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EXECUTIVE SUMMARY ECONOMIC OUTLOOK

Executive Summary

&

Economic conditions are bad, but they are not as bad as financial market trends and the commentary circulating
markets would lead one to believe. Real gross domestic product still is expanding in the United States and in ma
other parts of the world. There have been a couple of quarters of contractions in Europe and other markets, but o
all there still is a tremendous amount of strength in both the global and U.S. economies. While economic conditiol
are among the worst that they have been since the 1970s and thedipubleessions of 19801982 that ended

the 1970s stagflation, they are not as bad as conditions were back then.

To listen to market commentators, however, one might think that the global financial system that has persiste
throughout the past few centuries of expansion and crises is about to collapse. Such extremist views have been c
mon since at least the 1970s, and do not represent the mainstream consensus. That said, the consensus view |
financial markets today appears to be extremely gloomy. It may reflect expectations of worse financial market vol:
tility and weakness yet to come, rather than views of current problems.

Economic conditions probably will deteriorate further in 2009, before improving.

As has been a major theme of CPM Groupébs analyses
in economic conditions, financial markets, and commodities markets will continue at least through the remainder
2008 and into the first half of 2009. Volatility in economic and price trends reduces predictability and planning ef
fectiveness for all participants in the economy.

Part of this volatility is reflected in a wider range of alternative scenarios. Things could be radically worse, or bette
in 2009 than is predicted here, or than is generally expected by mainstream economists and market participants.

Much of the risk facing the world economic system and financial markets is rooted in politics, which reduces th
predictability of future trends even further. There are international tensions, between the United States and Iran, |
tween Israel and various Muslim neighbors and-staite militias. There are additional tensions, between the United
States and Russia, the U.S. and Venezuela, and the Iraq war. There are gathering domestic political storms arc
the world, from China and Pakistan to Russia, various Latin American countries, throughout the Middle East, and
the United States and Europe. Any one of these problems, or any combination of them, could dramatically wors:
economic prospects and financial market instability quickly.

While economic conditions are hostile to traditional investment assets at present, and may remain so for seve
quarters to come, a second major trend in financial markets must be kept in mind. There has been a tremendous
pansion of wealth worldwide, and not merely due to largesse on the part of monetary authorities. Much of the ii
creased wealth is in cash and cash equivalents, sitting on the sidelines of financial markets waiting for attractive |
vestments, credible management, and more stable financial market trends b&iuestieg. Even as economic
conditions weaken in 2008, the amount of money in the world seeking attractive investments continues to expand
a rapid pace on a daily basis. This enormous pool of investable funds suggests that when economic trends bec
more positive and financial market conditions stabilize, a wave of investment money may enter the world econom
leading to a rapid recovery in real economic activity. This could have inflationary consequences, as well as likel
leading to a faster than usual rebound from the current economic malaise. The inflationary pressures may be m
gated.

For commodities markets, these trends suggest that there could be a slowing down of demand for many commaodi
in 2009, as real growth weakens further. It seems unlikely that expansion will halt completely and turn into an actu
contraction of real economic activity, but the slowing may reduce marginal demand for many commaodities in th
near term sufficiently to restrain prices from further increases. Longer term, demand is likely to remain robust, hell
ing to keep prices high and moving them higher. The continued economic concerns meanwhile should be expectec
keep investors focused on gold, benefiting the price of this metal.
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The Economic Outlook This is compounded by the fact that most of the risks to

world economic conditions stem from possible political

Economic conditions are bad. They are not as bad as fi-actions, and less from existing economic trends.
nancial market trends and commentators suggest, but
they are bad. More important, they most likely will The first chart here illustrates projected growth trends in

worsen over the next twelve months, worldwide. the world, broken down into the industrialized economies
and emerging economies, as made by the International
Another problem characteristic of the current economic Monet ary Fund. The | MFOs e

