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,G,,'gggga,s Systemic risk and volatility returns...

S&P 500 Volatility Index (VIX)
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SOURCE: CHICRGO BOARD OF EXCHANGE, OCTOBER 2011



P ...amidst renewed global economic worries

AsLouibouin in ERRLY 2011 STARTED UIITH
EROGENOUS AND IDIOSYNCRATIC EVENTS

OBUT HAS COME FULL CIRCLE TO ENDOGENOUS
AND SYSTEMIC EVENTS

ASPECIFIC ISSUES DIFFER ACROSS DEVELOPED
AND DEVELOPING ECONOMIES. . ..

A...BUT MOST OF THE VOLATILITY IS LINKED In
SUIME UIAY TO MARKET RESPONSE T0
SIGINFICANT GOVERNIMENT POLICY
UNCERTARINTY .



f,,’ggg;a,s Sources of concern

O REALIZATION THAT CREDIT CRISIS NOT REALLY OVER

e TRANSFERRED FROIN PRIVATE SECTOR T0 PUBLIC SECTOR 1IN
DEVELOPED ECONOMIES

e INCREASING CREDIT RISKS 1IN DEVELOPING ECONOIMIES
(INCLUDING SHADOUI BANKING)

Q EPICENTER OF SYSTEMIC RISK IS EUROPE

e REACTIVE MEASURES, NOT PROACTIVE > CONTAGION STILL
AN ISSUE

Q BUT EVEN IF RESOLVED, PLENTY OF POLICY UNCERTARINTY 1IN U.S.
AS 2012 ELECTION LANDSCAPE UNFOLDS

e WELL CAPITALIZED PRIVATE SECTOR, BUT RELUCTANT 10
ELPAND

e REGULATORY ENVIRONINENT

e BUDGET DEFICIT RESOLUTION

e THx POLICY

e OVER-RELIANCE 0N MMONETARY POLICY?



P A big gap to close

% of GDP
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Federal Receipts and Expenditures as % of GDP

=== Total Receipts

== Receipts - Average == Total Expenditures = Expenditures - Avg.

SOURCES: BURERU OF ECONOMIC ANALYSIS, US TREASURY, SEPTEMEBER 2011




P Observations on policy and budget deficits

Q CLARITY
REEDED O GDP Growth vs. Growth in Tax Receipts
GOAL OF TAH
POLICY:
REDISTRIBUTE 20% _ 80%
EXISTING Correlation of almost .70
UIEALTH OR 15% +
PRO-GROUITH
TAH POLICY TO
CRERATE
ADDITIONAL
UIEALTH?
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GDP % growth
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I Change in GDP === Change in Total Tax Receipts

O CONSIDER U.S.
SOVEREIGN SOURCES: BUREAU OF ECONOMIC ANALYSIS, US TREASURY, TAX POLICY CENTER
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P State of U.S. real estate space marke”."- %

e OVERALL, SLOUIER
ECONoOmY ADVERSELY
IMPACTS SPACE
MARKET RECOVERY

EA#CEPT FOR
APARTIMENTS,
EQUILIBRIUM HAS
BEEN PUSHED
FURTHER INTO
FUTURE AS
EConomic
CONCERNS
INCREASE

SUPPLY NOT AN
ISSUE ELCEPT FOR
APARTMENTS,
UIHICH RRE NEAR
PERHK LANDLORD
PRICING POUIER

SOMIE BIG BOR
INDUSTRIAL
SUPPLY ALS0
UNDERUIRY

Comparative Recession/Recovery
Private Payroll Employment Trends
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SOURCES: BUREAU OF LABOR STATISTICS, PRINCIPAL GLOBAL INVESTORS,
NOVEMBER 2011




