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QUANTUM LEAP 

 

Global stocks have had a wild ride in 2020. The onset of the Covid-19 pandemic initially brought global financial markets to their 
knees, with the S&P500 dropping by over 33% in USD terms between February and March 2020. The sharp decline was followed 
by a swift rebound, with most markets clawing back a large part of their losses by the end of June.  
 
Look more closely, however, and you will see that the severity of the impact has been asymmetric across industries. Internet 
stocks were relatively resilient between February and March, with the iEdge-Factset Global Internet Index dropping by 25% in 
USD terms. In comparison, airline stocks were among the hardest hit, with the NYSE Arca Global Airline Index falling by over 57%. 
The internet sector continued to outperform on the rebound, with the index currently almost 10% higher than its pre-Covid-19 
peak.  This comes as no surprise as internet companies are generally characterised by strong balance sheets with low gearing, 
short product cycles and relatively lean headcounts—granting them agility to navigate through trying times.  
 
The dominance of the internet sector is not news to anyone: Facebook, Alphabet and Amazon are household names that have 
long been among the top five most valuable companies in the S&P500. But we believe that their position will be further 
reinforced in a post-Covid-19 world. Internet stocks are at the intersection of three major themes that are expected to reshape the 
world in years to come: e-commerce, online advertising and the Internet of Things (IOT).  
 
E-commerce 
The e-commerce subsector accounts for about 30% of the iEdge-Factset Global Internet Index. Major component stocks that 
derive the bulk of their revenues from e-commerce are Alibaba, Amazon, JD.com, eBay, Baidu, Pinduoduo and Z Holdings 
(formerly Yahoo Japan). 
 
There is tremendous potential for e-commerce to grow if companies can shift consumer purchasing patterns to online 
purchasing channels. Bank of America Merrill Lynch estimates that global penetration can increase from 11% to over 25% in the 
long term. This will be supported by the following factors:  
 

1. Large potential room for growth. E-commerce penetration is highest in South Korea and China. However, in 2019, e-
commerce accounted for only about 25% of retail in South Korea and China, and even less in other countries—a 
testament to its tremendous room for growth.  
 
Chart 1: Internet retailing as a proportion of total retail (2019)   

 
Source: Euromonitor, Credit Suisse Research, May 2020 
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2. Convenience and speed. Convenience has always been a selling point for e-commerce. Individuals can purchase their 
goods and services anywhere and anytime without visiting physical stores. With greater optimisation in supply chains, e-
commerce companies will be able to reach consumers with greater speed.  
 

3. Rise in online offerings. The number of goods and services exclusive to brick-and-mortar stores is diminishing. More 
and more of these items can be purchased online with greater convenience and speed.  

 
4. Bridging the gap between in-store and online experiences. With the rise of online user-engagement tools such as 

augmented reality, the gap between in-store and online experiences will be narrowed.  
 

5. Increased e-commerce customer loyalty. The growth in subscription models that are prevalent among e-commerce 
companies (e.g. Amazon’s Amazon Prime) is likely to give rise to long-term customer loyalty and retention.  

 
Online advertising (social media and search engine) 
The iEdge-Factset Global Internet Index will benefit from the secular shift to online advertising and rising share of digital 
advertisement spending as this sub-sector accounts for about 27% weight in the index. Major component stocks that derive the 
bulk of their revenues from online advertising are Alphabet (Google), Facebook, Twitter and Naver.  
 
We believe that there is still significant runway for growth for advertising across social media (e.g. Facebook, Twitter) and search 
engines (e.g. Google). These platforms can provide a higher degree of advertisement targetability through deep analysis of 
consumer data and consequently this translates to higher conversion rates. Compared to traditional media, these platforms are 
also able to provide richer content (e.g. interactive ads) and generate online conversations, increasing consumer engagement 
and stretching the possibilities of advertising.  A short-term revenue driver will be the 2020 US presidential election as total 
political advertisement spending is expected to hit USD 6 billion, with a large portion going to online advertisements on 
platforms such as Facebook, Google and Twitter.  
 
