During Turmoil

Although the coronavirus outbreak has caused major disruptions and
geopolitical risk is on the rise, markets are looking forward to
recovery. In what appears to be a rapidly changing world, many things
remain the same and indeed, may be changing for the better.

By John Vail, Chief Global Strategist

While these are extremely trying times, they pale in comparison to the wars and
revolutions that our elders experienced. The virus has caused an immense crisis, but at
least the world is experiencing virtually no war. Many societies are clearly undergoing
major societal change that has caused severe rancour and sometimes physical strife, but
nothing greatly damaging to economies. Meanwhile, China’s increasing prominence is
clearly causing many frictions that could lead to major convulsions, but so far, level heads
have prevailed.

These facts may seem like small consolations, but reasonably peaceful times allow for
continuous technological improvements and competition to improve the global human
condition. Although it might not seem politically correct, corporate profits among listed
companies often perform very well under such conditions, especially when oligopolies
dominate, fiscal spending expands and monetary liquidity is high for an extended period
due to central bank fears. Thus, the virus damage was a tremendous pothole, but the
markets are looking forward to recovery, especially for the profits of the greatest
corporate and national beneficiaries.

What could change this positive but outwardly unpleasant balance, especially for large
companies? Will the accumulation of societal stress force a major US political upheaval
this November? Will China-US tensions finally lead to convulsions?

As a firm, we have been usually willing to overlook political risks on the premise that
national leaders wish what is best for their economies and societies rather than provoke
major upheaval. Indeed, risk markets have quickly overlooked geopolitical risks, and quite
rightly so. The profit motive is a very powerful force and investors are often sceptical of
media headlines. But certainly, US-China relations are moving firmly in the wrong
direction and a major Democratic victory will greatly change the landscape. Indeed, there
are few moderate Democrats anymore and instead of moving to the centre after the
primaries, left-wing influences are remaining strong and impossible to ignore.

In very rare cases, it is best to act aggressively, especially if one’s life or society are
threatened with little hope for the future, but otherwise, it is obvious that keeping calm

and making studied decisions are what is best for one’s condition and that of one’s family.

This goes for investments, as well, and clearly, it is not as if all is bleak in the investment
world, as risk markets are on an upward trend.
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For all the discourse of how wild the markets are, the direction of sectoral moves make
sense. The question, rather, is the extent of such, particularly regarding the valuations of
the sectors benefitting the most from the new conditions (if they really do last as long as
many think after a vaccine becomes of an accepted reality). Indeed, the much-touted
“new normal” may not really be that normal. On the positive side, monetary policy and
government fiscal largesse to certain sectors, especially pharmaceuticals and hospital
care, are boosting profits far beyond expectations and equity valuations might not be as
extreme as they seem given that they represent all future years of profit growth.

Interestingly, for all the factors that are changing rapidly, so many others remain the same
or in a long-term trend. For instance, in this piece last year, the global bifurcation of
supply chains and the Japanification themes were discussed and these remain relevant
today. We still believe that the former issue adds to economic growth globally, perhaps
with somewhat decreased efficiency but also providing increased robustness. ASEAN will
continue to be a beneficiary of bifurcation and Chinese companies will continue to
benefit from the country continuing to establish its own massive internet system. As for
Japanification, we continue to highlight how the West will not likely follow Japan’s trends
for very long, especially due to cultural differences and potential major political change,
perhaps imminently so, that leads to highly reflationary and income distribution policies.
The US stock market certainly is not Japanified, nor are many commaodity prices, and
unless US property prices fall sharply, US inflation should not drop to zero for an extended
period.

Also on the positive side, it is important to note that in recent years, markets have been
much more attuned to ESG considerations; thus, funds are increasingly being channelled
into investments that benefit the world. Assets in ESG-related funds have continued to hit
record levels and this shift in preferences is likely to shape the investing landscape for
decades to come. With the support of technological advancements and increased
regulatory focus, ESG will promote many new forms of beneficial economic growth, about
which Nikko AM is keenly aware, as we heavily emphasize ESG factors in virtually all of our
investments.

Thus, for all the differences in the world, many things remain the same or even with bright
aspects ahead, so we are persevering to adapt calmly and invest wisely for our clients.

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.
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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).
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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.
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