTE, CHINA, OBAMA 

BREXIT IS THE UK RISK WE WORRY ABOUT 

It would be a shock if Mark Reckless did not win a second parliamentary seat for the United Kingdom Independence Party 

(UKIP) tonight. Reckless triggered tonight’s vote to select an MP to represent the Kent constituency of Rochester and 

Strood by defecting from the ruling Conservatives to UKIP. Some bookmakers price a UKIP win at 1-100. UKIP reaching 

two MPs is a momentous moment for the party, and raises the potential for the party to capture upwards of a dozen seats at 

the general election. But the implications run wider than that. 

 

UKIP’s surge is fracturing the vote, eating into the main parties’ support ahead of May’s General Election. With the UK’s 

first past the post voting system, falling support for the main parties raises the chance of a hung parliament and an unstable 

government. With the economy improving, Labour leader Ed Miliband suffering from extremely poor approval ratings, and 

Prime Minister David Cameron polling well relatively to the other party leaders, we still expect a stable coalition to emerge, 

possibly led by the Conservatives. But any further rise in UKIP support after tonight’s vote would make that scenario less 

likely, as Nigel Farage’s anti-EU party takes more votes from the Conservatives than from Labour. 

 

We worry more about the chances of Brexit than the general election. The economy and markets could cope with some 

mild political uncertainty, but not the huge disruption from an EU exit. Tonight’s vote matters for that risk. The stronger 

UKIP get, the more pressure Prime Minister Cameron faces to announce increasing extreme, euro-sceptic, policies to poten-

tially appease the electorate and ward off in-fighting in his party. For instance, reports suggested earlier this month he was 

mulling over capping immigration from the EU which would challenge European rules and garnered a frosty reception from 

Angela Merkel and other EU leaders. The more UKIP forces Cameron’s hand, the more he will rile his partner’s abroad, 

and the less chance he has of successfully renegotiating the UK’s relationship with the EU ahead of the end-2017 Brexit 

referendum he has promised. When push comes to shove we expect the UK to remain in the EU. Support for EU 

membership is at a 23 year high in the UK, and Brit’s tend to shun huge risk at the ballot box. Cameron will probably still 

get some concessions from his EU partners. But EU exit would be extremely bad for the UK economy, and especially for 

some large export focused industries, and while polls are shifting in favour of continued EU membership, the electorate is 

narrowly split. This risk is worth watching very carefully. 

 

CHINA SLOWING GRADUALLY 

The HSBC manufacturing PMI slipped to 50.0 from 50.4 in November, below consensus expectations of 50.2 and the low-

est since May, potentially triggering a new round of hand-wringing about the risks to Chinese growth. It is worth keeping 

some perspective. The HSBC manufacturing PMI remains above its average for the past twelve months of 49.8. China’s 

GDP has risen 7.3% over the past year. So this survey does not, on the face of it, pose little challenge to our view that China 

will grow 7.4% this year and 7.2% next year. 

 

That being said, the full gamut of data do point to China gradually losing some momentum, possibly a touch faster than the 

authorities may be comfortable with. Hence speculation that the authorities will inject more stimulus could rise. They have 

plenty of room to do that. Inflation is low, private savings and foreign exchange reserves are high. China may hit problems, 

but it can contain them. We look for Chinese growth to slow gradually over time, reaching 6.8% in 2016. 

 

OBAMA AND IMMIGRATION 

According to reports, President Obama will soon announce a form of amnesty on potentially large numbers of illegal immi-

grants in the US. The FT, for instance, previews a speech expected today. The economically important implication for Eu-

rope is what Obama’s potential action means for the chances of bipartisan cooperation in the US to progress key policies, 

like the mooted trade deal with the EU. Indeed, potential US trade deals with the EU and with Pacific countries accounted 

for a large chunk of the 2% increase in global GDP that world leader’s committed to pursuing at last weekend’s G20 meet-

ing. By angering Republican representatives and voters, Obama’s action could reduce the chances of future cooperation 

over trade deals and raise the chances of more gridlock in Washington. There is still potential for progress on trade deals, 

given that both sides want the measures and fighting in Washington is unlikely to raise the Republican’s appeal to the elec-
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torate much ahead of the 2016 presidential election. But in all likelihood, the final two years of the Obama presidency will 

mostly be marred by similar gridlock to the past few years. 

 

This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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