FOR PROFESSIONAL
CLIENTS ONLY

August 2018

nikko

Nikko Asset Management

By the Global Equites Team

QUARTERLY INSIGHTS FROM THE NIKKO AM

GLOBAL EQUITIES TEAM

Q22018

iSalud a los Millenials!

Spending time abroad gives us the chance to see things in a
different perspective. It is not necessarily things that we can’t
observe at home - it’s just that different settings stimulate our
awareness in a way familiar settings can’t always achieve. This is
particularly true while on holiday, simply because less time
spent in front of a screen or in meetings gives us more time to
observe the changing world around us.

Driving through some of the small, white-washed villages in the
South of Spain it is easy to think that very little has changed over
the last few decades. At least that is until you visit the beautiful
Andalusian cities of Cordoba and Seville, steeped in Moorish
architecture and history, these iconic places epitomise modern
Spain but more generally modern life and changing consumer
patterns.

Spain is worth paying attention to - it is the second most visited
country in the world (in terms of international tourists), behind
France, and also generates the second highest tourist receipts
globally behind the USA. In 2017, they attracted 82 million
foreign tourists or nearly 7% of all global tourists. In the historic
city centres across the country the diversity of the population is
second to none. People from all over the world congregate,
spend and interact.

It is in places like this (Seville) where you notice changes in
consumer behaviour, the “sharing economy” is thriving, if not

always welcomed by traditionalists. Over 90% of ATMs and POS
terminals in Spain now accept UnionPay while Alipay and
WecChat Pay is also increasingly accepted across the country. As
recently as 2008 using a credit card was a real challenge in many
places. Cycle paths are everywhere and in a just over a decade
the percentage of trips by bike in Seville has risen from less than
0.5% to over 10%. Moreover the nature and diversity of the retail
and restaurant scene has evolved immeasurably.

None of this is necessarily surprising but observations like this,
whether it's evolving transport and payment methods, or
changing eating and spending habits, scratch the surface of a
much bigger and important shift undergoing the economy, not
just in Spain, but across the world.

These observations highlight some of the changes in goods and
services that cater to the millennial generation. Millennials
account for 27% of the world’s population (2 billion) and
generate an annual income of $13 trillion or 33% of the global
total. