Market Outlook — Asset Class 3Q 2022

Equities

e \With supply bottlenecks persist, high inflation denting consumer confidence, and
tighter financial conditions, the global economy may continue to slow in the
coming months

® As geopolitical tensions continue and Chinese demand recovers, commodity and
food prices may continue to add upward pressure on global and US inflation

® Global central banks are likely to continue to pursue a tightening stance despite
rising uncertainties. Financial conditions are heading into the “tight” zone from
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® Global equity valuations have cheapened and come down closer to fair value.
Earnings revisions may stay negative with the global economy on the downside
and inflation elevated

® Retail investors expectations remain in deep oversold territory. There is a chance
for a bear market rally. But once recession fears rise sharply, the stock market
may pull back significantly
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Fixed Income

® Government yields are likely to remain elevated in the third quarter before real
interest rates retracting later this year due to worsening economic conditions

® As the Fed continues to raise interest rates significantly towards the middle to
Neutral . . . . L
end of the rate hike cycle, yield curve inversion may be inevitable
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Given fundamentals still solid and low default rate expectations, there might be
limited room for spreads to widen further from the current fair value zone
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* Faced with relatively weak
economy and controlled inflation,
the Bank of Japan will likely
remain the only major central
bank to maintain ultra-loose
monetary policy
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Given supply chain tensions and
direct impact from the reduction
in Russian oil supply, Eurozone
inflation pressures may not be
quickly eroded in the future. The
European Central Bank may have
to deliver its first rate hike in
more than a decade and further
normalization is expected. The
era of monetary policy
normalization will come and
financial conditions in the region
will likely tighten

With this higher inflation and
lower growth outlook, the Euro
area is the key developed market
economy facing prominent
stagflation risk

Japan’s government has tweaked
the wording around its balanced
budget commitment to gain more
fiscal flexibility to shore up its
economic recovery

Valuation of Japan equities is
relatively attractive. The current
backdrop of elevated inflation and
major central banks tightening
are supportive for value investing
like Japanese equities

China<:>

4+ Asthe central government further
implements economic stimulus
measures, and individual cities
such as Shanghai reopens, China’s
economy is expected to be better
in the second half of the year than
the first half. Fiscal and monetary
policies remain accommodative.
With investors sentiment improves,
it may benefit HK and China
equities
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* As fiscal supportis set to
generally decline in 2022 and
2023, tighter monetary policy
by the Fed to stabilize price in

1 Asiain general has limited direct trade
links to Russia and Ukraine. The
spillover effects will be limited to the
commodity price channel and to
indirect impacts via weaker demand <
from key trading partners
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exert further pressure on
economic growth, and even
lead to an early recession

As tensions between Russia and }
Ukraine continue, earnings
‘.  Despite higher inflationary pressure
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more pressure amid falling PMls
with increasing costs

» Valuation of US equities is not
attractive compared to other
global major markets

energy price, Asian central banks likely
tighten at a less aggressive pace
compared to developed countries with
limited wage increase and currency
depreciation
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* S&P 500 companies have
increased the pace of share
buybacks as market declines = -

depress stock prices. The
amount is expected to hit a
record this year, which may
boost earnings per share
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Source: Principal Asset Management Company (Asia) Ltd.
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 ASEAN countries
accelerates, while China continues to
introduce measures to stabilize
economy, which may lead to the
pickup of the domestic economy and
the recovery of trades

Slightly
Underweight

Hong Kong equities become more
attractive based on PB at historical
lows and A/H Shares Premium
above 10-year average. There may
be greater upside potential for
Chinese stocks listed in Hong Kong
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High Yield o

* With strong corporate fundamentals backdrop,
expectations for 12-month forward defaults is likely to
stay below the historical average

* Global economic slowdown may pose threats to the
high yield market and limit total returns

Investment Grade! “

* Rising Treasury yield may pose headwinds to investment grade
corporate bonds which generally have longer duration

» Corporate spreads have widened into fair value zone. The
technical picture remains challenging given market volatility

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

Sovereign “

* Treasury yields may still go higher as high inflation and
tight labor markets may inhibit the Fed from
decelerating the pace of policy tightening in the short
term

* With markets increasingly pricing in an aggressive rate
hike cycle and recession risks, Treasury yields may peak
later this year

. Slightl .
t Overweight t “ Neutral Un%erv)\’leight ‘ Underweight

. . ® J
Source: Principal Asset Management Company (Asia) Ltd. o Prl”Clpal E Z

Slightly
Overweight




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 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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