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Dow at 10000 as Crisis Ebbs

A Rapid Recovery From Collapse, but Traders Voice Doubt About Bull’s Staying Power

By E.S. BROWNING

The Dow Jones Industrial av- Vhe Market's Comeback | DJIA since October 2007

erage surged to 10015.86, pass-
ing the symbolic 10000 level
much faster than expected and
racking up a 53% gain in just
seven months.

Wednesday’s trading marked
the first time the Dow touched
10000 since October last vear,
when markets were unraveling af-
ter the collapse of Lehman Broth-
ers Holdings. As recently as

March 9, the Dow was at 6547.05.

Reaction this time was more
muted than the first time the
Dow closed above the 10000
mark, on March 29, 1999, when

Source: WSJ Market Data Group




CREF Variable Annuity Accounts

Performance Data‘
as of 10/ 6/2009

Unit Het
Change3

Values2

World
Global Equities $83.98 v-082

o oS ane wasa] el | Crisis Ebbs

U.S. Equity Doubt About Bull’s Staying Power
Equity Index $77.43 v -067
Growth $5942 w-033

Balanced
Social Choice $120.91 v -059
Fixed Income

Bond Market $91.08 A +013
Inflation-Linked Bond $54.91 A +0.21 Btk : o

Source: WSJ Market Data Group

since October 2007




One year after....
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U.S. to Take Over AIG in $85 Billion Bailout -
Central Banks Inject Cash as Credit Dries Up

Emergency Loan Effectively Gives Government Control of Insurer;
Historie Move Would Cap 10 Days That Reshaped U.S. Finance

The US, government selzed
control of American Inkrrm
onn Geosp Inc.—one of the
woeld's biggpest insurers~in an
$35 tllion deal that signaled the
Intensity of its concerns about
the dszger a collapse could pese
10 the financial sy ster

Solomon Lias Pleven
d Jon E. Hisernrack

The step mmarks a deassatic
turnabost for the federal povers-
seet, whith had been st reagly re-
sisting overtares from AlG for an
e1nerRency Joanor sorse interves
tion that would prevent the i
into bank-

srer from filkag

ruptey. Just lay
ernment essen
plug cn Lehman &o(hcn Hod
s Ine., alowing the big ssvest

st bank to go sader instead of
Evieg it financial support. This
time. the zovernment decided

ng its profisable in-
sinesses, givisg the
Fed some protection even (f mar-
ety continue to sink. And i AIG
rebowmds, tapayers condd reap s
big profit through the povern-
memt's oquity stake,
“This loan will facill Rate 2 pro-
cessunder whichAlGwill seil cer
tain ofits buninesses in ax orderly
maaner, with the Jeast possible
diaruption to the overall econ-
oy, "the Ped sald ina statement

It puts the poverament in coe
trel of a private insurer—a his
toric development, particularly
comadering that AlG ian't directly
regulated by the federal povern-
ment. The Fed took the Mghly an
wsusl step saing Jepal authority
granted in the Federal Reserve
Act, whichaBows it tolendtoncn
tar *smusual and exi-
gent” crcumstances, something
it tvokedwhen Bear Steare Cos.
was rescoed in March

As part of the deal, Treaaury
Secretary Henry Paslson in-

housieg and insurnnce industries,
whide Wall Street haswatched two
ofies hast four big independent bro-
kerage firres exit the scene.

The ULS. on Sept. 6 took over
mortpagelending giants Fazntle
Mae and Freddie Mat as they toe-
tered near collapse, This Sunday,
the US. refused 10 dail out Wall
Steeet pillar Lehman Brothers,
which filed for bankruptoy-court
protection and is now belng sold
off in pleces. That same day, an-
other streggling Wall Street titan,
Merrdilyneh & Co., agreed tosell
itned! to Rank of Arnenica Comp.

