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Active over the 
Long-term

   Europe stands on the cusp of 

significant changes to its private 

real estate investment universe. 

   We expect the expansion of 

non-traditional or niche property 

types to be one of the defining 

features of European real estate 

in the next decade. 

In this edition, we  

will examine the 

following issues:

D.I.G.I.T.A.L.

Long-term market outperformance
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Introduction

Europe stands on the cusp of significant changes to its private real estate 

investment universe. DIGITAL and structural trends, catalyzed by the COVID-19 

pandemic, are expanding and enhancing the real estate investment universe. 

Notably, we expect the expansion of non-traditional or niche property types 

to be one of the defining features of European real estate in the next decade 

and beyond. The DIGITAL trends that have so profoundly impacted the U.S. and 

listed real estate markets are starting to exert their influence on Europe and it 

is our expectation that non-traditional property types could constitute as much 

as 10% of the unlisted real estate universe in Europe by 2025.

Listed markets have led the way in non-traditional property types. In the 

U.S., the listed real estate market has embraced non-traditional property types 

which now constitute 65% of the entire index. While the scale of adoption in 

European listed markets is smaller, we expect it to show material expansion 

in years ahead as investors embrace the secular themes underpinning their 

growth. In the last 10 years alone, the listed real estate market in Europe for 

non-traditional property types has gone from an insignificant amount (under 

1%) to more than 10% of market capitalisation. 

EXHIBIT 1:  REITs spearhead growth of non-traditional property types in Europe

REIT index composition 2011 

Traditional core
98.6%

Non-traditional 1.4% Non-traditional 10.2%

REIT index composition 2021

Traditional core
89.8%

Source: MSCI, Principal Real Estate, September 2021. REIT index represents the FTSE EPRA 

Nareit Developed Europe Index.

Non-traditional sectors: Self-storage, student housing, healthcare, homebuilder, hotels, realty 

services, and single-family rental.
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Non-traditional property types will be an integral part  
of real estate 

Although well behind both the REIT market and the U.S. in terms of scale and 

adoption, we are seeing clear signs of institutional investor appetite for non-

traditional property types in Europe. Property types such as data centres, cold 

storage, medical offices, and senior housing have gained significant traction in the 

past 24 months, helping broaden the size of the investment universe. In fact, we 

anticipate that by 2025, non-traditional property types could comprise nearly 9% 

of the MSCI index, a substantial increase from the current levels.

EXHIBIT 2:  Forecasted increase in non-traditional property types in the MSCI Index

Source: MSCI, Principal Real Estate, September 2021

2020 2025 (Projected)

   Retail        Office        Industrial       Hotel        Residential        Non-traditional

3%

12%

40%

15%

21%

9%

3%

18%

42%
13%

19%
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Non-traditional property types capture 
DIGITAL drivers of growth 

The structural and DIGITAL drivers which we have identified for real estate 

demand have been given a powerful catalyst by the pandemic. While it is 

too early to tell if some of the changes in human behavior are structural or 

cyclical, we feel confident that demand for non-traditional property types 

will stick. In our view, non-traditional property types reflect a structural shift 

within the economy wherein DIGITAL drivers have become the dominant 

drivers of growth and demand. 

Our key DIGITAL drivers of demand —demographics, infrastructure, 

globalisation, innovation, and technology —have a clear impact on the growth 

of non-traditional (and traditional) property types given their sheer scale. 

But diving a little deeper, there are specific sub-themes within our broader 

DIGITAL framework that tie directly to the rise of non-traditional property 

types and their increasing importance, which we spotlight in Exhibit 3.

Demographics Innovation & tech Globalisation Infrastructure

• Ageing population

•  Shifting migration 
patterns

• Housing affordability

•  Inequality and cost 
of living

•  AI/Big data and a 
circular economy

•  Flexible working/
Working from 
home

• Innovation “hubs”

• Retail disruption

• ESG prioritisation  

•  Secular increase in  
trade & capital flows

•  Global technology 
supply chains

•  Mobile human 
capital and remote 
workforces

• Satellite towers

•  Communication

•  Physical assets

•  Transportation

•  Energy and 
utilities

•  Social 
infrastructure

• Seaports

• Tunnels

Suburban housing

Single-family rentals

Manufactured housing

Self-storage

Senior living/care 
homes

Grocers, discounters, 
DIYs

Life sciences

Lab space/MOB

Data centres

Cold storage

Self-storage

New format retailers

Data centres

Warehouse/
Logistics

Last mile facilities

Data centres

Warehouse

Affordable housing

Care homes, medical 
office

ESG focus

EXHIBIT 3:  DIGITAL drivers of demand
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Data from REITs demonstrates benefits to a 
real estate portfolio

While non-traditional property types are still relatively young in the private 

markets, listed European stocks have a deeper history that can help identify 

the potential benefits to a portfolio of traditional real estate. Starting with 

performance, listed REIT data reveals that the strongest absolute returns 

over the past 10 years have been delivered by non-traditional property types 

(Exhibit 4). Self-storage and student housing are the strongest performing 

property types but are also compelling from a risk-adjusted basis.