P State of U.S. real estate capital markep” .- %

e IMPACT OF VOLATILITY
0N REAL ESTATE
PRICING ACROSS

HUHHHHHTS Market Expectations of Future Treasury Rates
THE RELATIVE

VALUE EQUATION s

HAS CHANGED |
- REITS DOUBLE 45
BEAR MARKET, 20

BUT UIITH
SUBSEQUENT 35
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RECESSION 25
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i Investors

Rate of appreciation expected to flatten, but not

necessarill

turn negative

Comparative NPI
Appreciation Recovery Trajectories
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Investors

= |mportant Information

THE INFORMATION IN THIS DOCUMENT HAS BEEIN DERIVED FROI SOURCES BELIEVED TO BE ACCURATE AS OF AUGUST 2011. IT CONTAINS GENERAL
INFORMATION ONLY 0N INVESTINENT MATTERS AND SHOULD NOT BE CONSIDERED AS A COMPREHENSIVE STATEIMENT 0N ANY MATTER AND SHOULD
NOT BE RELIED UPON AS SUCH. NOR SHOULD IT BE RELIED UPOI IN ANY UIAY 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 INVESTORS
INVESTIMENT OBJECTIVES, PARTICULAR NEEDS OR FINANCIAL SITUATION.

PAST PERFORIMANCE IS NOT A RELIABLE INDICATOR OF FUTURE PERFORIMANCE AND SHOULD NOT BE RELIED UPON AS A SIGNIFICANT BASIS FOR AN
INVESTINENT DECISION. YOU SHOULD CONSIDER WIHETHER AN INVESTMENT FITS YOUR INVESTMENT OBJECTIVES, PARTICULAR NEEDS AND
FINANCIAL SITUATION BEFORE INAKING ANY INVESTMENT DECISION. SUBJECT TO ANY CONTRARY PROVISIONS OF APPLICABLE LAUI, 10 COMPANY 1N
THE PRINCIPAL FINANCIAL GROUP NOR ANY OF THEIR EMPLOYEES OR DIRECTORS GIVES ANY UIARRANTY OF RELIABILITY OR ACCURACY NOR
ACCEPTS ANY RESPONSIBILITY ARISING 1IN ANY OTHER UIAY (INCLUDING BY REASON OF NEGLIGENCE) FOR ERRORS OR OMISSIONS IN THIS
DOCUINENT.

SUBJECT TO ANY CONTRARY PROVISIONS OF APPLICABLE LAUI, NO COMPANY IN THE PRINCIPAL FINANCIAL GROUP NOR ANY OF THEIR EMPLOYEES
OR DIRECTORS GIVES ANY WIARRANTY OF RELIABILITY OR ACCURACY NOR ACCEPTS ANY RESPONSIBILITY ARISING I ANY OTHER WAY (INCLUDING
BY REASON OF NEGLIGENCE) FOR ERRORS OR OMISSIONS IN THIS DOCUMENT.

ALL FIGURES SHOUIN IN THIS DOCUMENT ARE IN U.S. DOLLARS UNLESS OTHERWISE NOTED.

PRINCIPAL GLOBAL INVESTORS IS THE ASSET MANAGEMENT AR OF THE PRINCIPAL FINANCIAL ROUP © (THE PRINCIPAL ©): AND INCLUDES THE
ASSET MANAGEMENT OPERATIONS OF THE FOLLOWING SUBSIDIARIES OF THE PRINCIPAL: PRINCIPAL 6LOBAL 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& HONG) LTD.; CIMB-PRINCIPAL ISLAMIC ASSET MANAGEMENT SDN. BHD.; AND THE MAJORITY OUINED AFFILIATES OF PRINCIPAL INTERNATIONAL,
INC. ASSETS UNDER MANAGEMENT INCLUDES ASSETS MANAGED BY INVESTINENT PROFESSIONALS OF PRINCIPAL GLOBAL INVESTORS UNDER DUAL
EMPLOYEE ARRANGEMENTS WITH OTHER SUBSIDIARIES OF THE PRINCIPAL.

YTHE 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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