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MARKET The volatility in global markets is widespread, and the ramifications can

VOLATILITY affect each region and asset class differently. To help provide perspective
FIXED INCOME on these issues, we asked some of our investment boutiques one question:

Investors

WHAT OPPORTUNITIES DOES THE RECENT MARKET TURMOIL
OPEN UP IN YOUR ASSET CLASS?

Within investment-
grade corporate
bonds, the recent
turmoil, and widening
in spreads have
opened opportunities
in a couple areas:
banks/financials, where
credit fundamentals are following improving
trends; and non-financials, including high-quality
energy, media, and pharmaceuticals. Niche
strategies focused on secular credit fundamental
improvement that have limited exposure to
commodity and event risk can weather the
volatile time quite well.
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Within the high-yield space, our favorite sectors
right now are finance, life insurance, leisure,
automotive, and pharmaceuticals. For the most
part, these sectors will benefit from reduced
gasoline prices and are more tied in to the
consumer. The near-term default potential for
these sectors is very low. Similarly, we think
European high yield also offers value, because
of the limited exposure to energy companies.
Commodity weakness actually provides
tailwinds for economic growth in the European
high-yield region.

The current market
volatility should be
viewed against the
backdrop of choppy
yet persistently low
longer-term, deflated
U.S. Treasury vyields. And given that
backdrop, we see one primary implication of
market volatility on the hybrid preferred markets.
We see nominal hybrid yields declining and for
spreads grinding tighter as quality investment
yields become scarcer amidst the friction of the
shift towards greater global moderation. Hiccups
along the way - as is the case now - foster
buying opportunities in hybrid securities.
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For example, as of 25 August, long-term U.S.
Treasury rates are now essentially unchanged
since the beginning of the year. However, the
volatility in the S&P 500 has preferred yields
(and spreads) 32 basis points cheaper since
January. We have warned that volatility fits are
likely as the global expansion matures and is
pushed along by intermittent policymaking. But
rather than sell hybrids when prices misbehave,
we continue to believe that investors will be well
served to “buy the dips” because supplemental
income opportunities are likely to grow scarcer
and scarcer as the global battles against deflation
persist for some time to come.
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off trade has been any credits related
to China, commodities, and energy.
Although valuations are tempting in
the metals and mining space, we still
remain cautious until we see further clarity on supply/demand
dynamics for the individual commodiities.

One area we see opportunities is in the automotive sector.
With July sales of passenger vehicles in China reaching
17-month lows, and with the devalued yuan, the market is
worried about the manufacturers’ exposure to China. However,
we see several credit positives that should support spreads.
First, North America, which is still the most important market
for the domestic original equipment manufacturers (OEMs),
continues to have a strong fundamental outlook driven by
an improving labor market, greater credit availability, and

a record vehicle age - the average age of vehicles on the
road in the United States is at a high of 11.5 years. Second,
Europe continues its recovery, with 2015 year-to-date auto
sales up 8.6% over the same period of 2014. Third, sustained
low commodity prices should help input costs, while lower
gasoline prices support higher-margin pick-up and SUV
purchases. Finally, we view the China automotive slowdown
as a sign of a maturing, but still growing, market. Relatively
low vehicle density penetration rates, growing per capita
income, and greater utilization of credit should support
longer-term growth.
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of their sovereign fiscal budgets,
which are based on high break-even oil
prices, and the loss of the trickle-down
benefits of those spending levels. An
extended period of low oil prices, which is
in line with our expectations, will continue
to be a challenge for Middle Eastern
investors and will require expertise to

pick the outperformers over the medium
to long term. In the shorter term, we see
oversold opportunities in Asia, such as the
U.S. dollar-denominated Indonesian sukuk,
where the nine-year sukuk are yielding
over 5% after the recent sell-off. This is an
attractive spread for USD fixed-income
securities given the solid fundamentals we
see for Indonesia in the near term, despite
their growth challenges.
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The information in this document has been derived from sources believed to be accurate as of August 2015. Information derived from sources other than Principal Global Investors or its affiliates
is believed to be reliable; however we do not independently verify or guarantee its accuracy or validity.

The information in this document contains general information only on investment matters and should not be considered as a comprehensive statement on any matter and should not be relied
upon as such nor should it be construed as specific investment advice, an opinion or recommendation. The general information it contains does not take account of any investor’s investment
objectives, particular needs or financial situation, nor should it be relied upon in any way as a forecast or guarantee of future events regarding a particular investment or the markets in general.
All expressions of opinion and predictions in this document are subject to change without notice. Any reference to a specific investment or security does not constitute a recommendation to
buy, sell, or hold such investment or security.

Past performance is not a reliable indicator of future performance and should not be relied upon as a significant basis for an investment decision. You should consider whether an investment fits
your investment objectives, particular needs and financial situation before making any investment decision.

Subject to any contrary provisions of applicable law, no company in the Principal Financial Group nor any of their employees or directors gives any warranty of reliability or accuracy nor accepts
any responsibility arising in any other way (including by reason of negligence) for errors or omissions in this document.

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 sophisticated institutional and professional investors only.

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

This document is issued in:

* The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

¢ The United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London EC2V 7JB, registered in England, No. 03819986, which has approved its contents, and
which is authorised and regulated by the Financial Conduct Authority. In the United Kingdom this presentation is directed exclusively at persons who are eligible counterparties or professional
clients (as defined by the rules of the Financial Conduct Authority). In connection with its management of client portfolios, Principal Global Investors (Europe) Limited may delegate
management authority to affiliates who are not authorized and regulated by the FCA. In any such case, the client may not benefit from all the protections afforded by the rules and regulations
enacted under the Financial Services and Markets Act 2000.

« 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 (Chapter 289).

* Hong Kong by Principal Global Investors (Asia) Limited, which is regulated by the Securities and Futures Commission and is directed exclusively at professional investors as defined by the
Securities and Futures Ordinance.

¢ 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.

* This document is issued 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. This
document is intended for sophisticated institutional and professional investors only.

Insurance products and plan administrative services are provided by Principal Life Insurance Company. Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc. Securities are offered
through Princor Financial Services Corporation, 800-547-7754, Member SIPC and/or independent broker/dealers. Securities sold by a Princor Registered Representative are offered through
Princor’. Principal Funds Distributor, Princor and Principal Life are members of the Principal Financial Group’, Des Moines, IA 50392. Certain investment options may not be available in all states
or U.S. commonwealths.
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