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Most Asian markets gain during the month while China remains under pressure
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Summary W

The MSCI AC Asia ex Japan Index fell in October, returning -6.1% in US dollar
(USD) terms, despite a better-than-expected earnings season and cautious
optimism that the US Federal Reserve (Fed) would slow its pace of interest
rate hikes. Most Asian markets gained during the month, though Hong
Kong and Taiwan stocks were volatile and the China market continued
sliding.

China slumped 16.8% as the Communist Party Congress did not provide
much fresh market impetus, especially for the embattled property sector.
The country’s delayed economic data release showed a mixed recovery in
the third quarter (3Q), with unemployment rising and retail sales
weakening in September despite the GDP picking up in 3Q. Taiwan’s (-5.1%)
industrial production posted a surprise 4.8% year-on-year (YoY) decline in
September, the worst performance since March 2019.

The ASEAN region fared better on the whole thanks to gains by the
Philippines and Malaysia. Malaysia’s parliament was dissolved during the
month, paving the way for elections in November. In the Philippines
(+9.1%), the national government’s budget deficit in September narrowed
slightly by 0.6% YoY, as growth in revenues outpaced that of expenses.

The markets are now preoccupied with guessing the Fed’s next move and
when inflation might ebb sufficiently for the central bank to hold/ease
interest rates. We believe that it will take time for the tight labour conditions
to ease, and the markets may likely remain in the doldrums longer than
currently anticipated. Nonetheless, a handful of Asian markets are
marching to their own beat, with local equities pricing in most of the
negatives;in our view they are trading at reasonable or attractive valuations
for long-term investors.
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Market review

Weaknesses in North Asian markets weigh on overall performance

The MSCI AC Asia ex Japan Index fell in October, returning -6.1% in US dollar (USD) terms, despite a better-than-
expected earnings season and cautious optimism that the Fed would slow its pace of interest rate hikes. This is
because inflation remains high around the world, with the annual US inflation rate hitting 8.2% YoY in September.
Most Asian markets gained during the month, though Hong Kong and Taiwan stocks were volatile and the China
market continued sliding.

Chart 1: 1-year market performance of MSCI AC Asia ex Japan versus Emerging Markets versus All Country
World Index
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Source: Bloomberg, 31 October 2022. Returns are in USD. Past performance is not necessarily indicative of future performance.
Chart 2: MSCI AC Asia ex Japan versus Emerging Markets versus All Country World Index price-to-earnings
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Source: Bloomberg, 31 October 2022. Returns are in USD. Past performance is not necessarily indicative of future
performance.

Soft economic data in China and Taiwan

China slumped 16.8% as the Communist Party Congress did not provide much fresh market impetus, especially for
the embattled property sector. President Xi Jinping, who further consolidated power following a Politburo shake-up,
stood by China’s zero-COVID policy. The country’s delayed economic data release showed a mixed recovery in 3Q,
with unemployment rising and retail sales weakening in September despite the GDP picking up in 3Q. The People's
Bank of China kept its benchmark lending rates steady for a second month. Hong Kong (-12.2%) booked a larger trade
deficit in September and saw its headline CPI rise 4.4%.

Taiwan’s (-5.1%) industrial production posted a surprise 4.8% YoY decline in September, the worst performance since
March 2019. Exports also fell in September for the first time in more than two years. Adding to these woes are the
new US curbs on supply chains linked to China’s semiconductor industry. Meanwhile, South Korea (+8.3%) pledged
around USD 35 billion to prop up its credit markets, easing concerns about rising default risks in key sectors including
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real estate. The Bank of Korea raised its benchmark policy rate to 3%, nearing the terminal rate of around 3.5% that
the policy committee foresees.

India market gains modestly despite rising cost and rupee weakness

India rose 2.6%, despite retail inflation accelerating to a five-month high of 7.4% YoY in September. The Indian rupee
also fell to its lowest on record against the dollar during the month, and the currency’s weakness has triggered
concerns about the rising costs to import commodities, including crude oil.

