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QUARTER IN BRIEF

Key themes for 4Q 2023

* Global growth is facing a number of headwinds.
The global outlook is being troubled by rising rates, oil prices and the U.S. dollar, resulting in investor risk aversion.
The U.S. faces a consumer-led downturn, although corporate balance sheet strength should ensure it is only mild.

* Inflation is decelerating, albeit slowly, and will end the year above target.
Global inflation continues to recede, but deep economic slowdowns will be required to reach global central bank
inflation targets. Higher oil prices, if sustained, also threaten to undermine anchored inflation expectations.

* Global monetary tightening cycles are nearing the end, but rate cuts are not imminent.
As long as economic growth remains above trend, inflation may resurge, forcing continued caution amongst
policymakers and delaying policy rate cuts.

* Equities face limited upside as a 2024 soft landing is already priced in.
Spiking bond yields are challenging the equity market’s soft landing assumption. With limited prospect of an upgrade
to earnings expectations, equity market returns are likely to be muted—particularly until bond yields peak.

* The global bond sell-off is disruptive but adds much-needed income to fixed income.
A nuanced approach is required in fixed income. Higher for longer may extend the bond sell-off, but a modest
economic downturn means credit spreads can remain fairly tight. Bonds now generate meaningful portfolio income.

+ Alternatives provide important diversification against traditional equities and fixed income.
Until bond yields peak, REITs may remain under pressure. Commodities’ strong performance may be sustained. While
the less bearish economic outlook suggests infrastructure exposure is less crucial, inflation mitigation is still required.
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Investment
themes

Peak central
bank rates

Short, shallow
U.S. downturn

Bonds are back

Inflation risks
and financial
market stress

INTRODUCTION

Central bank tightening: The last mile

The inflation shock has dissipated significantly, mainly due to
the renormalization of supply chains, but has also been helped
along by higher policy rates. Inflation remains above central
bank targets. However, as a deep economic downturn would
likely be required to hit the bullseye, policymakers presumably
believe the growth-inflation trade-off is not worth the extra
mile of tightening. As such, policy rates are probably close to
their peak.

That said, central bankers must remain alert to bubbling price
pressures. As long as growth stays above trend, there will be a
risk of inflation resurgence. So, while rate hikes are largely
complete, rate cuts are not imminent. Policy loosening will
only be initiated once economic growth has slowed—
hopefully to just below trend, but likely into negative territory.

Short, shallow U.S. downturn

The unique support provided by policymakers during the
pandemic enabled households and corporations to firm up the
health of their balance sheets. They each entered 2023 with
reduced interest rate sensitivity, prompting resiliency in the
face of aggressive monetary tightening. But these measures
have essentially acted to delay the downturn, not cancel it.

Indeed, the various fiscal support structures for households
are now winding down. By early 2024, many consumers will be
exposed to the full burden of higher rates. Companies,
however, will remain insulated until late 2024, when the
corporate debt maturity wall becomes more pressing.

Consumer spending will likely begin to weaken soon, but with
still-strong corporate spending offsetting the impact, the
forecasted downturn will be limited to just two quarters of
modestly negative growth, with only a slight increase in
unemployment—a soft recession.

Bonds are back

Central banks' reinforcement of the higher-for-longer
narrative is clearly behind much of the recent upward spike in
global bond yields. Yet there are additional forces at play that
suggest bond yields will settle at a permanently higher level.

The U.S. fiscal deficit, already colossal, is projected to balloon
in coming years, resulting in large-scale Treasury issuance,
both now and in the future. And with the Bank of Japan's
eventual move away from ultra-easy monetary policy drawing
incremental demand away from U.S. Treasurys, the U.S.
government will need to offer a higher interest rate on its
bonds to attract buyers.

Higher rates imply greater volatility and lower long-term
growth. But for investors, higher rates also indicate that bonds
can finally be more than just a diversification tool—the
"income" is back in fixed income.

Consider the potential risks

Resurgent inflation: If economic growth fails to slow, it risks
igniting a resurgence in price pressures. Central banks would
have to respond by resuming policy tightening, tipping
economies into deep downturns. Even worse, if growth slows
but rising energy prices result in a de-anchoring of inflation
expectations, central banks would still need to respond to the
stagflationary environment by hiking rates further.

Financial market stress: Previous bond bear markets have
ended in financial turmoil. And when combined with rising oil
prices and a strengthening U.S. dollar, there is an elevated risk
of significant casualties across the global financial system. If
bond yields continue to rise relentlessly, something will
eventually break.
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Global economy: Starting to
feel the heat

The post-pandemic recovery is starting to ebb as global
storm clouds gather. China’s economic story has
disappointed as the property sector weighs heavily on
consumption. Proactive and meaningful policy support is
required if the economy is to hit the 5% growth target.
Europe is heading for stagnation, weakened by China’s
economic struggles and ECB monetary tightening. And while
U.S. growth has exceeded expectations, with consumption
headwinds building, growth is poised to decelerate.

The convergence of rising interest rates, soaring oil prices,
and a strengthening U.S. dollar has created a concerning
scenario. Bond vigilantes have reacted to the prolonged
period of higher interest rates, while supply cuts in the oil
market have put upward pressure on prices. Additionally, the
Fed's more hawkish stance compared to other central banks
has bolstered the U.S. dollar's value. Collectively, these
factors pose a risk to global economic growth, increase the
likelihood of inflation, and threaten financial stress.

Although there are a few positive aspects in the global
economy, such as Japan's recovery from a prolonged period
of lackluster growth and India's impressive growth
trajectory, the global economic outlook remains weak.

MACRO

Developed market and China Purchasing Managers’ Index (PMI)
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MACRO
Aggregate excess savings following recession
U . S .econo my . Afte r Trillions, months since start of recession
2 : $2.5 -
Beyoncé and Taylor Swift
$2.0 1 1970 == 1973

The U.S. economy experienced significant strength in the §1.5 1980 1990

third quarter of 2023, largely attributed to exceptional =]

consumer spending on special entertainment events like the 1.0 1 2001 2008

Beyoncé and Taylor Swift concert tours. However, with ) 2020

challenges beginning to mount for consumers, it is likely that $0.5 1 $0.02 trillion

3Q 2023 marked the pinnacle of this growth.

* The significant excess savings cushion, which both fuelled $0.0 " : = " o
consumer spending and helped prevent a build-up in Y 4 8 12 16 20 24 28 32 36 40 44 48 ii;’éf%gg;@ﬁeeﬁ Prindipal
household indebtedness, has been run down. Assuming the -$0.5 - Data as of September 30, 2023.
recent pace of drawdown persists, excess household
savings will be exhausted within the next few months U.S.non-farm payrolls

9 ’ Thousands, monthly, January 2022-present
Various pandemic-related fiscal support measures, such as 1.000 -

the resumption of student loan repayments, which
according to estimates, will cost U.S. consumers around 800
$18 billion per month, are ending.

