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EXECUTIVE SUMMARY

In our 2026 Global Real Estate Outlook, A Cycle for Selectivity, we introduced 
the concept of “selective conviction” for several property types, including retail. 
These are sectors that have become increasingly nuanced—where risks are 
more differentiated, but opportunities still exist or are beginning to emerge.

Some investors have asked why we don’t have “high conviction” on retail, 
given that many institutional investors remain underweight the sector despite 
strong fundamentals and attractive recent returns. The short answer is that 
we are constructive on institutional-grade shopping centers. However, our 
analysis suggests that this opportunity set represents only ~6–10% of total 
gross leasable area (GLA) within the Neighborhood, Community, and Power 
Center universe. That limited investable footprint underpins our designation of 
selective conviction rather than high conviction.

In this brief report, we delve deeper into our thesis on open-air shopping centers, 
using the sector as a case study for our “selective conviction” framework.

https://www.principalam.com/us/insights/real-estate/2026-inside-real-estate-outlook
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EXHIBIT 1: Retail real estate GLA growth collapsed since 2010

Source: ICSC, Principal Asset Management as of 2Q25

Strong fundamentals…
Open-air shopping centers, including neighborhood, community, and power centers, have emerged from the  
post-COVID period on a strong fundamental footing.

•	 Occupancy rates have risen to 94.2% for neighborhood centers, while community centers and power centers 
stand near 92.3% as of 2Q25, according to the International Council of Shopping Centers (ICSC).

•	 Net operating income (NOI) per square foot for community centers accelerated to 9.0% post-2020, compared 
with 2.1% from 2010–2019. Neighborhood centers increased from 4.1% to 5.7%, while power centers remain 
steady at 4.5%.

We expect rents and NOI to continue growing due to:

•	 Open-air shopping centers trade roughly 50% below replacement cost, creating meaningful barriers to entry.

•	 Expanding tenant demand, with large anchors such as Walmart, Target, and Dick’s, and junior tenants like Ross, T.J. 
Maxx, and Ulta increasing their footprints in community and power centers.

…And attractive returns
Unlevered IRRs for open-air shopping centers exceed those of other core property types, and leverage remains 
accretive. Retail has emerged as one of the top-performing property types over the past 18 months. Despite this, 
institutional exposure is still limited—ODCE funds allocate only about 10% to retail, compared with a historical 
average of 25%.
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On stronger footing
Retail real estate faced a so-called “retail apocalypse” that is often attributed to e-commerce, yet overbuilding was a 
deeper driver. Minimal new development over the past decade, combined with COVID serving as a Darwinian event, 
reshaped the sector. Today, tenant demand has rebounded as physical stores remain essential in an increasingly omni-
channel world: ~80% of shopping still occurs in-store, and nearly half of retail executives plan moderate-to-significant 
investments in physical store remodels or new locations.

https://www.nytimes.com/2024/06/09/business/shopping-centers-mall-demand-comeback.html#:~:text=Shopping%20center%20vacancy%20is%20the%20lowest%20it%20has,negotiations%20has%20shifted%20from%20tenants%20back%20to%20landlords.
https://www.deloitte.com/us/en/insights/industry/retail-distribution/retail-distribution-industry-outlook.html
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EXHIBIT 2: Property type annualized total returns - NCREIF ODCE index

Source: NCREIF, Principal Asset Management as of 3Q25

However, nuance is required
There are nearly 116,000 shopping centers in the U.S., according to the ICSC. While malls have dominated headlines 
over the past 10–15 years, they account for only ~15% of total Gross Leasable Area (GLA). In comparison:

•	 Neighborhood centers: ~31% of GLA

•	 Community centers: >25% of GLA

•	 Power centers: ~13% of GLA

These categories are heterogeneous, making demographics a critical factor in defining “institutional quality.” Our 
analysis suggests that the universe of institutional-grade properties is small—roughly 6–10% of total GLA for 
neighborhood, community, and power centers.

For context, publicly traded shopping center REIT portfolios have average populations within a 3-mile radius of ~152k 
and average household incomes of $155k. Using a wider screening threshold—population >100k within a 3-mile 
radius and average household income >$100k—only 12% of power centers, 10% of community centers, and 9% of 
neighborhood centers qualify as institutional based on GLA.

Adding a median home value filter of ≥$500k (aligned with typical REIT portfolios) reduces the share of institutional-
quality properties to 7% for community centers, 6% for neighborhood centers, and 6% for power centers.
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EXHIBIT 3: Analysis of institutional cohort of retail real estate

Source: NCREIF, Principal Asset Management as of 3Q25

Considering that REITs already own over 2,100 properties across neighborhood centers (~370), community centers 
(~495), and power centers (~546), there may be a limited number of properties nationwide that meet “institutional 
quality” criteria. With capital increasingly flowing into the sector, this limited supply suggests that cap rates are likely 
to continue tightening in the coming quarters and years, making it one of the few property sectors where such a trend 
can reasonably be expected.

Institutional cohort

Total No home value flag >$500k home value

GLA % of  
Total GLA % of  

Total GLA % of  
Total

Super  
regional mall 690 9% 146 19% 112 16%

Regional mall 311 4% 27 8% 20 6%

Community 
center 1,900 25% 189 10% 111 6%

Neighborhood 
center 2,300 31% 216 9% 142 6%

Power 1,000 13% 121 12% 73 7%

Strip 970 13% 34 4% 20 2%

Lifestyle 217 3% 34 20% 22 10%

Factory outlet 101 1% 0 0% 0 0%

Theme festival 20 0% 1 3% 0 2%

Airport retail 8 0% 0 1% 0 1%

Total  7,517 768 10.2% 501 6.7%

Conclusion
Retail real estate has emerged as a compelling but highly selective opportunity. While fundamentals are 
strong and returns attractive, truly institutional-grade properties represent only 6-10% of the open-air 
shopping center universe. For disciplined investors focused on high-quality assets in strong demographic 
markets, retail offers the potential for continued outperformance and cap rate compression—but this 
remains a story of selectivity, not broad-based opportunity.
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Risk Considerations
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. All financial investments involve an element 
of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be guaranteed. 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, a decline in the income produced by the 
real estate and declines in the value or total loss in value of securities derived from investments in real estate. International investing involves greater risks 
such as currency fluctuations, political/social instability, and differing accounting standards

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. All figures shown in this document are in U.S. dollars unless otherwise noted.

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 (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) 
Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or 
Principal Global Investors (Ireland) Limited (“PGII”) 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 PGII, PGIE or PGII may 
delegate management authority to affiliates that are not authorised 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. 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).

•	 United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No.03819986, which 
is authorized and regulated by the Financial Conduct Authority (“FCA”).

•	 United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and authorized 
by the Dubai Financial Services Authority as an Authorized Firm, in its capacity as distributor / promoter of the products and services of Principal Asset 
Management. This document 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.

•	 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 2001. 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 and is only directed at wholesale clients as defined under Corporations Act 2001.

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

•	 Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This document 
has not been reviewed by the Securities and Futures Commission. This document may only be distributed, circulated or issued to persons who are 
Professional Investors under the Securities and Futures Ordinance and any rules made under that Ordinance or as otherwise permitted by that 
Ordinance.

•	 Other APAC Countries/Jurisdictions, 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.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a 
commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) under CFTC 
Regulation 4.7.
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