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Internet companies have gone from strength to strength, dramatically outperforming the
broader market year-to-date. We believe that these companies have room for further
growth, given the outsized role they are likely to play in a post-COVID-19 future.
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Jermyn Wong, Head of Asia ETF Business Development and Product Development Director

Living in a digital age
In today’s hyper-connected world, we spend a significant portion of our lives online. The internet has enabled us to
look up information within milliseconds, communicate with loved ones around the world, order groceries and
consume entertainment—all at the snap of a finger. Internet companies have dramatically outperformed the
broader market this year: they remained comparatively resilient during the market lows caused by COVID-19, and
were quicker to rebound when markets subsequently recovered. Despite their strong performance year-to-date, we
believe that global internet companies will continue to thrive in a post-COVID-19 economy. The following are some
reasons why we believe that exposure to internet stocks could favour investors for the decades to come.
Internet companies are a major beneficiary of changing habits
Internet companies are likely to benefit from the changes brought about by the COVID-19 pandemic. Digital
advancements are being accelerated out of necessity to facilitate a contact-free society, and the internet is the glue
binding everyone together in these socially-distant times. Dr. Maxwell Maltz, the renowned American author of
Psycho Cybernetics, suggested that habits require a minimum of 21 days to form. The epidemic has gone far beyond
this duration and has created a long-lasting impact on consumers. These fundamental shifts are expected to benefit
internet companies in the following ways:
•

•

•

•

E-commerce is becoming the new norm. The pandemic has forced households to
shift to the digital marketplace as an alternative to bricks-and-mortar stores to
minimize risk of exposure to the virus.
Digital communication is being prioritised. Greater quality of digital
communication will be required to facilitate more effective remote working and more
authentic human interactions.
Digital entertainment is being favoured. Online gaming and video/music
streaming services have become a way of life as consumers look to fill their time
during periods of lockdown.
Payments are becoming more digitised. This will be supported by an increase in
volume of digital purchases as well as the fear of viral transmission via physical notes.
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Vast potential increase in internet users globally
The global internet penetration rate was at 58.8% in 2019, suggesting that more than 40% of the world has yet to
access the internet. These individuals will bolster demand in the technology sector once they have access.
Economic and social progress will undoubtedly help their cause, but COVID-19 will likely also lead to increased
internet adoption as we get used to a more digital-based way of life. One driving force is the continued rise in
mobile data usage. According to Ericsson, global mobile data traffic is expected to increase by 27% annually from
2019 to 2025. And by 2025, almost 75% of web users are expected to access the internet solely using their
smartphones, according to mobile trade body GSMA 1.
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Growth in supporting infrastructure: The 5G effect
At CES 2020, an annual trade show organised by the Consumer Technology Association, major carriers such as AT&T
and Verizon projected that 2020 will be a turning point for 5G, where 5G networks are expected to proliferate and
be accessible nationwide in the US.
5G is said to have download speeds 100 times faster than 4G, and it will be launching at an opportune time.
Requirements for superfast internet connections will become a social and economic necessity after this pandemic
to support the contact-free economy. Furthermore, Cisco reports that 5G connections are expected to generate 2.5
times more traffic than the average 4G connections and take up 10.6% of total mobile traffic by 2023 2.
5G will have profound effects on various industries. It will expand the possibilities of virtual reality and cloud
gaming and improve the video/music streaming experience and Internet of Things (IoT) connections with smart
devices at home, among others. This will in turn spur the growth of more digital data, allowing companies that are
able to make sense of this enhanced volume of consumer data to further benefit from it.
Governments worldwide have also shown great willingness to support the development of 5G, serving as another
impetus for its development. Table 1 shows Visual Capitalist’s estimate of the state of 5G development by 2035.

Source: https://www.cnbc.com/2019/01/24/smartphones-72percent-of-people-will-use-only-mobile-forinternet-by-2025.html
2 Source: Cisco annual internet report, https://www.cisco.com/c/en/us/solutions/collateral/executiveperspectives/annual-internet-report/white-paper-c11-741490.html
1
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Table 1: Projected 5G development in 2035

Source: Visual Capitalist, March 2020
https://www.visualcapitalist.com/visualized-where-5g-will-change-the-world/

The question of valuations
While the iEdge-Factset Global Internet Index’s forward 12-month price-to-earnings (P/E) ratio of 42.8x appears to
be high, we believe that this can be justified by expectations of strong earnings per share (EPS) growth for internet
companies over the next few years. According to Bloomberg consensus forecasts, EPS for the Global Internet Index
is expected to grow by 61.0% over the next 12 months. Thereafter, EPS is expected to increase by 16.4% and 26.4%,
respectively, for the subsequent two years. Hence, the P/E ratio for the Global Internet Index is expected to decline
to a more palatable 36.9x after two years and 29.1x after three years.
In addition, while the Global Internet Index is now trading at an enterprise multiple (EV/EBITDA) of 26.3x (forward
12-month), this is expected to fall to 23.2x and 18.7x, respectively, for the subsequent two years on the back of
EBITDA per share growth of 36.8%, 13.5% and 24.1% respectively, for the next three years.

Looking to the future
As long-term investors, it is vital for us to consider what the future could look like. These are disruptive times, and
the COVID-19 outbreak has only served to accelerate this disruption. When considering the shape of things to come,
it is impossible for us to picture a world where e-commerce, social media, search engines and IOT companies do not
have a major part to play. In our view, exposure to global internet companies could be a way for investors to futureproof their portfolios and position them well for the years ahead.
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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.
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.
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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 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.
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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