= Monthly non-farm

payrolls
While fiscal support and excess savings have shielded 600 4
consumers from tighter monetary policy, by early 2024, many 400 4 = 3-month moving
households will be exposed to the full burden of higher rates. average
Labor market softness is also likely to weigh on households. 200 -
Cracks are starting to show, with monthly payrolls numbers
steadily trending downwards. A negative jobs growth number 0 A R R R oo Bross of Lo
could be in the pipeline within the next few months. s 4 % é_ ‘%\ E = & a _.3 Y g s & % é_ % E = & a Statistics, Principal Asset

g ¢ S < 5 3 A 2 ) Zo a 8 ¢ > < 3 A 2 3 Management.

Data as of October 6, 2023.
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Corporate interest payments versus Federal funds rate
1970-present

Powell pillow: Insulating the

. . o 509
economy from his rate hikes 1e0% 20%
160% - - 18%
Fed policy acts with "long and variable lags." Today, these .
lags appear to be extended even longer than usual. 140% - = Net interest, % of corporate profit (LHS) p16%
A record corporate debt binge during 2020 and 2021, in - 14%
response to the Fed’s emergency corporate debt buying 120% Effective Fed funds rate (RHS)
facilities, allowed companies to raise significant liquidity, - 12%
shore up their balance sheets and lock in record low interest 100% A
rates. As a result, corporate interest burdens have fallen to - 10%
the lowest levels seen in over 50 years, even as policy rates 80% -
have risen to their highest level since 2001. - 8%
: : . 60% -
If many firms had to refinance their debt next year, the L 6%
increased cost of servicing that debt could result in severe 40% | ,
economic stress. However, the corporate debt maturity wall - 4%
will remain relatively unchallenging through 2024, so
companies will likely continue to be cushioned from higher 20% 1 - 2%
interest rates.
0% T T T T T T T T T T T T T T T T T T T ; f T T T T f T 0%
While consumer spending is expected to weaken soon, the A X P 2 2 3 ¥ 8 ¥ 8 59 & 8 ¥ 898 830903 v a2 a3 d X
impact on economic activity will be somewhat offset by g 222222222 2222223 3R RKRRRRIRRKRLKRLK
strong COI’pOI”ate Speﬂdiﬁg As a result, the forecasted Source: Federal Reserve, Bureau of Economic Analysis, Bloomberg, Principal Asset Management. Data as of September 30, 2023.

economic downturn is expected to be a short and shallow,
“soft” recession, extending two quarters, resulting in just a
0.4% drop in economic output, and limiting the rise in the
unemployment rate to around 4%.
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c c Principal Asset Allocation GDP-weighted inflation
Inflation: In need of a little Januaryp2007—August2023 g

10% -

growth slowdown

8%
Global economies have made significant headway in 6% —Us.
reducing inflation. Much of the mprovement has been ' - Developed markets
focused on core commodity inflation, where supply chain
normalization has helped moderate price pressures. 2% = Emerging markets
Yet, particularly in the U.S, economic resiliency has fostered 0%
continued stickiness in the core services segment. Without
a meaningful economic slowdown, which would serve to 2% ;\ © o ° - < " © ~ © o ° - . Bloormberd Prinioal

b L i h L b k d d /i o o o - :: c - - - g - - - o : 2 (o] ouree. Oom €19, Frincipa
rebalance tight labor markets and reduce core services 8 8 8 5§58 5§58 58 &5 &8 &5 & 5 & &5 858 99 8 18 Asset Allocation.
price pressures, inflation is likely to remain above central N s e e s s e s o NN s s o Data as of August 31, 2023.
bank .targets A short, shallow downturn |mpl|es.that U.S. Contribution to headline U.S. inflation
inflation is set to settle at around 2.5%—a nagging Year-over-year, January 2015-present
headache for policymakers. 10% - === Food
Upside risks to inflation are also emerging. Shipping costs o
. - . 8% 1 Energy
are showing some volatility and slightly threaten the
downward trend in core commodities prices. In addition, the 6% - Core services ex-shelter
recent resurgence in oil prices has already driven up 4% | )
headline inflation. Shelter services
Central banks will likely look through these developments R — '"'"II“IIIIIII s Core commodities ex-
in the near-term. Yet it is worth noting that, if sustained, 0% Ay i isinanit.. tTransporttattlfan
mn B ' ' ! ransportation
higher energy prices can work their way into core inflation commpodities
: . . , _ 2% A .

and inflation expectations over time. As such, central banks = Headline CPI
will need to remain alert to inflation risks. 4% | Source: Bureau of Labor Statistics,

Principal Asset Management.
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Central banks: Higher for
longer

Central banks are nearing the end of one of the most
aggressive global monetary tightening cycles in history.

Yet, while a peak in Fed rates will close the chapter on a key
discomfort that has plagued markets and investors since
late 2022, it does not necessarily open the door to imminent
rate cuts. As long as economic growth remains above trend,
there will be a risk that inflation picks up again, forcing
continued caution amongst policymakers.

Inflation doesn’t necessarily need to fall all the way to 2%
before the Fed loosens policy, but they will need to be
confident that inflation is heading downward. Gradual rate
cuts will begin only once the labor market shows clear signs
of weakness, not before the end of 2Q 2024. Risks are,
however, tilted to the upside. If economic growth continues
to ignore tighter monetary conditions and remains strong,
renewed inflation risks would trigger additional rate hikes—
and an even higher for even longer narrative.

While most other developed market central banks are also
nearing the end of their tightening cycles, the Bank of Japan
is only gradually drifting towards a tighter policy stance, and
across emerging markets, decelerating inflation has already
permitted some central banks to start cutting rates.

MACRO

Federal Reserve policy rates path
Fed funds rate and September FOMC projection
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Source: Federal Reserve, Bureau of Economic Analysis, Bloomberg, Principal Asset Management. Data as of September 30, 2023.

Q Principal

Asset Management™



GLOBAL ASSET ALLOCATION VIEWPOINTS

Financial conditions: Disorder
and directionless markets

Global financial conditions tightened furtherin 3Q as the U.S.
dollar continued to strengthen and investors finally took heed
of developed market central banks’ hawkish messages.
Global bonds sold off sharply, taking U.S. Treasury yields to
their highest levels since the Great Financial Crisis. At the
same time, equity markets fell as investors grew concerned
about a prolonged high interest rate environment. Conditions
would have tightened even further had it not been for
continued resilience in credit markets.

By contrast, financial conditions in China and the broader
emerging markets remained relatively loose, in line with the
general easing of monetary policy in those regions.

Financial conditions will tighten even further if bond yields
creep higherin 4Q. In the less likely scenario where bond
yields continue to spike, at some stage, tightening financial
conditions would threaten financial stress.

