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CHAIRMAN’S STATEMENT

In my Statement in last year's Annual Report and Accounts | commented upon the
housing market crisis and credit squeeze in the United States. At that time there were
concerns that these problems might lead to a recession in the United States. On the

other hand, other parts of the world continued to enjoy reasonable levels of growth.

In the event, the possible recession in the United States turned into a worldwide slump
on a scale, and at a speed, not seen in living memory. No developed country has been
immune from the repercussions of what has been termed the “credit crunch”. Major
global financial institutions have failed or have been rescued by their Governments:
property prices have slumped; and the retail sector has withessed many failures as
consumers have reduced spending in an effort to repay personal debt. Unemployment

is rising quickly in many parts of the world and consumer confidence has evaporated.

The IMF expects the global economy to come to a virtual halt in 2009, with world
growth projected to fall to just 0.5%, its lowest rate in 60 years. Advanced economies
are suffering the most, and many are in recession. The US economy, for example,
shrank 6.2% in Q4 2008. These advanced economies are expected to experience their
sharpest contraction in the post war period. Emerging and developing economies are
also forecast to suffer serious setbacks, with growth expected to slow to 6% in China

and 5% in India.

Japan, the world’s second biggest economy, has seen exports slump 46% in January
2009 from a year earlier, after seeing its economy contract at an annual rate of 12.7%
in Q4 2008.

There is a universal concern that recession will deteriorate into a depression
accompanied by deflation. In an effort to combat the recession the developed
economies have reduced interest rates rapidly, and to levels seldom or never seen
before, in order to stimulate demand. Once interest rates have reached the point at
which they cannot be reduced any further, it appears likely that the advanced
economies, at least, will introduce “quantitative easing” which, in effect, increases the
amount of funds in the banking system. It is hoped that these two measures, in
combination, will stimulate demand over time. The danger of “quantitative easing’,

however, is that inflation might once more become a threat.






