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Global Growth Should Rebound

Our updated house view is that the G-3 and Chinese
economies will rebound through June 2019 approximately in
line with consensus expectations, after the global 1Q
deceleration, while we expect central banks to reduce their
accommodation similarly to consensus expectations. With
such as the backdrop, we expect bond yields to rise mildly, the
USD to be relatively flat and equity markets to rise quite a bit
further, especially as we forecast that geopolitical risks will
remain under control.

MSCI World rose 0.4% from our last meeting in early-
March through June 8th, less than we expected (although
are targets were for end-June, which could well still be
met), yet somewhat justifying our bullish stance at the
time, at least relative to bonds. The major reason why both
asset classes were subdued in USD terms was the strength
of the USD. The SPX rose slightly, but is lower than our June-
end target, while TOPIX rose nicely in USD terms, but also
below our target. It was MSCI Europe and MSCI Pacific ex Japan
that disappointed the most vs. our expectations, primarily
because we did not foresee the Italian tumult and ultra-
aggressive US trade policy, respectively. G-3 bond yields are
mildly below our targets for end-June, except for Japan, which
remains consistent with our flat target. Our March forecast of
0.2% USD-based global bond return through June is likely too
high due to the stronger USD pushing down the value of
overseas bonds. Indeed, Euro was much weaker than we
expected, greatly due to the Italian tumult, while the Yen is
110 vs. our 107 forecast.

G-3 economic growth decelerated significantly in the 1Q for
Japan and Europe, but remained quite sturdy for the U.S. and
China. Our forecasts in March for firm economic growth in the
2Q-3Q period, around the consensus forecast at that time,
looks correct now, although of course, with a lower 1Q base for
Japan and Europe. Looking forward, U.S. GDP, at a 3.1% Half on
Half Seasonally Adjusted Annualized Rate (HoH SAAR) in 2H18
and a 2.3% rate in TH19, should match consensus
expectations. Growth should come from increased personal
consumption, fixed asset investment, government spending
and inventories, while net trade will likely be a negative factor.
Meanwhile, the Eurozone’s and Japan’s GDP will likely grow at
2.2% and 1.8%, respectively, on a HoH SAAR basis in 2H18 and
2.0% and 1.8%, respectively, in TH19, both approximating
consensus expectations. These results should re-assure risk
markets and corporate profit estimates should continue to
show sturdy growth well into 2019. Lastly, China’s official GDP
should be approximately 6.5% HoH SAAR in both periods. Here

too, personal consumption will likely lead the way, while fiscal
stimulus will continue to provide much less support.

As for geopolitical issues, we still believe that such will be
handled without crisis due to the strong economic incentives
of all major players, but there are many situations that bear
close monitoring. Although we did not forecast the Italy’s
disruption, it may turn out to be of only moderate importance,
while the bigger issues of North Korea, the Middle East and
BREXIT did, indeed, not become problematic for markets.
Trade disputes were more serious than we expected, but we
continue to believe that they will be settled relatively soon,
especially as Trump desires a positive economy and stock
market leading up to the November elections.

Central Banks: Remaining Relatively Dovish
Despite Reflation

We maintain our Fed call for hikes in June, September and
March, while adding one in our new June 2019 forecast
period, as well. This is a bit more aggressive than fixed
income markets expect, but approximates the consensus of
major street economists. As we expected, the ECB and BOJ
remained very dovish and we still expect the former to end QE
in December, with rate hikes starting in 2Q19. Meanwhile, we
continue to expect the BOJ to maintain its 10-year JGB target
until a 1Q19 hike of 20 bps. As for inflation, we expect U.S.
Core CPI to be 2.1% YoY in December, and as we expect the
Brent oil price to be $75 then, we expect the headline CPI to be
2.6% YoY. Overall commodity prices should also move mildly
upward, with oil essentially flat, as global growth should keep
global commodity demand quite firm, thus more than
offsetting the effect of higher interest rates.

Flat USD and Mildly Rising G-3 Bond Yields

Given our scenario, we expect G-3 bond yields to continue
rising gradually in the next few quarters. For US 10Y Treasuries,
our target for end-September is 3.00%, while those for 10Y
JGBs and German Bunds are 0.05% and 0.45%, respectively. In
December, we expect 3.05%, 0.10% and 0.50%, respectively.
This implies (coupled with our forex targets) that including
coupon income, the Citigroup WGBI (index of global bonds)
should produce a -0.4% unannualized return from our base
date of June 8th through September in USD terms, and -1.3%
through December 2018. Thus, we continue to maintain an
unenthusiastic stance on global bonds for USD-based
investors. The WGBI index in Yen terms should be -0.2% and -
0.6%, respectively, and as for JGBs, we target the 10Y to have a
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-0.2% total unannualized return in Yen terms through
September and -0.6% through December 2018.