Until bond yields peak, potentially only once it becomes
apparent that the Fed’s tightening cycle has ended, risk
assets will be subject to continued investor caution and
elevated volatility. A temporary period of disorderly,
directionless markets is likely, and diversification will be key.

MACRO

Developed market and emerging market financial conditions
Principal Asset Allocation Financial Conditions Index (FCl), Z-score, 2005-present
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Global equity valuations
remain stretched

Despite a strong earnings season, global equities lost
momentum in 3Q, with most major markets posting mildly
negative quarterly returns. Equities in Europe and China
continued to underperform, weighed down by economic
headwinds. U.S. and Japan equities were initially supported
by their resilient economic activity. Still, hawkish Fed
commentary and spiking bond yields in September
presented significant headwinds, with the bond sell-off
particularly impacting richly valued mega caps.

The broad market pullback meant global valuations became
slightly more attractive in 3Q. U.S. large-cap and growth

remained the most expensive markets, while small- and mid-

cap valuations remained appealing. Japan's valuations
moved back towards their historical medians, while Europe
cheapened to below its historical median. Within Europe,

Germany has become very undervalued on a historical basis.

EM valuations are still slightly cheaper than the historical
median, but regional divergence remains significant. India's
valuations are stretched and have been cheaper 80% of the
time. By contrast, Latin America still looks attractive, with
Brazil and Chile having been cheaper only 9% and 2% of the
time, respectively.

EQUITIES

Global equity returns and valuations
Last twelve months returns and % times cheaper, MSCI indices

MSCI EMERGING MARKETS
MSCI ALL COUNTRY WORLD

11.7% 46%
20.8% 86% MSCI EAFE
25.6% 40%
MSCI U.S.
21.0% 87% MSCI UK MSCI GERMANY
25.3% 33% 35.5% 14%

MSCI] U.S.: CAP-STRUCTURE
LARGE 22.5% 88% MSCI EUROPE

O, O,
28.8% 39% MSCI CHINA

MID 11.1% 27%
SMALL 11.8% 14% 5.2% 35%
MSCI U.S.: STYLE MSCI JAPAN
VALUE 11.9% 73% MSCI INDIA 25.9% 58%
GROWTH 29.6% 86% 10.1% 80%

MSCI BRAZIL

15.2% 9%

MSCI CHILE
3.3% 2% INDEX

LTM return % time
(%) cheaper

Source: FactSet, Bloomberg, MSCI, Principal Asset Allocation. LTM (last twelve months) returns are total return and in USD terms. % Time Cheaper is relative to PAA
Equity Composite Valuation history. PAA Equity Composite Valuation is a calculated measure, comprised of 60% price-to-earnings, 20% price-to-book and 20% to
dividend yield. Composite started in 2003. EAFE is Europe, Australasia, Far East. See disclosures for index descriptions. Data as of September 30, 2023.
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y . The stock market and earnings
U : S c eq u |t ISISH A SOft Lan d N g S&P 500 Index price and trailing earrgngs—per—share, 1990-present
. . . 5,000 1 Sept. 30, 2023:
s already priced in 4,500 4,288
4000, EPS $217 $200
After soaring in the first half of the year, U.S. equities 3,500 1 Housing bubble peak: £150 == S&P 500 Index (LHS)
struggled in 3Q. Early in the quarter, equities had performed 3,000 1 E|1>,55233 === S&P 500 EPS (RHS)
well as strong reported earnings prompted upward revisions 2,500 | Tech bubble peak:
of 2024 earnings growth forecasts and firmed up soft 2,000 1 E;’;g; $100
landing expectations. Yet, the significant bond sell-off has 1,500 |
challenged both stretched valuations and constructive 1,000 | $50
macro views, resulting in a market pullback.

Source: Clearnomics, Standard &
Poor’s, Bloomberg, Principal

500

The 2024 earnings growth outlook is now vulnerable to $0 Asset Management.
downward revisions: 1995 2000 2005 2010 2015 2020 Data as of September 30, 2023,
» Softening labor markets and eroding excess savings risk Inflation and earnings estimates
curbing consumer demand, a key driver of earnings 2015-present
i 10% -
resiliency. 0% | L $240
Embedded in today’s double-digit 2024 earnings growth 8% A L 220
expectation is a margin expansion, initially padded by 7% - Consumer Price
high inflation, but that now faces headwinds as price 6% - $200 Inflation (LHS)
pressures ease and wage demand plays catch-up. 5% - L 4180 &P 500 12m Fwd
o
With limited prospect of an upgrade to earnings 4% L $160 EPS (RHS)
: . . 3% -
expectations, equity market returns will likely be muted—
. . . . 2% A - $140
particularly until bond yields peak. Once clear signs of 1%
6
earnings or economic slowdown emerge in late 2023 or 0% - $120 Source: Bureau of Labor
even early 2024, equity markets may, at that point, come 0] Statistics, 58P Dow Jones,
Yy , equity Y, P ) 1% - L $100 aloomberg, ?rmcupatAsset
under renewed pressure. 2015 2016 2017 2018 2019 2020 2021 2022 2023 Data 25 of September 30, 2023,
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. . S&P 500 market-cap-weighted vs. equal-weighted rolling return
U . S .M arket [ead ers h | p . St | I.[ a Relative 3-month rolling retum,g207 /—-present g g

10% -

breadth story 8% |
Narrower
6% - breadth
The S&P 500’s rally broadened in July as growing hopes of a 4%
soft landing encouraged investors to increase their 2%
positioning outside the expensively valued tech universe. 0%
However, market leadership re-narrowed as 3Q progressed, 2%
as tentative signs of labor market softness emerged and PMI -4% Eroajte;
rea

activity surveys weakened. -6% -

-8% -
Indeed, other than energy, which has benefitted from the 100/0 ;?g'gﬁfgsgpgio%g?izset

. . . . . . = o - A y
rgnewed r_un—up in OI.[ prlf:es, cyclical Sector§ primarily traded 2017 2018 2019 2020 2021 2022 2023 égggzts\%?.september 003
sideways in 3Q, albeit stronger than defensive sectors.
Communications, information technology and consumer
o S&P 500 sector YTD and 3-month returns

discretionary remain the top performers year-to-date—

I ; , .4 Total return, January 2023-present
artificial intelligence remains the key theme for U.S. equities.

40% 32%  34%
For market breadth to broaden out and stir another bull run, 30% -
cyclicals need to play catch-up. Consumer demand must
defy its various headwinds, and manufacturing activity must
stage a strong recovery.

20% -
10% -

0% -
-10% -

H Year-to-date

H 3-month
As an economic slowdown emerges in early 2024, broad
defensives may deliver stronger performance. Energy stands

%
x
[
[,
X

balance sheets, cash flow, and pricing power—factors that o
anagement.

Data as of September 30, 2023.