EXHIBIT 4:  Historical performance and volatility of select listed sectors

Average annualised performance past 10 years, percent

Source: MSCI, Principal Real Estate, September 2021

  Total returns         Volatility

RESILIENT
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For investors, enhanced risk-adjusted performance should also lead to portfolio 

benefits, and indeed, correlation analysis from the listed market further 

demonstrates the diversification benefit of adding non-traditional property types. 

(Exhibit 5). Perhaps also helping is that many non-traditional REITs are operating 

entities with a build-to-core element that add diversification to pure-play REITs. 

EXHIBIT 5:  Non-traditional property types are portfolio diversifiers

8/31/2001 - 8/31/2021

10 year  
correlations

Apartments 1.00 0.54 0.53 0.57 0.19 0.37 0.34 0.35 0.34 0.45 0.01

Office 0.54 1.00 0.79 1.00 0.53 0.79 0.65 0.67 0.60 0.80 0.11

Industrial 0.53 0.79 1.00 0.74 0.25 0.55 0.43 0.68 0.53 0.70 0.15

Diversified 0.57 0.93 0.74 1.00 0.65 0.84 0.75 0.63 0.54 0.79 0.10

Hotels 0.19 0.53 0.25 0.65 1.00 0.72 0.67 0.22 0.27 0.50 0.01

Shopping  
centers 0.37 0.79 0.55 0.84 0.72 1.00 0.84 0.51 0.39 0.73 0.04

Mall/outlets 0.34 0.65 0.43 0.75 0.67 0.84 1.00 0.37 0.25 0.60 0.02

Self-storage 0.35 0.67 0.68 0.63 0.22 0.51 0.37 1.00 0.46 0.64 0.19

Healthcare 0.34 0.60 0.53 0.54 0.27 0.39 0.25 0.46 1.00 0.50 0.10

Student 
housing 0.45 0.80 0.70 0.79 0.50 0.73 0.60 0.64 0.50 1.00 0.03

Homebuilders 0.01 0.11 0.15 0.10 0.01 0.04 0.02 0.19 0.10 0.03 1.00
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Source: NAREIT, Principal Real Estate, September 2021. 

Traditional property types
Non-traditional 
property types
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Europe’s investors 
will stand to benefit 
as non-traditional 
properties expand 
the investment 
universe 

The future of Europe’s commercial 

property universe is set to 

expand materially as non-

traditional sectors make their 

way into the mix. In our view, 

this is an undeniably promising 

development that deepens 

and enhances the investment 

universe and creates structural 

growth opportunities. The listed 

real estate market has already 

demonstrated the many benefits 

of non-traditional real estate for 

investors in the form of strong 

risk-adjusted performance driven 

in part by the structural DIGITAL 

changes the European economy is 

undergoing. It is our expectation 

that private real estate investors 

will make deep inroads into these 

growing property types enhancing 

and expanding the universe and 

allowing the potential to generate 

additional alpha. 
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About Principal Real Estate

Principal Real Estate is the dedicated real estate investment group within 

Principal Global Investors. Our real estate capabilities span the spectrum 

of public and private equity and debt investments. Our specialised market 

knowledge, dedicated and experienced teams around the globe, and  

extensive connections across all four real estate quadrants support our 

efforts to maximize opportunities and find the best relative value on behalf  

of our clients. 

1  Managers ranked by total worldwide assets (net of leverage), as of 30 June 2020.  

“Largest Real Estate Managers,” Pensions & Investments, 5 October 2020. 

2  As of 30 June 2021.

3  Experience includes investment activities beginning in the real estate investment area of 

Principal Life Insurance Company and continuing through the firm to present. 

More than  

60 years 
of real estate experience3

Top 10
global real estate 

manager1

$96 billion
in real estate assets 

under management2



10    The Decisive Eye

Strictly for Institutional, Professional, Qualified and/or Wholesale Investor Use Only in 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. All these risks can lead to a decline in the value of the real estate.

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 issued 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. 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 PGI 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.

•    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”). 
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•    This document is marketing material and is issued in Switzerland by Principal Global Investors 

(Switzerland) GmbH.

•    United Arab Emirates 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 organisation.

•    Singapore by Principal Global Investors (Singapore)Limited (ACRA Reg. No. 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 Licence 

No. 225385), which is regulated by the Australian Securities and Investments Commission. This 

document is intended for sophisticated institutional investors only.

•    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.

Strictly for Institutional, Professional, Qualified and/or Wholesale Investor Use Only in Permitted 
Jurisdictions as defined by local laws and regulations.
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