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Overview Overview 
• Supply shock from rising inflationary 

pressures, followed by …
• Demand shock from the liquidity squeeze.

– Fall in Asset Prices
– A Sharp Fall in Industrial Production
– Downturn in UK & Developed Economies
– World Trade Slumps
– Global Recession on the way (OECD, World 

Bank, IMF); 
– US recovery in late 2009 (US Treasury)?
– Significant Wealth Destruction



WWW.SEEDA.CO.UK

• A sharp fall in output
• RPI falling
• A threat of the Japanese 

style lost decade

• Government target 
measure for inflation = CPI

• Public expectations of UK 
inflation have fallen to their 
lowest level since May 2005

A threat of prolonged deflationA threat of prolonged deflation
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Sharp fall in UK GDP growth rate
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Interest rate cuts not doing their jobInterest rate cuts not doing their job
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““Quantitative easingQuantitative easing”” to the rescueto the rescue

• = creating new money

• Increase the supply of 
money

• Drive the cost of credit for 
households and firms

– Depends on which 
assents are purchased

The Japanese Experience, 2001-2006
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Exiting Exiting ““quantitative easingquantitative easing””
• Re-emergence of 

inflation? - ‘Too much 
money chasing too few 
goods’

• Aided by weak currency
• Need to drain excess 

money from the economy
• Reversing QE too early!

– economy back into 
recession

– Depressed prices and 
increase in cost of credit

1.0

1.2

1.4

1.6

1.8

2.0

2.2

1.0

1.2

1.4

1.6

1.8

2.0

2.2

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

£/euro

£/$

Source: National Statisctics 2009

Weak pound



WWW.SEEDA.CO.UK

South East South East -- Falling Business ActivityFalling Business Activity
• Rate of decline has slowed 

down?
• Destocking is starting to 

ease?
• Energy and raw material 

costs – high, but falling.
• Profit margins and 

cashflow!
• Investment.

Source: SEEDA 2009, Regional Intelligence 
Snapshot for the South East – February 2009.
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• South East
26,400
Manufacturing 28.8%
Transport          9.7%
Retail                9.4%
Other Bus. Act. 8.9%
Telecomms.      6.8%

• February
5,400
Manufacturing 
Transport  
– Hampshire
– W. Sussex 

Manufacturing harder hit than servicesManufacturing harder hit than services
Redundancy Notifications (Oct’08-Feb’09)

?
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Labour market weakening Labour market weakening ……
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…… coastal economies hit harder?coastal economies hit harder?

Quarterly change

?

Quarterly change
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Source: RBS 2009

Who will get out first?Who will get out first?

Is it going to be different 
this time?

We’re in new territory 
(financial meltdown, 
global downturn)!

Economies have a 
tendency to recover!
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Forecasters confused Forecasters confused ……
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…… and National Statisticsand National Statistics

-2.0-23-1.6-18Northern Ireland 
-0.12-0.7-75United Kingdom
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-0.37-1.2-2South West
-0.8-32-0.5-6South East
0.8461.080London
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Business Surveys are more optimisticBusiness Surveys are more optimistic
• If compared to the gloomy views regarding business 

trends in the last three months, businesses in the South 
East look more optimistic when asked about the 
expected trends over the next three months.

– Over 70% of business expect the business climate in 
which they operate to either remain stable or improve, 
while 26% expect business climate to get worse.

– Over 80% of businesses expect to maintain the 
same number of people employed, and only 9% 
expect to see a reduction in the number of people 
employed. 

– Over 70% of businesses in the South East expect 
the volume of output to either remain stable or to 
increase in the next three months, while 17% expect 
to see a reduction in the volume of output. 
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Key Challenges for BusinessesKey Challenges for Businesses
• Cost of credit insurance

• Some credit insurers now refusing to insure some 
businesses. Concern about the ability of companies in 
supply chain to withstand recession. Source: SEEDA 2009, Regional Intelligence 
Snapshot for the South East

• 2/3 of small businesses in South East have seen an 
increase in the overall cost of new credit in the past 2 
months. Source: FSB Feb’08

• Liquidity – scarcity of money is the most pressing 
issue.
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• Considerable stimulus to the economy:
– Easing in monetary and fiscal policy
– Quantitative Easing
– Decline in inflation and increase in real earnings
– Consumption not as bad as feared?
– A substantial fall in sterling
– Business Surveys less gloomy than three months ago?
– Global response

• South East specific:
– Industrial mix
– Strength of private sector economy 
– High economic activity and employment
– High business start-up and survival, etc.

On the positive sideOn the positive side
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SEEDA Corporate Plan PortfoliosSEEDA Corporate Plan Portfolios

Enabling Infrastructure
& Development

Global Competitiveness Smart Growth Sustainable Prosperity

•Global Markets
•Research & 
Development
•Innovation & 
Creativity

•Enterprise
•Employment 
& Skills
•Procurement 
& Regulation

•Low Carbon
•Resource Efficiency
•Natural & Rural 
Resources
•Sustainable 
Communities

•Infrastructure
•Enabling
Infrastructure &
Development

Priority Activities
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Thank you

SEEDA Research & Economics

Email: research@seeda.co.uk

Website: www.seeda.co.uk