-8%
to continue gaining from elevated oil prices. In addition, -20% - ] - . . " B ., . . . -17°>A‘>
5 3 8 5 - - © - —
while higher bond yields are currently challenging tech E g 4 g s L g 2 s %
. . . . - - - (%]
companies, the uncertain environment requires strong S 2 T 3 fZU E s 0 o >
g 'E [ 8 8 Source: Bloomberg, Principal Asset
2 - I x
[a)

the largest tech companies have plenty of.
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Europe and Japan:
Desynchronization in action

The macro themes between Europe and Japan continue to
diverge. Europe’s economic outlook is flirting with
recession, yet earnings revisions have held up reasonably
well, suggesting some downside may be ahead. Europe’s
policy outlook will likely also weigh on European earnings as
the ECB is set to maintain policy rates at elevated levels
even as the economy stagnates. Yet, investors should keep
a close eye on China’s outlook as any improvement would
suggest some upside for European equities.

In contrast, Japan’s economy has continued to strengthen,
but without the high inflation and imbalances that have
burdened other DM economies in recent years. Japan’s
desynchronization from other developed markets provides
an attractive opportunity for diversification.

This desynchronization also means that, while the broader
DM space faces the higher-for-longer policy rates narrative,
the Bank of Japan has maintained ultra-easy monetary
policy. This has led to significant yen weakness, which, in
turn, has supported corporate earnings. Although the BoJ
has signaled a potential exit from negative interest rates in
the coming months, the rate differential between Japan
and other DMs will likely remain significant.

EQUITIES

MSCI Europe and Germany industrial manufacturing orders

Level, 2003-present
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e MSCI| Europe TR
(LHS)

Germany Industrial
Manufacturing
Orders (RHS)

Source: MSCI Inc., Deutsche
Bundesbank, Bloomberg,
Principal Asset Management.
Data as of September 30, 2023.

Source: Japan Ministry of
Finance, Bloomberg, Principal
Asset Management.

Data as of September 30, 2023.
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China credit impulse versus earnings growth

LOOkIﬂg at EM GQUItIeS 2008-present

through a non-China lens 2% 1 45
70% A - 40 e CS| 300 EPS
50% A growth (LHS)

China’s economy continues to disappoint with pervasive
pessimism in household and private sectors, as well as debt
problems, preventing recovery. With much of the weakness 10% -
tracing back to the malfunctioning property sector,
policymakers have responded by cutting rates and easing
property curbs. However, stimulative policies continue to fall
short of expectations, and the credit impulse diminished -50% L 15

30% - = Credit impulse,
12-month lead

(RHS)

-10% -

-30% -

relative to previous policy easing cycles. Without adequate ¥ 8 ¢ - ¢ @M ¥ 0 VO B 2 2 o = 9 Q Source: Bloomberg, Principal
X . i X ) o o o o o o o o o o o o o o o Asset Management. Data as of
action from policymakers, investor enthusiasm for N N N N N N N N N N N N N N 8 «® September 30, 2023.
investment in China will likely remain subdued. . .
MSCI China versus MSCI EM ex-China YTD performance
While investors remain skeptical about China’s outlook, that Rebased to 100 at January 1, 2023
does not necessarily have to darken the broader EM outlook. 120 -
Years of underperformance have reduced China’s weight in 115 |
broader emerging markets, and there are some clear cyclical 110 -
and secular opportunities across other parts of EM: 105
» Geopolitical concerns have driven fund flows to 100 - e MSCI China
destinations of supply chain relocation, such as Mexico. 95 |
; . . == MSCI EM ex-China
Favorable domestic policies have led to improved 90 -
economic outlooks in countries such as Brazil and India. 85
Attractive valuations imply more upside potential, 80 y y y y y y y y
particularly in Latin America. “é‘ 3 o o ‘T‘>‘ ‘z a ‘;’ 'g_ Source: Bloomberg, Principal
S [7] © Qo ] S5 3 =] [ Asset Management. Data as of
= w = < = = < 0 September 30, 2023.
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Fixed income: Finally, some
meat to eat

While 2023 has been a better year for bonds after last year's
bear market, the higher-for-longer narrative, which led to
sharply rising interest rates during 3Q, has acted as a
significant headwind.

U.S. Treasurys have delivered -1.5% returns this year, down
from a peak return of 4.2% in early April. Corporate bond
returns have also receded in recent months, but they have
outperformed U.S. Treasurys, as continued economic resilience
has driven a further tightening in spreads. High yield bonds
have even hung onto most of their gains so far this year.

The outlook for a U.S. economic slowdown in 2024 suggests
that, eventually, U.S. Treasurys should deliver strong positive
returns, while rising defaults may lead to stress in the lower-
quality segments of the credit market. However, as clear signs
of economic weakness may not be evident until early 2024,
government bond yields may drift slightly higher in the near
term, and credit is likely to continue outperforming.

The bigger picture is that bonds can now generate more
portfolio income than at any other time over the past 15 years.
With investors today earning a higher yield on sovereign and
high-grade corporate bonds than on equities, fixed income is
finally more than just a diversification tool.

FIXED INCOME

Fixed income asset class performance
Total return, rebased to 100 at January 1, 2023

108 - = U.S. Agg

106 5.9% U.S. Treasury
1o Corporates

. e High yield

100 0.0%  Acser Management. U Agg =

o Bloomberg U.S. Aggregate Bond
98 - -1.2% Index; U.S. Treasury = Bloomberg

o U.S. Treasury Index; Corporates =
-1.5% Bloomberg U.S. Corporate Index;

96 . . : : : : . : . High yield = Bloomberg U.S.
Corporate High Yield Index.
Jan-23 Feb-23 Mar-23  Apr-23 May-23 Jun-23  Jul-23 Aug-23  Sep-23 Data as of September 30, 2023.

Yield comparison: S&P 500, investment grade bonds, and 6-month Treasury bills
S&P 500 12m forward earnings yield, investment grade bond yield-to-worst, and 6-month Treasury bills yield

8% A
7% = 6M Treasury bill
b
6% -
o e J.S. investment
5% - grade
4% -
39 = S&P 500
b
Note: U.S. investment grade
2% A represented by the Bloomberg
o U.S. Corporate TR Value
1% - Unhedged USD Index.
Source: S&P Dow Jones, Federal
0% — T T T T T T T T T 1 Reserve, Bloomberg, Principal
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Asset Management.

Data as of September 30, 2023.
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U.S. Treasurys: An uphill
struggle

The relentless higher for longer-driven bond sell-off has reached
a new milestone.10-year U.S. Treasury yields hit 4.57% at the
end of Q3, the highest level since 2007, up 130 basis points
since the regional bank crisis earlier this year.

The move higher in yields is quite extreme. However, while
bonds do look better priced, they are not yet convincingly
cheap, given the validity of the higher-for-longer narrative.
There are also strong technical aspects to the sell-off which are
yet to be exhausted:

* The U.S. Treasury’s higher government borrowing estimates
have led to a substantial increase in Treasury issuance.

