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Berenberg Macro Flash 

CHINA CUTS INTEREST RATES AGAINCHINA CUTS INTEREST RATES AGAINCHINA CUTS INTEREST RATES AGAINCHINA CUTS INTEREST RATES AGAIN    
China has all the tools it needs to counteract any slowdown. That much is evident from the PBOC’s action over the 
weekend to cut interest rates for the second time in three months. Very low inflation and falling producer prices 
suggests a need for the central bank to act. That being said, the authorities are walking a fine line between en-
couraging demand increases while at the same time attempting to slow rampant credit growth. For that reason, 
they are likely to remain conservative, tolerating a continued growth slowdown. We look for the Chinese economy 
to expand 7.0% in 2015 and 6.7% in 2016. 
 
The latest batch of Chinese PMIs suggests our forecast is on track. The official PMI rose to 49.9 in February from 
49.8 in January, while the HSBC PMI increased to 50.7 from 50.1, reaching its strongest level since last July. 
Though 50 nominally delineates expansion from contraction in the PMIs, making 49.9 a scary reading, that has 
not been a sensible categorisation for China. For instance, the official PMI has averaged 50.7 over the past two 
years, a period over which China has averaged 7.5% yoy GDP growth. So 49.9 does not suggest big risks to our 
calls. The non-manufacturing PMI rose to from 53.7 to 53.9, close to the 54.4 it recorded on average during 2014.  
 
GREECE: RUNNING OUT OF MONEY?GREECE: RUNNING OUT OF MONEY?GREECE: RUNNING OUT OF MONEY?GREECE: RUNNING OUT OF MONEY?    
Greece’s double-populist coalition has a €310mn payment to the IMF due on Friday. It is currently unclear wheth-
er Greece will actually have the money to pay that bill. In total, Greece needs to make €1.59bn of payments to the 
IMF during March. It seems the government’s first preference would be to issue more T-bills to fund the pay-
ments, but the ECB has so far refused to increase the cap on Greek T-bill issuance in order to not sanction extra 
borrowing that the Eurogroup has itself not signed of on. The head of that group of Eurozone finance ministers, 
Jeroen Dijsselbloem, has urged Greek leaders to immediately implement parts of the programme that it was elect-
ed to end in order to gain a disbursement of EU cash this month. He said: “There are elements that you can start 
doing today. If you do that, then somewhere in March, maybe there can be a first disbursement. But that would 
require progress and not just intentions.” 
 
With left-wing firebrand Tsipras blinking in his first encounters with the Eurozone, the bets have to be that he 
does so again. That being said, he may be facing increasing trouble from within his own coalition in pushing 
through the required moves, given that they go in the opposite direction to Syriza’s election promises. The strains 
within Greece’s new government may soon get worse. We see a 25% probability of Grexit ultimately, a 50% chance 
that Tsipras completes his required U-turn and stays the reform course, and a 25% chance that his government 
falls, making way for a less populist and more-pro-European leadership. Time will tell. 
 
UK: PREPARING FOR A HUNG PARLIAMENTUK: PREPARING FOR A HUNG PARLIAMENTUK: PREPARING FOR A HUNG PARLIAMENTUK: PREPARING FOR A HUNG PARLIAMENT    
With a little over nine weeks to go until the 7 May general election, the ruling Conservatives and opposition La-
bour party remain tied with a paltry 33% of the vote, which would not be enough to deliver either a majority of 
parliament’s 650 seats. Despite day-to-day and week-to-week excitement when a rogue poll puts one party or 
another in the lead, the average of polls has not changed one jot since mid-October. Ed Miliband’s Labour party 
retain a slender lead in the national poll, while a myriad of smaller parties – the Liberal Democrats, SNP, UKIP 
and the Greens – continue to garner about a third of support. That fracturing of votes is what will in all probabil-
ity deliver a hung parliament in just over two months time. 
 
Still that fracturing vote also makes the election result extremely unpredictable. The two big questions are wheth-
er the deep unpopularity of Ed Miliband is already priced into the polls and whether Nigel Farage’s anti-EU popu-
lists, UKIP, will retain the 14% poll readings they currently enjoy. We assume the Conservatives will gain the most 
seats, in part as voters baulk at voting for Mr Farage’s party: because of its increasingly bad press, but also be-
cause UKIP would do well to get half a dozen parliamentarian’s, meaning a vote for UKIP may be ‘wasted’. Still, 
even 36% of the vote at the 2010 election gave the Conservatives only 306 of 650 seats, which is why we put the 
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chances of them getting a majority at only 20%. David Cameron’s Conservatives would need to be perhaps 6-7 
points ahead of Labour in the polls in order to gain a majority. Moreover, the Conservatives may not be able to 
rely on returning UKIP voters boosting their readings as much as they might have hoped, given that UKIP’s poll 
readings have dropped from 17% in October to 14% now without the Conservatives gaining relative to Labour. We 
see a 60% chance of a Conservative led government, 35% of Labour led and a 5% chance of chaos, in which neither 
main party can form a majority coalition, but they also refuse to work with each other in a grand coalition. 
 
Running up to this month’s final Budget before the election we can expect the two governing parties – the Con-
servatives and Liberal Democrats – to jostle to differentiate themselves. The Liberal Democrats seem to be shift-
ing their economic policy to the left – proposing an extra tax on banks over the weekend, for instance – to open 
up the possibility of cooperating with the Labour Party after the election. Meanwhile, the Conservatives seem to 
be trying to almost exactly ape their successful 1992 election campaign, of offering the traditional spending cuts to 
fund potential future tax cuts. The latter may be what George Osborne focuses on in his budget in a couple of 
weeks. In our view, none of the likely election results looks appetising. UK politics is almost certain to undermine 
the UK’s growth potential somewhat over the coming weeks, months and years. 
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