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We present our Q4 2021 outlook for core markets, emerging markets and global credit.

By the Global Fixed Income Team

Core markets outlook

Steven Williams, Head Portfolio Manager, Core Markets

The optimist says prices are cheap. The pessimist says prices are expensive. The central banker says inflation is
transitory. We remain in the aftermath of a month where the worldview on the future of monetary policy has
dramatically changed. US, Australian, UK, Canadian and New Zealand two-year rates have all spiked over the past
month on the expectation that central banks around the world are gearing up to meet inflation at Thermopylae.
The only one not invited to the party seems to be the Europeans. Certainly, worldwide labour shortages remain a
concern and wages will certainly have to go up to meet demand. However, to say we have experienced a paradigm
shift in markets would seem and overextended argument to say the least. Time will ultimately be the judge, but our
view is that we have simply retraced the move in oil prices to pre-pandemic levels. Doubling prices will be
exceedingly difficult from here without another significant rise in commodities. The world has no doubt changed
and supply disruptions will last for a time as the market continues to settle, but we simply do not see the recent
moves in demand as permanent enough to cause a lasting shift in nominal growth.

From a tactical perspective, given the developed world’s high debt levels we think that real growth will remain
challenged and therefore hold down prospects for longer-term rates. The bear flattener trade has likely run its
course in some of the more vulnerable markets such as the UK, Australia and New Zealand, which arguably have
priced in a full rate cycle at this point. However, we still think that the US has a little more to go in terms of bear
flattening with short rates pricing in just shy of two full hikes in the latter half of 2022. This all depends of course on
the US reaching full employment, a number you can only really know after the fact. However, if we were to pick a
number, such as 3.5%, we could be hitting that figure by the second quarter of 2022. While we may not discover
what “full employment” is until late 2022, we would certainly like to know who the next Federal Reserve (Fed) chair
will be—something which should be known by now.

Emerging markets outlook

Raphael Marechal, Head Portfolio Manager, Emerging Markets

For the final quarter of 2021, we expect external factors (but with some country specific exceptions) to again drive
asset class performance within emerging markets (EM). Indeed, the Fed has recently increased its level of vigilance
regarding price pressures and reassured investors. However, investors could start to lose patience if they become
convinced that this bout of inflation is not transitory. We also continue to see a lot of disruptions in the supply chain
of goods and pressure on wages due to the shortage of workers in some sectors of the economy. Consequently, we
believe that the global reflation theme will persist and will continue migrating to EM economies as economic
activity returns to pre-COVID-19 levels. Almost all EM countries are now in the process of normalising their
monetary policies to remove some of the accommodation created at the peak of the COVID-19 pandemic. We
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expect this pre-emptive approach to continue increasing real rates in the EM space, particularly in comparison to
those of the developed markets. This, combined with still healthy current accounts positions, underscores the
relative attractiveness of EM currencies and we could see yield-seeking investors gravitate towards EM local bonds.
Sovereign external debt will also continue to be very appealing as normalisation of fiscal policies, combined with
decent growth and reflation, should naturally lead to lower debt-to-GDP ratios and better debt sustainability.

There are two key risks to our constructive outlook. The first is price pressures in advanced economies proving to be
more persistent than expected, which could lead to an earlier-than-forecast tightening of global monetary
conditions and result in a reversal of capital flows. The second is the Chinese economy slowing down at a greater
pace than expected. Such a slowdown could come from the combination of an ill-controlled consolidation of the
real estate sector and regional lockdowns imposed by the resurgence of COVID-19. Policymakers have at least
signalled some marginal easing of developers’ access to finance. The aim is to preserve social stability by ensuring
that developers have the funds to complete their ongoing projects so households can have access to housing they
already paid for. Geopolitical uncertainty is another source of risk as incidents can often erupt without warning.
Relations between China and the US remain tense despite the change in US presidency; in the Middle East, Iran’s
seeming reluctance towards negotiating a compromise for its nuclear program is expected to remain a destabilising
factor.

Global credit outlook

Holger Mertens, Head Portfolio Manager, Global Credit

We expect the direction and volatility of rates to also become an overarching theme for the global credit market in
the final quarter of 2021. We keep our overall positive view on the global credit market in light of a solid corporate
earnings season, but we might take a slightly more cautious outlook with more emphasis on portfolio liquidity. In
terms of investment themes, we remain confident that some BB-rated assets could soon return to the investment
grade market; we also retain our favourable view of the banking sector. We are currently more cautious in our view
towards Asia credit, but we think that valuation in that space could soon become attractive. We retain a cautious
view towards highly-rated companies as their ratings could be challenged by a global push to increase corporate
tax rates. We therefore see the bucket of instruments with BBB ratings increasing.
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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
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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.
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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.
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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.
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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
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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 Commaodities 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
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