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ECONOMIC AND MARKET REVIEW

Key themes for Q2 2023

Global economic growth has surprised to the upside, but U.S. recession risk is rising.
Although U.S. growth has remained strong, even accelerating in early 1Q, leading indicators continue to signal recession. Tighter lending standards, as
a result of the recent banking crisis, only increase the risk of a hard landing.

Price pressures remain too elevated; in most economies, inflation will end the year above target.
Part of the inflation basket will soften rapidly in response to normalizing supply chains and energy prices, but other key segments still require
considerable weakening such as in labor markets if there is any hope of approaching target.

Central banks are nearing the end of their tightening cycles as financial stability risks increase.
Each additional interest rate hike increases the risk of further market turmoil. Central bank policy rates will likely peak soon, but rate cuts are unlikely
unless there is a severe and dangerous spike in financial system stress.

Although credit markets have been resilient, earnings weakness will threaten further drawdown.
While 2022 dynamics were driven by inflation and rates scares, 2023 is likely to be dominated by earnings and economic growth scares. Margin
pressures will weigh on company profitability, leading equities lower.

High-quality fixed income offers stability and income in this challenging economic backdrop.
Central banks are likely nearing the completion of their tightening cycle, implying that bonds will be able to support portfolios both as recession
approaches and during forthcoming periods of volatility and risk.
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Q1 2023, reversal from 2022

For the quarter, stock and bond indexes delivered positive returns while commodity and the dollar indexes were

negative

Fixed Income

ICE BofA U.S. Treasury Bill 3-month Index
Bloomberg Aggregate Bond Index
Bloomberg U.S. Corp High Yld 2% Issuer Capped Index
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U.S. Equities

Russell 1000 Value Index
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Non-U.S. Equities
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MSCI Emerging Markets Index

Other

MSCI U.S. REIT Index

S&P GSCI® Index

U.S. Dollar Index

As of 03/31/2023.

Source: FactSet Global. Benchmark Review-Ned Davis Research 4Q2022, Jan. 3, 2023. Returns are annualized. Past performance does not guarantee future results.
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Source: FactSet. Past performance does not guarantee future results.
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Global growth: Here today,
gone tomorrow?

Global economic activity has continued to defy policy
tightening and the multiple geopolitical shocks. Softness in
economic data in late-2022 proved to be seasonal noise and,
in fact, since the start of 2023, activity data has only
emphasized the continued resilience of the global economy.

The stabilization in global manufacturing activity can be at
least partially traced back to the reopening bounce in China,
while the sharp drop in energy prices has given global
consumers a boost. Historically tight labor markets are also
contributing significantly to the broad economic strength
across global regions.

And yet, even as the global economy looks strong, leading
indicators emphatically signal recession. The New York
Fed’s own recession model suggests that the probability of
recession within the next 12 months is the highest since the
early 1980s. The Treasury yield curve remains deeply
inverted—a historically reliable recession indicator. Not only
is the 2s510s curve inversion material and sustained, but
other segments of the yield curve are also inverted,
including the 3-month1-year curve which is typically
consistent with recession risk within a 12-month period.

MACRO

Developed market and China Purchasing Managers’ Index (PMI)
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Strength at the top,
problems at the bottom

Leading indicators are picking up on concerning
developments in the underlying economic data. The cushion
of excess savings that has been supporting consumer
activity is steadily being depleted. Credit could support
consumption, but banks have been trimming their lines of
credit to households. At the same time, consumers
themselves are pulling back—with demand for consumer
loans weakening.

Labor markets remain very strong, and the U.S.
unemployment rate sits close to 50-year lows. With nearly
two job vacancies per unemployed worker, employers report
considerable difficulties in filling available positions,
maintaining upward pressure on wage growth. Robust jobs
and wage growth have been key tailwinds for consumers.

However, recent turmoil in the banking sector suggests the
labor market strength will prove short-lived. Small banks
account for 30% of all loans in the U.S. economy. They will
likely spend several quarters repairing their balance sheets,
implying tighter lending standards for both firms and
households. This will lead to greater job losses, fading wage
growth, weaker consumer spending, and ultimately a higher
likelihood of recession.

MACRO

Wage inflation and job openings
January 2002-February 2023
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An incomplete
disinflationary trend

Global inflation is moderating, but so far this deceleration
has been largely driven by last year’s energy price spike
unwind. Core inflation remains uncomfortably high and, in
some economies, continues to rise. The broad inflation
takeaway from 1Q is that global central banks have made
less progress towards disinflation than they had hoped.

In the U.S, inflation is expected to decelerate further
through the year, but only very slowly.

» Core goods inflation should decline as supply chains fully

normalize, but is hitting some road bumps recently.

Shelter inflation will slow, but this deceleration may take

longer to materialize if the economy remains resilient.

