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Market review

Globalstocks fell sharplyas risinginflation, higher interestrates and the war in Ukraine combined to push the
US, Europe and Japan into bear marketterritory. Slowing global economic growth and fearsof a potential
recession further weighed on markets, accelerating a broad selloff that commenced shortly after the start of the
year.

Emerging markets stocksfell but declinedless than those in major developed markets. China’s coronavirus-
induced lockdowns, fears of the impacts of rising U.S. interest rates and higher inflation in developed countries
all weighed on equity prices.

Chinese equities edged higher, halting three straight quarters of losses. While economic data remained weak
dueto rollinglockdownsin Shanghaiand other key businesshubs, hopeful signsemerged thattop officials
wouldtake steps to booststimulus measures, ease monetary policyand wind downtheir regulatory tightening
onthe technologysector.

Central bankers in developing countries continued to hike interest rates to combatinflation. The Bank of
Mexico raised its benchmark rateto 7.75% from 7%, its ninth consecutive increase. The benchmark rate in
Brazilroseto its highestlevel sinceearly2017, reaching 13.25%. In Asia, which has lagged Latin Americain
tightening monetary policy, key borrowing rates rose in the Philippines, India and Taiwan.

Three-month portfolio review

Forthe threemonths ended 30 June 2022, Capital Group New World Fund (AU) returned -8.2%" before fees
and-8.5% netof fees, whiletheindex returned -3.3%.3 Forthe 12-month period, the fund returned -20.8%'
beforefees and-21.8% netof fees, whilethe indexreturned-18.4%.2

Areasthathelped over Q22022

Consumer staples: The selection of stocksin the sector proved positive relative to the index. Kweichow Moutai
Co., Ltd - one ofthe world's largest distillers and produces of Moutai, a rice-based liquor -was alarge
contributorto relative returns as sharesgained 19%. The stock benefited from robust first-quarter results and
upbeatguidanceas well asits status as a defensive play, with its strong pricing power and high earnings
visibility appearing particularly attractive atatime when China’s economy hasgenerally been experiencing
economicweakness.

Financials: Alow relative position in the sector helped. Holding AIA supported relative returns. Sharesheld up
better than the wider market, supported by hopes for an improvementin revenue over the second quarter
after coronavirus disruptionin China weighed on sales in thefirstthree monthsoftheyear.

Korea: Select exposurein Korea-domiciled companieshelped relative returns. A low relative position in
Samsung was positive. lt was reported thatthe world's leading smartphone makeris planningto reduce
production by 30 million unitsfor 2022.



AreasthathurtoverQ2 2022

e Consumer discretionary: Stock selectionand a low relative position in the sector detracted from relative
returns. Low relative exposureto Chinese food delivery platform Meituan hurt. Shares gained as China'’s
politburo vowed to boosteconomic stimulus and speculation grew about a possible easing of the ongoing
crackdown on internetfirms.

e Communicationservices: Stockselectionin the sector proved negative. A low relative position in Tencent
detracted from relative returns. The Chinese internet group was supported by reports thatthe Chinese
governmentwould desistfrom furtherregulatory tighteningin theinternet sector, as wellas news thatthe
authorities were beginningto approve video gamelicences for thefirsttime since July2021.

e Materials: The selection of stocks detracted fromrelative returns. In particular, a position in miningand metals
company First Quantum hurt. Shares slid as prices of industrial metals, including copper and nickel, fell sharply
amid worries on the outlook for demand as concerns mounted over therisk of a global recession.

Market outlook and portfolio positioning

e The emerging markets (EM)landscape has transformed sincethe 1999 inception of the strategy on whichthe
fundis based. The strategy’s flexible approach looks beyond traditional boundaries to access long-term
growth opportunities in developing economies.

¢ Long-term considerations we are working to understand todayinclude:

- Implicationsof sustained interestrate increases: Innovative companies driving EM growth stillhave
positive outlooks (e.g., health care, semiconductors, automation). Cash flows, balance sheet, business mix
and pricing power have heightened importance.

- Relative stability of EM (ex. Russia) due to muted fiscaland monetary responsesto COVID-19; positive
real rates; morefloating exchange rates acrossdeveloping economies. This backdrop suggests emerging
markets, generally, may bein a stronger positionto withstand uncertainties and shocks thanin the past.

- China: Exposureto China has changed significantly over time. Today, the fund has diversified exposure to
a broad range of Chinese companies, but with very low exposureto Chinese technology platforms.

e The EM opportunity set evolves over time across sectorsand countries. The fundis designed to be flexible,
taking a domicile-agnostic, revenue-focused approach to capture the full breadth of growth potentialin EM,
while aimingto provide less volatility than the EM index. Thefundis invested in a mix of EM and developed
market-domiciled companies driving structural EM themes. For example:

- Growing mass affluent: While the rising purchasing power of the massaffluentis a widespread trend, we
areselective in which companies weinvest. For example, resilientsectors such as food and beverages
couldbe moresensitive to continuing macroheadwinds thanbig ticket' items such as autos.

- Airlines and airline manufacturers: Therisein airlinetravel, particularlyfrom Asian consumershas the
potential to benefitleading developed-marketairline manufacturers as well as EM-domiciled airlines.

- Healthcare: growing health awareness and ageing demographicsin EM is driving healthcare spending
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