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Macroeconomic Outlook - Global
• Relatively low volatility despite significant policy
uncertainty throughout Europe, China and U.S.
• Ongoing concerns about Eurozone despite ECB
initiatives
– Conditions attached to ECB financial aid 
no takers yet, but has calmed the market
– Greece still has not reached agreement with
troika
– Europe’s troubled bank system and recession
– Germany unwilling (and likely constitutionally
unable) to consider Eurobonds
• Unknowns about China’s new leader, slowing
growth, and size/effectiveness of fiscal and
monetary stimulus

IMF has downgraded
outlook for global and U.S.
economic growth for 2013
U.S. Treasury yields up
from record lows, but
close to zero real returns
still reflects risk aversion
Market seemingly overly
reliant on global monetary
policy, whereas fiscal and
regulatory policy are areas
of greatest concern

• U.S. slowing job growth, private sector hesitancy,
and uncertainty regarding 2013 fiscal cliff
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Fiscal Cliff Downside
• Downside macroeconomic risks for 2013 have risen due to the year-end
2012 fiscal cliff
– Scheduled end of payroll tax holiday and extended unemployment
benefits
– Expiration of Bush tax cuts
– Sequestration (automatic government spending cut) measures
• The total impact of these measures amounts to roughly 4.5% of GDP
• Expiration of payroll tax holiday/extended unemployment benefits is likely,
since neither political party is particularly supportive of extension
• Less certain is a) whether the Bush tax cuts will be amended and the
federal government will delay sequestration and b) whether any such
changes would be made by “lame duck” Congress or retroactively by new
Congress
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The Gap Closing Dilemma
Federal Receipts and Expenditures as % of GDP
27%

The CBO estimates budget deficit will drop
below $1 trillion in 2013 for first time in five
years if Bush tax cuts expire and
sequestration occurs as planned….
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…but CBO also estimates these fiscal
cliff elements collectively will push
economy into recession, with estimated
GDP contraction of -0.5% in 2013
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The Long Road to Government
Deleveraging
Federal Government Debt as a % of GDP
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Source: Congressional Budget Office, Bureau of Economic Analysis, August 2012
Note: CBO Baseline which assumes fiscal cliff is left unaddressed
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Low Interest Rates Reduce Government Cost of
Servicing its Debt (and Sense of Urgency to
Deleverage)
Interest on Federal Debt as % of Nominal GDP
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Business Sector Wary of Fiscal Cliff
Contribution to % Change in GDP Growth by Sector
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Drifting into Slowest Recovery in Past 40
Years

Sources: Bureau of Economic Analysis, Principal Global Investors, November 2012
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U.S. Real Estate Space and Capital
Markets
• Crosswinds
– Capital markets tailwinds as investors seek yield-oriented asset classes like
real estate
– Space market headwinds (ex-multifamily) as global economy slows and
weak small business sentiment impacts the pace of job formation
• Fiscal cliff, if left unaddressed, likely to exacerbate these trends
• Payroll employment barely back to 50% recovery of peak-to-trough loss --- and
fiscal cliff setback would further delay recovery, possibly into 2017…
• …hurting those property types that are not yet at equilibrium by hampering net
absorption and landlord pricing power
– Multifamily space markets likely to be least impacted
– Office, industrial, retail and hotel space markets more adversely impacted

• And Fed likely to maintain ultra-accommodative monetary policy for a year or
two longer
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Market Expecting Low Rates to Last

Implied Forward 10 Year Treasury Rates
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Source: Bloomberg, September 2012
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Even Lower Treasury Rates from Fiscal Cliff Could
Support Further Cap Rate Compression
Cap Rate Spread to Treasury Rate
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Sources: NCREIF, U.S. Treasury July 2012
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Pace of Value Recovery is Slowing

• PREA surveys
contain
expectation that
appreciation will
continue, but at a
slowing trajectory

Comparative Unleveraged Core Property (NPI)
Appreciation Recovery Trajectories
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• Capital markets
forces have thus
far been primary
driver of recovery
in property
values (NPI net
appreciation up
19% over past 10
quarters)
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Deleveraging Well Underway
• Deleveraging
underway, but
leverage still well
above long-term
historical average
• And is still close to
the peak level of the
late 1980s S&L
debacle, but less
challenging to meet
debt service today,
given low interest
rates
• Biggest risk is thus
balloon default (as
opposed to term
default)

Commercial Mortgage Debt Outstanding
as a Percentage of U.S. GDP
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Important Information
The information in this document has been derived from sources believed to be accurate as of August 2011 . It contains general information only on investment matters and
should not be considered as a comprehensive statement on any matter and should not be relied upon as such. Nor should it be relied upon in any way as forecast or guarantee of
future events regarding a particular investment or the markets in general. The general information it contains does not take account of any investor's investment objectives,
particular needs or financial situation.
Past performance is not a reliable indicator of future performance and should not be relied upon as a significant basis for an investment decision. You should consider whether an
investment fits your investment objectives, particular needs and financial situation before making any investment decision. Subject to any contrary provisions of applicable law, no
company in the Principal Financial Group nor any of their employees or directors gives any warranty of reliability or accuracy nor accepts any responsibility arising in any other way
(including by reason of negligence) for errors or omissions in this document.
Subject to any contrary provisions of applicable law, no company in the Principal Financial Group nor any of their employees or directors gives any warranty of reliability or accuracy
nor accepts any responsibility arising in any other way (including by reason of negligence) for errors or omissions in this document.
All figures shown in this document are in U.S. dollars unless otherwise noted.

Principal Global Investors is the asset management arm of the Principal Financial Group ® (The Principal ®)¹ and includes the asset management operations of the following
subsidiaries of The Principal: Principal Global Investors, LLC; Principal Real Estate Investors, LLC; Spectrum Asset Management, Inc.; Post Advisory Group, LLC; Columbus Circle
Investors; Edge Asset Management, Inc.; Morley Financial Services Inc.; Principal Global Investors (Europe) Limited; Principal Global Investors (Singapore) Ltd.; Principal Global
Investors (Australia) Ltd.; Principal Global Investors (Japan) Ltd.; Principal Global Investors (Hong Kong) Ltd.; CIMB-Principal Islamic Asset Management Sdn. Bhd.; and the
majority owned affiliates of Principal International, Inc. Assets under management includes assets managed by investment professionals of Principal Global Investors under dual
employee arrangements with other subsidiaries of The Principal.
¹"The Principal Financial Group" and "The Principal" are registered trademarks of Principal Financial Services, Inc., a member of the Principal Financial Group.
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