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Key Facts

e Theresa May's Conservative Party still have the largest
number of seats in the House of Commons, but fall
short of the 326 number required to form a majority
Government.

e Jeremy Corbyn’s Labour Party gains 29 seats from their
result in the 2015 General Election.

e The Scottish National Party (SNP) loses 21 seats, with a
strong vote for the “Pro-Union” parties.

e Popular Vote share for National UK parties is
Conservative 42%, Labour 40%, Lib Dems 7%, UKIP 2%
and the Greens 2% with turnout up 2% from 2015 to
69%.

e “Confidence and supply” agreement is emerging
between the Conservatives and the Democratic
Unionist Party (DUP) from Northern Ireland.

Commentary

Theresa May’s Conservative Party lost their outright majority in
last Thursday’s General Election. Out of the 650 seats available
(of which 326 seats is needed to form a majority government),
the final number of seats won for the main national parties
was: Conservative’s 318, Labour 262, SNP 35 and the Liberal
Democrats 12.

Northern Ireland’s DUP (which holds similar political views as
the Conservative Party) won 10 seats, and it has been
speculated that May will form a “confidence and supply”
arrangement with the DUP to allow the Conservatives to form
a Minority Government.

When the snap election was first called, it was done so on the
premise that such would allow Prime Minister May to win a
larger parliamentary majority in the House of Commons. In
turn, this would strengthen her hand in the looming divorce
talks with the European Union and give her a strong mandate
for her government and her version of Brexit.

When the election was called, her Conservative Party was 20
points ahead in the polls and a large majority victory was
predicted. However, after a campaign wobble in which the
party’s manifesto was launched with controversial policies on
social care reform, support started to dwindle. There was a
resurgence in support for the more populist Corbyn campaign

driven by an aggressive social media campaign that targeted
younger voters with free student tuition fees and forgiveness
of existing student debt.

Britons voted in their highest numbers in 25 years. More than
32 million votes out of a possible out of 46.9 million, had been
counted, a figure not surpassed since the 1992 poll, when
Conservative leader John Major made it four general election
wins in a row for the Conservative Party.
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The decline from UKIP's vote share falling from 12.6% in 2015
to 1.8% in this election boosted both main parties, but this
tended to help Labour retain and regain seats in the North of
England and the Midlands against the Conservatives. A major
factor of the result was the turnout amongst young people.
Early indications suggest that youth turnout for ages between
18-24 year olds was 72%. This was significantly higher than in
the past three general elections and certainly helped to boost
Labour's vote share.

In Scotland, the Scottish Nationalist Party lost 21 seats, with
the Scottish Conservatives, Labour and the Liberal Democrats
all making gains. The Scottish Conservatives led by Ruth
Davidson delivered the party’s biggest success in Scotland
since 1983 and won 13 seats. All three of the pro-Union parties
benefited at the expense from the Scottish Nationalists and
this result should help to dampen the appetite for a second
independence referendum in the short term and perhaps for
the foreseeable future.
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Labour will be claiming a moral victory in denying the
Conservatives an overall majority. Corbyn, with 40% of the
vote, exceeded Gordon Brown and Ed Miliband'’s popular vote
in 2010 and 2015, respectively. The count of 262 seats,
however, is only seven higher than the total that the party won
in 2010 when Gordon Brown's office was ejected from office
and remains a long way from Labour winning a full working
majority.

Market Impact and BREXIT Implications

In the aftermath of the result, the markets have reacted
nervously. The Pound Sterling (GBP) dropped against the US
Dollar and Euro and there have been small gains made on the
FTSE 100, as profits earned abroad by multinationals are worth
more when converted back into GBP.

Chart 2 - GBP/USD FX

Source: Bloomberg, as at 09/06/2017

An issue that will be debated in great depth during the next
session of Parliament will be Brexit, and what type of stance
the British government will pursue in their negotiations with
the EU, and whether the final outcome is a Hard or Soft Brexit.
The Hard Brexit path would have the UK exiting the EU single
market and its legislation, regulations and judiciary. In doing
so, the UK would resume full control over its own immigration
system, introducing stricter controls on immigration from the
EU and elsewhere. It also could entail the UK adhering to only
WTO rules on its trade.

