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SOUND FUNDAMENTALS
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SUSTAINED LOW INFLATION

12

—RPlex MIPS
— RPI

10 A

0 rrrrrrrrrrrrrvrrrrrrrvvrrrrrrrvrrrrrr1rr1rrrr11rr1rrrrrrrrrvrr1rrvvrrvr1rr1r1rr1rr1r1rr1r1rr1rr1rrr1rr1rrrTrTrTTTTT T
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

HSBCX» -



SUSTAINED LOW INFLATION
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HISTORICALLY LOW BASE RATES
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STRONGER AND STABLE STERLING
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SUSTAINED GDP GROWTH
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A STABLE MACRO ECONOMY......
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LEADING TO BASE RATE STABILITY
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STEADY EMPLOYMENT GROWTH AND
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HISTORICALLY LOW UNEMPLOYMENT
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WHICH WAY FROM HERE?
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RANGE OF FORECASTS FOR 2007
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RANGE OF FORECASTS FOR 2007

BANK RATE

EXPORTS

INVESTMENT

CONS EXP

-1.5

65 55 45 35 -25 -15 05 05 15 25 35 45 55 65 75 85 95 105

HSBC Xy -



INFLATION: HOW BIG A PROBLEM?
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INFLATION PRESSURES BUILDING,
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OIL PRICE RISES FUEL INFLATION
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ENERGY DOMINATES THE CPI RISE
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CORE INFLATION STILL WITHIN TARGET
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SO INTEREST RATES WERE RAISED
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4.5

AVERAGE EARNINGS GROWTH STABLE

I Private Sector
mm Public Sector
==\\'hole Economy

Sep-05 Oct-05 Nov-05 Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06 Aug-06 Sep-06 Oct-06 Nov-06

HSBC <X»




SPENDING UNDER PRESSURE
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CONSUMERS THE DRIVING FORCE
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BUT UNDERPINNED BY BORROWING
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LEADING TO AN UNBALANCED ECONOMY
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BUT NOW A SPENDING SQUEEZE BECAUSE
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THE £1 TRILLION DEBT MOUNTAIN,
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THE RISING TAX BURDEN AND
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NOW UNEMPLOYMENT IS EDGING UP
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WEAKENING CONFIDENCE,
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WHAT ELSE IS THERE?
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PUBLIC FINANCES STRETCHED
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GOVT SPENDING FASTER THAN GDP
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BUT GOVT RUNNING OUT OF MONEY
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BECAUSE THE DEFICIT IS GROWING
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£ billion
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BREACHING THE GOLDEN RULE?
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Current account balance £ billion

..NOT WITH ALITTLE MASSAGING
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Current account balance £ billion

...BACKDATING THE CYCLE HELPS
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.AND SO DOES EXTENDING IT
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GOVT SPENDING CAN'T FILL THE GAP
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