Market Outlook — Asset Class 2Q 2023

m Equities

® The global economy has exhibited resilience, yet developed countries remain vulnerable to
mounting recessionary pressures, as the effects of tighter policies and financial conditions
continue to filter through.

® Despite a fall in headline inflation, core inflation in the U.S. has remained stubbornly high.
Credit conditions for households and businesses are expected to tighten, which may help
ease inflation together with a weaker labour market later this year.
Slightly
Underweight ® The banking crisis that emerged in mid-March poses a significant challenge to the Fed's
rate policy by adding an additional consideration to the pressure on financial stability. The
Fed may opt to hike rates one or two more times and pause.

® The tighter lending standards of banks may further exacerbate the already-heightened
funding costs faced by firms, potentially placing a damper on growth and investment. A
deteriorating economic outlook will likely weigh on corporate profitability and lead to
downward revisions in earnings.

Fixed Income

® Market expectations on rate hikes by the Fed have cooled due to concerns about the
contagion risks, resulting in a sharp drop in bond yields. This trend may signal a halt to the
rising yields seen over the past year as we approach the end of the hiking cycle.

® Given the looming global recession risks and potential deterioration of corporate

Slightly fundamentals, risk assets performance may remain volatile. There may be growing

Overweight appetites for safer assets, with defensive sovereign bonds with longer durations offering a
more attractive total return potential.

® The recent banking crisis may lead to a credit crunch and, together with the effects of the

tightening policies coming through, that may result in spread widening and higher default
risks on corporate credits, particularly for high-yield bonds.
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Market Outlook - Equities 2Q 2023

* The current inflationary

environment, combined with
slowing economic activity and
diminishing consumer savings, will
likely present significant challenges
to corporate profitability, resulting
in an earnings contraction.

* Tighter financial and macro
environment could trigger a
correctionin the equity market
again, particularly given that the
valuation of US equities has yet to
reflect the potential downward
revision in earnings.

* The Fed may remain relatively
cautious and more data-dependent
regarding its rate policy. The March
dot plot indicated that the peak rate
may settle at 5.1%, suggesting that
the Fed could be near the end of its

hiking cycle.
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e The European Central Bank is holding
on to its hawkish stance in the face of
recession as inflation - though easing -
remains elevated.

* A mix of evolving factors, including
recession risks, financial system
stability and the energy market
disruption caused by the OPEC+ oil
production cut, could continue to
weigh on the economy.

There is no resolution in sight to the
war in Ukraine that began more than a
year ago. The deteriorating economic
outlook could result in a deceleration
in earnings growth and a weigh on
equity returns. However, valuation of
European equity markets remain
cheap even after the rebound in the
first quarter.
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The geographical classification of above listed equity markets is based on MSCI 2021 annual market classification review. For

more information, please refer to https://www.msci.com/market-classification
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The reopening of the Chinese economy
could continue to boost trade and
tourism in the region. This may offset
part of the negative impacts from
weakening exports to the developed
markets.

Against the backdrop of recession
concerns in developed markets, Asia
appears to be better positioned in
earnings outlook. Overall valuations of
the region remain reasonable.

A pause in rate hikes from the Fed may
favour Asian currencies and attract
capital inflows into the region. Yet,
equity markets in the region could stay
volatile given the rise in uncertainties
globally.
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Underweight
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» The Bank of Japaniis likely to keep the
interest rate at ultra-low levels given
Japan’s subdued economic growth, but
the continuation of yield curve control
turns uncertain amid rising inflation
and the consideration of improving
bond market functioning.

External demand may remain sluggish
due to the mounting recessionary
pressures in the developed economies
and stronger yen. This could drag
earning prospects for the export-
oriented companies in Japan.

The service sector may receive a boost
from the lifting of Covid restrictions in
other Asian countries, which may spur
inbound tourism to Japan.

The Chinese economy is expected to
continue its rebound driven by the
release of pent-up consumption demand,
a stabilized housing market, and the
supportive fiscal and monetary policies.

The full reopening of the Hong Kong
economy sets the stage for a broad-
based recovery and will continue to
bolster consumer and business
sentiment. Inbound mainland visitors
are expected to drive demandin the
service sector.

Valuations in the Chinese and Hong
Kong equity markets remain reasonable.
Due to low base effects and fast
economic recovery, earnings growth in
2023 is likely to be strong.
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Market Outlook - Fixed Income 2Q 2023

High Yield ’

* With weakening corporate fundamentals, credit quality is
likely to deteriorate and credit spreads could widen.

* Firms may continue to face challenges associated with
heightened borrowing costs and carry a higher default risk
when earnings compress, particularly for the businesses with
weaker pricing power to pass on rising costs.

InvestmentGrade t

* Investment grade bonds may remain attractive under a
more dovish expectation on Fed policy that leads to the
decline in yields.

* Recessionary pressure, coupled with a credit crunch, may
pose challenges to corporate earnings and refinancing needs
of certain cyclical sectors. We prefer the more defensive
names with reasonable valuations and resilient profitability.

Soevereign t

* With the tightening cycle of Fed likely coming to an end,
____________ developed market government bonds with longer
duration may benefit and deliver a stronger performance,
particularly in the U.S. market,

* As the effects of aggressive central bank hikes in the past
year gradually come into play and slower economic
growth, investors may become more defensive and
embrace high-quality sovereign bonds.
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DISCLOSURES o PrinCipal® %

Investment involves risks. Past performance of any particular fund or product mentioned in this document is not indicative of future performance of the relevant fund
or product, and the value of the each fund or product mentioned in this document may go down as well as up. You should not invest solely in reliance on this
document. There is no assurance on investment returns and you may not get back the amount originally invested.

You should consider your own risk tolerance level and financial circumstances before making any investment choices. If you are in doubt as to whether a certain fund
or product mentioned in this document is suitable for you (including whether it is consistent with your investment objectives), you should seek legal, financial, tax,
accounting and other professional advice to ensure that any decision made is suitable with regards to that your circumstances and financial position, and choose the
fund(s)/product(s) suitable for you accordingly.

The information contained in this document has been derived from sources believed to be accurate and reliable as of the date of publishing of this document, and may
no longer be true, accurate or complete when viewed by you. The content is for informational purpose only and does not constitute an offer, a solicitation of an offer
or invitation, advertisement, inducement, representation of any kind or form whatsoever or any advice or recommendation to enter into any transactions in respect of
the funds/products referred to in this document. This document is not intended to be relied upon as a forecast, research, or investment advice regarding a particular
investment or the markets in general, nor is it intended to predict or guarantee the performance of any investment. The information does not take account of any
investor’s investment objectives, particular needs or financial situation. You should not consider the information as a comprehensive statement to be relied upon. All
expressions of opinion and predictions in this document are subject to change without notice.

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

Subject to any contrary provisions of applicable law, neither the companies, nor any of their affiliates, nor any of the employees or directors of the companies and
their affiliates, warrants or guarantees the accuracy of the information contained in this document, nor accepts any responsibility arising out of or in connection with
any errors or omissions of the contents set out in this document.

This document is the property of Principal Asset Management Company (Asia) Limited that no part of this document may be modified, reproduced, transmitted,
stored or distributed to any other person or incorporation in any format for any purposes without Principal Asset Management Company (Asia) Limited’s prior written
consent.

Source of this document is from Principal Asset Management Company (Asia) Limited.

Principal, Principal and symbol design and Principal Financial Group are registered trademarks and service marks of Principal Financial Services, Inc, a member of the
Principal Financial Group.

This document has not been reviewed by the Securities and Futures Commission.

This document is issued by Principal Asset Management Company (Asia) Limited.