A Soft Brexit could be in many forms, but would likely revolve
around the idea of a compromise arrangement between the
British government and the EU, in which the result of the
referendum is honoured but without fully severing ties with
Europe. Such would also try to control the national
immigration rules and allow the UK to maintain access and
barriers for trade in the single market. This option would need
the permission from the 27 EU governments to allow the UK to
access to the single market and it would likely be required for
the UK to continue its financial contributions, resembling the
Norway style arrangement.

Despite some current downside risk in the currency on the
back of the political uncertainty, we believe in the longer term,
the election result could lead to a softer Brexit negotiation that
may help GBP to strengthen. This is due to a necessity to
compromise on key terms including membership of the
customs union and the Northern Ireland border.
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In the days to come, the main agenda/responsibility for Prime
Minister May is to form a Government and pass a Queen's
speech (the process where the Monarch sets out the
Government's legislative programme for the upcoming
session of Parliament). May was asked to form a government
on Friday afternoon and since then the talks between the
Conservatives and DUP have been progressing. It is believed
that the confidence and supply agreement will apply only to
"big issues" such as the economy and security. It is also likely
that the Queen’s Speech will be delayed so the Conservatives
can amend parts of the original speech in the light of the result
on Thursday.

When May called the election she stated, "Every vote for the
Conservatives will make me stronger when | negotiate for
Britain with the prime ministers, presidents and chancellors of
the European Union." However, the result has been negative
for her own position and as a result the status of the Brexit
negotiations have been put into jeopardy. The extent of the
damage that has been caused by Thursday’s result is still
unknown and will only be seen in due course. In Europe we
will continue to monitor closely the negotiations between the
EU and UK Government and whether it will lead to a Hard or
Soft Brexit will also have to be seen.

It is widely accepted that the position within her Party and
nationally has been damaged by the result of the election. It is
likely over the course of this Parliament she will face pressure
to leave her post or be forced out of office, “in the interests of
the Conservative Party.” If such an event occurs, prominent
members of her cabinet such as Boris Johnson, Amber Rudd,
Philip Hammond and David Davis would be the likely
candidates who would inherit the role of Prime Minister. What
is clear is Prime Minister May’s gamble has certainly not paid
off and has delivered the polar opposite result to that intended.
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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 investment advice or a personal
recommendation and it does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient.

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 material 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 stocks, 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/Japan Securities Dealers Association.

United Kingdom and rest of Europe: 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 Financial
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).

This document is communicated by Nikko Asset Management Europe
Ltd, which is authorised and regulated in the United Kingdom by the
FCA (122084). It is directed only at (a) investment professionals falling
within article 19 of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005, (as amended) (the Order) (b)
certain high net worth entities within the meaning of article 49 of the
Order and (c) persons to whom this document may otherwise lawfully
be communicated (all such persons being referred to as relevant
persons) and is only available to such persons and any investment
activity to which it relates will only be engaged in with such persons.

United States: 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. This document should not be regarded as
investment advice. This document may not be duplicated, quoted,
discussed or otherwise shared without prior consent. Any offering or
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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 only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. Nikko Asset Management Asia
Limited is a regulated entity in Singapore.

Hong Kong: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. 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: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information in
Australia. Nikko AM Australia holds Australian Financial Services
Licence No. 237563 and is part of the Nikko AM Group. This material
and any offer to provide financial services are for information
purposes only. This material does not take into account the objectives,
financial situation or needs of any individual and is not intended to
constitute personal advice, nor can it be relied upon as such. This
material is intended for, and can only be provided and made available
to, persons who are regarded as Wholesale Clients for the purposes of
section 761G of the Corporations Act 2001 (Cth) and must not be
made available or passed on to persons who are regarded as Retail
Clients for the purposes of this Act. If you are in any doubt about any
of the contents, you should obtain independent professional advice.

New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment Manager
of Nikko AM NZ Investment Scheme and the Nikko AM NZ Wholesale
Investment Scheme.

This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3 of the
Financial Markets Conduct Act 2013 in New Zealand). This material
has been prepared without taking into account a potential investor’s
objectives, financial situation or needs and is not intended to
constitute personal financial advice, and must not be relied on as
such. Recipients of this material, who are not wholesale investors, or
the named client, or their duly appointed agent, should consult an
Authorised Financial Adviser and the relevant Product Disclosure
Statement or Fund Fact Sheet (available on our
websitewww.nikkoam.co.nz).

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
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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 Bank
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
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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.
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