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Investors today face no shortage of choices, but fewer sources of return. In the U.S. equity market, earnings-driven
outperformance has been overwhelmingly concentrated in the Mag Seven, pushing indices higher while quietly increasing
portfolio concentration. While the strength has been impressive, it has also sharpened a familiar challenge: how to pursue
alpha while meaningfully diversifying risk.

One approach to diversification has been to look beyond the Mag Seven and toward the broader U.S. market, including the
S&P 493. Yet true diversification may require a wider lens. International equities, long dismissed after a decade of relative
underperformance, are re-emerging as a potential solution to rising concentration risk. A historically wide valuation gap
between U.S. and non-U.S. markets, combined with signs of converging earnings growth, creates a compelling backdrop for
re-evaluating global equity allocations as a source of strategic balance in portfolio construction.

Earnings disparity and market concentration

U.S. equities have been the clear outperformers in recent years, supported by earnings growth that has meaningfully
outpaced that of international markets. This leadership has naturally driven a pronounced investor bias toward U.S.
allocations. Beneath the headline performance, however, returns have been increasingly concentrated within a small group of
dominant technology firms, commonly referred to as the “Mag Seven”—Microsoft, Apple, Google, Amazon, Meta, Nvidia, and
Tesla. In fact, technology accounts for more than 35% of the MSCI USA Index, but only 15% of the MSCI ex-USA Index. While
these seven companies have indeed generated stellar earnings growth, the resulting concentration poses inherent risks that
may leave investors vulnerable to sector-specific downturns.

It’s been 14 years... is the cycle turning?

The U.S. market exhibits a relatively modest earnings yield, bolstered by a strong historical growth rate that has inflated
valuations. Should U.S. growth expectations moderate as Mag Seven’s growth reversion unfolds, American equities’ returns
would likely weaken. By contrast, the earnings yield for non-U.S. equities is more attractive, but its historical growth rate is
significantly weaker. This divergence not only signals a compelling investment opportunity but also suggests the potential for
significant upside if international equities and U.S. growth converge.

U.S. equity vs. international equity 5-year monthly rolling returns
MSCI U.S. vs. MSCI World Ex-U.S., 1975-2025
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Global earnings growth comparison: U.S. vs. International
Earnings growth of the ACWI ex-U.S. vs the S&P 493 (ex-Mag Seven) and Magnificent Seven, 2026 data is estimated
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Shifting expectations: Earnings growth convergence on the horizon

The equity landscape is poised for a notable shift in the coming years. Analysts have begun forecasting a slowdown in the Mag
Seven’s growth as the law of large numbers takes hold. If growth expectations for these tech giants begin to taper, it will likely
trigger a reevaluation of the premium currently afforded to high-multiple U.S. equities. Analysts predict that the Mag Seven's
growth could converge with the rest of the U.S. equity market and, importantly, with international markets as well.

This impending slowdown in U.S. growth presents an opportunity for institutional investors. By diversifying into international
equities, portfolios may capitalize on higher earnings yields and potentially stronger returns as the global economic cycle
evolves. Historical performance data reinforces this outlook—U.S. and international equities tend to alternate periods of
outperformance, demonstrating the cyclical nature of market dynamics.

Enhanced valuation metrics: Examining the relative appeal

The current valuation metrics strongly underscore an attractive entry point for international equities. When examining the
cyclically adjusted price-to-earnings (CAPE) ratio, it's evident that U.S. equities are currently trading at levels suggesting
overvaluation. For example, CAPE ratios in the U.S. hover around 39, significantly higher than their historical average of about
18. In contrast, European (approximately 21) and other international markets (ranging from about 15 in China to
approximately 25 in Japan) offer more favorable valuations, making them increasingly appealing to investors seeking value.