This growth is also supported by empirical evidence. Citi Research expects global advertisement spending to continue to increase 
into the foreseeable future, with growth rate of the digital advertising space higher than that of traditional platforms.  
 
Chart 2: Global media ad spending versus digital ad spending 

 
Source: eMarketer, Citi Research, April 2020 
 
Furthermore, data seem to point to an overspending in traditional advertisement platforms (television, newspapers, magazines 
etc.), with the percentage spent on advertisements exceeding the media consumption percentage. Therefore, there is room to 
shift marketing budgets globally to digital sphere segments such as the internet and mobile advertising. 
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Chart 3: US media consumption versus ad spending  

 
Source: Credit Suisse European Media Team, May 2020 
 
Internet of Things (IOT) 
The core principle behind IOT is the connection of various disparate devices via the internet, with these devices all collecting and 
sharing data. The integration of various unique streams of data in real time allows for an enhanced level of digital intelligence, 
creating a smarter and more responsive world; this would not have been possible if these devices were operating individually.  
 
McKinsey & Company reports that investments in IOT are projected to grow at 13.6% annually through 20221 and Statista reports 
that end-using spending of IOT solutions worldwide will reach USD 1,567 billion by 2025. The following are the key drivers of the 
IOT revolution: 
 

1. Developments in 5G technology will spur growth in IOT due to enhanced internet connectivity via larger bandwidth 
and better network performance. It will be especially beneficial to wide-area IOT networks that extend over large 
geographical areas as their main bottleneck previously was the inability to transmit large volume of data over distances 
efficiently.  
 

2. Sensor technology that is embedded in IOT devices to collect data will continue to become more sophisticated and 
cost efficient.  

 
3. Computing power has increased a hundredfold in the past 15 years. This will allow for real-time processing and analysis 

of the data collected to generate actionable insights.  
 
Chart 4: Revenue pools for device-enablement platforms for IOT and IT, 2014-2023 

 
 
Source: McKinsey & Company, May 2020 
 

 
 
1 Source: https://www.mckinsey.com/industries/private-equity-and-principal-investors/our-insights/growing-opportunities-in-the-internet-of-things 

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio, nor constitute a recommendation to buy or sell. 
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Covid-19 has caused a leap forward in the digital revolution 
The Covid-19 pandemic has necessitated social distancing and the formation of new habits. It has also brought about a level of 
digitization globally that would otherwise have only been achieved in the next 10 or 20 years. In a recent interview with Business 
Insider, Shopify’s CEO commented on the magnitude of this acceleration by suggesting that “the future we imagined for 2030 has 
been pulled forward to the present”. We all knew the digital revolution was coming: Covid-19 simply brought it forward. Internet 
companies are among the key players poised to benefit from this shift.  
 
The switch to online retail has been accelerated by the pandemic as individuals reduce their visits to brick-and-mortar stores to 
minimise risk of exposure to the virus. Recent US aggregated credit and debit card data also suggested that e-commerce 
penetration increased to a peak of 35% during the last week of April, up from only 15% at the beginning of the year. This 
acceleration can also be seen very distinctly in the UK, with internet sales surging in the month of March 2020.  
 
Chart 5: US and UK internet retail sales in March 2020 

 
Source: Euromonitor, Credit Suisse Research, May 2020 
 
We believe the pandemic could change the way consumers buy goods online over the longer term. Specifically, we could see 
higher penetration in demographics that were previously less comfortable purchasing online and in certain product categories 
that have historically had lower penetration such as groceries, home personal care and consumer package goods. For example, 
Amazon’s recent announcements that it plans to hire about 100,000 personnel and prioritise medical supplies and household 
staples clearly points to positive demand indicators for its rising online grocery business.  
 
Furthermore, as e-commerce platforms grow, companies can tap on the network effect for further monetisation opportunities. 
Alibaba becoming a key mobile payments provider and Amazon creating its own music offerings are testament to this.  
 
The rise of new social media platforms such as TikTok and the increased consumption of digital media sources during the pandemic 
will likely propel advertisers to shift their budgets to focus on more digital advertisements.  
 
