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MACRO UPDATE: CHINA, GREECE, UK 

Berenberg Macro Flash 

WEAK CHINESE IMPORTS 

The latest volatile trade data point to slowing in Chinese spending. Imports fell 6.7% yoy, down from 4.6%yoy growth in 

October and below consensus. Exports rose 4.7% yoy, weaker than expected and down from 11.6% yoy in October. On the 

plus side for China, these figures suggest trade continues to make a solid contribution to growth. Moreover, November’s 

growth in exports was very close to its average over the past year of 5.1%, suggesting no major cause for alarm. The fall in 

imports was more noteworthy, although most imports tend to be used recycled into exports so that poor figure probably 

does not reflect sharply weakening domestic spending in China. Indeed, falling import values could reflect, in part, sliding oil 

prices Paradoxically then, falling imports could show China benefitting from cheap oil, which should also prove to be a 

massive boon to developed economies. 

 

Nevertheless, China’s economy does seem to be gradually slowing down. We look for 7.4% growth this year and 7.1% next 

year, followed by 6.8% for 2016. The more detailed monthly data out on Friday will give a more rounded picture of the 

economy, but these latest subdued figures could spark further speculation of additional easing to come from the Chinese 

authorities. Importantly, the authorities have all the levers of macro policy available to counter any slowdown that threat-

ened to push up unemployment. Private savings are high, inflation is low and China has huge foreign exchange reserves. 

China may hit problems, but it can contain them, which is why we forecast only gradually slowing growth. 

 

GREECE: BUDGET AND BAIL-OUT 

The looming spectre of potential snap parliamentary elections in March after the presidential election in February is stoking 

tensions within Greece but also between Greece and its international lenders. The government has 155 of 300 seats in par-

liament but needs 180 in February to secure the necessary three fifth of votes to elect a new president. If it fails, new parlia-

mentary elections will be called, which the radical left opposition Syriza has a good chance of winning as it leads by a con-

sistent margin of 5-10 percentage points in the polls. This political uncertainty threatens the economic recovery and under-

mines the trust of Greece’s international partners. The government is attempting to persuade enough opposition lawmakers 

to vote with it by resisting some of the austerity demands of the troika of EU, IMF and ECB and by trying to negotiate a 

softer follow-on bail-out which could exclude the unpopular IMF from future supervision. In this context, Greece’s parlia-

ment last night voted through the 2015 budget. Although the budget projects a primary surplus of 3% of GDP for 2015, it 

still falls €1.7bn (or 0.9% of GDP) short of the troika’s austerity demands. Greece’s finance minister will negotiate with his 

Eurozone counterparts today about a precautionary credit line. Many opposition lawmakers might be tempted to vote with 

the government upon success, as they are likely to lose their jobs in snap elections. That may explain why, according to 

reports in the Wall Street Journal, the government is also considering bringing forward the presidential elections to just after 

Christmas, in order to shorten the period of political instability. 

 

Greek politics remain a serious risk for Greece and the Eurozone. While Syriza may not win an election (at least not out-

right) and while it might still change course on its devastating economic policies if it does, the mere spectre of Greece de-

faulting and exiting the euro under Syriza leader Alexis Tsipras’ stewardship is undermining investor, business and consumer 

confidence, preventing a stronger recovery. In the worst case, the Greek situation could still cause wobble sin Eurozone 

sovereign bond markets, although these should be contained quickly by ECB asset purchases. 

 

UK HOUSEHOLDS RESILIENT TO RATE HIKES 

Contrary to popular belief, British households would not be bankrupted on-mass by even small interest rate hikes. That is 

one conclusion to be drawn from Bank of England (BoE) research published this morning. Though that may be a less im-

portant statement now that rate hikes now seem further away again, the idea that British consumers could not cope with 

even marginally higher rates is such a commonly stated point that it bears repeating that the facts say the opposite. As the 

BoE said of its research: “overall, these results do not imply that increases in interest rates from their currently historically 

low level would have unusually large effects on household spending.” How can that add up? Households have cut their debt 
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burden materially since the depths of the financial crisis, from 156% to 138% of their post-tax income. That is around the 

same burden as in 2004, when the Bank of England was raising interest rates to 4.75%, yet interest rates now are at 0.5%. 

Interest payments currently take up their lowest proportion of income in at least 25 years. Consumers could cope with small 

rate hikes - although with recent oil price falls likely to keep inflation very low we do not expect those hikes until the back 

end of next year (November). 

 

The BoE surveyed a sample of households asking, among other things, how they would react to interest rate hikes. If 

household income went up by 10%, then only around 4% of households would have to take any action at all in response to 

a 200bp rate hike. In the same scenario, the proportion of households with a high mortgage debt-servicing ratio would rise 

from 1.3% to 1.8%. Income will probably rise 10% over the next three years (average earnings are up 1.8% in the past six 

months), meaning that prospective BoE rate hikes should not cause much pain to the vast majority of households – indeed, 

savers would benefit. Other notable results were that that the proportion of households concerned by debt continued to fall 

and the proportion having trouble paying for accommodation fell to a survey low (data runs back to 1991). Intriguingly, this 

latest research from the BoE has grabbed the headlines today, but the conclusions are almost identical to the same survey 

the central bank carried out a year ago (which we covered here, for instance, 

http://www.telegraph.co.uk/finance/economics/10782457/We-are-in-trouble-if-sensible-policy-becomes-

unthinkable.html). 

 

This is important for understanding the UK’s recent recovery. It has not been a housing and debt driven flash in the pan. 

Indeed, households have continued to delever over the past eighteen months, reducing their vulnerability to rate hikes, while 

business investment has grown much faster than consumption (6.3% yoy vs 2.3%). The fact that households are borrowing 

again now suggests the worst of the deleveraging drag on growth is over. And households could cope with higher interest 

rates if they came. This is not an issue that worries us particularly. Cheap money and improved household balance sheets are 

one reason we remain optimistic about growth and look for the UK growth to beat consensus next year.  
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