environment is increased volatility. Some economic among the better, especially for the outlook up to five
trends and financial market conditions are more volatile years. The IMF tends to avoid some of the enezctions
than they have been in a couple of decades, even thougfto shorter term trends to which some private sector eco-
their unpredictability is low compared to pt883levels. nomi ¢ forecasts succumb. CI
This has led to more volatile attitudes on the part of in- look often tends to broadly agree with that of the IMF, as
vestors, bankers, government policy makers, and others. can be seen from the second chart below, showing CPM
Groupds projections for rea
There are at least two aspects to the volatility which are
important. First, actual volatility in economic trends and The IMF has economic activity declining in 2008, falling
market conditions has been and will continue to plague further in 2009, and then recovering rather quickly in
the economy and market pa40i0i ci pantsoé decision makin
processes. Second, the alternative scenarios also are
more volatile than they have been for a couple of dec- It is obvious that economic conditions are deteriorating
ades. If economic conditions veer from the most likely in 2008. There is no recession by classical definitions,
scenario, they are likely to differ quite sharply from the but recessionary conditions. Real growth is projected to
projected trends in the main scenario. It most likely contract further in 2009, although it may well remain in
would not be a matter of degrees. positive territory.

On the downside, if economic conditions are worse thanThe | MF6s projection of a r
the 1.4% real GDP projected here for the developed esting, as it may well reflect the existence of enormous
economies, real GDP in the OECD nations is not likely pools of investable funds waiting to be deployed. The
to be around 1.0% in 2009, but perhaps as |0W0a8%, fact is that while economic conditions are deteriorating,
worse than at any time since the middle of the 1970s.an unprecedented builtp of money waiting to be in-
Conversely, if economic conditions rebound in 2009 vested is building up, waiting for indications that eco-
faster than projected here, real GDP could be closer tonomic and market conditions are once more propitious
3.0%. The ability to project future trends always has for investing in stocks, real estate, and other assets. This
been low, but it has grown more tenuous in recent years,could lead to a rapid recovery on a worldwide basis, once
given the uncertainties abroad in the world economy.

Real Gross Domestic Product Real GDP, Selected Countries and Regions
Annual, Projected Through 2013 Annual, Projected Through 2009
% Change % Change % Change % Change
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investors of the world unite in their opinion that the eco- around the world. The drop in demand is not limited to
nomic recession is ending. the United States. As a result of the high energy and food
prices, aggregate economic measures, such as nominal
The economy in 2008 is in worse shape than CPM GroupGDP, are holding up better and suggesting greater eco-
had expected a year ago. We had expected that U.S. auromic resilience than actually exists. Disaggregating the
thorities would be able to maintain more stable economic macroeconomic signals, there is great weakness in real
conditions leading up to the U.S. presidential election in economic activity, and it is spreading to more and more
November 2008. We had projected a recession for 2009sectors of the economy and parts of the world.
i 2010.

Thus, the world and U.S. economies are experiencing
Recessionary conditions are prevailing in 2008. There is recessionary conditions, even if they are not in classi-
not a recession o6by the b ealkdefinedirecessiorsr The weakhessaisnconapounded |
traction of economic activity as measured by real gross and simultaneously masked, by massive shifts in wealth
domestic product for two consecutive quarters, either in away from the United States and, to a lesser extent,
the United States or on a worldwide bdsiEhere has Europe, to oil exporting and other emerging economic
been a very sharp decline in the rate of economic expan-powerhouses: The Middle East, Russia, China, India,
sion in the United States and on a global basis, however,Brazil, and other countries. Thus, even as the U.S. and
and it has been and is becoming more widely spreadEuropean economies are struggling, and moving toward
across industrial and economic sectors. The credit marketeven worse real economic conditions in 2009, a tremen-
seized up in the third quarter of 2007; the-@ait from dous amount of cash is flowing into these other coun-
that has spread increasingly across economic sectorsiries, creating inflationary pressures even as it provides
starting in the financial markets, and then spreading to enormous economic opportunities for real growth.
housing, norresidential construction, automotive sales,
and now consumer expenditures. High oil prices and There is great potential for weaker economic activity,
high food prices have further reduced consumer expendi-globally and in the United States and many other major
tures outside of energy and food, worldwide. The reduc- economies, in 2009. This is expected to be reflected in
tion in final sales in these sectors is leading to sharp con-lower real GDP, higher unemployment, and reduced cor-
tractions in exports from major manufacturing countries porate and private individual spending on everything