Philippines and Malaysia lead the ASEAN region

The ASEAN region fared better on the whole. Singapore ended the month flat as the Monetary Authority of
Singapore tightened monetary policy for the fifth time in a year, allowing a further strengthening in the Singapore
dollar to help dampen inflation. Indonesia (+0.3%) enjoyed a trade surplus of around USD 5 billion in September,
which beat forecasts. Bank Indonesia also hiked its seven-day reverse repurchase rate by 50 bps to 4.75%. Thailand
(+1.2%) and Malaysia (+2.9%) saw inflation easing slightly. Malaysia’s parliament was dissolved, paving the way for
elections in November. In the Philippines (+9.1%), the national government’s budget deficit in September narrowed
slightly by 0.6% YoY as growth in revenues outpaced that of expenses.

Chart 3: MSCI AC Asia ex Japan Index’
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'Note: Equity returns refer to MSCl indices quoted in USD. Returns are based on historical prices. Past performance is not necessarily indicative of
future performance.

Market outlook
Interest rate direction remains a key factor

The Goldilocks economy that investors had grown accustomed to over the past couple of years is now firmly in the
rear-view mirror. Positive real rates, or a shift in that direction, seems unnatural to investors who have been lulled by
benign economic conditions. Asset markets are now preoccupied with guessing what the Fed is seeing—when will
inflation ebb enough to hold/ease interest rates? We believe that it will take time for the tight labour conditions to
ease, and the markets may remain in the doldrums longer than currently anticipated. Nonetheless, a handful of Asian
markets are marching to their own beat, with local equities pricing in most of the negatives; in our view they are
trading at reasonable or attractive valuations for long-term investors.

China maintains guidance on key policies

The 20th National Party Congress affirmed President Xi's preeminent position in China’s Communist Party and
granted him a third presidential term; as such, his grip on power remains firm. President Xi has made clear that a
formal departure from the dynamic zero-COVID policy is unlikely, though “dynamic” could now extend to some form
of relaxation (such as reduced quarantine). He also reiterated a focus on “high quality development” and the need to
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bolster capability and innovation in areas critical to China’s national interests. We remain positive on areas that are
broadly aligned with these strategic imperatives—energy security, greater self-sufficiency, improving cost of living
and domestic consumption.

President Xi also reiterated the desire for the a “complete reunification of the Chinese nation"—a euphemism for
China’s desire to take Taiwan under its fold. If Russia’s invasion of Ukraine has taught us anything, it is to never
completely discount such a possibility. Nonetheless, this is not our base case for the foreseeable future, where our
concern is the demand headwinds affecting consumer technology, which is a mainstay of Taiwanese exports. This
latter concern also extends to South Korea. As such, we continue to like healthcare and energy infrastructure stocks
in these markets.

Riding on longer term growth potential in India and ASEAN

Both ASEAN and India stand to benefit from a China Plus One strategy, as well as sizeable, and enduring, domestic
demand trends accelerated by rapid digitalisation of these economies thanks to COVID-19. Higher energy prices have
aided the terms of trade in Indonesia and Malaysia, even as cheaper Russian energy cargos are finding their way to
India. Favourable demographics owing to large and skilled labour resources augur well for the medium-term growth
prospects in these countries. Better national, and corporate, balance sheets also imply reduced (not zero!) stress from
the rising cost of capital overseas. As such, we reiterate our positive views towards banks, renewable energy
businesses, electric vehicle materials and consumption.

Chart 4: MSCI AC Asia ex Japan price-to-earnings
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Source: Bloomberg, 31 October 2022. Ratios are computed in USD. The horizontal lines represent the average (the middle line) and one standard
deviation on either side of this average for the period shown. Past performance is not necessarily indicative of future performance.

Chart 5: MSCI AC Asia ex Japan price-to-book
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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.

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 publicin 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.
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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
registered fund shall be conducted only through a locally licensed distributor.
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