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Market Review  
 
The prospect of further monetary tightening became a central consideration for the global outlook in September. The 
Federal Reserve raised interest rates for the first time in more than three years, while the European Central Bank 
continued tightening policy in response to energy-driven inflation and the Bank of Japan continued its gradual move 
away from exceptionally low interest rates. The shift toward higher rates increased scrutiny of equity valuations and the 
earnings growth needed to support them. 
 
The Federal Reserve raised its policy rate by 25 basis points to 3.75%–4.00%, citing persistent inflation alongside 
continued strength in consumption, investment, and employment. The Fed revised its forecasts toward stronger growth, 
lower unemployment, and higher inflation, with most policymakers expecting further rate increases before year-end. 
The rate increase therefore shifted the debate from whether the Fed would resume tightening to how far the cycle may 
extend. Higher rates may limit further valuation expansion, placing greater importance on whether continued 
investment translates into earnings growth. 
 
At the same time, the expansion of AI is placing greater emphasis on the physical infrastructure supporting technology 
investment. Data centers, power networks, advanced manufacturing, and electrification require substantial quantities 
of copper, lithium, rare earths, and other critical minerals. Latin America holds a significant share of these resources, but 
slow permitting, limited infrastructure, and processing constraints may prevent new supply from keeping pace with 
demand. These supply constraints connect Latin America’s resource development to infrastructure spending across 
major markets. Access to critical minerals will help determine the cost and pace of U.S. data-center and power-grid 
expansion, European electrification projects, and Asian semiconductor and electronics production. China’s 
concentration of refining and processing capacity adds complexity to efforts to diversify sourcing. 
 
The United States and Europe are seeking additional sources of critical minerals to reduce dependence on China and 
support AI and energy infrastructure. However, developing mines, processing capacity, and transportation networks will 
require significant capital and extended timelines, leaving input availability and costs sensitive to policy decisions and 
geopolitical relationships. September therefore highlighted that the AI investment cycle is no longer solely a question 
of technology spending or semiconductor capacity; its durability will also depend on energy systems, industrial 
equipment, and access to strategic materials. 
 
The combination of higher interest rates and rising infrastructure requirements creates a more demanding environment 
for global companies. Higher financing and input costs place greater importance on balance-sheet strength, pricing 
power, and disciplined capital allocation. A key area of focus for security selection remains businesses capable of 
converting long-term investment in AI, power infrastructure, and supply-chain diversification into sustainable earnings 
and cash-flow growth. 
 
Fund Review  
 
The portfolio posted a negative net return of -0.68% in the month of September and underperformed its respective 
index. From a sector perspective, materials and consumer staples were places of strength while IT and healthcare 
contributed to weakness. The Netherlands and Australia were top contributors from a country perspective, while the 
United States and the United Kingdom lagged overall. 
 
 
 
 
 



 
 

 

 

Portfolio Outlook and Strategy 
 
Despite healthy absolute equity returns and a better relative quarter, long-term fundamental managers continue to deal 
with a tough environment. Markets remain narrow and the momentum factor continues to be herded into irrespective 
of valuations and long-term cash flow and earnings growth projections. Breadth remains low and specific companies, 
including many of our own, are witnessing strong underlying fundamentals highlighted by strong cash flow and earnings 
growth but are seeing their multiple contract. Our deep work and engagements with management confirm our 
conviction in our holdings that they’ll be rewarded over the long-term but haven’t amid thus far in much of 2026. 
 
We will continue to focus on separating signal from noise by focusing on company-specific factors driving attractive 
growth and valuation attributes. We think the dislocation of the current period will normalize, and our unwavering 
discipline will result in strong relative performance. 
 
In closing, investors are navigating a market shaped by overlapping forces. Geopolitical tensions, persistent inflation, 
and uneven consumer resilience are complicating the economic outlook. At the same time, artificial intelligence 
continues to support growth, though elevated valuations raise questions about how gains will be distributed. With fiscal 
and monetary policy more constrained than in the past, particularly in the US, the value of diversification is ever more 
important as opportunities broaden globally. 
 
Key opportunities remain in China and Hong Kong despite a lack of recognition thus far. Several of our Chinese consumer 
holdings have recently detracted from portfolio performance. Their share-price weakness reflects a combination of 
broad pressure on Chinese equities and company-specific developments that have weighed on near-term sentiment. 
 
At the market level, investors remain concerned about China’s property downturn, subdued consumer confidence, 
uneven economic growth and persistent geopolitical and regulatory risks. These concerns have increased the risk 
premium applied to Chinese companies, with share prices often responding more to changes in macro sentiment than 
to underlying business performance. 
 
The consumer environment is unquestionably softer than it was several years ago, but it is important to distinguish 
between weak consumer confidence and an outright contraction in consumer activity. Spending has been uneven rather 
than uniformly poor. In particular, Chinese consumers continue to prioritize services and experiences—including travel, 
entertainment and dining—even while remaining more value-conscious in their purchases. During the first half of 2026, 
China’s service retail sales increased 5.3%, compared with 1.3% growth in traditional retail sales. Travel, cultural and 
leisure services were among the stronger categories. As one of our holdings put it in a recent investor call: 
“Entertainment-driven travel is rapidly emerging as one of the most dynamic growth opportunities in the travel 
industry.” 
 
 
  



 
 

 

 

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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