Real Gross Domestic Product IMF World Consumer Price Index
Quatrterly, Through June 2008 Annual, Projected Through 2009
% Change % Change % Change % Change
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1. The National Bureau of Economic Research (NBER) is the private sector arbiter of recessions in the United StatesteThis pri
research group has a committee that marks the beginning and ending of recessions. While many people are familiar wéh-the con
tional definition of a recession as being two consecutive quarters of negative real GDP, or contracting real GDP, theddB&R do
abide by this definition. It defines a recession as a period of significant weakness in economic activity across a witlef shgme
overall economy. It appears that the definition of a recession may have changed after the last recession, which ocawdred arou
2001. That recession did not meet the conventional definition of a recession, but nonetheless felt like a recessidke semned |
cession, and was ruled as having been a recession by the NBER.

.
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from capital goods to consumer ndarables. It may
help keep inflation in check, and could lead to lower
prices for many commodities in 2009. Prices are not ex-
pected to collapse, but they may not rise as they have
over the past few years, and could subside to bases that
are somewhat below recent peaks, but still are high by
historical standards.
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The Economy
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008p2009p
Real GDP (a)
(Percent Change)
United States 40 25 37 45 42 44 38 08 16 25 36 31 29 22 16 13
Japan 06 15 50 16 -25 03 17 07 -07 05 40 24 28 19 12 10
Eurozone 25 26 15 26 28 30 39 19 09 08 20 14 26 23 15 10
China 13.1 109 10 93 78 76 84 83 91 100 101 104 111 115 98 95
India 68 76 75 49 59 69 54 39 45 69 79 90 97 89 78 74
Total OECD 29 22 26 31 23 28 37 24 10 17 36 27 32 26 15 11
Consumer Price
Inflation (a)
(Percent Change)
United States 26 28 29 23 16 22 34 28 16 23 277 34 27 29 30
Japan ovr -2 012 117 06 -03 -17 -0 -09 -07 -23 03 03 00 03
Eurozone 27 24 22 16 11 11 21 24 23 21 21 22 22 20 20
China 255 10212 70 04 -10 -09 09 01 -06 27 32 14 20 57 56
India 88 113 101 53 163 00 32 52 40 29 46 53 67 49 80
Total OECD 24 25 23 17 13 26 14 28 20 17 18 21 22 22 21
Industrial Output (a)
(Percent Change)
United States 53 33 32 50 49 35 56 -37 15 18 22 22 30 21
Japan 08 35 26 44 01 17 63 -135 13 13 15 15 47 3.0
Eurozone - - - - - - - 04 -05 03 18 18 39 29
China 214 16.1 151 132 96 98 112 99 127 16.7 163 159 154 182
India - 126 86 54 33 76 74 21 51 64 83 79 103 na
Total OECD 39 30 28 43 35 21 57 -36 25 13 16 16 20 25
Interest Rates
(Percent)
United States 43 55 50 51 48 46 58 34 16 11 15 28 47 44
Japan 37 25 22 17 11 18 17 13 13 10 15 14 17 17
Eurozone - - - - 37 30 44 43 33 23 21 22 31 38
China 10.1 104 90 86 46 32 32 32 27 27 33 33 33 33
India 120 120 120 90 90 80 80 65 63 60 60 60 60 6.0
United Kingdom 52 63 58 65 68 50 58 48 39 36 44 46 47 56

Notes: (a) Seasonally adjusted annual rates of change from previous period. Projections are
based on those of the OECD and IMF, modified by CPM Group. (b) U.S. interest rates are
annual average rates on three-month Treasury hills. Japanese interest rates are annual
average rates on government bonds. U.K. interest rates are average rates on treasury bills.
China and India interest rates are bank rates. Projections are CPM Group's, based on OECD'
p -- projections. e -- estimates.