The AlG deal followed a duy of
high drama in Washingtom. The
Treasury’s Me Paulsces and Fed-
crsl Reserve man Ben Ber
nanke coavened in the early
evening an unexpected meeting
of top congressional leaders,
Late b the trading day Tuesday,
antisipatios that the govers
m might assist the insurer
helped peopel the Dow JeaetIn
dustrial Averaze to a LI% gain

Urgent Mission
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Trextary Secsvliry Nk Paution

Lending
Among
Banks

al
Freezes
By Caxmicx MOLLENEAMY,

MArk WHITENOUSE
AND NEIL SHAR

Ranks abruptly stopped lend-
g to each other or charged ex-
cebitantly high rates Tuesday,
threatening to spread the tros
bles of American Intersational
Group Inc, 3ad Lehasan Broth-
ers Holdings Inc. to a broad
rarge of finascial institutioss
and the gledal economy.

The Beeakdown ¢ame de
spete efforts by central barkers
10 keep money flowing. Central
Banks in the US, Eurcpe and
Japan pussped tens of billioes
f Andlaws marh inte 1he hank

=
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Dow Jones
Industrial Average

voeld's bigpest inmurer: n

55 billion deal that signaled
lemsity of its concCerns abo
d ollap cowdd p

8 9 1011 1215 16 171819 2223 2425 26 29301 2 3 6 7 8 9 1013

9/7 Fannie & Freddie Takeover 7. 9125 JPMorgan Chase Buys WaMu

9/14-15 Lehman Bros. Bankruptcy 8. 9/28 House Rejects TARP
BofA Buys Merrill Lynch Dow Loses 778 Points

9/16 AIG Bailout 9. 10/3 House OKs TARP/Bush Signs
9/17 Dow Loses 448 Points 10. 10/3  Wells Fargo Buys Wachovia
9/18 Paulson, Bernnake Go To Hill 11. 10110 Paulson Revises TARP

9/20 Paulson Seeks $700B TARP 12. 10/13 Paulson/Bank CEOs TARP Mtg

Source: CNBC.com
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U.S. to Take Over AIG i
Central Banks Inject Ca

Emergency Loan Effectively Gives Government Control of Insurer;
Historic Move Would Cap 10 Days That Reshaped U.S. Finance
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ke Amount of vty
Commercial Paper Funding Facility Federal Reserve $1,800 billion
Temporary Liguidity Guarantee Program FDIC $1,400 billion

Term Asset-Backed Securities
Loan Facility (TALF) Federal Reserve $1,000 billion

Term Auction Facility {TAF) Federal Reserve $900 hillion

Fannie Mae (NYSE: FrM), Freddie Mac {NYSE: FRE), U.S. Treasury/ Federal "
ST $800 bhillion
and Ginnie Mae Reserve
Obama Stimulus Plan U.S. Treasury $787 billion
Treasury Asset Relief Program (TARP) U.S. Treasury $700 hillion

Faid to JPMorgan Chase {NYSE: JEM) Federal Reserve $138 billion
to settle Lehman debt

Bank of America (NYSE: BAC) Guarantee U.S. Treasury/ FDIC $118 hillion

AIG (NYSE: AIG) Bailout Federal Reserve $112.5 billion

Money Market Investor Funding Facility Federal Reserve $540 hillion

Total USD international currency swap lines Federal Reserve $688 hillion

Bear Stearns brokered s:

I'm afraid to look ...

$10,155,300,000,000




Issuer Amount of Outlay

,800 hillion

How much will “rescue” cost?|......

,000 billion

ssuer

Term Auction Facility Federal Reserve
Emergency Economic Stabilization Act of 2008 U.S. Treasury
Total USD international currency swaps Federal Reserve
Other loans: Primary Dealer Credit, etc. Federal Reserve
Hope for Homeowners Act of 2003 US. Treasury
Fannie Mae (NYSE: FNM

& Freddie Mac (NYSE U Tsesuy 40 billion
Term Securities Lending Facilty Federal Reserve L 06 hillion
Economic Stimulus Act of 2008 i 04 billion
Paid to JPMorgan Chase to settle Lehman

e e Total: $3,891,300,000,000
Commercial Paper Funding Facilty i < 2 : 2 ' 472 .4 hillion

s Sner ks $3.9 Trillion

AIG (NYSE: AIG) Bailout Federal Reserve $112.5 billion

I'm afraid to look ...
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Issuer Amount of Outlay

,800 hillion

How much will “rescue” cost?|......

