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Market review

¢ Globalstocks declined amidthewar in Ukraine, mounting inflation and a resurgence of COVID-19infectionsin
Europeand Asia. As Russian tanks rolled across the Ukrainian border, commodity prices moved sharply higher,
contributing to worldwide inflationary pressures. International sanctions sent Russian stocks and bonds andthe
ruble plummeting.

e U.S equities declined modestly, with major stock indexes posting their worst quarterly returnsin two years. The
Fed hiked rates forthe firsttime since 2018, raising its benchmark rate 25 basis pointsatits March meeting.
Central bank officials have signaled an aggressive pace of furtherhikes in an attemptto combatrising inflation.

e European stockstumbled asthewarin Ukraineand sharply higher inflation threatened to derail Europe's
pandemic recovery efforts. The conflict sentenergy prices soaring amid calls for allied nations to shunRussian
oiland gas.

e Emerging markets stockslostground as thewar in Ukraine further exacerbated fears abouttheimpacts of a
slowing globaleconomy, higherU.S. interestrates and rising inflation on developing countries. Brazil and other
commodity-producing countries bucked the broad decline. Prices for oiland industrial metals soared on

worries about global supplies.

Three-month portfolio review

e Forthethree months ended 31 March2022, Capital Group New World Fund (AU) returned-12.5%' before fees
and-12.7%? net of fees, whilethe indexreturned-9.9%.3 Forthe 12-month period, the fund returned -4.3%'
beforefees and-5.4%? net of fees, whiletheindex returned-10.1%.2

e Financials

The selection of stocks and a low relative position in the sector hurtrelative returns. Investments in European
banks suchas Société Générale and Unicreditweighed on results dueto concerns of recession in Europe as a
consequence of Russia’s invasion of Ukraine. These banks also had someloan exposureto Russia.

e Energy

The selection of stocks in the sector proved positive relativeto the index. In particular, alow relative position
in Gazprom helped. Shares slid sharply after Russiainvaded Ukraine causing many countriesto impose severe
sanctionsagainstRussia. The portfolio’s positionin Gazprom was fair valued at close to zero atthe end of the
quarter.



Market outlook and portfolio positioning

e Expectations for globaleconomicgrowth continueto diminishamidrisinginflation andtightening monetary
policyat many central banks. Still-elevated COVID-19 cases, persistent pressures on global supply chainsand
uncertainty surrounding the Russian invasion of Ukraine and its impact on supplies of key commaodities are also
weighing on growth. The Chinese economy, a key driver of global growth, is facing furtherweakness as the
country grapples with stressin the property sector and a spikein coronavirus cases thathasprompted
renewed lockdowns.

The fundtakes a domicile-agnostic, revenue-focused approachto capture the full breadth of growth potential

in emerging markets (EM), while providing lower volatilitythan the EM index. This approach remainsevident at
end Q1. Thefundisinvested in a mixof EM and DM domiciled companiesthatare either driving structural EM

themes or are beneficiaries of these themes. For example:

- Energytransition. Investmentsinclude companies which develop semiconductors to power EVs, select
commodities supplying metals needed for clean energy components, and companies focused on
reducingthe energyintensity of buildings.

- EMconsumers. Our analysts expectto see increasing demandforinsurance, and health care, as well as
travel and luxury goods.

Market volatility”

e The Russia-Ukraine situationremains extremely uncertain, with each day bringing new developments thatcan
havereverberatingimpacts aroundtheworld. From afinancial market perspective, Russianand Ukrainian
securities have bornethe bruntoftheinitial fallout. However, past crises show us thatitis often the second and
third order effects thathave the biggest and mostlastingimpact.

The economicandfinancial marketimplicationsmay be far-reaching. Over the medium to long-term, some key
considerations for investors will include the extentand duration of sanctionsimposed on Russia, theimpacton
energy prices (particularly oiland gas) and soft commaodities (e.g. wheat), supply chain disruptions(and related
de-globalisation trends), potential for entrenched higher inflation, and of course the response of fiscal and
monetary authorities to all of these. On the monetary policy frontwe may see a shiftas central banks consider
the impact ofthe conflict, especially on growth, however, so far normalisation seemsto remainon track. The
Fed announced itsfirstinterest rate hike this year, with officials indicating an aggressive path ahead as further
rate hikes are expected at each of the remaining six Federal Open Market Committee meetings. The Fed is also
preparingto reduceits US$9 trillion balance sheet by US$95 billion a month, likely beginningin May. The ECB
looks to be taking a more hawkish stance than expected with a skew towards “inflationary pressure” rather than
downside growth.In addition, many major globalindex providers have started to remove Russian securities
from theirindices. All of these factors willhave impacts on equity and fixed income markets globally.

The Capital System®Mis designedto help us navigate periods of sudden uncertainty and volatility. We have
suspended purchases of Russian securities across all our investment strategies and implemented controls in
compliance with the sanctionsagainstRussia. Our portfolio managersare closely monitoring the situation and
analysing ongoing developments alongside our longer-termfocus on fundamentals, and will adjust holdings as
needed. As we have done throughoutour 90-year history, we willfocus on the long-term fundamentalsand
work closely with our clients as events unfold.

" Click here for Capital Group's response to the war in Ukraine and visit Market Volatility| Capital Group for our latest data on

portfolio holdings in Russia, Ukraine and Belarus.


https://www.capitalgroup.com/intermediaries/gb/en/about/cg-statement-ukraine-war.html
https://www.capitalgroup.com/content/dam/cgc/tenants/europe/documents/CG-portfolio-holdings-in-Russia-Ukraine__220228.pdf

Index returns are shown in US dollar terms while stock returns are total returns as shown in local currency terms, unless
otherwise stated. Sources: Capital Group, MSCI

' Returns are before management fees and expenses, in Australian dollar terms. Source: Capital Group

2Returns are net of fees at maximum management fee, in Australian dollarterms. Source: Capital Group

3 MSCI Emerging Markets Index, with net dividends reinvested, in Australian dollar terms. Source: MSCI
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