Sources: OECD, IMF, U.S. Dept. of Commerce, CPM Group.

September 9, 2008
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The U.S. Economy United States Construction Spending
Seasonally Adjusted AnnualRate, through Jul. 2008

Million US$
750,000

This sharp dichotomy that epitomizes the world economy
is equally at play in the United States. Massive economic
problems have arisen, and yet things are not as bad as
they seem.
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Residental
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600,000 1

The charts at the right drive home this point. The housing 550.000 {
market and home construction industry has plunged to its 500,000
lowest levels since the early 1990s. Nesidential con- 450,000 1
struction meanwhile has entered into a period of acceler- 4404 -
ated activity, with the amount of neasidential con-
struction underway at historically high levels. The result
is that total construction spending has declined over the
past two years, but not nearly as sharply as commentaries | . <. construction Spending

foc_usmg on the_housmg marl_(et suggest. Th_at IS not to Seasonally Adjusted AnnualRate, through Jul. 2008
belittle the massive problems in the U.S. housing market, wijionuss
which have tremendous caroyer implications for con- 1,400,000
sumer spending on other goods and services, and other ; 00000
economic trends.

350,000 T T T T T
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Similarly, unemployment has risen sharply, to its highest 800000
levels since the early 1990s. Unemployment trends over 00,000
the past several quarters have followed a pattern similar
to those in past recessions and recessionary periods.
They seem to point to recessionary economic conditions 290000

400,000

in the near future for the U.S. economy. However, unem- 0

ployment patterns are low compared to the rate of unem- 2003 2004 2005 2006 2007 2008

ployment seen in the 19801991 recession, and the ma-

jor recessions of the 1970s and early 1980s. Inventories relative to sales ratios indicate that compa-

T Dmemioyment Rate (ONRATE) nies have not built up stocks of unsold and possibly un-
Source: U.S. Department of Labor: Bureau of Labor Statistics . . . . .
. wanted goods. This is a positive factor, reflecting in part
longer term, noftyclical improvements in corporate in-

g ventory management and sales due to computerization.

(Percent)

previously unsold inventories.

2 L 1 I I | |
1940 1950 1960 1970 1960 1990 2000 2010

Shaded areas indicate US recessions as determined by the NBER.
2008 Federal Reserve Bank of St. Louis: research.stlouisfed.org

Other trends also suggest continued weakness in the U.S.
economy. Retail sales, expenditures on dining at restau-
rants and clothing, and other indicators show that U.S.

consumers are restraining their spending, in part to try to

cover the higher fuel and basic food costs, and costs re-
lated to their housing.

Meanwhile, companies are operating at a leaner capacity.

However, wholesalers and retailers are not suffering
from abnormally high or rising inventories. This means

that any improvements in consumer demand, when they
arrive, should be reflected in demand for goods and ser-
WL vices from manufacturers, rather than a draw down of
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Monetary Policy M1 Money Stock

Monthly, Percent Change From Year Ago
Monetary policy has been accommodative in the United """ % Change
States. It has not been excessively so, however. This is in 18 18

contrast to much of the commentary among some gold *° ) .
market observers. These gold advocates have railed tha 1, I ﬂ 12

A

the U.S. Federal Reserve Board has been printing exces; 10 | "\ \ ) 10
sive amounts of money in order to try to keep the finan- i ] h ! ] “.l g
cial markets from collapsing. 4 : —r’ —1 | 4

| | o [— VAR Wik
The three charts on this page suggest that this has no \ f -
been the case. Monetary authorities have increased li- -4 V -4
quidity, but the extent of their actions has not been par- 6
tiCUlarly EXCESSive, eSpeCia”y When compared to paSt 60626466687072747678808284868890929496980002040608
recessionary periods. M2 Money Stock

