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Capital Markets

Rohert Shiller, Arthur M. Okun Professor

of Economics, Yale University

by Christopher M. Wright

hen you earn the
moniker “Dr. Doom,”
chances are you know
a thing or two about
forecasting crisis. Robert
Shiller predicted the tech
bubble and the housing crisis,
and now he’s looking at the
commercial real estate industry.
Economic recovery is likely
to be a long, hard slog, says
the influential Yale University

economist and “Animal Spirits”

co-author. In this interview,
the man whose name is im-
printed on the S&P/Case-
Shiller Home Price Indices ar-
gues that property risks should
be routinely hedged, that prop-
erty derivatives have a role to
play in preventing future crises,
and that residential innova-
tions like continuous workout
mortgages can be applied in
the commercial realm.

REIT: What is your view

of REITs as an investment
proposition?

Robert Shiller: REITs were
created by law in 1960 to
democratize the real estate
market and make it possible
for a broad base of investors to
participate in this huge asset
class. That was absolutely

the right thing to do, because
portfolio theory tells us people
should diversify across major
asset classes, and real estate is
one of them.

68 MAY - JUNE 2010

REIT: You've had the fore-
sight to predict several market
downturns. With regard to the
financial crisis, do things get

better from here or do we fall off

another cliff?

Shiller: I don't feel as strongly
as I did in 2000 when I pub-
lished “Irrational Exuberance,”
and I thought the stock market
was headed for a crash. Or in
2005, when I thought the resi-
dential housing market was in a
dangerous position. Assct prices
have come way down, so we're
not in such a clear overpriced
situation. Nonetheless, we are
in a precarious economy, there
are serious risks outstanding and
people have to be mindful of
those risks when they assemble
their portfolios.

As for housing, our S&P/
Case-Shiller Home Price Indi-
ces have risen for seven months
in a row on a seasonally adjusted
basis. In some cities it's been
dramatic—San Francisco is up
15 percent from the bottom
last April [2009]. Nationally,
it's more like 5 percent. That’s a
good clip of appreciation. Nor-
mally, that would be a sign that
we've reached the turning point,
and that we're out of the woods.

A couple quarters of GDP
growth generally means it is
clear sailing ahead; double-dip
recessions are rare. But I'm
hesitant in the present circum-
stances, because the economic
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award-winning economist

who served as vice president
of the American Economic
Association in 2005 and presi-
dent of the Eastern Economic
Association in 2006-07. His
best-selling books include “Ir-
rational Exuberance” (2000)
and “Animal Spirits: How
Human Psychology Drives the
Economy, and Why It Mat-
ters for Global Capitalism”
(co-author, 2009). Shiller holds
master’s and doctorate degrees
from MIT, having completed
his undergraduate work at the
University of Michigan. A syn-
dicated columnist and frequent
media commentator, Shiller is
co-founder of property deriva-
tives firm MacroMarkets LLC.
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