,000 billion

tem Issuer

Term Auction Facilty Federal Reserve 500 hillion
Emergency Economic Stabilization Act of 2008 U.S. Treasury
Total USD international currency swaps Federal Reserve
Other loans: Primary Dealer Credit, etc. Federal Reserve
Hope for Homeowners Act of 2003 US. Treasury

Fannie Mae (NYSE: FNM
& Freddie Mac (NYSE US. Treasury 40 billion

Term Securities Lending Facilty Federal Reserve . 06 hillion
Economic Stimulus Act of 2008 i 04 billion
Paid to JPMorgan Chase to settle Lehman
AlG (NYSE: AIG) Bailout _
Commercial Paper Funding Facilty 42.9 billion
Bear Stearns Brokered Sale

illion
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AIG (NYSE: AIG) Bailout Federal Reserve $112.5 billion

Bear Stearns brokered s: _“
I'm afraid to look ... $10,155,300’000’000
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Actual and Projected Federal Budget
Surplus and Deficits, FY97-10

Billions $
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BUDGET TOTALS THROUGH SEPTEMBER
(Billions of dollars)

Actual Preliminary Estimated
FY2008 FY2009 Change

Receipts 2524 2,106 -419
Qutlays 2,983 3,515 532
Deficit ) -459 -1,409 -950

Sources: Department of the Treasury, OMB, and CBO.

Source: CBO
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Actual and Projected Federal Budget Deficits and Debt
Held by Public, FY97-12
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Has massive intervention worked?

¥

’%

i\ =) |I don’t think anyone
fully understands yet
how much damage
was done to the U.S.
economy by the
events of September
2008.
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Working our way past “crisis” mode

Home Prices Rose In 90%
Of Case-Shiller Markets In July

FEH
O May-June 2009
o L
= H June-July 2009
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Focus shifts to local real estate markets and
§mal|er banks

| = .
WWWamoyn : y b

FEDERAL DEPOSIT INSURANCE CORPORATION

100
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Worst recession since WWII
Quarterly U.S. Real Gross Domestic Product Growth

Annualized percent change
10.0

8.0
6.0
4.0

2.0

0.0

-2.0

-4.0

-6.0

-8.0
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Worst recession since WWII

eal Gross Domestic Product Growth

How long?

Post World War Il recessions.

Nov. 1948 - Oct. 1949 Il months _
July 1953 - May 1954 10 months

Aug. 1957 - April 1958 8 months I
April 1960 - Feb. 1961 10 months

Dec. 1969 - Nov. 1970 Il months

Nov. 1873 - March 1975 16 months

Jan. 1980 - July 1980 6 months

July 1981 - Nov. 1982 |6 months

July 1990 - March 1991 8 months

March 2001 - Nov. 2001 8 months

Dec. 2007 -7 TBD

IIK Agricultural Economics



Worst recession since WWII

Quarterly U.S. Real Gross Domestic Product Growth

GDP Forecasts
2009 2010

CBO -2.2%0 +1.5%

ONB 1.2 +3.0
Blue Chip 2.7 +3.0

NASBO -2.4 +1.5-3.0

-6.0 U
-8.0

IIK Agricultural Economics



What kind of recovery can we expect?

Quarterly U.S. Real Gross Domestic Product Growth

V., U, or W?

IIK Agricultural Economics



What kind of recovery can we expect?

Quarterly U.S. Real Gross Domestic Product Growth

Square Root?

2% - 3%

HHHG_H_ ! iiiiiii
o, 2
% B %
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What kind of recovery can we expect?

Quarterly U.S. Real Gross Domestic Product Growth

Bathtub?

Hﬂ-n ﬂ i HHUH HHHHHHHH”H-D HDHHU D___:?i
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Unemployment: Jobless Recovery Again?

Change in Payroll Employment and Unemployment Rate

Change from previous month (Thousands)

Percent
1000 10
9
Job Change
500 (Left Scale 3
v
0 |I|“|| bl Iﬂ‘ |]‘|,I||I.,,"|. Ly ||.‘||..|I‘|I.|I||I|I..‘|I|Iu|||||||_HII‘ bl
\ I
-500 /’ 4
Unemployment Rate 3
(Right Scale)
1000 Jan. = -1,239,000 2
oo Total Job Loss =>7m

Jan-98 Jan-00 Jan-02 Jan-04 Jan-06 Jan-08

Source: Bureau of Labor Statistics
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Unemployment: Jobless Recovery Again?

