








Where Is the U.S. Economy, How Did It Get Here and
Where Might It Be Headed?

= Current recession is painful but highly unlikely to deteriorate into a
depression

= “Pool of responsibility for current mess is broad and deep” (1)

= The question is when, rather than if, the federal programs overcome
negative feedback loop and current angst

= The current situation and expected outcomes will have an impact on The
California State University

(1) Source: Jon Norbert, Contego Capital Partners, LLC
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Caveat Emptor

= Rather than bore you with multi-clause, page-length paragraphs of legal
disclaimer language, remember:

- Past performance may not be indicative of future results

- The final page of this presentation contains the appropriate disclaimer

- “Pessimists see problems in every opportunity. Optimists see
opportunities in every problem.” — Winston Churchill
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The Changed Environment



Equity Markets Suffered One of Their Largest Annual
Declines in 2008.

2008 Equity Market Summary

U.S. Equity Market Indices = The Dow Jones Industrial Average posted an
annual return of negative 33.8% in 2008, its worst
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performance since 1931.

10,000 — Likewise, the S&P 500 Index fell 38.5% in 2008
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e==Dow Jones Industrial Average

Global Equity Market Indices - Financial services posted the lowest returns of
Ratio all sectors.
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after the credit markets froze in September.

* The negative return in 2008 broke a five-year

1/2/2008  3/2/2008  5/2/2008  7/2/2008  9/2/2008  11/2/20082/20009 streak of positive returns from 2003 through 2007.
e ETSE 100 (Britain) Nikkei 225 (Japan)
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Real Estate and Commodities Markets Have Experienced
High Volatility.

Real Estate Summary

Case-Schiller National Home Price Index » The Standard & Poor’s/Case Shiller Home Price Index,
an index of home prices across 20 metropolitan areas,
- 220 dropped at a record annual rate of 19 percent in
§ 200 January 2009.
z izz — All 20 cities surveyed reported one-year price
§ » declines.
§ 120 = Markets in Florida, Arizona, Nevada and California (the
100 “Sand States”) were impacted most severely.

1/1/2004 1/1/2005 1/1/2006 1/1/2007 1/1/2008 1/1/2009
= Home prices are now at late 2003 levels, reflecting

29% decline since summer 2006 peak.

Commodities Summary

NYMEX Crude Oil Futures ($/Barrel) = Commodity prices tumbled in late 2008, as demand is
expected to decline as a result of the global economic

e Case-Schiller Home Price Index

slowdown.

= As an example, crude oil peaked at $146.93 per barrel

8 a0 in July 2008.

@ 60
40 = Crude oil declined to $42.80 per barrel by the end of
28 2008, a 54% decline for the year.
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e NYMEX Crude Oil Futures ($/Barrel)
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The Economy Is in a Steep Decline Caused by Debt Deflation Resulting from the
Financial Credit Crisis. The Key Point of Debate Is How Effective Government
Efforts to Counter the Crisis Will Be and When the Effects Will Materialize.

Falling home prices, rising unemployment, and tight credit markets are impacting consumers.

The Housing Market Has Yet To Hit A Bottom

New Single Family Homes Built for Sale

The Labor Market Continues To Deteriorate
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1. Shaded areas denote recessions.
Sources: Census Bureau, University of Michigan, S&P / Case-Shiller, and Barclays Capital Economic Research.
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