The Federal Reserve is reducing its balance sheet

Forthcoming shifts in the Bank of Japan’s yield curve control
policies also pose additional upside risk to Treasury yields.

Macro volatility is rising, and Treasury yields may rise furtherin
the short term. Over the medium-term horizon, however,
against a backdrop of slowing growth, Treasury yields should
revert lower, albeit likely to settle at a higher level than has
been custom for the past 15 years. In the meantime, and until
that slowdown is realized, investors should maintain a neutral
exposure, locking in the sizeable income opportunities but
avoiding potential capital losses.

FIXED INCOME

Fed funds rate and 10-year Treasury yield
Recessions are shaded, 1985-present

12%

11% - = U.S. 10-year Treasury
bond yield

10% -
Fed funds rate

9%
8% -

7% A L

q
6% - t“
5% - ﬂ\ W/
4% -
3% -

2% A

1% -

0% T T T T T T T T T T T T T T T T T T T
1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

Source: Federal Reserve, Bloomberg, Principal Asset Management. Data as of September 30, 2023.
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High-quality credit remains
favorable ahead of slowdown

Investment grade credit performed solidly in 3Q as economic
resiliency, and its read-through to the Fed policy path, drove up
yields but compressed spreads. At these levels, spreads cannot
be considered cheap. However, until economic data begins to
visibly slow in early 2024, default risk should remain low and risk
appetite robust, supporting current spread levels.

There is also a strong income argument for investment grade
credit. After the recent bond sell-off, investment grade yields
have risen to their highest level since the Great Financial Crisis.
Similarly, agency MBS yields have increased and also offer
attractive income. In addition, agency MBS credit holds investor
appeal given that prepayment risks should be muted given the
higher-for-longer interest rate backdrop.

Across the credit spectrum, high-quality bonds underperformed
low-quality bonds during 3Q. However, such underperformance
is unlikely to be sustained for a prolonged period. While credit
markets appear to be inattentive to the risks of an economic
downturn, historically, high-quality credits outperform during
even milder economic downturns, with relative total returns
over shorter periods favoring U.S. investment grade over high
yield issues.

greater st.

FIXED INCOME

U.S.investment grade and agency MBS yields
Yield-to-worst, recessions are shaded, 1981-present

16%
14%
12%
10%
8%
6%
4%
2%
0% T T T T T

1981 1986 1991 1996 2001 2006

U.S.investment grade vs. high yield performance

3-month relative total return performance, recessions are shaded, 1990-present

40% A

30%

20%

10%

0%

-10%

-20%

1990 ¢
1992
1994
1996
1998
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2006
2008
2010

2012

2011

2014

2016

2016

2018

2020

2021

2022

= J.S. investment
grade

= .S. agency MBS

Source: Bloomberg, Principal Asset
Management. Investment grade =
Bloomberg U.S. Corporate Index.
Agency MBS = Bloomberg U.S.
Agency Bond Index.

Data as of September 30, 2023.

Source: ICE Indices, Ltd., BofA,
NBER, Bloomberg, Principal
Asset Management. Investment
grade = ICE BofA U.S. Corporate
Index. High yield = ICE BofA U.S.
High Yield Index.

Data as of September 30, 2023.
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High yield: Carry income
and higher quality

High yield bonds were again a bright spot in 3Q. Spreads
continued to tighten, closing in on a 17-month low, reflecting
economic resilience and growing soft-landing optimism for
the U.S. economy. Additionally, the asset classes shorter
duration has been beneficial during the recent bond sell-off.

Once the economy starts to slow, high yield will likely come
under some pressure. Although default rates have continued
to rise, having doubled year-to-date, they appear manageable
and are only slightly above their historical average.

Indeed, high yield is much healthier today than in the past:

* Economic resilience suggests that future defaults could be
lower than typically expected heading into a slowdown.

The credit quality of the high yield index today is well
above historical norms—supportive of favorable recovery
rates in the event of defaults.

Immediate refinancing pressure remains low. However, the
maturity wall will face rollover risks into 2024-2025.

High yield should remain resilient during the upcoming
downturn and still maintains a substantial carry advantage for
income-seeking investors. Therefore, despite tight spreads,
high yield bonds provide an adequate yield buffer against
spread widening, even as an economic downturn draws closer.

FIXED INCOME

U.S. corporate bond default rate
Trailing twelve months, recessions are shaded, 1985-August 2023

16% -

14% -
12% -
10% -
8% -
6% -
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High yield quality composition
Bloomberg U.S. Corporate HY 2% Issuer Capped Index, 2015-present
35% A 81%
30% 79%
[+)
259% 77%
75%
20%
73%
15%
71%
O,
10% 69%
5% T — 67%
0% T T T T T T 65%

2015 2016 2017 2018 2019 2020 2021

= .S. all corporate
bonds

= U.S. high yield
bonds

Source: Moody's Analytics,
Principal Asset Management.
Data as of August 31, 2023.

e Secured (LHS)
e Other (LHS)

e Senior (RHS)

Source: Bloomberg, Principal
Asset Management.
Data as of September 30, 2023.
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GDP-weighted real policy rates
Policy rates minus CPI YoY, GDP weighted, 2007-present

EM debt: Improved outlook

5 5 - - 3% -

but with lingering risks 2% |
1% - Developed
Given the pro-cyclical nature of emerging market debt (EMD), 0% - markets
the asset class can see weak performance during economic -1% -
downturns and tighter credit. However, there are positive -2% A = Emerging
catalysts for EMD in the current macro environment. -3% markets
4% -
Despite an expected U.S. slowdown, desynchronized economic _:;: |
cycles suggest EMD may weather this relatively unscathed. 6% |
Certain regions exhibit favorable energy trade balances, ample 7%
FX reserves, political stability, and manageable external debts. 5 ¥ § 2 = &4 m ¥ v v &~ 2 2 2 = 9 2 izsgisgé;ngiﬁ Principal
These are important and supportive distinctions from the past. b b P P P P P b P P P P b b b b b Data as of September 30, 2023.
Some emerging market central banks hiked rates before their Emerging market sovereign debt yields
developed market peers, helping to rein in inflation sooner. As a Yield-to-worst, 2009-present
result, some EMs are now able to lower their policy rates, 12% -
thereby creating better investment opportunities in local
currency bonds. In fact, GDP-weighted real policy rates in EM are 10% —— Emerging markets
higher and falling, while DM rates are still rising. With EMD yields 8%
currently at heightened levels, investors can potentially benefit Asia EM
from both capital gains and substantial income. 6% >
- Latin America

Decelerating global inflation, slowing U.S. growth, and the Fed 4%
possibly ending its campaign of rate hikes should limit U.S. dollar Europe EM
upside—all supportive for emerging market debt. 2% 1
Of course, risks to EMD remain. A deep liquidity crisis or severe 0%

Source: Bloomberg, Principal
Asset Management. Data as of
September 30, 2023.
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Commodities: Unclear
demand vs. geopolitics

Commodities were the stand-out performers in 3Q, a sharp
reversal from its weak performance in the first half of the
year. Within the commodity complex, the gains were
largely driven by the repricing in oil prices due to OPEC
supply cuts and record oil demand.