Monthly, Percent Change From Year Ago
The first chart shows growth of M1 money supply, per- % change % Change
haps the most narrow definition of money. One can see 13
that M1 money supply growth has risen only slightly 1’;‘ 12
from very low levels, and is a shadow of the growth rates 1, kL 3 10
that persisted from the 1960s until a few years ago. Cur- 9 ™ A
rent M1 growth rates are extremely low compared to 5 | V1 ‘ { [1\ °
expansion patterns during this time. (There is the notable ¢ { -6
exception of a period of very low and even contracting f{ \ | { 4
M1 from around 1994 into 2001. This coincided with the = 3 -
period of very strong demand for U.S. dollar investments i 2
overseas, which led to a sharp reduction in M1 supply 0 +—— T O
within the United States even as broader money supplies 60626466687072747678808284868890929496980002040608
were being expanded.)
MZM

The second chart shows the percentage change in broa@f}"(’:m;’épercemCha”geFrom YearAgo 35 Change
money supply as measured by the M2. M2 growth had 4o 40
declined to levels around 3%%% during the middle part 35 35
of this decade, following a rapid increase in money sup- 3o 30
ply during the 2001 recession and the gkt govern- 25 25
ment response. Since 2007 M2 growth rates have in- ,, A 20
creased, and recently they have been as high asr686 15 T\
This nonetheless is far below the 10% expansion in M2 | N A A \ l' 10
seen during the 2001 recession, and it pales in compari- 5 [1 N ‘] l .
son to the rates of M2 expansion that persisted through- . I \/ o
out the 1970s and early 1980s. L IIIIIIIIIIIIIIIIIIIII ' IIIII V IIIIIIIIIIIII ]

. . 60626466687072747678808284868890929496980002040608
The final chart on this page shows MZM, a measure of

broad money supply meant to replace, to some extent,such as pension funds, asset management companies, and
the discontinued M3 money supply data series. M3 dataother institutional investors. Here one can see the effect
came to be unrepresentative. This may have reflected theof recent monetary easing. MZM has risen sharply. The
massive shift in assets from banks to Hbamking finan- monetary response is similar to that of past recessions.
cial institutions within the United States, along with The key will be whether the Fed can suck this money
complications due to the increased globalization of banks back out of the system when the current crises have
and the flow of U.S. dollars overseas. MZM includes passed. If it cannot, there will be inflationary implica-
assets at banks and nbanking financial institutions  tions. There are few reasons to believe the Fed will not



CpPM GROUP

MONETARY PoLicy (CONT.) ECONOMIC OUTLOOK

be able to sterilize this money supply when the time
comes. The Fed creates money by buying Treasury bills
and bonds, printing and issuing money in exchange for
these Treasury obligations. It withdraws money from
circulation by selling Treasury debt. The government has
plenty of deficit spending to finance and will be eager to
issue Treasury notes to cover these expenses. That will
drive interest rates higher and probably drive the U.S.
dol |l ardéds exchange rate | ower, but such a sterilizati
have to wait until after the economic constriction is past
and the U.S. economy is in better shape to handle the
negative consequences of these developments.
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U.S. Interest Rates giving away money to private sector borrowers at histori-
cally low rates compared to government interest rates.
Shortterm U.S. interest rates have been lowered sharplyFormer Fed chairman Alan Greenspan repeatedly spoke
over the past year, in an effort to supply liquidity to the about how the bond markets were not properly pricing
economy reeling from the credit freeze up. Treasury bills the risks inherent in lending into the private sector, point-
have dropped from around 5% in the second quarter ofing out that this was a problem that needed to be ad-
2007 to around 1.5% this year. Longer term bond prices dressed. Unfortunately, when it was addressed, there was
have held relatively stable, meanwhile, reflecting in part a tremendous oveshooting. Interest rate spreads rose

bond investorsd concer ns adodautbo fastn\Wdrsa ton the rcotomyt was thesgenaral ¢
guence of fundamental trends in the economy and as awithdrawal of credit provision, at any price, to the pri-
result of the monetary easing of recent quarters. vate sector, which has stalled the economy.

