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Market Review  
 
Global markets entered June with greater resilience than many anticipated earlier in the quarter. While the Middle East 
conflict continued to influence inflation, energy prices, and policy expectations, the broader economic impact remained 
relatively contained. Rather than reacting to geopolitical headlines alone, markets are increasingly focused on how 
structural forces, including artificial intelligence (AI) investment and energy security, are shaping both economic 
resilience and portfolio construction. 
 
A key theme emerging during June was the growing challenge of achieving diversification in an increasingly 
interconnected global economy. Traditionally, investors have relied on geographic allocations to manage risk, benefiting 
from differing regional growth drivers and policy environments. However, the ongoing expansion of AI ecosystems and 
the global nature of energy supply chains are reducing those distinctions. As a result, many regions are becoming 
increasingly exposed to similar underlying forces, limiting the diversification benefits investors have historically relied 
upon. 
 
This dynamic is particularly evident across parts of Asia. South Korea and Taiwan continued to benefit from their central 
roles in global semiconductor production and the accelerating AI investment cycle. Multi-year spending commitments 
from U.S. hyperscalers remain a powerful earnings driver, with capital expenditures projected to reach approximately 
$700 billion in 2026 and exceed $1 trillion in 2027. These trends have supported strong equity performance despite 
elevated geopolitical risks and higher energy costs. 
 
Europe presents a different challenge. The region continues to benefit from structural support through defense 
spending, infrastructure investment, and a gradual shift toward more expansionary fiscal policy. However, its 
categorization as a net energy importer leaves it particularly exposed to persistent disruptions in global energy markets. 
Elevated energy costs continue to pressure household incomes and business margins, contributing to weaker relative 
equity performance since the onset of the Middle East conflict. Any sustained easing of geopolitical tensions could 
provide meaningful relief, particularly given Europe’s longer-term investment tailwinds, but for now energy remains the 
dominant factor shaping the region’s outlook. 
 
Against this backdrop, China has emerged as one of the few major markets offering a more differentiated source of 
diversification. Long-running efforts to strengthen domestic technology capabilities and diversify energy supply have 
reduced reliance on both U.S. semiconductor ecosystems and global energy trends. The country’s push toward a more 
self-sufficient technology sector, alongside investments in renewable energy and strategic energy reserves, has helped 
insulate domestic markets from some of the dominant forces driving global asset performance. As a result, Chinese 
equities have exhibited lower correlations with broader global markets in recent years, enhancing their diversification 
appeal despite persistent structural challenges. 
 
Inflation remains a central macroeconomic consideration. In the United States, headline inflation rose 0.5% in May, 
lifting the annual inflation rate to 4.2%, its highest level in more than three years. Energy prices increased 3.9% during 
the month and accounted for roughly 60% of the headline gain, underscoring the continued influence of the Middle East 
conflict on global price pressures. However, underlying inflation trends were somewhat more encouraging. Core 
inflation rose only 0.2%, below expectations, while goods prices registered modest declines, suggesting that elevated 
energy costs have not yet translated into broad-based second-round inflation effects. Although inflation remains above 
central bank targets, the data reinforced the view that the economic impact of higher energy prices remains manageable 
for now. 
 
Central banks nevertheless maintained a cautious stance. In Europe, the European Central Bank implemented its first 
rate increase since 2023, raising its deposit rate by 25 basis points to 2.25%. Policymakers cited the inflationary effects 
of higher energy costs and the need to prevent broader price pressures from becoming entrenched. While growth 



 
 

 

 

projections were revised only modestly lower, inflation forecasts were increased meaningfully, reinforcing the ECB’s 
willingness to prioritize inflation control even at the expense of some near-term economic growth. 
 
