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Global recession

Early 2009: falling off a cliff

» Collapse on world trade; major destocking 3°
* First synchronised downturn for 30 years
* OECD-led, but EMEs not exempt

« 2009:slowest global growth since early

1980s
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World GDP growth — by major region
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Lehman collapse: a seminal shock Market interest rates: UK
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* Immense policy response 6 -
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* Liquidity and credit support 5 1
Bank bailouts

Interest rate reductions

Move to quantitative easing 1]

Fiscal stimulus 0

2004 2005 2006 2007 2008

Total fiscal packages 2008-2010

O/%Of 2008 GDP

UK USA Japan Germany Canada Korea

Source: St Louis Federal Reserve Bank Source: OECD



Global outlook

Less synchronised recovery
- US: early signs of recovery to come
- EU12: sharp recession through 2009

» China and India more resilient than
other emerging economies — less

dependence on trade
Inflation declining
Fiscal pressures
Drag from financial conditions?

Elevated degree of uncertainty
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Forecasts
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World GDP growth — by major region
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UK: GDP growin

Sharp falls in Q408 and H109

Rolling pattern of demand through
2009

* Inventory reductions
* Investment cutbacks
« Consumption squeeze

No growth for 8 quarters (6 negative
guarters)

Depth of recession: comparisons
with 1980s
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UK: inventory adjusiment

« Sharp loss of confidence:
uncertainty and credit constraints

» Production cutbacks leading to
sharp change in inventory behaviour

* Interconnectedness of production
chains and “just in time” magnify the
impact
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UK Investrnent: falling sharply
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UK: Cons

Real disposable income
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UK: Inflation
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UK: Public spending

» Dramatic deterioration in fiscal position
* Further fiscal stimulus?
 Risk to sterling?
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UK overview

Yo GDP
2008 2009 2010 5]
GDP 07 -39 01 123 i
Household Consumption 1.4 34 -04 (1) ] -
Manufacturing output -26  -12.0 0.5 :%
Consumer Prices 3.6 1.6 1.6 -3 7
Unemployment (%) 5.8 8.5 10.2 :g ] forecasts
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%yly .
Sharp decline through winter, but worst now past , . CBlforecasts: GDP components

Credit constraint still a major issue 4

. - 2 -
Confidence fragile | 1
Business investment very weak ] r
Shift in consumer behaviour? 4

. . 2008 2009
Sterling weakness will help 6]
Fiscal sustainability? 12 ]
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 Financial markets: are we past the worst?
« Equity markets upbeat
 Disorderly exchange rates
« Expansion of public debt and sovereign default risk

« How quickly will credit flows recover?
- Impact on corporate sector

- Political and policy instability
* New US Administration
» Developing world economic troubles — political/social unrest?
* Impact on supply chains/resource security?
 Globalisation/ protectionism
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Inflation or deflation?
;’/0 CPI Inflation
4
3
2
« Underlying conditions deflationary — UK
1 /
- Spare capacity 0 EUROZONE |
« Significant policy stimulus 1

- Exit strategies?
« Central Bank independence?

* Energy and commodity prices?
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USA overview

US Economic Forecasts

2008
GDP 11
Household Consumption 0.2
Consumer Prices 3.8
Unemployment (%) 5.8
Current Account ($ bn) -652

2009
-3.7
-1.6
-0.5
9.2

-435

2010
0.3
14
18

10.1

-540

Destocking ending

Housing market slowly unwinding
Consumer confidence picking up

New unemployment claims peaking

But...
Pace of recovery?

Long term cost of fiscal & monetary bail-out?
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Eurozone overview

Eurozone Economic Forecasts % yoy GDP
4 -
2008 2009 2010 g ]
GDP 0.7 37  -01 1] Forecasts
Household Consumption 0.5 -2.0 -0.1 _2 ]
Consumer Prices 33 0.8 1.0 ;2.»,
Unemployment (%) 7.5 9.4 10.5 -4 1
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Abrupt decline through winter %yoy GDP growth forecasts for key countries
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Dramatic drop in business investment 20 M |_|
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Ernerging econornies overview

GDP forecasts for key developing economies

2008
China 9.0
India 7.3
Russia 5.6
Brazil 51
Source: IMF
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Contributions to world real GDP growth

2007

| China
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- EMEs hit by decline in global industrial activity, collapse in world trade, falls in primary
product prices, and in some cases deteriorating financial conditions

« China and India less affected than other Asian economies, emerging Europe and Latin
America — trade is a smaller share of their economies

* Rebalancing towards domestic demand underway — surplus economies able to
provide serious policy stimulus



