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The Fed shows its talons
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At its meeting last week, the Federal Open Market Committee (FOMC) delivered
some hawkish language to the markets indicating a shifting mindset within the
central bank. The biggest change was in the Federal Reserve’s (Fed) forecast “dot
plot” of short-term interest rate expectations.

The median forecast increased to two rate hikes in 2023 versus none in the last March meeting.
Market reaction has been confused with risk assets under pressure at the thought of accelerated
rate hikes somewhat offset by the Fed’s reassurances on looking through the current elevated
level of inflation.

Exhibit 1: FOMC Expected Fed Funds vs. Forward Fed Funds
FOMC as of June 16, 2021, with Forward as of June 17, 2021
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Source: Federal Reserve, Bloomberg, Principal Real Estate Investors Research, June 2021
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Why did the FOMC change its language?

In short, the Fed raised its expectations on growth and signaled its confidence that inflation
pressures remain transitionary.

* The median real GDP growth forecast for the U.S. economy in 2021 increased by 0.5% to 7%
while staying broadly unchanged for 2022 and 2023.

* The summary of economic projections (SEP) also raised the median projection for core PCE to
3% from 2.2% for 2021 as well as slight overshoot of the 2% Fed target for 2022. While the
FOMC signaled that it believes the sharp increase in inflation will be transitionary, it noted the
need to be “humble” in an “extraordinarily unusual time”.

What are some of the implications for * Private market lenders particularly with

commercial real estate? floating rate strategies may finally begin to
see some benefits from a steeper short-

term curve. Provided NOI growth keeps
pace or exceeds inflation, subordinate and
mezzanine lenders should benefit from a
step up in interest rate expectations.

* Apull ahead in the hiking cycle reflects the
Fed’s growing confidence in the economic
recovery. With 2021 likely to be the
strongest year of growth since 1984 in the

U.S., investors should view the Fed’s signal * Private equity real estate investors should

as generally positive for real estate since
tenant demand historically lags

continue to benefit from structural shifts
to the economy that were catalyzed by the

pandemic (logistics, data centers for
example). A constructive growth outlook
should support recovery in the most
deeply impacted, pro-cyclical industries
(leisure, travel and hospitality) opening
opportunities in adjacent property types
such as hotel and selective retail. Risks to
build to core and re-positioning strategies
should also decrease on the heels of the
expected economic strength.

improvements in the labor market and the
broader economy.

* While short-term interest rates are where
the Fed can most obviously exert
influence, investors should watch the slope
of the yield curve carefully for potential
implications on growth and inflation. Were
the yield curve to steepen (it has flattened
since the FOMC meeting), listed REITs may
experience volatility and downward price
pressure if 10-year yields were to rise in a
consistent manner.

* A hiking cycle if accompanied by positive
growth and inflation expectations should
also be positive for real estate credit
markets. CMBS bonds could benefit from a
flattening in the credit curve, particularly
in those tranches with exposure to
property types perceived to be most
vulnerable to cyclical risk (CBD offices and
hotels for example).

The Fed shows its talons | 2



For Public Distribution in the U.S. For Institutional, Professional, Qualified and/or Wholesale Investor Use
Only in other Permitted Jurisdictions as defined by local laws and regulations.

Risk Considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Potential
investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital
market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk.

Important information

This material covers general information only and does not take account of any investor’s investment objectives or financial
situation and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a
guarantee, promise, forecast or prediction of future events regarding an investment or the markets in general. The opinions
and predictions expressed are subject to change without prior notice. The information presented has been derived from
sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any reference
to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor
an indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject
to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees,
agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by
reason of negligence) for errors or omissions in the information or data provided.

This material may contain 'forward looking' information that is not purely historical in nature. Such information may include,
among other things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon
information in this material is at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation.

This document is intent for use in: «The United States by Principal Global Investors, LLC, which is regulated by the U.S.
Securities and Exchange Commission. « Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin
D02 K156, Ireland. Principal Global Investors (EU) Limited is regulated by the Central Bank of Ireland. United Kingdom by
Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986,
which is authorised and regulated by the Financial Conduct Authority ("FCA"). In Europe, this document is directed exclusively
at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).
The contents of the document have been approved by the relevant entity. Clients that do not directly contract with Principal
Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”) will not benefit from the
protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of Ireland, including
those enacted under MiFID II. Further, where clients do contract with PGIE or PGI EU, PGIE or PGl EU may delegate
management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may
not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority ,or the Central Bank. of
Ireland eIn Dubai by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the
recipient and should not be passed on or otherwise distributed by the recipient to any other person or organization. This
document is intended for sophisticated institutional and professional investors only. eSingapore by Principal Global Investors
(Singapore)Limited (ACRAReg.N0.199603735H), which is regulated by the Monetary Authority of Singapore and is directed
exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This advertisement or
publication has not been reviewed by the Monetary Authority of Singapore. ¢Australia by Principal Global Investors (Australia)
Limited (ABN 45 102 488 068, AFS License No. 225385), which is regulated by the Australian Securities and Investments
Commission. This document is intended for sophisticated institutional investors only. eSwitzerland by Principal Global
Investors (Switzerland) GmbH. ¢Hong Kong SAR (China) by Principal Global Investors (Hong Kong) Limited, which is regulated
by the Securities and Futures Commission and is directed exclusively at professional investors as defined by the Securities and
Futures Ordinance. «Other APAC Countries, this material is issued for institutional investors only (or professional/
sophisticated/qualified investors, as such term may apply in local jurisdictions) and is delivered on an individual basis to the
recipient and should not be passed on, used by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.
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