In the United States, the Federal Reserve (Fed) left policy unchanged but delivered a notable shift in tone under new 
Chair Kevin Warsh. The June meeting highlighted greater emphasis on price stability, less reliance on forward guidance, 
and more hawkish economic projections. Fed officials raised their 2026 core inflation forecast from 2.7% to 3.3%, while 
projecting that inflation may not fully return to its 2% target until 2028. At the same time, economic growth 
expectations remained relatively healthy and labor market forecasts showed little deterioration. 
 
Despite these policy developments, economic fundamentals continued to provide support for risk assets. Corporate 
earnings expectations remained constructive, particularly among firms benefiting from AI-related capital spending. 
Ongoing investment in data centers, semiconductor capacity, and digital infrastructure continued to provide an 
important source of growth, offsetting some of the headwinds created by higher interest rates and geopolitical 
uncertainty. Labor markets also remained stable, while consumer spending continued to demonstrate resilience despite 
ongoing affordability pressures. 
 
More broadly, the end of the second quarter reinforced several themes that are likely to remain influential over the 
coming quarters. AI investment continues to reshape market leadership and regional growth prospects while 
simultaneously reducing traditional diversification opportunities. Geopolitical developments are increasingly 
transmitted through energy markets and inflation expectations rather than equity volatility alone. Policymakers remain 
constrained by inflation risks even as growth moderates, increasing the importance of incoming economic data and 
policy communication. At the same time, regional differentiation is evolving, with markets increasingly distinguished not 
only by economic growth trajectories but also by their degree of exposure to shared global drivers such as energy and 
technology. 
 
This quarter ultimately highlighted an investment environment where resilience remains intact, but diversification has 
become more difficult to achieve. As AI-related investment and global energy dynamics increasingly influence outcomes 
across regions, investors are being forced to look beyond traditional geographic allocations to identify genuinely distinct 
sources of return. In this environment, earnings durability, pricing power, and exposure to differentiated structural 
growth drivers remain critical considerations as markets navigate an increasingly interconnected global landscape. 
 

Fund Review  
 
The portfolio posted a negative net return of -0.05% in the month of June and underperformed its respective index. 
From a sector perspective, materials and industrials were places of strength while IT and health care contributed to 
weakness. The Netherlands and South Korea were top contributors from a country perspective, while the United States 
and China lagged overall. 
 

Portfolio Outlook and Strategy 
 
Stocks follow earnings and free cash flow growth has never been truer than in recent years, particularly during a decade 
characterized by American exceptionalism. U.S. stocks have outperformed global counterparts, buoyed by superior free 
cash flow, earnings growth, and higher valuation multiples. Yet presently, driven by innovation and supportive policies, 
now raises the question: Is it time for this exceptionalism to normalize? The answer appears to be yes, as U.S. valuations 
have declined while ex-U.S. valuations have begun to close the gap. 
 
Following 2025 strength, this again rung true in 2026 as international equities had their best start versus U.S. peers since 
1995 until February 28th when the U.S and Israel launched coordinated military operations against Iran, citing the need 
to neutralize “imminent threats from the Iranian regime.” More on this below. The gap closed but leadership remained 
in May. 
 
U.S. earnings growth and valuation multiples reached extraordinary levels, largely fueled by innovation that has 
significantly favored mega-cap companies. In contrast, regions like Europe have struggled to secure a foothold in the 
digital economy, resulting in a stark earnings divergence—U.S. earnings per share (EPS) have doubled those of 
developed markets over the past decade. 



 
 

 

 

Two key developments are necessary for Europe and emerging markets to sustain this shift in fortunes. First, both 
regions must reignite growth through domestic initiatives, as protectionism threatens global trade. Second, U.S. 
earnings growth must slow to align more closely with international trends. 
 
The first development is underway. The “America First” policies have inadvertently prompted other nations to focus on 
internal development in pursuit of economic growth. This shift could foster a more conducive environment for local 
businesses. A prime example is Germany’s renewed commitment to invest in physical and digital infrastructure to 
stimulate short-term economic growth and enhance Berlin’s long-term competitiveness. 
 
