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MORE JOBS THAN EVER

MORE JOBS THAN EVER

On Wednesday, the Jobs Opening and
Labor Turnover Survey (JOLTS) report
delivered more positive news, with job
openings increasing more than expected. U.S. labor market is looking a lot healthier. October’s payroll data

This is a rebound from the steep decline (277,000 new jobs) reaffirmed the robust state of the labor market.
in August and remains near the historic

high reached in July.

CHINDIA - THROUGH THE LENS OF
INVESTORS from the steep decline in August and remains near the historic high

Having languished for much of this economic expansion, the

On Wednesday, the JOLTS report delivered more positive news

with job openings increasing more than expected. This is a rebound

China and India stand at a critical reached in July.
juncture. While China is trying hard

to increase the share of consumption PaI’SIﬂg Through the JOLTS RepOI’t

in its growth, India’s trying to do the

reverse (i.e., increase the share of Parsing through the report, job openings increased to 5,526k in
manufacturing). September (vs. consensus 5,400k), though changes were mixed
across sectors. The largest increases occurred in the professional
and business services (+126k to 1,165k) and retail trade (+64k to
671k) sectors, while accommodation and food services posted the
largest declines (-40k to 649k). Over the past year, job openings
have increased 848k. Elsewhere in the report, the quit rate was
unchanged in September at 1.9%, while the hiring rate declined one-

tenth to 3.5%.

More Support for Consumer

Spending?

Continued strength in the labor market holds the key to consumer
spending. The JOLTS report clearly indicates that the job market
continues to tighten, which should drive the unemployment rate
down. As the labor market tightens there are increasing signs that

wage gains are beginning to stick. Further, the consumer comfort
TeTEr el et er index rose to 41.6 for the week ending November 8 from 41.1 the

Managing Director, Global Research and Strategy prior week. It had fallen for three consecutive weeks.

b

Continued strength in the labor market should be a boost to
consumer sentiment and spending. In fact, the preliminary estimate
of November’s University of Michigan’s measure of consumer
sentiment was stronger (93.1) than expected, rising from 90

Binay Chandgothia in October. Both components of the index rose; consumers’
Managing Director, Portfolio Manager assessment of current conditions moved up by 2.5 points to 104.8,
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and household expectations strengthened by 3.5
points to 85.6.

Thankfully, a bright spot in an otherwise
disappointing third-quarter headline GDP print

was strength in personal consumption expenditure
(PCE), which increased by 3.2% in the third quarter
despite weak payroll data in August and September.
If payroll growth remains strong heading into the tail
end of 2015, there is some hope that fourth-quarter
GDP will be an improvement over a disappointing
third-quarter print.

CHINDIA -
THROUGH THE
LENS OF
INVESTORS

China and India, the two largest economies in

Asia and probably the fastest growing ones as
well, have caught significant investor attention

in the last decade. China’s structural advances in
manufacturing over the last 20 years catapulted it
to become the manufacturing hub of the world with
significant gains in its global manufacturing and
trade market shares. Global manufacturers rushed
to set up shop in the country to take advantage of
its robust investment infrastructure, extremely low
wages, and managed cost of capital. The resulting
boom in China’s economic growth brought millions
of its workers into the global workforce, creating

a virtuous cycle for the global economy. Indeed,
the Chinese middle class is expected to become
the largest incremental source of consumption

in the global economy in coming years. Exports,
investment, and manufacturing became dominant
engines of Chinese growth. Capital-market
development, however, took a back seat.

On the other hand, India was painfully slow to
advance its industrial skills. However, it outscored
China in the export of software services (helped

by a very large English-speaking population) and
has quickly become a dominant force, with several
global players outsourcing servicing needs to India
(software services, business-process outsourcing,
call centers etc.). It also made rapid strides in
liberalizing its capital markets, embracing banking
sector reforms (free interest rates, new private
sector banks, etc.), opening up its equity markets
to foreigners (they own about 20% of its market
capitalization), and adopting world-class standards
in running them. Consumption became a big driver
of domestic growth with rising dependence on
imports to meet domestic needs, especially as it
related to energy and new technology items.

The two countries stand at a critical juncture.

While China is trying hard to increase the share of
consumption in its growth, India’s trying to do the
reverse (i.e., increase the share of manufacturing).
Demographics are obviously playing a big role

in this role shift. With China ageing fast, its labor
population will start plateauing before 2020, putting
limits on its manufacturing growth engine. Also,

its workers are finally getting a larger share of the
total pie, with noticeable wage gains in the last

five years, which means lower profit margins for its
corporate sector, which has the effect of slowing
down its ability to keep gaining global market share
in manufacturing and exports. Indeed, China is most
likely to see its growth ease further but still grow
respectably.