International earnings growth has shown a clear inflection point, rising to 7.8% in the third quarter of 2025, the fastest pace in
three years. This acceleration contrasts with increasingly mature growth dynamics in the U.S. and points to a gradual
rebalancing of earnings leadership. As earnings improve outside the U.S,, international equities appear better positioned to
contribute both diversification benefits and incremental return potential to portfolios.

The long-term value proposition

Market cycles are inherently uneven, and periods of sustained leadership are often followed by inflection. A long-term horizon
does not eliminate volatility, but it does allow portfolios to benefit from shifts in relative fundamentals as they emerge.
Historical evidence suggests that selective exposure to international equities has improved risk-adjusted outcomes over full
market cycles, particularly during periods when U.S. equity leadership narrows and concentration risk rises.

Today’s environment reflects many of those conditions. As earnings momentum outside the U.S. improves and valuation
differentials remain elevated, international markets are beginning to reassert their role in diversified portfolios. With U.S.
equity performance still heavily anchored to the MAG Seven, broadening global exposure offers a more balanced source of
return drivers across geographies, sectors, and economic cycles.

Taken together, these dynamics argue for a reassessment of global equity allocations. Looking ahead in 2026, incorporating
international equities is not simply an exercise in diversification, but a means of aligning portfolios with evolving earnings
trends, valuation regimes, and sources of long-term return.
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Risk considerations

Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. All financial investments involve an
element of risk. Equity markets are subject to many factors, including economic conditions, government regulations, market sentiment, local and
international political events, and environmental and technological issues that may impact return and volatility. International investing involves greater
risks such as currency fluctuations, political/social instability, and differing accounting standards. Asset allocation and diversification do not ensure a
profit or protect against a loss.

Important Information

This material covers generalinformation 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. 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 specificinvestment 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 historicalin 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 materialis at the sole discretion of the
reader.

Index performance information reflects no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals cannot invest directly in an
index.

This materialis 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.

e 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 Il. Further, where clients do contract with PGIE or PGII, PGIE
or PGIl may delegate management authority to affiliates that are not authorized 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”).

* This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

¢ United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and services of
Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed
by the recipient to any other person or organisation.

* Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No.199603735H), which is regulated by the Monetary Authority of
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication
has not been reviewed by the Monetary Authority of Singapore.

e 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.

* Hong Kong SAR 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. This document may only be distributed, circulated or issued to persons
who are Professional Investors under the Securities and Futures Ordinance and any rules made under that Ordinance or as otherwise permitted by
that Ordinance.

e Other APAC Countries/Jurisdictions. This materialis 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.

¢ Nothingin this documentis, 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. This documentis intended for use in Brazil by Principal Asset
Management Ltda., a Brazilian asset manager licensed and authorized to carry out its activities in Brazil according to Declaratory Act n. 9.408/07.
This document 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.
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Principal Global Investors is not acting as agent for, or in conjunction with any Principal Financial Group affiliate domiciled in Mexico. By accepting this
Presentation, the recipient confirms that is an Institutional and/or Accredited Investors pursuant to Articles 2 Sections XVI, XVIl and 8 of the Mexican

Securities Market Law (“LMV”). In case of not complying with the requirements established in the LMV, the recipient must notify it immediately, since

the recipient has not the right to receive the information in order to comply with the LMV.

The exhibition of this materialin Chile does not constitute an offer for the purchase or sale of any local or foreign security, nor does it pretend to
promote or advertise determinate securities or its issuers or facilitate the purchase or sale of determinate securities. This material has been prepared
exclusively to be used in one on one presentation with institutional or qualified investors, capable of properly evaluating the limitations and risks
involved in investment decisions. This presentation should not be provided to anyone else.

Principal Global Investors, LLC (PGl) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a
commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGl advises qualified eligible persons (QEPs) under CFTC
Regulation4.7.

Principal Asset Managements™ is a trade name of Principal Global Investors, LLC.

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, IA 50392.

© 2026 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are
registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world
and may be used only with the permission of Principal Financial Services, Inc.
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