Japan is also following suit following the 2026 snap election won by PM Sanae Takaichi. She is promoting aggressive 
fiscal policies, investments in technology sectors like semiconductors as well as the increase in defense spending. This 
will build upon the already in place catalyst with Japanese companies which are further leverage the use of strong 
balance sheets as they unwind longstanding cross shareholdings. 
 
As for the second point, U.S. earnings and free cash flow growth looks to be slowing for Magnificent Seven amid 
significant capex investments without apparent ROI upside thus far. Looking at the earnings growth of the bottom 493 
stocks, they are far more pedestrian. That is, without the top S&P 500 names, the earnings growth of the U.S. would 
look quite like the rest of the world. In fact, earnings estimates globally show a similar expected growth rate in 2026 in 
every region. Should that come to pass, the approximate 30% discount valuation gap should close. 
 
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. 
Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be guaranteed. 

 
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.  
 
The interest rate used is a general economic indicator that will have an impact on the management of the Fund regardless whether it is a Shariah-compliant Fund or 
otherwise. It does not in any way suggest that the Fund will invest in conventional financial instruments. All the investments carried out for the Fund are in accordance 
with Shariah requirements.   
 
Proprietary model output is based upon certain assumptions that may change, are not guaranteed and should not be relied upon as a significant basis for an investment 
decision. Forecasts for each asset class can be conditional on economic scenarios; in the event a scenario comes to pass, actual returns could be significantly higher or lower 
than forecasted. Because of the inherent limitations of all models, potential investors should not rely exclusively on the model when making an investment decision. 
Forecasts of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice 
Indices are unmanaged and do not consider fees, expenses and transaction costs are not available for direct investment. The information provided here is neither tax nor 
legal advice. Investors should speak to their tax professional for specific information regarding their tax situation.  
 
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 intent for use in:  
 
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.  
 
• Germany, Austria and the Netherlands by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) 
Limited is regulated by the Central Bank of Ireland. For all other European countries, this document is issued 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”). 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). The 
contents of the document have been approved by the relevant entity. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or 
Principal Global Investors (EU) Limited (“PGI EU”) 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 PGI EU, PGIE or PGI EU 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 Dubai 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.  
 
• Singapore by Principal Global Investors (Singapore) Limited (ACRAReg.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). 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. This document is intended for sophisticated institutional investors only.  
 
• Switzerland by Principal Global Investors (Switzerland) GmbH.  
 
• Hong Kong SAR (China) by Principal Global Investors (Hong Kong) 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. 
  
• Other APAC Countries, 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.  
 
• India by Principal Asset Management Private Limited (PAMC). PAMC offers only the units of the schemes of Principal Mutual Fund, a mutual fund registered with SEBI. 
 
© 2025 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial Group are registered trademarks and service marks of Principal 
Financial Services, Inc., a Principal Financial Group company. Principal Global Investors leads global asset management at Principal®. Principal Global Asset Allocation is a 
specialized investment management group within Principal Global Investors. 

 
Disclosures 

 
The information in this document has been derived from sources believed to be accurate. It 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. The information it contains does not take account of any investor's 
investment objectives, particular needs or financial situation. You should consider whether an investment fits your investment objectives, particular needs and financial 
situation before making any investment decision. 
 
The data presented is for information purposes only and is not a recommendation to buy or sell any securities or adopt any investment strategy. This material is not intended 
to be relied upon as a forecast, research, or investment advice regarding a particular investment or the markets in general, nor is it intended to predict or depict performance 
of any investment.  
 
All expressions of opinion and estimates in this report are subject to change without notice. This report is not intended to be, nor should it be relied upon in any way as a 
forecast or guarantee of future events or investment advice regarding a particular investment or the markets in general. 
 
Persons wishing to rely upon this information should consult directly with the source of information or obtain professional advice.      
 
All figures shown in this document are in U.S. dollars unless otherwise noted. This advertisement had not been reviewed by the Securities Commission Malaysia. 
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