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The U.S. Economy

® The U.S. economy temporarily contracted in the first quarter, impacted by severe winter weather.

Real GDP declined at an annualized rate of 1.0% (second estimate) in Q1 2014, dragged down by
declines in private investment and net exports. On the positive side, consumption expanded to a 3%
annualized rate and real GDP was up 2% on year-over-year basis.

Second quarter economic releases portray a resilient and strengthening economy, albeit one that

Vice President still face challenges (housing and long-term unemployment), that we expect to grow at 3% or above
the rest of the year. Job growth is picking up, household wealth is rising, and policy uncertainty has

Ryan Ma, CFA essentially vanished from the news headlines.

Assistant Vice President

Dags Chen, CFA Despite Federal Reserve “tapering” of QE asset purchases, yields on 10 year Treasuries are down more
Assistant Vice President than 50 bps this year through late May, supporting higher stock prices, lower mortgage rates and a
rally in corporate and high yield bond prices. We expect 10 year Treasury yields to begin to slowly
Mi‘haj\ln';‘l';}; trend upward as the economy accelerates and global deflation concerns ease later this year. With

the Fed shifting its policy stance away from targeted 6.5% unemployment and 2.5% inflation rates
towards a more qualitative consideration of broad economic conditions, the Fed is not likely to raise
policy (short-term) interest rates until at least this time next year.

Real Estate Investment Markets

¥ Real Capital Analytics reports property sales volume of almost $90 billion in 1Q 2014, up 15% over
1Q 2013. The Moody’s/RCA Commercial Property Price Index (CPPI) increased 2.4% in the first
quarter and 15% over the past year, with gains across all property sectors.

B Pricing and investor interest in core assets, and in major coastal markets, remains strong, though
there is also increasing interest in core-plus and value added strategies, and non-coastal markets
as the investment market recovery continues to mature.

Real Estate Benchmark Returns

At 2.74% (1.31% income, 1.44% appreciation) 1Q 2014 NCREIF Property Index (NPI) returns surprised
on the upside, 21 bps higher than in 4Q 2013. Retail (4.3%) strongly outperformed by a wide margin,
driven by super-regional (6.79%) and regional (5.39%) malls, followed by industrial (2.75%).

= NCREIF Open End Diversified Core Equity (ODCE) fund index returns were 2.62% in 1Q 2014, down
from 3.30% in 4Q 2013. ODCE returns trailed NPI, an odd outcome in an up-market, explained in
large part by differences in frequency of NPI separate account property appraisals compared to
ODCE properties. ODCE returns (14.24%) exceeded NPI returns (11.18%) over the past year.
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U.S. Economy & Real Estate Trends

U.S. Forecast Economic Performance
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locations with fundamentally sound trade area demographics.



Capital Markets

Market Total Returns Q12014 1-year 3-year 5-year 10-year
Return NCREIF Property Index 2.7% 11.2% 11.7% 7.9% 8.7%
Comparison FTSE NAREIT-Equity Index’ 10.0% 4.2% 10.7% 28.2% 8.2%
BofA/ML U.S. Corp/Gov't Bond Aggregate Index ® 2.1% -0.4% 4.2% 5.2% 4.4%
MSCI EAFE Gross USD Index 0.8% 18.1% 7.7% 16.6% 7.0%
Russell 2000 Index ¢ 1.1% 24.9% 13.2% 24.3% 8.5%
S&P 500 Index 1.8% 21.9% 14.7% 21.2% 7.4%
Wilshire 5000 Index 2.0% 22.4% 14.4% 21.7% 7.9%
Market Market Yields and Rates (%) Q12014 042013 1-year
Yields 10-year Treasury Yield 2.8% 2.7% 2.6%
and Rates LIBOR- 3 month 0.2% 0.2% 0.3%
BofA/ML U.S. Corp /Gov't Bond Aggregate © 2.1% 2.1% 2.1%
NCREIF Potential Distribution (12-mo trailing) "# 3.6% 3.7% 3.7%
FTSE/NAREIT-Equity Dividend Yield (12-mo forward)’ 3.9% 3.9% 3.8%
Private NCREIF Property Sector Index Total Returns’ Q12014 1-year 3-year 5-year 10-year
Real Estate Apartment 2.2% 10.0% 11.9% 9.1% 8.3%
Performance Hotel 0.8% 7.3% 8.2% 45% 6.9%
Summary Industrial 2.8% 12.6% 12.3% 7.3% 8.2%
Office 2.2% 10.2% 10.7% 6.6% 8.2%
Retail 4.3% 13.5% 13.0% 9.4% 10.2%
NCREIF Property Index 2.7% 11.2% 11.7% 7.9% 8.7%
Public NAREIT Equity Sector Index Total Returns’ 12014 1-year 3-year 5-year 10-year
Real Estate Office/Industrial 11.1% 7.0% 8.4% 26.0% 4.6%
Performance Retail 8.9% 3.8% 14.7% 33.4% 7.1%
Summary Residential 13.7% 6.5% 7.5% 29.1% 11.1%
Lodging 5.8% 18.4% 9.3% 38.0% 5.4%
Healthcare 94%  -113% 9.0% 23.4% 11.0%
Diversified 7.0% 2.6% 6.3% 26.2% 6.6%
FTSE/NAREIT Equity Index 10.0% 4.2% 10.7% 28.2% 8.2%

Real Estate Pricing
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Allrights reserved. Source: Cornerstone, NCREIF, Federal Reserve Board.

Commentaries on the economy and financial markets contained in this publication are based on information believed to be reliable, although there can be no guarantee as to its accuracy. They reflect the current opinion
of Cornerstone, which is subject to change based on changes in the economy and financial markets, and to access to and reliability of relevant data. The commentaries should not be relied upon as investment advice.



