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“What’s good for General Motors is good for America” used to be a simple way of saying that when a country’s big corporations flourish its overall economy will surely follow. The truth of this old maxim is rapidly unravelling, at least in the UK where news that the FTSE share index had crashed through the 6,000 barrier coincided with reports that bankruptcies had risen by 11% quarter on quarter.

So what’s happening? The short answer is globalisation. According to The Economist, the world’s 40 biggest multinationals now employ, on average, 55% of their workforces in foreign countries and earn 59% of their revenues abroad. Since many of the companies now quoted on the FTSE 100 could  be classified as multinationals, it is therefore hardly surprising that their prosperity is not having a direct knock-on effect on the UK’s domestic economy.

The sustained period of low interest rates that the UK has enjoyed in recent years has also encouraged far too many people to live way beyond their means – about 5% of us, according to a survey commissioned by Debt Free Direct. This is may be only the tip of the iceberg, as Credit Suisse estimates that between one and two million people in the UK are making only minimum payments on their consumer loans. 

This temptation to “spend now, panic later” can only have been fuelled by the introduction of individual voluntary arrangements (IVAs), which has taken the stigma out of bankruptcy and encouraged some people to believe they can walk away from their debts.

It is therefore hard to escape the conclusion that any hike in interest rates could cause some serious mayhem. A recent survey by the Financial Services Agency found that while 62% of consumers claim they have no difficulty covering their mortgages, that would fall to 55% if repayments rose by 10% -a rise which would approximately represent a half-point increase in the benchmark interest rate.

As the consensus ranges from no change in interest rates this year to a quarter-point drop in the autumn there may be no need for anybody stretched to their credit limit to worry unduly – yet.  But keep an eye on those global forces.  On March 28 US interest rates moved above those in the UK for the first time in five years. The gap is currently only 0.25%, but some analysts fear that if it were to widen to, say, 1% by the end of the year, the Bank of England may be forced to raise rates here to stop inward investment deserting UK stocks for the US dollar.