Change in Payroll Employment and Unemployment Rate

Change from previous month (Thousands)
1000

Job Change

'O"||I‘ ththlCI]\MIrrh. """" L | B

i
5
-500 /' 4
Unemployment Rate 3

(Right Scale)

-1000 2
1
-1500 0

Jan-98 Jan-00 Jan-02 Jan-04 Jan-06 Jan-08

Source: Bureau of Labor Statistics
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“Jobless recovery” is not good
news for rural Kentucky

« Kentucky’s 85,000 farms are dependent on
off-farm jobs.

« >35,000 principal operators worked 200+
days off the farm.

* Current KY unemployment rate = 11%.

 About 3,000 - 6,000 “commercial farms”
which account for 74% of all agricultural
gross receipts.

[IK Agricultural Economics




Inflation disappears as an
economic issue

Consumer Price Index
CPI: All Items Core CPI
6.0 50

5.0  Percent change from ayear ago 4.5
4.0 4.0
3.0 Gl

3.0
2.0

25
1.0

2.0
0.0 e
1.0 1.0
2.0 05
3.0 0.0
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$ / Barrel

NYMEX Crude Qil Futures
Close ( Front Month )
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NYMEX Crude Qil Futures
Close ( Front Month )

atural Gas Futures
Close (Front Month)
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U.S. economic outlook for 2010

» Slow growth for U.S. & KY.
Recession may be “over” but
we face jobless recovery.

» Financial system appears
stabilized and housing prices
have begun recovery.

» Face serious debt service
Issues that will be drag on
economic growth as interest
rates rise.

ECONOMIC FORECASTS
GDP growth
Recovery to +1.5% to +3%
Interest rates
Trending up — Prime to 3.75% -
4% by summer 2010
Inflation
Low in near term; longer term
risk of much higher inflation
Energy Prices
Crude oil in $70 -$80 range;
natural gas price remains low
Unemployment
Unemployment rate slowly drop
to 6-7%, jobless recovery
Housing
As prices stabilize, construction
slowly recovers
Trade deficit
Recent improvement stops
Budget deficit
Down from $1.4T record to
$700B in FY 2010

[IK Agricultural Economics




U.S. Agriculture in a Chaotic Economy

ETHANOL
THE POLLUTION SOLUTION

S e

B d
85% Ethanol fav)

A ,Vi.f’a,,;

B /)
—
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U.S. Net Farm Income
Major decline as prices & exports drop but costs rise

’00-’09 average:
$63 B

*estimated B Net Farm Income Govt Payments
Source: ERS/USDA
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U.S. Agricultural Trade
Situation as of Fall 2008...

Billion $
150 ?

.
.*
.*
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e §
.
.
.*
.
.
100 -t
.
.*
.
.
“‘-
.*
.
— _— o
.
50 _—
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-100

\

‘99 '00 '01 '02 '03 '04 '05 '06 '07 '08p '09

N B
Source: USDA, ERS; fiscal year ending 9/30; p = preliminary
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U.S. Agricultural Trade
1999-2010

Billion $

igg | =Lower grain prices &

30 _ volumes = 2/3 of drop in
60 - _ - - _ - - exports

40 = Exports stabilize in ’10
20 | as dollar weakens, global

60 record-high as economy
-80 recovers

-100 =Trade surplus only $15B
'99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09p'10f

0 - economy improves
-Zg I| Il I| I| || || || || || || *Food imports return to

Source: USDA, ERS; fiscal year ending 9/30; p = preliminary f = forecast
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KY Cash Receipts and Net Income
Record high in 2008; sharp drop for 2009