Chart 6: Digital ad spend is set to grow in 2020 

 
Source: JPMorgan, eMarketer, October 2019 

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio, nor constitute a recommendation to buy or sell. 
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Finally, Covid-19 will speed up the adoption of IOT on a personal and institutional level, in our view. To contain the outbreak, 
governments would ideally want to be able to collect individual health data in real time, process the data and act on it as soon as 
possible—something that IOT seems suited for. Work has already started: Singapore is developing a wearable device for every 
citizen for contact tracing and researchers globally are looking into modifying wearables (e.g. Fitbit or Apple Watch) to detect 
Covid-19 symptoms before they show up. 
 
Are you on board?  
The Covid-19 pandemic could have a lasting impact on the way we live and interact. In this new normal, some businesses are 
likely to benefit while others could quickly become irrelevant. With the acceleration in the digital revolution, e-commerce, social 
media, search engine and IOT companies will be at the forefront of this growth. Global internet companies are set for a quantum 
leap into the future, and we think it is time to buckle up for the ride. 
 
 
  

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio, nor constitute a recommendation to buy or sell. 
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Important Information 
This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution only under such circumstances as may be 
permitted by applicable laws. This document does not constitute personal investment advice or a personal recommendation and it does not consider in any way 
the objectives, financial situation or needs of any recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers 
prior to any investment.  
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any 
trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The information and opinions in this 
document have been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko AM makes no 
guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this document. No reliance 
should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This document should not be regarded by 
recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may change without notice.  
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of future performance 
are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. The mention of individual 
securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.  
Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided that nothing herein 
excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko AM is strictly 
prohibited.  
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it intended for 
distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 368 Member Associations: The 
Investment Trusts Association, Japan/Japan Investment Advisers Association. 
United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084).  This document constitutes a financial promotion for the purposes of the Financial Services 
and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional clients as defined in the FCA 
Handbook of Rules and Guidance. 
United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of a Fund in the 
United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United 
States Registered Investment Adviser. 
Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries only. Nikko 
Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 
Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. The contents 
of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.  Nikko Asset Management Hong 
Kong Limited is a licensed corporation in Hong Kong. 
Australia: This document is issued in Australia by Nikko AM Limited (ABN 99 003 376 252, AFSL 237563). It is for the use of wholesale clients, researchers, licensed 
financial advisers and their authorised representatives only. 
New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is for the use of 
wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public to 
purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued 
to, or shown to the public generally.  
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti Capital 
Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement or public offering is, 
therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public offering of the Strategy is being 
made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing or solicitation or inducement activities are being 
used to offer or market the Strategy in Kuwait.  
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated by the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). 
This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever 
without a prior written permission from Nikko AME. 
This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or appropriateness of the 
subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is not treating that person as a client for the 
purposes of the FCA Rules other than those relating to financial promotion and that person will not therefore benefit from any protections that would be available 
to such clients.  
Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any time make 
purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or have provided significant 
advice or investment services in any investments referred to in this document or in related investments. Relevant confidential information, if any, known within 
any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to Nikko AME because of regulations or internal procedure is not 
reflected in this document. The investments mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for 
all types of investors.  
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by the Commercial 
companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an offer to sell, or the solicitation of 
any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market law (issued by 
Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.  
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent investigation 
of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be reproduced, redistributed, or 
sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko Asset 
Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko 
AME.  
United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to constitute, a public 
offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a limited number of 
investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment in such Strategy, and (b) upon 
their specific request.  
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any other relevant 
licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should not be given or shown to any 
other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be construed as, an 
offering of financial investment products or services.  Nikko AM is not making any representation with respect to the eligibility of any person to acquire any 
financial investment product or service.  The offering and sale of any financial investment product is subject to the applicable regulations of the Republic of Korea. 
Any interests in a fund or collective investment scheme shall be sold after such fund is registered under the private placement registration regime in accordance 
with the applicable regulations of the Republic of Korea, and the offering of such registered fund shall be conducted only through a locally licensed distributor. 


