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The European economy is currently facing significant headwinds
from the ongoing conflict in Ukraine, rising cost of energy and
living, and central banks tightening monetary policy to control
persistently high inflation. Given this weak outlook, it is important
to execute a thoughtful investment strategy that can help
navigate the diversity of sectors and markets available.

Our “DIGITAL” investment framework* which is guided by long-
term structural thesis, is particularly well suited for a challenging
environment. By monitoring and analysing the long-term
structural forces shaping core real estate, our DIGITAL framework
identifies property types that have the potential to deliver
resilient investment performance on a relative basis.

The long-term thematic drivers that fall within our framework,
are presented in Exhibit 1. These factors include demographic
considerations, such as the desire from Generation Z for
coworking spaces or Baby Boomers’ demand for independent
senior living facilities. Our thematic also includes innovation
developments such as “smart city” initiatives aimed at expanding

EXHIBIT 1: DIGITAL-driven property types prove resilient
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the digitisation of services, improving energy efficiency, and
attracting global talent. Assets underpinned by these long-term
thematic drivers should prove to be more resilient during the
turbulent period the economy is bracing for.
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Technology in particular, is changing our relationship with real
estate. For instance, work-from-home (WFH) initiatives may be a
large part of many workplaces going forward and is highlighting
the obsolescence risk to office and retail.

Collectively, these thematic drivers of demand underscore the
importance—and necessity—of targeted investment selection in
core real estate.

Core investing today

While real estate sectors such as industrial and residential still
have some long-term growth potential due to the underlying
factors driving demand, the traditional core areas of retail and
office properties are set to become less prominent and will likely
see significant capital value declines in this period of economic
downturn. The shift towards non-traditional sectors continues to
expand driven by the aforementioned DIGITAL themes.

A high allocation to sectors like retail and office can present

a big risk. Many funds are committed to exposures of 30% or
more in these sectors and, as a result, are ill-equipped to adjust
to the impact of the fallout of an economic recession or long-
term structural changes. Funds that have been able to identify
structural themes should be well positioned to take measured,
targeted opportunities in non-traditional property types. These

Exhibit 2: Non-traditional property types are portfolio diversifiers
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include specialised sectors like data centres and health care which
have gained significant investor interest since the pandemic

but were long part of our investment framework given their
favourable longer-term structural outlook. Thus, we believe these
property sectors will become increasingly important to generate
portfolio returns.

In addition to the potential for enhanced long-term performance,
non-traditional sectors can also provide important diversification
benefits, an increasingly dominant consideration in the current
turbulent backdrop. While traditional offices are likely to follow
the wider economic cycles, student housing, another specialist
sector, is considered being a better investment option during
times of recession since post-secondary enrolments tend to
increase when job opportunities are scarce.

Despite the growth and developing maturation of non-traditional
property types, correlations have remained low. For an income-
oriented core real estate portfolio, the varying operating models
of the underlying companies making up non-traditional sectors
like data centres or student housing can help bring in important
diversification benefits. Our analysis of 15-year correlations
between traditional and non-traditional sectors supports this
point, showing that many specialist sectors provide material
diversification benefits to traditional real estate.
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For investors in core real estate, looking beyond traditional sectors for opportunity is one of several important factors to consider in
2023, in conjunction with geographical diversification, ESG, fund size and tax implications. Geographical diversification has the potential
to provide essential benefits given the differences in individual countries, and it should be achieved by pursuing an exposure in line with
the size of each market as this helps manage liquidity issues. From a geographical perspective, it’s also important to understand how
individual regions have been impacted by and are responding to critical challenges such as the heightened geopolitical tension between
the NATO alliance and Russia, or the rising impact of extreme weather events. Since buildings are a major contributor to climate
change, ESG policies and initiatives, including the implementation of carbon neutrality proposals, will remain a top priority for occupiers,
landlords and investors. In real estate investing, ESG considerations can help to improve investment outcomes by aligning stakeholder

interests, facilitating operational excellence, and reducing overall risk.
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Actual fund size plays a critical role as well: very large funds may be unable to obtain the right exposure to the new industries
benefiting from structural changes, a necessary requisite to perform well through the different phases of the economic cycles.
Traditional sectors inheritance can be limiting large funds, with potential drag on returns. On the other side, smaller funds are agile
enough to pursue alternative strategies, by gaining exposure to those sectors better positioned to benefit from the upcoming
demographic and technological changes, including data centres, healthcare and student housing.

Tax considerations, within both countries and sectors, are another factor for investors to keep front-of-mind as policies evolve. The
complexities of real estate tax policy can be challenging to comprehend, and as governments seek new areas for revenue generation,
we anticipate the tax landscape will continue to evolve within individual countries but also for the EU as a whole.

In conclusion, several factors impact core investing, from non-traditional sectors’ exposure, to geographical diversification, ESG, size
and tax considerations. All these elements are not immutable, but rather evolve in line with the economic cycle. We believe that
partnering with a fund manager who shares the right strategic framework and is nimble enough to implement it in sync with the macro
environment can add great value to institutional investors.

Going forward

While COVID-19 and the war in Ukraine had a profound impact on the economy and capital markets, what hasn’t changed is what
makes a good investment: understanding an asset’s covenants and the risks to income from that asset. Heightened economic
uncertainty has made flexibility and the ability to react to take advantage of opportunities as they arise increasingly important. Rigid
investment strategies will not work today or over the long term. By allocating to non-traditional and specialist assets, and maintaining
less exposure to sectors where cash flows have been weak, we believe we are positioned to benefit from the changing thematic drivers
in the real estate markets and withstand the ongoing global economic slowdown. In addition, our fund size grants us the ability to

take advantage of pricing corrections, helping ensure that portfolio returns are maximised while maintaining the income-producing
characteristics of a core real estate portfolio.

For more information on Principal Real Estate’s capabilities in the European Core space,
visit PrincipalAM.com/real estate.
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Risk Warnings

Investing involves risk, including possible loss of principal. Past performance does not guarantee 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, 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.

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 aliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the
investment manager and its aliates, and their ocers, 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 and 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 DO2 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 oered by the rules and regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID
Il. Further, where clients do contract with PGIE or PGI EU, PGIE or PGI EU may delegate management authority to aliates that are not authorized and
regulated within Europe and in any such case, the client may not benefit from all protections oered 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”).

¢ 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 oce 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 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. This document is intended for sophisticated institutional investors only.

¢ This document is marketing material and is issued in Switzerland 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 terms 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 Funds, Inc. are distributed by Principal Funds Distributor, Inc.

© 2022 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are
registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and
may be used only with the permission of Principal Financial Services, Inc. Principal Asset Management*" is a trade name of Principal Global Investors, LLC.
Principal Real Estate is a is a trade name of Principal Real Estate Investors, LLC, an affiliate of Principal Global Investors.

MM13175 | 11/2022 | 2590498 | 122023