Core services ex-housing, which Fed Chair Jerome Powell

has drawn clear attention to, is closely related to wage
growth. Slower economic activity and a looser labor
market will be necessary to fade these pressures.

Assuming recession only starting in late-2023, inflation will
slow but remain above central bank targets, complicating
policy decisions. Indeed, while the focus on price stability
may argue for additional monetary tightening, it could also
result in further financial instability.

MACRO

Principal Asset Allocation GDP-weighted inflation
January 2007-February 2023
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Federal Reserve rates path
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Fed funds rate and crisis events
1966-present

Fed tightening cycles:
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historically, the economic damage is usually done, and risk
assets continue to struggle even as rates fall. What’s more,
with inflation still elevated, an aggressive Fed response may
be delayed this time.
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Financial conditions set the
stage for another tough year

Financial conditions describe the way in which policy
influences the economy through the intermediation of a
wide range of market rates, risk premia, and spreads, as well
as the exchange rate. Unsurprisingly, given the breadth of
financial market stress, the first quarter of this year has seen
a sharp tightening in developed market financial conditions.
Some measures suggest that the tightening in lending
standards through March is equivalent to a 150 bps increase
in the Fed funds rate.

Conditions are set to worsen. Currently, bond markets are
pricing in cuts in Fed funds by the July meeting, suggesting
that there will be a rapid further deterioration in financial
conditions through 2Q which forces the Fed’s hand. Against
this backdrop, recession risk is elevated and risk assets will
likely struggle further.

By contrast, China’s financial conditions picture looks very
different. China’s policymakers are maintaining easy
monetary policy, adding modest stimulus as they encourage
a robust economic recovery. However, if systemic risks re-
escalate, China and the broader EM space will not be
immune and financial conditions there would also tighten.

MACRO

Developing market and emerging market financial conditions
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Fixed income:
Still in fashion

After suffering one of the deepest drawdowns in U.S. history
in 2022, U.S. bonds started the year strongly, even ending 1Q
with modest gains, despite a rather eventful quarter. Fears of
aggressive hikes due to persistent inflation initially sent bond
yields soaring, with 2-year Treasury yields hitting a post-2007
high of 5.1% in early March. However, inflation fears swiftly
gave way to growth and financial stability concerns as U.S.
regional banks came under significant stress, with yields
plummeting. The result was a net decline of Treasury yields
in 1Q which offset credit spread widening for U.S. investment
grade and high yield bonds.

Both the U.S. and Global Aggregate Bond Index earned
modest gains in 1Q23, albeit through a fickle journey. Bond
diversification benefits were clear, especially as bank liquidity
concerns drove U.S. spreads wider, driven mostly by lower
sovereign yields. Global Agg spreads also widened, but less
so, as European banks also came under pressure. Hard
currency EM debt showed resilience, exempted from DM
banking risks, to also end up with modest gains.

Despite the recent rally, bonds remain favorable. 10-year
U.S. Treasurys yield more than twice the estimated dividend
yield of the S&P 500, presenting investors an opportunity to
lock-in income with a generally less volatile asset.

FIXED INCOME

U.S. and global bond performance
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reﬂnancing requirememts are set to grad uauy rise over comimg Note: IG represented by the Bloomberg U.S. Corporate Total Return Index. High yield represented by the Bloomberg U.S. Corporate High Yield Total Return Index.
~ 5 o Source: Federal Reserve, Bloomberg, Principal Asset Management. Data as of March 31, 2023.

quarters, and less-than-favorable coupon resets could deliver

illiquid market conditions. Consequently, we believe investors

should tilt toward liquidity as well as quality when selecting

credit asset classes.

1991
1993
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1997
1999
2001
2003
2005
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2009
2011
2013
2015
2017
2019
2021
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INDEX DESCRIPTIONS

Bloomberg Commodity Spot Index measures the price movements of commodities included in the Bloomberg Cl and select subindexes. It does not account for the effects of rolling futures contracts or the costs associated with holding
physical commodities and is quoted in USD.

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. 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 Barclays 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.

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. 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.

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 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 is 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.
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INDEX DESCRIPTIONS

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 Quiality 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.

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.

VIXis the ticker symbol and the popular name for the Chicago Board Options Exchange's CBOE Volatility Index, a popular measure of the stock market's expectation of volatility based on S&P 500 index options.

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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PRINCIPAL 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.

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 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 material is at the sole discretion of the reader.

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.
Principal Morley and Principal Asset Allocation are investment teams within Principal Global Investors.
Principal Asset Management*" is a trade name of Principal Global Investors, LLC.

Principal Global Investors, LLC 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). Principal Global Investors advises qualified eligible person (QEPs) under CFTC Regulation 4.7.

© 2023, Principal Financial Services, Inc. Principal Asset Management>" is a trade name of Principal Global Investors, LLC. 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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