Near-term dynamics for commodities are unclear. While the
looming global growth headwinds suggest demand should
slow in the coming quarters, China’s demand for
commoadities has defied its domestic economic downtrend.
If strong demand from China is maintained, there may be
only a slight softening in broad global commodity
consumption next year. On the supply side, while Saudia
Arabia and its OPEC+ partners are likely to extend recent
cuts, that will be at least partially offset by increased U.S.
oil supply. Ultimately, the mix of uncertain geopolitics,
coupled with conflicting demand trends, makes for an
uncertain environment.

The long-term outlook, however, remains more
constructive. Limited capital expenditure in fossil fuels
capacity in recent years implies that commodities will likely
remain in a long-term state of structural supply deficits that
will support commaodity prices.

erm commodi
) that long-te

ALTERNATIVES

3Q 2023 asset class performance
Total return

5% -
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2%
1%
0%
1%
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Commod. Balanced S&P 500 Fixed inc. EM EAFE Small-cap
S&P 500 energy capital expenditure
Adjusted for U.S. nominal GDP, 1993-present
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Source: Standard & Poor’s, MSCI,
FTSE Russell, Bloomberg, Principal
Asset Management. Commodities
= Bloomberg Commodity TR Index;
Balanced = Hypothetical

60/40 portfolio consisting of 40%
U.S. large-cap, 5% small-cap, 10%
international developed equities,
5% emerging market equities, 35%
U.S. bonds, and % commodities;
Fixed Income = Bloomberg

U.S. Aggregate Index; EM = MSCI
EM TR Index; EAFE = MSCI

EAFE TR Index; Small Cap = Russell
2000 TR Index. Data as of
September 30, 2023.

Sept. 30:

0.15%

Source: S&P Dow Jones,
Macroeconomic Advisers,
Bloomberg, Principal Asset
Management.

Data as of September 30, 2023.
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Infrastructure: Down but
Nnot out

After a sustained period of outperformance, the economic
environment has become slightly less constructive for listed
infrastructure.

Typically, the most opportune environment for
infrastructure is when inflation is sticky and rising. By
contrast, infrastructure may not outperform global equities
if the U.S. economy experiences a mild downturn and
inflation continues to soften.

Continued economic resilience has meant that, although an
economic downturn is expected, it is projected to be only
short and shallow. This less bearish economic outlook and
its equity beta suggest that infrastructure may perform
broadly in line with global equities, thereby deserving a
neutral position. An inflation resurgence is a continued
threat, and, as a result, infrastructure’s inflation mitigation
properties are still required in a portfolio.

In addition, infrastructure investments can offer more
stability within a well-diversified portfolio, typically having
predictable cash flows associated with the long-lived assets.
They also provide exposure to the global theme of de-
carbonization, which presents a multi-decade tailwind for
utilities and renewable infrastructure companies.

ALTERNATIVES

Listed infrastructure versus global equities in differing inflation environments
2003-2022

16% - . . -
m Global listed infrastructure  m Global equities

13.7%

14% -

12.5%

12% A

10% -

8% -

6% -

4% -

2% H

0% -

Years of U.S. inflation at or below median Years of U.S. inflation above median

Note: Global equities is represented by MSCI All Country World Index. Global listed Infrastructure is represented by the MSCI ACWI Utilities Index from 2003 through 2006,
a 50/50 blend of MSCI ACWI Utilities Index and the Alerian MLP Index from 2007 through 2015, and the FTSE Global Core Infrastructure 50/50 Index thereafter. Past
performance does not guarantee future results. Index performance information reflects no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals
cannot invest directly in an index.

Source: U.S. Bureau of Labor Statistics, CPI ex-food & energy, FactSet, Principal Asset Management. Data as of December 31, 2022.
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REITs: The punches keep
gollilgle

REITs have faced headwinds for the past 18 months and
continue to be challenged, most recently by the sharp bond
sell-off as hawkish central bank rhetoric prompted a
reconsideration of the interest rate outlook.

The likelihood of a credit crunch triggered by a banking crisis
has further compounded the challenges faced by the real
estate industry this year. With strict lending regulations and
limited capital, the sector may continue to experience
difficulties until the underlying issues are resolved. Until
then, sluggish real estate transaction markets, pressure on
capital values in the private market, and higher loan default
risk for over leveraged properties are likely.

As a result of these various factors, the REITs market is
deeply discounted and, once rates have peaked, will likely
present a compelling opportunity. Indeed, peaking or falling
yields have historically been the catalyst for strong REIT
market performance as investors typically look to rotate to
longer duration, defensive assets.

Office REITs remain the weak spot. Yet, investors should
note that traditional office space accounts for only 3% of
the overall U.S. REIT market and 6% of the global market.
As such, office exposure itself should not deter investors.

ALTERNATIVES

Public REIT performance during various rate environments
Cumulative return

25% A

20.1%

20%
15% m Global REITs m U.S. REITs
10%
5%
0%
-5%

-10%

-15% - -13.5%

-20% -
Returns when rates are rising Returns vs equities during Average 12m returns after Average 12m returns vs.
rising rates peak rates equities after peak rates
Source: FactSet, Principal Real Estate. Returns data is showing FTSE EPRA/NAREIT Developed index (global REITs) average cumulative total returns and excess returns over
the MSCI World (global equities) and FTSE NAREIT Equity REITs (U.S. REITs) over the S&P 500 (U.S. equities) during the last 7 periods of rising real yields (an increase of at least

