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ReC eSS|On, In Nove(rjnbhecr 1d94|9, Frank l(\j/|c|Namara, head ofthg Hamilllton Cr|<|e<lzl(it Corpora-
tion, and Alfred Bloomingdale met at Major’s Cabin Grill, a well-known New
reCOVGI’Y a nd York restaurant next to the Empire State Building. Over lunch, they discussed
a problem Hamilton customer: someone who had borrowed money but was
"Je fUture for now unable to repay. At the end of the meal, McNamara was embarrassed to
discover himself in a not dissimilar predicament. Reaching into his pocket to
bUSII‘.\eS§e.S qnd settle the lunch bill in cash, he found that he had forgotten his wallet. A hurried
|nd|V|d UC]IS call to his wife solved the problem, but McNamara vowed never to allow the
situation to arise again. With Bloomingdale and Ralph Schneider, his attorney,
McNamara pooled a sum of money to invest in a new project.

HousehOId debt By 2004 - 40 years on - the nation’s UK’s household debt had exceeded £1 tril-
lion. But in just four more years, that debt level had climbed by another 50 per
cent to £1.5 trillion — debt that had, to a large extent, given rise to increases in
corporate profits and partly fuelled the increase in stock market values.

The nation’s finances

As of the end of November 2009, the

Government had borrowed to the tune of

£830 billion, or 59.2 per cent of GDP; the

planned budget deficit for the year is £178

billion. While most people appreciate that

we continue to face unprecedented and

onerous financial challenges, addressing the

problem of

debt is an immense task, especially since, in the short term, the government continues to extend borrowing and to make limited
endeavours to cap or reduce public expenditure. As a country, our spending on state benefits is now greater than the total amount of income tax
paid; one in five households are on some form of housing benefit, while approaching one in six

households are estimated to have no income from employment.
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Are we comin g While the likelihood is that the recession may have technically ended
H ? in the final quarter of 2009, following six consecutive quarters of
OUt Of recession contraction and the severest slump in modern history — as forecast recently by
the CBI - the fact is that the additional spending power in the economy has, to
a large extent, come from an increase in government debt and surplus house-
hold money produced by lower interest rates.

PrOSpeCfS = This year sees a General Election. If the Conservatives regain power, we are told

H 2 they will introduce a‘Budget for Growth!The reality, as most commentators
tht Iles a heqd o see it, is that in 2010 there will be one and maybe two serious Budgets.

The resu " Of q" While it is never easy to predict outcomes, there is a strong risk that these
measures could herald the second phase of a double dip recession as a com-
these meqsureS? bination of cuts in Government expenditure and a continuing trend among
businesses and consumers towards saving and paying down debts dampens
spending power in the economy. Efforts to tackle the UK's systemic debt could
ripple through every business and household
as well as the economy.

Interest rates

When will interest rates return to a more ‘normal’ level? No one knows for sure.
Certainly, interest rates have reduced globally, though not universally. As other
countries come out of recession, interest rates may start to rise. So long as
interest rates remain low, people may be tempted to start incurring debt again
and to up their spending; equally, while interest rates remain low, those who
depend on their savings will continue to see reduced returns on their capital.

i i How does the ongoing uncertainty of the economic outlook — bearing
qu n nlng thon in mind that what you have read is no more than a perspective on the future

- affect the action you should take in 2010? Planning, for every business and
individual, is important at the best of times; in our
uncertain times, it is imperative.
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