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Due to key uncertainties, global growth projections were adjusted
downwards. With the swings in commodity prices, inflation may stay high
for a few more months before it starts to subside. The risk of a stagflation is
rising

The surge in energy prices in response to the Russia/Ukraine conflict comes
at a time of existing tension in energy supplies. If commodity prices stay
elevated, it may hit consumption and impact growth more extensively

Global central banks are pursuing a tightening stance despite rising
uncertainties. Financial conditions might tighten further as policy rates
head higher globally

Equities fundamentals have improved in the past quarter. Except for the
U.S., the valuation of global equity has receded to a level closer to 10-year
average.

Negative real yields are likely to support equity performance as well
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Government yields may rise further boosted by inflationary pressures and
central banks tightening expectations

Yield curve is likely to flatten. Short-term rates may rise further due to the
hawkish tilt of the Fed, while slower economic growth may somewhat limit
the rise of long-term yields, causing continuous flattening

Given the relatively strong health of the corporate sector, there might be
limited room for spreads to widen further from the current fair value zone
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* The Bank of Japan is likely to stick

Market Outlook - Equities 2Q 2022

* The transition to tighter
financial conditions may
benefit U.S. companies over
those in Europe. U.S.-based

positioned to absorb and
manage higher interest rates,
while continuing to maintain
margins despite softer
economic growth

* A more aggressive roadmap in
monetary tightening may
trigger market volatilities. The
opportunity of at least one
50bps hike during the second
quarter is on the table
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Valuations of US equities
remain high among global
markets
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Geopolitical tensions between
Russia and Ukraine are yet to be
solved. As a large proportion of
Europe’s oil and natural gas is
supplied by Russia, it may face
higher risk of energy supply
disruption and may cause
inflation to shoot up. The risks of
stagflation in the European
economy are rising

Despite the geopolitical crisis, the
ECB has decided to end the QE
program earlier. There is a chance
of rate hike by the end of the year.
Financial conditions can tighten
further. This can harm investor
sentiments.

A higher vaccination rate within
the region has encouraged
countries to relax pandemic-
related restrictive measures,
allowing the economy to recover
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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

Asia ex-Japan
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Despite a high degree of uncertainty
in the first half of the year, Asia is
expected to continue its rebound and
remain one of the fastest growing
regions in the world

The resurgence of COVID cases in
part of North Asia and the regional
lockdowns in mainland China may
pose a risk of renewed temporary
supply chain disruptions and regional
economic slowdown

Asian equities may face headwinds
from capital outflow as the Fed
accelerate its tightening process
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with its accommodative policy
setting even if headline inflation
temporarily reaches the 2% target
while domestic demand remains
weak

Japan's government stands ready
to deploy more fiscal stimulus to
support economic recovery

Growth potential of Japan
economy may be fragile,
challenged by the resurgence of
the pandemic and higher energy
costs
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 Fiscal and monetary policies are

expected to stay supportive to
meet the full year growth target
of 5.5% in China

Diverging PBOC and Fed policies
may provide China-related equities
with better financial conditions
and positive fund flows

Potential risks of widespread US
delisting of Chinese companies
and long-running domestic
regulations on tech companies still
exist and may further dampen
investors’ sentiments
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* Healthy corporate fundamentals and earnings growth
remain supportive to high yield bonds. Defaults should
be limited

* Growth headwinds are growing and increases in risk
premia could pose threats to the high yield market

InvestmentiGrade; “
* Total returns for investment grade corporate bonds may
face headwinds with higher government yields

» Corporate spreads widened towards fair value as risk-off
gripped markets. |G spread is close to its 10-yr median

* The hunt for yield in corporate bonds from investors
remains strong

Sovereign

* Although geo-political risks and other uncertainties
may cause a flight towards safety, treasury yields are
expected to go higher with aggressive Fed move and
lingering inflation

* Real yields are likely to remain in the negative territory.
The current level of government bond yields may not
be attractive relative to credits, from asset allocation

perspective
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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 and Principal Global Investors.

Principal Global Investors leads global asset management at Principal® and includes the asset management operations of the following members of Principal®:
Principal Global Investors, LLC; Principal Real Estate Investors, LLC; Principal Real Estate Europe Limited and its affiliates; Spectrum Asset Management, Inc.; Post
Advisory Group, LLC; Origin Asset Management, LLP; Claritas Investimentos; Principal Global Investors (Europe) Limited; Principal Global Investors (Singapore) Ltd.;
Principal Global Investors (Australia) Ltd.; Principal Global Investors (Japan) Ltd.; Principal Global Investors (Hong Kong) Ltd., and include assets where we provide
model portfolios. Marketing assets under management include certain assets that are managed by Principal International and Retirement and Income Solutions (RIS)
divisions of Principal.

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.
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