75 bps represented by the U.S. 10-year TIPS) and during the 12 months after the peak of the rising rate period. Past performance does not guarantee future results. Indices are
unmanaged and do not take into account fees, expenses, and transaction costs and it is not possible to invest in an index. Data as of June 30, 2023.
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. T — Diversified asset allocation: Shifting to neutral as market
Asset allocation
Less < < Neutral >> More . .
tates O O O uncertainties grow
Fixedincome (O O ® < O O
Alternatives (O O [ ) O O Equities:
Our equities positioning shifts to neutral. Markets have already seen a pullback and, provided the bond yield sell-
LS L ardeca 8 8 - 8 2 8 off is almost over, should settle into a flat range until macro weakness becomes apparent later this year or early
M%d_caz O O e O O 2024. Within U.S. equities, large-cap valuations remain stretched. However, we retain a preference for large- over
Small-cap O ) O O O small-cap, given the increasing need for quality, large balance sheets and pricing power, as well as the secular Al
Ex-U.S. O @e<0O0 O O trend. Our exposure to ex-U.S. developed markets drops to underweight as concerns about European growth
E“rOSE 8 : < 8 8 8 overwhelm our strong optimism for Japan. By contrast, we increased our exposure to emerging markets to a very
Japan O O O o O slight overweight. China’s recovery continues to disappoint, but other EM markets are demonstrating strong
Developed Asia Pacific ex-Japan O O () O O valuations, strong fundamentals, or both.
Emergingmarkets (O O OE= ) O . . .
US. @) O M) O ®) Our fixed income positioning also shifts to neutral, mainly driven by our more cautious view on Treasurys.
Treasurys O O @< O <O Although peak Fed rates and slowing growth should ultimately prompt a rally, other technical and secular forces
Investment arade :'Oc;;tc?;%: 8 8 8 : 8 are at work and suggest some potential further upside. We prefer credit over sovereigns, but within credit, we
Highyield/Seniorloans () O @ O O prefer high-quality over low-quality. As such, while investment grade remains at an overweight, high yield
Preferreds (debt & equity) O () O O O continues to sit at neutral. Local currency emerging market debt remains at an overweight as central bank rate
. TIPS 8 8 8 g 8 cuts should enhance returns—but we acknowledge that the potent combination of spiking U.S. Treasury yields
X-U.S.
Developed market sovereigns () o) ® O S and further dollar strength would dull the outlook.
Developed market credit (O O o O O Alternatives:
[ ket local : . S -
E:erg'izg r:ﬁ‘:kitt :::; 23:::3 8 8 9 8 8 A.lter.natwes re_mam.at a neutral vyelg.htlhng. Commodities and natural resources move ’_to neutral as the outlook for
oil prices remains fairly constructive in light of supply cuts. The more resilient economic backdrop prompts a
Commodities () X ) O @) reduction in our long-held overweight exposure to infrastructure, although the still sticky inflation environment
Natural resources (O o0~ @ O @) implies inflation protection is still required. REITs valuations have improved significantly, suggesting upside if and
'”fraSt”‘éEﬁi 8 8 = : < 8 8 when central bank rates peak, and economic growth slows. Yet, until global bonds hit a ceiling, we keep REITs at a
Hedgefunds O O @ O O neutral. Alternatives continue to play a vital diversification role, particularly against elevated macro volatility.
Viewpoints reflect a 12-month horizon
O - ’ indicates a change in preference from the previous quarter (light Source: Prmcipal Asset Allocation. ALtemative; asset clas; include commod\’ties, natural resources, infrastructure, REITs, and hedge funds. Allocations
blue) to the current quarter (darker blue). aDcarfasz;tgi \Snevetstmgnt ggﬂz%ozkacan be proportionately adjusted so magnitudes across categories do not have to net to neutral. o
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Equities
Reduce risk appetite and focus on
U.S. large-cap and quality factor.

Fixed income

Increase exposure to high-quality
credit.

Alternatives

Pursue less correlated real asset
exposures.

INVESTMENT IMPLICATIONS

Position toward certainty:

* Exposure to quality within equities can potentially offer risk mitigation during pullbacks.

» Attractive international valuations suggest opportunities outside the U.S.

* U.S. large-cap offers stronger geographical revenue exposure and more attractive
valuations

High-quality, core fixed income and total return positioning:

» Core fixed income to hide out in as recession risk rises.

* Increasing duration bias across the asset class.

*  Emerging market debt may offer total return potential with central bank easing.
* High yield maintains a substantial carry advantage for income-seeking investors

Real assets:

* Real return-focused strategies gain attractiveness when nominal growth slows.
* Infrastructure offers more stable cash flows with potentially attractive yield.

* Real assets can help mitigate inflation risk.

How to implement:

* Large-cap U.S. strategies

* Quality-biased active managers

*  Well-diversified and active international
managers

How to implement:

* |G credit heavy core fixed income
* Agency MBS strategies

* Active emerging market debt

How to implement:

» Diversified real asset strategies
(infrastructure, natural resources)

* Private real estate markets
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Alerian MLP Index is the leading gauge of energy infrastructure Master Limited Partnerships (MLPs). The capped, float-adjusted, capitalization-weighted index, whose constituents earn the majority of their cash flow from midstream
activities involving energy commodities, is disseminated real-time on a price-return basis (AMZ) and on a total-return basis (AMZX).

Bloomberg Commodity Total Return index is composed of futures contracts and reflects the returns on a fully collateralized investment in the BCOM. This combines the returns of the BCOM with the returns on cash collateralinvested in
13 week (3 Month) U.S. Treasury Bills

Bloomberg Global Aggregate Bond Index comprises global investment grade debt including treasuries, government-related, corporate, and securitized fixed-rate bonds from developed and emerging market issuers. There are four regional
aggregate benchmarks that largely comprise the Global Aggregate Index: the US Aggregate, the Pan-European Aggregate, the Asian-Pacific Aggregate, and the Canadian Aggregate Indices. The Index also includes Eurodollar, Euro-Yen, and
144A Index-eligible securities and debt from other local currency markets not tracked by regional aggregate benchmarks

Bloomberg U.S. Agency Bond Index is composed of agency securities that are publicly issued by U.S. government agencies, and corporate and non-U.S. debt guaranteed by the U.S. government.

Bloomberg U.S. Aggregate Bond Index is the most widely followed broad market U.S. bond index. It measures the investment grade, US dollar-denominated, fixed-rate taxable bond market.

Bloomberg U.S. High-Yield Corporate Bond Index is a rules-based, market-value-weighted index engineered to measure publicly issued non-investment grade USD fixed-rate, taxable and corporate bonds.

Bloomberg U.S. Corp High Yield 2% Issuer Capped Index is an unmanaged index comprised of fixed rate, non-investment grade debt securities that are dollar denominated. The index limits the maximum exposure to any one issuer to 2%.

Bloomberg U.S. Corporate Investment Grade Index includes publicly issued U.S. corporate and specified foreign debentures and secured notes that meet the specified maturity, liquidity and quality requirements. To qualify, bonds must be
SEC-registered. The corporate sectors are industrial, utility and finance, which include both U.S. and non-U.S. corporations.

Bloomberg U.S. Treasury Index measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. Treasury bills are excluded by the maturity constraint. STRIPS are excluded from the index because their inclusion
would result in double-counting.

FTSE Global Core Infrastructure 50/50 Total Return Index comprises securities in developed countries which provide exposure to core infrastructure businesses, namely transportation, energy and telecommunications, as defined by FTSE's
International Benchmark Classification.

The FTSE Nareit All Equity REITs Index is a free-float adjusted, market capitalization-weighted index of U.S. equity REITs.

HFRI' 500 Fund Weighted Composite Index is a global, equal-weighted index of the largest hedge funds that report to the HFR Database which are open to new investments and offer quarterly liquidity or better.

