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¢ Strong Q2 GDP growth masks weakness in the private
sector

¢ Uncertainty over the upcoming Autumn Budget could weigh
on sentiment and activity

¢ A looser labour market could help dampen inflation concerns

The fastest growing economy in the G7

GDP data published in August, for the second quarter, was a mixed bag. Strength in the
government sector was partially offset by weakness in the private sector, where a 0.2%
g-0-g contraction was reported. However, taken as a whole, economic growth in the first
half of 2025 was robust relative to a backdrop of heightened global uncertainty, a large
rise in labour costs, ‘Awful April’ for consumer prices, and a weakening jobs market.

Some déja vu in the third quarter

So far data for the third quarter has provided a little optimism on the activity front. UK
PMis point to an improvement in momentum relative to Q2, and consumer
confidence ticked higher alongside stronger growth in consumer credit. There is the
prospect that the second half of 2025 will look similar to that of 2024 as the UK
government finds itself again in the midst of speculation that the Autumn Budget on
26 November will require a combination of higher borrowing, spending cuts, and tax
increases. Indeed, markets, business and consumers alike have become more
concerned over future growth, and UK borrowing costs have continued to rise.

Higher debt servicing costs, alongside reversals in planned spending cuts, and possible
downgrades to growth forecasts all contribute to the erosion of fiscal headroom. How
the Chancellor chooses to respond is more uncertain; we see a few possible scenarios,
but the key decision will be whether the fiscal can is kicked down the road or is there the
political courage to reset the public finances onto a more sustainable footing.

Looser labour markets are yet to weigh on inflation

Fiscal woes have seen yields on government debt, globally, rise sharply in 2025 but
for the UK more specifically, sticky inflation is also a concern. Headline CPI rose to
3.8% y-o0-y in July, driven by services and food prices. We think that headline CPI will
top 4.0%, double the BoE inflation target, in the coming months. If price growth
continues to be broad-based, that may warrant a pause in the BoE’s current one-rate-
cut-per-quarter pace until there is greater certainty that price pressures have abated.

That will depend on labour market loosening translating into softer wage growth. The
unemployment rate has risen to 4.7%, and we expect slack will continue to emerge.
But, while employment intentions are subdued, official data point to continued growth
in jobs; the lack of reliable employment data only adds to BoE cautiousness.
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1. UK was the fastest-growing G7 economy in H1 2025, driven by the public sector
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2. Expectations of future output growth fell leading up to the 2024 Autumn Budget and
haven’t fully recovered ahead of the next Budget ...
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3. Contradictions across sources of labour market data add to policy uncertainty

% yly UK Employment & Jobs Growth % yly
5 5
44 - 4
31 - 3
21 - 2
1-M 1
0 Vo X 0
-14 w -1
21 -2
-31 -3
41 -4
5 -

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
—LFS —Workforce Jobs —HMRC PAYE, %3m/y

Source: Macrobond ONS, HMRC



Economics ® United Kingdom
m HSBC 4 September 2025

Disclosure appendix

Important disclosures

1
2

This report is dated as at 04 September 2025.

All market data included in this report are dated as at close 02 September 2025, unless a different date and/or a specific
time of day is indicated in the report.

HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.



Economics ® United Kingdom
m HSBC 4 September 2025

Disclaimer

Legal entities as at 7 December 2024: Issuer of report

HSBC Bank plc; HSBC Continental Europe; HSBC Continental Europe SA, Germany; HSBC Bank Middle East Limited, DIFC; | HSBC Bank plc

HSBC Bank Middle East Limited, UAE branch; HSBC Yatirim Menkul Degerler AS, Istanbul; The Hongkong and Shanghai | 8 Canada Square, London
Banking Corporation Limited, Hong Kong; The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch; | E14 5HQ, United Kingdom

The Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch; The Hongkong and Shanghai Banking | Telephone: +44 20 7991 8888
Corporation Limited, Seoul Branch; HSBC Qianhai Securities Limited; HSBC Securities (Taiwan) Corporation Limited; HSBC | Fax: +44 20 7992 4880
Securities and Capital Markets (India) Private Limited, Mumbai; HSBC Bank Australia Limited; HSBC Securities (USA) Inc., | Website: www.research.hsbc.com
New York; HSBC México, SA, Institucién de Banca Multiple, Grupo Financiero HSBC; Banco HSBC SA

In the UK, this publication is distributed by HSBC Bank plc for the information of its Clients (as defined in the Rules of FCA) and those of its affiliates only. Nothing herein excludes or restricts any
duty or liability to a customer which HSBC Bank plc has under the Financial Services and Markets Act 2000 or under the Rules of FCA and PRA. A recipient who chooses to deal with any person
who is not a representative of HSBC Bank plc in the UK will not enjoy the protections afforded by the UK regulatory regime. HSBC Bank plc is regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. If this research is received by a customer of an affiliate of HSBC, its provision to the recipient is subject to the terms of business in place between the recipient and
such affiliate. In Australia, this publication has been distributed by The Hongkong and Shanghai Banking Corporation Limited (ABN 65 117 925 970, AFSL 301737) for the general information of
its "wholesale" customers (as defined in the Corporations Act 2001). Where distributed to retail customers, this research is distributed by HSBC Bank Australia Limited (ABN 48 006 434 162, AFSL
No. 232595). These respective entities make no representations that the products or services mentioned in this document are available to persons in Australia or are necessarily suitable for any
particular person or appropriate in accordance with local law. No consideration has been given to the particular investment objectives, financial situation or particular needs of any recipient.

In the European Economic Area, this publication has been distributed by HSBC Continental Europe or by such other HSBC affiliate from which the recipient receives relevant services.