$ billion
6

5
$3.93B

B Cash Receipts
Net Farm Income
$1.37B

<O SO, Os SO. SOs SO, SO. SO, SO, SO
% 0, 0 Y 1 b Y b Y Y

4

S K N W
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Big 6 = 82%

7 70% Cash Sales, ‘08
7.90% 22.30% m Horses
Poultry
Corn
0
11. 90/0 B Cattle
Soybeans
B Tobacco
13.50% S
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2009 Farm Real Estate Value by State
Dollars per Acre & Percent Change from 2008

T:12,000/-8.8

NIT: 13,800/ 0.8
MD: 7,500/ -8.3
DE: 8200/ -13.6

NC=No change




Lower farm income affects land prices

2009 Farm Real Estate Value by State
Do||8rs per Acrn L Pornand T hanna froan NN

o |Agent Survey 2008  gtate s N FTR
L & 1 oc - e X
5 & 195 Average Price of Ag.
/Yy 3.5 5 sy 3= R i R
/27| Land and Buildings $4.155
1,800 Expected Change in et
e 22 Next Year -1.1% “~5100 #15,300/ -8.9
/| Average Price of Crop - ,9-__‘%- A ET: 12,000/ -8.8
[/ Land (bare land) $3.773 | - A dN, 13,8007 -0.8
-4": '._.- ll N = llk A " )g P‘fm‘ -~ Ron b -‘
iy Expected Change in kR 7 4,530 | 4,020 s Ry DE: 8500/ -13.6
\sa00 N0 | Next Year 0.0% K 2200094 -} 2.0, B e
i 53 \| Average Price of [ T ) "n"’_ ey 4
Pasture Land $2.739 | _ ~ NCGL
L ; : - ! ——"3,300
| Expected Change in T : — s,
Next Year -1.1% __ " ‘ Rl i O o
7] . x » I. \'1.7 /
S 1,550 ‘ ‘ ”gosol 2:150 4??_0 s
NC Y .,1 or0p i) | s (0 '
I'.,_ § _x 0 __5} | A S :‘—_ NC=No change
7 o TS 1{;;.15“"0_
At
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U.S. Average Farm Real Estate Value
Ddllars per Acre, 2000 - 2000

$/acre

2,250

2,000

Source: USDA, NASS

T:12,000/ -85

“INT: 13,8007 0.8
MDDy 7,500/ -8.3
DE: 8,200/ -13.6

NC=Nao change




Farm Balance Sheet Strong

Balance sheet of the U.S. farming sector, 2005- 2009F

Financial Change

measures 2005 2006 2007 2008 2009F in 2009

08/27/09 ¢ million %o
Farm assets 1,779,376 1,923,596 2,055,276 2,005,4?3 (3.5)
Real estate 1,456,960 | 1,625,835| 1,751,386| 1,692,727 1,62_6,?11 (3.9)
Total farm debt 3/ 196,377 203,581 214,063 240,022 < 234,%> (2.5)
Real estate 104,768 108,048 112,682 130,654 130,659 0.0
[Farm equity | 1,582,999/ 1,720,015 1,841,212 1,765,451 1,701,520/  (3.6)
Selected ratios:
Debt-to-equity 12 .4 11.8 11.6 13.6 13.8
Debt-to-asset 11.0 10.6 104 12.0 léfl

Source: USDA, ERS
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Recession
Finally Hits
Down On

The Farm

WSJ 8/28/09
By ScorT KiLMAN
AND LAUREN ETTER

The American farm, which
has weathered the global reces-
sion better than most U.S. indus-
tries, is starting to succumb to
the downturn.

The Agriculture Department
forecast Thursday that U.S. farm
profits will fall 38% this vear, in-
dicating that the slump is taking
hold in rural America. Much of
the sector had escaped the
harsher aspects of the crisis,
such as the big drop in property
values plaguing city dwellers
and suburbanites.

“It is safe to say that the glo-
bal recession has finally shown
up onthe doorstep ofthe agricul-
ture economy,” said Michael
Swanson, an agricultural econo-
mist at banking giant Wells
Fargo & Co.

The Agriculture Department
said it expects net farm in-
come—a widely followed mea-

* Impact of global recession on
agriculture now clear — lower
exports, prices & income.

* Global recovery holds promise
for improved environment in
2010.

« KY agriculture will continue to
feel the recession-like conditions
iInto 2010.
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