One of the key interest rate developments has been thdnterest rates in the United States will need to rise at
widening of the spread between what are calledfrisk some point. They may not increase until late 2009 or
Treasury securities and private sector lending rates.2010, however. Overseas rates meanwhile will remain
Many market commentaries have focused on the widen-under pressure to rise further. The private lending mar-
ing of the interest rate spread. They have failed to discusskets meanwhile will thaw over the next several quarters,
the fact that the extremely low spreads above treasuryafter which lending will resume in a more normal way.
that were characteristic of the period from 2001 to 2007,

in the London interbank market, and from 2005 through For commodities, the period of continued low U.S. inter-
2007 in the corporate bond market, were aberrations onest rates will suggest higher prices for a time.

the low side. For several years lenders were practically

30-Year U.S. Treasury Bond 3-Month U.S. Treasury Bills
Monthly, Through August 2008 Monthly, Through August 2008
% % % %
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16 Treasury Bonds 16 14 Treasury Bills 14
14 14
12 12
12 "\ A 12 /
A, 10 10
10 10 ﬂ L
g - . 8 8 J “l AV\ 8
6 A 6 6 T A 6
VM, ] \ i
4 4 ‘ A ‘
2 2 ? ST W2
0 0 0 ——T——+ 0
70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08
BAA Corporate Bonds minus 10 yr. F Bonds Spread: Threemonth LIBOR over Three-month Treasury Bill
Monthly, Through August 2008 Daily Through 8 September 2008
% % % %
4.0 4.0 3.0 3.0

3.5 i b 35 2.5 3-Mth LIBOR over 3 -Mth 25
Treasury Bills |I
3.0 4. 3.0 2.0 2.0

25 25 15 : r 15
2.0 V 2.0 1.0 7 ll ' r 1.0

15 1 1.5 05 r 05
1.0 T T T T T T T 1.0 o+ 77T 0.0
Jul-97 Jan-99 Jul-00 Jan-02 Jul-03 Jan-05 Jul-06 Jan-08 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08



CURRENCIES ECONOMS U o

Currencies $/Euro and Trade Weighted Dollar
FRB index. Daily Through 5Septembe2008
. ) . Index $/Euro
The U.S. dollar has continued to decline sharply in value, 1° 08
since reaching its peak in early 2002. The reserve cur- 150 i 0.9
rency of the world is diminishing in value and stature as 140 — 1.0

a result of orgoing profligate spending in the United 130 11
States by the U.S. government, and by private consumers 120 I
and corporations. The country that produces the reserve 110 \
currency used primarily throughout the world is the 10 |{TWindex (eft scalg
worl dos | argest debtor, andyllenders increasi
cerned about the loAgrm consequences of the persis-
tent budget and trade deficits incurred by the United

States. As a result, the dollar has been falling.

r 1.2

r 13

r 14
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As the top two charts hgre illustrate, the_ dollar has lost ¢ and Trade Weighted Dollar
twice as much value against the euro as it has on & trade FRBindex. Daily Through 5 September 2008

weighted basis. This drives home the point that it is capi- "% $1’§“5r°
tal flows that are driving the dollar lower in recent years. s Lo 150
Capital flows have far outweighed trade flows since I "»\N $/Euro :

. . . 110 P Y 135
1980, with the volume of currencies sloshing around the e WY
world chasing investments far exceeding actual trade 105 M 1.40
activity. It is the search for returns and yields that has 1¢0 A 145
been driving investors out of dollars and into the euro . | I
and other currencies [ LTW ndex (et Sealg '

) 90 155

The saving grace for the dollar meanwhile is that there is 8 1.60
no alternative reserve currency readily available. The 8o - - - - - - 1.65
eurobds volumes are gr owi ngqg,Jads re-07 puie7e Oct§7 jJaog jApdod fui98 i n t he

market still is too low for the euro to supplant the dollar.