ICE BofA Emerging Markets Corporate Plus Index, which tracks the performance of US dollar (USD) and Euro denominated emerging markets non-sovereign debt publicly issued within the major domestic and Eurobond markets.
ICE BofA U.S. High Yield Index tracks the performance of US dollar denominated below investment grade rated corporate debt publicly issued in the US domestic market.

ICE BofA U.S. Investment Grade Institutional Capital Securities Index tracks the performance of US dollar denominated investment grade hybrid capital corporate and preferred securities publicly issued in the US domestic market.

ICE BofA U.S. Corporate Index consists of investment-grade corporate bonds that have a remaining maturity of greater than or equal to one year and have $250 million or more of outstanding face value.

J.P. Morgan Emerging Markets Bond Index Global Core tracks liquid, U.S. dollar emerging market fixed and floating-rate debt instruments issued by sovereign and quasi sovereign entities.

ISM manufacturing index is a leading economic indicator that measures the growth in the manufacturing sector in the United States.

MSCI ACWI Index includes large and mid cap stocks across developed and emerging market countries.

MSCI ACWI Utilities Index captures large and mid cap representation across 23 Developed Markets (DM) and 24 Emerging Markets (EM) countries*. All securities in the index are classified in the Utilities sector as per the Global Industry
Classification Standard (GICS®).

Market indices have been provided for comparison purposes only. They are unmanaged and do not reflect any fees or expenses. Individuals cannot invest directly in an index.
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.W\‘)\(ﬁ MSCI Brazil Index is designed to measure the performance of the large and mid cap segments of the Brazilian market.
MSCI China Index captures large and mid cap representation across China A shares, H shares, B shares, Red chips, P chips and foreign listings (e.g. ADRs).
MSCI EAFE Index s listed for foreign stock funds (EAFE refers to Europe, Australasia, and Far East). Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes.

MSCI Emerging Markets Index consists of large and mid cap companies across 24 countries and represents 10% of the world market capitalization. The index covers approximately 85% of the free float-adjusted market capitalization in each
country in each of the 24 countries.

MSCI Europe Index captures large and mid cap representation across 15 Developed Markets (DM) countries in Europe.

MSCI Europe Banks Index is composed of large and mid cap stocks across 15 Developed Markets countries in Europe. All securities in the index are classified in the Banks industry group (within the Financials sector) according to the Global
Industry Classification Standard (GICS®).

MSCI Germany Index is designed to measure the performance of the large and mid cap segments of the German market.
MSCI India Index is designed to measure the performance of the large and mid cap segments of the Indian market.

MSCI Japan Index is designed to measure the performance of the large and mid cap segments of the Japanese market.
MSCI United Kingdom Index is designed to measure the performance of the large and mid cap segments of the UK market.

MSCI USA Growth Index captures large and mid cap securities exhibiting overall growth style characteristics in the U.S. The growth investment style characteristics for index construction are defined using five variables: long-term forward
EPS growth rate, short-term forward EPS growth rate, current internal growth rate and long-term historical EPS growth trend and long-term historical sales per share growth trend.

MSCI USA Index is a market capitalization weighted index designed to measure the performance of equity securities in the top 85% by market capitalization of equity securities listed on stock exchanges in the United States.
MSCI USA Large Cap Index is designed to measure the performance of the large cap segments of the U.S. market.
MSCI USA Mid Cap Index is designed to measure the performance of the mid cap segments of the U.S. market.

MSCI USA Quality Index aims to capture the performance of quality growth stocks by identifying stocks with high quality scores based on three main fundamental variables: high return on equity (ROE), stable year-over-year earnings
growth and low financial leverage. The MSCI Quality Indexes complement existing MSCI Factor Indexes and can provide an effective diversification role in a portfolio of factor strategies.

MSCI USA Small Cap Index is designed to measure the performance of the small cap segment of the U.S. equity market.

MSCI USA Value Index captures large and mid cap U.S. securities exhibiting overall value style characteristics. The value investment style characteristics for index construction are defined using three variables: book value to price, 12-month
forward earnings to price and dividend yield.

Russell 2000 Index is a small-cap U.S. stock market index that makes up the smallest 2,000 stocks in the Russell 3000 Index.
Standard & Poor's 500 Index is a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the stock market.
U.S. dollar index (USDX) is a measure of the value of the U.S. dollar relative to a basket of foreign currencies.

Market indices have been provided for comparison purposes only. They are unmanaged and do not reflect any fees or expenses. Individuals cannot invest directly in an index.
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For Public Distribution in the United States.
For Institutional, Professional, Qualified and/or Wholesale Investor Use Only in other Permitted Jurisdictions as defined by local laws and regulations.

GLOBAL ASSET ALLOCATION VIEWPOINTS IMPORTANT INFORMATION

Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Asset allocation and diversification do not ensure a profit or protect against a loss. Equity investments involve greater risk, including
higher volatility, than fixed-income investments. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. International and global investing involves greater risks such as currency fluctuations,
political/social instability and differing accounting standards. 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. Non-investment grade securities offer a potentially higher yield but carry a greater degree of risk. Risks of preferred securities differ from risks inherent in other investments. In particular, in a bankruptcy
preferred securities are senior to common stock but subordinate to other corporate debt. Emerging market debt may be subject to heightened default and liquidity risk. Risk is magnified in emerging markets, which may lack established legal,
political, business, or social structures to support securities markets. Small and mid-cap stocks may have additional risks including greater price volatility. Treasury inflation-protected securities (TIPS) are a type of Treasury security issued by the
U.S. government. TIPS are indexed to inflation in order to help investors from a decline in the purchasing power of their money. As inflation rises, rather than their yield increasing, TIPS instead adjust in price (principal amount) in order to
maintain their real value. Inflation and other economic cycles and conditions are difficult to predict and there Is no guarantee that any inflation mitigation/protection strategy will be successful. Contingent Capitals Securities may have
substantially greater risk than other securities in times of financial stress. An issuer or regulator’s decision to write down, write off or convert a CoCo may result in complete loss on an investment. Real assets include but not limited to precious
metals, commodities, real estate, land, equipment, infrastructure, and natural resources. Each real asset is subject to its own unique investment risk and should be independently evaluated before investing. As an asset class, real assets are less
developed, more illiquid, and less transparent compared to traditional asset classes.

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.

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 intended for use 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 PGlII, PGIE or PGIl 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 Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai Financial Services Authority as a representative office 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 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 (China) 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.
* 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.
* Nothing in this document is, and shall not be considered as, an offer of financial products or services in Brazil. This presentation has been prepared for informational purposes only and is intended only for the designated recipients
hereof. Principal Global Investors is not a Brazilian financial institution and is not licensed to and does not operate as a financial institution in Brazil.
Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800 547-7754,
Member SIPC and/or independent broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal Financial Group®, Des Moines, IA50392.
© 2023, Principal Financial Services, Inc. Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and Lo
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 O PflnClpal
permission of Principal Financial Services, Inc. Asset Management™
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