On the other hand, India ranks high on the
demographic front, with a very young population
that can be fruitfully deployed in creating
manufacturing capacity. As we have seen from
experiences in parts of Africa/Middle East,
demographic dividends can quickly turn into
demographic liabilities if employment generation
isn’t adequate. So for India, the shift towards a
“Make in India” isn’t a choice, it’s a necessity. With a
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reformist government in place, investors are hoping, Clearly, investors perceive India to be on a stronger

indeed betting, that India should usher in an era of footing today and it may well turn out to be true.
high growth, both in absolute and relative terms in However, India may find itself in trickier situation
the coming decade as its workers get a greater share if it slips — the growth premium could disappear
of the global pie. soon. On the other hand, if China can prevent a hard
landing for its financial and industrial sectors, a lot of
Another area of diversity between the two countries the pessimism built into its valuations can disappear
is that while China is still a command economy with quickly. Only time will tell if the two countries
large state-owned enterprises dominating almost continue to diverge or a convergence occurs at
every aspect of economic activity including stock some point. We don’t have a crystal ball that can
markets, India has been home to large private- predict the course, but are watching the space with
owned enterprises that dominate its economic and fascination. One thing is for sure — that CHINDIA is
investment landscape. well on course to play a very very important role in

the global economy in coming years!

Comparative PE Ratios: India and China
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Source: *based on Price to Next 12 months Earnings for MSCI India
and MSCI China respectively, sourced from Factset

The diversities are best exemplified in investor
expectations from each market. As of October 31, 2015,
the P/E* (price-earnings) ratio for stocks in India was 17.4,
whereas that for China was just 9.2. Admittedly, some of
the difference stems from issues like index composition
(India has more private-sector companies in its index,
whereas China has a far greater share of state-owned
enterprises whose economic motives need not always
align with investor interests; India has more diversity in
sectors, whereas China’s concentration in old economy
sectors is higher), but a big chunk also stems from
difference in future growth expectations.

There will not be an Economic Insights for the week of November 16 - 20, 2015 due to the Thanksgiving holiday.
Please watch for our next edition on December 2, 2015.
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DISCLOSURES

The information in this document has been derived from sources believed to be accurate as of November 2015. Information derived from
sources other than Principal Global Investors or its affiliates is believed to be reliable; however we do not independently verify or guarantee its
accuracy or validity.

The information in this document 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 nor should it be construed as specific investment advice, an opinion or
recommendation. The general information it contains does not take account of any investor’s investment objectives, particular needs or
financial situation, nor should it be relied upon in any way as a forecast or guarantee of future events regarding a particular investment or the
markets in general. All expressions of opinion and predictions in this document are subject to change without notice. Any reference to a specific
investment or security does not constitute a recommendation to buy, sell, or hold such investment or security.

Past performance is not a reliable indicator of future performance and should not be relied upon as a significant basis for an investment
decision. You should consider whether an investment fits your investment objectives, particular needs and financial situation before making any
investment decision.

Subject to any contrary provisions of applicable law, no company in the Principal Financial Group nor any of their employees or directors gives
any warranty of reliability or accuracy nor accepts any responsibility arising in any other way (including by reason of negligence) for errors or
omissions in this document.

All figures shown in this document are in U.S. dollars unless otherwise noted.

This document is issued in:
* The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

e The United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London EC2V 7JB, registered in England, No.
03819986, which has approved its contents, and which is authorised and regulated by the Financial Conduct Authority.

* Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. 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).

¢ Hong Kong 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.

e Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS License No. 225385), which is regulated by the
Australian Securities and Investment Commission.

e This document is issued 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 organisation. This document is intended for sophisticated
institutional and professional investors only.

e Japan by Principal Global Investors (Japan) Ltd. (Kanto Local Finance Bureau (Kinsho) No. 462, Japan Investment Advisers Association;
Membership No. 011-01627).

* In the United Kingdom this presentation is directed exclusively at persons who are eligible counterparties or professional investors
(as defined by the rules of the Financial Conduct Authority). In connection with its management of client portfolios, Principal Global
Investors (Europe) Limited may delegate management authority to affiliates who are not authorised and regulated by the FCA. In any
such case, the client may not benefit from all the protections afforded by the rules and regulations enacted under the Financial Services
and Markets Act 2000.

« India by Principal Pnb Asset Management Company Private Limited (PPAMC). PPAMC offers only the units of the schemes of Principal
Mutual Fund, a mutual fund registered with SEBI.

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.

Insurance products and plan administrative services are provided by Principal Life Insurance Company. Principal Funds, Inc. is distributed by
Principal Funds Distributor, Inc. Securities are offered through Princor Financial Services Corporation, 800-547-7754, Member SIPC and/or
independent broker/dealers. Securities sold by a Princor Registered Representative are offered through Princor®. Principal Funds Distributor,
Princor and Principal Life are members of the Principal Financial Group®, Des Moines, IA 50392. Certain investment options may not be available in
all states or U.S. commonwealths.
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