The document is distributed in Hong Kong by The Hongkong and Shanghai Banking Corporation Limited and in Japan by HSBC Securities (Japan) Co., Ltd.. Each of the companies listed above
(the "Participating Companies”) is a member of the HSBC Group of Companies, any member of which may trade for its own account as Principal, may have underwritten an issue within the last
36 months or, together with its Directors, officers and employees, may have a long or short position in securities or instruments or in any related instrument mentioned in the document. Brokerage
or fees may be earned by the Participating Companies or persons associated with them in respect of any business transacted by them in all or any of the securities or instruments referred to in
this document. In Korea, this publication is distributed by either The Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch ("HBAP SLS") or The Hongkong and Shanghai
Banking Corporation Limited, Seoul Branch ("HBAP SEL") for the general information of professional investors specified in Article 9 of the Financial Investment Services and Capital Markets Act
("FSCMA"). This publication is not a prospectus as defined in the FSCMA. It may not be further distributed in whole or in part for any purpose. Both HBAP SLS and HBAP SEL are regulated by
the Financial Services Commission and the Financial Supervisory Service of Korea.

The information in this document is derived from sources the Participating Companies believe to be reliable but which have not been independently verified. The Participating Companies make no
guarantee of its accuracy and completeness and are not responsible for errors of transmission of factual or analytical data, nor shall the Participating Companies be liable for damages arising out
of any person's reliance upon this information. All charts and graphs are from publicly available sources or proprietary data. The opinions in this document constitute the present judgement of the
Participating Companies, which is subject to change without notice. From time to time research analysts conduct site visits of covered issuers. HSBC policies prohibit research analysts from
accepting payment or reimbursement for travel expenses from the issuer for such visits. This document is neither an offer to sell, purchase or subscribe for any investment nor a solicitation of such
an offer.

HSBC Securities (USA) Inc. accepts responsibility for the content of this research report prepared by its non-US foreign affiliate. The information contained herein is under no circumstances to be
construed as investment advice and is not tailored to the needs of the recipient. All US persons receiving and/or accessing this report and intending to effect transactions in any security discussed
herein should do so with HSBC Securities (USA) Inc. in the United States and not with its non-US foreign affiliate, the issuer of this report. In Singapore, this publication is distributed by The
Hongkong and Shanghai Banking Corporation Limited, Singapore Branch for the general information of institutional investors or other persons specified in Sections 274 and 304 of the Securities
and Futures Act (Chapter 289) ("SFA") and accredited investors and other persons in accordance with the conditions specified in Sections 275 and 305 of the SFA. Only Economics or Currencies
reports are intended for distribution to a person who is not an Accredited Investor, Expert Investor or Institutional Investor as defined in SFA. The Hongkong and Shanghai Banking Corporation
Limited, Singapore Branch accepts legal responsibility for the contents of reports. This publication is not a prospectus as defined in the SFA. It may not be further distributed in whole or in part for
any purpose. The Hongkong and Shanghai Banking Corporation Limited Singapore Branch is regulated by the Monetary Authority of Singapore. Recipients in Singapore should contact a "Hongkong
and Shanghai Banking Corporation Limited, Singapore Branch" representative in respect of any matters arising from, or in connection with this report. Please refer to The Hongkong and Shanghai
Banking Corporation Limited Singapore Branch's website at www.business.hsbc.com.sg for contact details. HSBC México, SA, Institucién de Banca Mdltiple, Grupo Financiero HSBC is authorized
and regulated by Secretaria de Hacienda y Crédito Publico and Comisién Nacional Bancaria y de Valores (CNBV).

In Brazil, this document has been distributed by Banco HSBC SA ("HSBC Brazil"), and/or its affiliates. As required by Resolution No. 20/2021 of the Securities and Exchange Commission of Brazil
(Comisséo de Valores Mobiliarios), potential conflicts of interest concerning (i) HSBC Brazil and/or its affiliates; and (i) the analyst(s) responsible for authoring this report are stated on the chart
above labelled "HSBC & Analyst Disclosures".

The document is intended to be distributed in its entirety. Unless governing law permits otherwise, you must contact a HSBC Group member in your home jurisdiction if you wish to use HSBC
Group services in effecting a transaction in any investment mentioned in this document. HSBC Bank plc is registered in England No 14259, is authorised by the Prudential Regulation Authority
and regulated by the Financial Conduct Authority and the Prudential Regulation Authority and is a member of the London Stock Exchange. (070905)

If you are a customer of HSBC Wealth & Personal Banking ("WPB"), including Global Private Banking, you are eligible to receive this publication only if: (i) you have been approved to receive
relevant research publications by an applicable HSBC legal entity; (ii) you have agreed to the applicable HSBC entity's terms and conditions and/or customer declaration for accessing research;
and (jii) you have agreed to the terms and conditions of any other internet banking, online banking, mobile banking and/or investment services offered by that HSBC entity, through which you will
access research publications (collectively with (i), the "Terms"). If you do not meet the above eligibility requirements, please disregard this publication and, if you are a WPB customer, please
notify your Relationship Manager or call the relevant customer hotline. Distribution of this publication is the sole responsibility of the HSBC entity with whom you have agreed the Terms. Receipt
of research publications is strictly subject to the Terms and any other conditions or disclaimers applicable to the provision of the publications that may be advised by WPB.

© Copyright 2025, HSBC Bank plc, ALL RIGHTS RESERVED. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic,
mechanical, photocopying, recording, or otherwise, without the prior written permission of HSBC Bank plc.

[1265041]



	Disclosure appendix
	Important disclosures

	Disclaimer