Regarding forex, Fed policy will tighten faster than that for the
BOJ and ECB, but global worries about U.S. budget deficits
should restrain USD enthusiasm, so we expect the Yen and
Euro to be basically flat through June 2019, with the EUR
slightly declining towards the end of this period. One
additional positive factor for the USD for the last three months
has been the major decline in the U.S. trade deficit, as imports
have been sluggish. However, it is likely that it will widen in the
2H18 due to strong personal consumption. This would be USD
bearish, but if the widening is very marginal, such would
actually be a positive factor for the USD.

Still Positive on Global Equities

Our new scenario continues to be bullish on equities (as it has
for virtually the entire period since the Global Financial Crisis),
as economic growth should propel earnings growth, while
mildly rising interest rates should not curtail valuations much.
Aggregating our national forecasts from our base date of June
8th, we forecast that the MSCI World Total Return Index will
increase 2.5% (unannualized) through September in USD
terms, 5.2% through December and 6.8% through March 2019.
Clearly, this suggests a positive stance on global equities
for USD-based investors (and Yen-based investors, as
well).

In the U.S., strong global economic growth, coupled with
deregulation and accelerated share buybacks should easily
offset the headwinds from mildly higher interest rates, so the
equity backdrop is quite strong, especially as SPX CY18 EPS
estimate has risen by another 2% since our meeting and the
PER based on such is at a fairly reasonable 17.5 times. Given all
of this, we expect the SPX to hit 2821 (2.1% total unannualized
return from our base date) at end-September and 2878 at year-
end (4.6% return), clearly reasonably high returns on an
annualized basis.

European equities have been quite disappointing recently,
especially in USD terms, and some European macro economic
data is still showing signs of deceleration, but GDP should be
reasonably solid going forward, especially by mature-country
standards. Political risk continues to haunt the market, as does
the credit quality for major parts of the German banking
system. Continued low interest rates and strong earnings
growth from global economic growth, however, should help
its equity market rebound. Notably, mildly rising commodity
prices, to which UK and European corporations are highly
geared via multinational companies, should also boost
corporate earnings. The European PER on 2018 EPS is quite
reasonable and will likely rise somewhat, so we see the Euro
Stoxx rising to 398 and the FTSE to 7780 at end-September,
and to 409 and 7950 through December, which translates to
3.8% and 7.5% unannualized MSCI Europe returns in USD
terms for those periods. On the political front, fears of an
Italian crisis have greatly decreased in recent days, but BREXIT
will likely remain a moderate headwind. Although it is not our
expectation, there is the possibility of increasingly damaging
trade spats with the U.S., as Europe seems completely
unwilling to deal with the Trump Administration.
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Japanese equities have not only risen in Yen terms since our
March base date, but also +2.5% in USD terms. Part of this was
due increased equity investor confidence due to a weaker Yen.
1Q EPS results were especially good due to a declining US tax
rate and EPS growth ahead continues upward. Japan has high
operational gearing to strong global economic growth and
corporate governance continues to improve (despite a few
hiccups), so we expect TOPIX at end-September to be 1829,
with 1876 through December for a total return of 3.2% and
6.3% in USD terms, respectively (virtually the same in Yen
terms, as well). The reasonable equity valuation, at 15.0 times
CY18 EPS, is also factor in our positive outlook.

As for the Developed Pacific-ex Japan MSCI, we expect Hong
Kong and Australian equities to perform very well, leading to a
3.3% unannualized return in USD terms through September
and 7.3% through December. Strong global growth,
reasonable equity valuations, decent earnings growth and
continued low global interest rates all play major roles in these
expected returns. Once again, the major risk is trade disputes,
particularly between the U.S. and China, but we believe the
worst has likely passed. That said, it will continue to be a
worrisome issue at times and it is partly linked at how well
North Korean denuclearization proceeds.

Investment Strategy Concluding View

There is no doubt that geopolitical tail risks remain quite large,
but the Global Investment Committee remains upbeat
because the net impulses for global economic growth and
corporate profits continue to improve. Thus, similar to our
meetings of the last year, this justifies a positive stance on
global equities, particularly in Japan, Europe and the Asia
Pacific. Meanwhile, global bond yields should rise somewhat,
so we maintain an unenthusiastic stance on global bond
returns.

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.
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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
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
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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
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
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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
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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