Meanwhile, investors view European markets as being be, but it could be that a more likely outcome will be
slightly less attractive than U.S. investments at present. that the dollar will move sideways in a more volatile
This is reflected in the recent, shtetm strength in the fashion, as investors around the world wrestle with deci-
dollar, as investors have shifted from selling dollars and Sions on asset allocations and continue to face a mas-
investing elsewhere to +alocating greater portions of  Sive, orgoing inflow of U.S. dollars they need to steril-
their portfolios to dollaixdenominated stocks and bonds. 1ze.

At present, there is no currency of choice. Investors ap-
pear to expect the U.S. economy to revive before that of :
h . bi t d the doll Trade Weighted U.S. Dollar
Europe, so there is a sheerm bias towar € dollar.  “3pMorgan Index, Quarterly, Through 2Q2008

Longer term, however, the twin deficits and other struc-  qex Index
tural problems limit the attractiveness of the dollar. 160 A 160
150 I\ Morgar&TsraDdg”\;\lreighted 150
Given this, currencies have been and continue to be ex- 140 FA - 140
pected to move sideways in a broad, volatile fashion, 130 "‘\ I‘v \ 130
with perhaps a slight upward bias in favor of the dollar. 120 ) r -\ /“\ 120
Over the second quarter currencies indeed moved side- 110 A“v W/ A 110
ways, but with little volatility. The spike in the dollar 100 Wwﬁ 100
since August may represent the beginning of such a more 90 ,\_\ 90
volatile period for currency markets. Some observers so 80
have suggested recent dollar strength may be the begin- 7 +—---—rr——+r——r—r——rrrrrrrrrrrrrrrrrr 70
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The Implications for Commodity Markets
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Should global economic trends unfold as outlined in this ;¢ - 1 15

report, the overiding factor for commodities would be 15 1 15
that the recent lonterm upward move in commodities 14 1 T 14

prices is not over, but should be expected to continue. 13 1 T 13
1.2 1 T 12

It may pause, however, over the course of 2009 and even 1'11 ] T

in to 2010. Such a pause could last for a couple of years,
reflecting lower industrial and fabrication demand for a ,;
range of commodities, and the beginning of the negative o7
price consequences of increases in supply in response toog +—/—m—F————+—+—+—T———
the extended period of high prices many commodities 1800 1820 1840 1860 1880 1900 1920 1940 1960 1980 2000
already have seen. Such a pause should be viewed as

nothing more than a temporary respite, however. Most of maodities for which CPM Group projects quarterly prices
the trends pushing demand and prices higher remain ineight quarters forward. Based on our analyses of these
place and will continue to push prices higher even after aindividual markets, as well as our ma@&oonomic out-
cyclical slowdown in world economic conditions has look, we expect prices may consolidate just below recent
passed. high levels before moving higher later.
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The large chart below illustrates recent commodities Gold and silver prices may outperform other commodi-
price trends, using the CRB index. The orange line at theties, as they may find additional investor support due to
end represents the indexed projections of the 19 com-ongoing economic and political problems.
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CPM GROUP RESEARCH AND CONSULTING SERVICES CPm GRouP

EcoNomMIC OUTLOOK

CPM Group provides a range of research and consulting services related to commodities. Our researct
driven by a combination of microeconomic analysis of the fundamentals of each commodity market and
macroeconomic, tedown view of broader economic, political, and financial market trends. Our market views
extend from onaveek to more than 10 years.

CPM Gr o u p édsiverr sergicesafall mto five broad categories.

1. Research

2. Commodities Consulting

3. Investment Banking Advisory
4. Commodities Management
5. Asset Management

CPM Groupbs reports are viewed as the worl dbés mo
tics, and analysis on precious metals and other commodities. These reports serve as the best source for su
demand, and market information, analysis, and projections.

To learn more about our research products and consulting services, or to download a detailed table of conte
or sample of our reports, visit us online aww.cpmgroup.com Or contact CPM Group at
info@cpmgroup.com
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