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Systemic risk and volatility returns… 

Source: Chicago Board of Exchange, October 2011 

S&P 500 Volatility Index (VIX)
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…amidst renewed global economic worries 

 

Slowdown in early 2011 started with 
exogenous and idiosyncratic events 

 

But has come full circle to endogenous 
and systemic events 

 

Specific issues differ across developed 
and developing economies…. 

 

…but most of the volatility is linked in 
some way to market response to 
significant government policy 
uncertainty 
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Sources of concern 
 

 

 Realization that credit crisis not really over 

• Transferred from private sector to public sector in 
developed economies 

• Increasing credit risks in developing economies 
(including shadow banking) 

 

 Epicenter of systemic risk is Europe 

• Reactive measures, not proactive  contagion still 
an issue 

 

 But even if resolved, plenty of policy uncertainty in U.S. 
as 2012 election landscape unfolds 

• Well capitalized private sector, but reluctant to 
expand 

• Regulatory environment 

• Budget deficit resolution 

• Tax policy 

• Over-reliance on monetary policy? 
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A big gap to close 

Sources: Bureau of Economic Analysis, US Treasury, September 2011 

Federal Receipts and Expenditures as % of GDP
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Observations on policy and budget deficits 

 Clarity 
needed on 
goal of tax 
policy: 
redistribute 
existing 
wealth or 
pro-growth 
tax policy to 
create 
additional 
wealth? 

 

 Privatize 
government 
owned 
assets to 
raise cash? 

 

 Consider U.S. 
sovereign 
wealth fund 
for more 
effective 
use of 
taxpayer 

GDP Growth vs. Growth in Tax Receipts

-5%

0%

5%

10%

15%

20%

M
ar

-5
5

S
ep

-5
7

M
ar

-6
0

S
ep

-6
2

M
ar

-6
5

S
ep

-6
7

M
ar

-7
0

S
ep

-7
2

M
ar

-7
5

S
ep

-7
7

M
ar

-8
0

S
ep

-8
2

M
ar

-8
5

S
ep

-8
7

M
ar

-9
0

S
ep

-9
2

M
ar

-9
5

S
ep

-9
7

M
ar

-0
0

S
ep

-0
2

M
ar

-0
5

S
ep

-0
7

M
ar

-1
0

G
D

P
 %

 g
ro

w
th

-40%

-20%

0%

20%

40%

60%

80%

%
 g

ro
w

th
 i
n

 t
a
x
 r

e
c
e
ip

ts

Change in GDP Change in Total Tax Receipts

Correlation of almost .70 

Sources: Bureau of Economic Analysis, US Treasury, Tax Policy Center 
September 2011 



7 

 

State of U.S. real estate space markets 

 

 
• Overall, slower 

economy adversely 
impacts space 
market recovery 
 

– Except for 
apartments, 
equilibrium has 
been pushed 
further into 
future as 
economic 
concerns 
increase 

 
– Supply not an 

issue except for 
apartments, 
which are near 
peak landlord 
pricing power 

 
– Some big box 

industrial 
supply also 
underway 

 

Sources: Bureau of Labor Statistics, Principal Global Investors, 
November 2011 
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State of U.S. real estate capital markets 

 

 
• Impact of volatility 

on real estate 
pricing across 
quadrants 

– The relative 

value equation 

has changed 

– REITs double 

bear market, 

but with 

subsequent 

rebounds 

– CMBS priced for 

recession 

– More 

conservative 

senior secured 

lenders and 

absence of CMBS 

opens door for 

mezzanine 

lenders 

– Treasury rates 

supportive of 

real estate 

Market Expectations of Future Treasury Rates

2.0

2.5

3.0

3.5

4.0

4.5

5.0

4/
12

/1
0

5/
12

/1
0

6/
12

/1
0

7/
12

/1
0

8/
12

/1
0

9/
12

/1
0

10
/1
2
/1
0

11
/1
2
/1
0

12
/1
2
/1
0

1/
12

/1
1

2/
12

/1
1

3/
12

/1
1

4/
12

/1
1

5/
12

/1
1

6/
12

/1
1

7/
12

/1
1

8/
12

/1
1

9/
12

/1
1

10
/1
2
/1
1

3-yr Implied Forw ard for US 10-yr Treasury

Source: US Treasury, October 2011 



9 

Rate of appreciation expected to flatten, but not 
necessarily turn negative  

Source: NCREIF, PREA, October 2011 
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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.   

 


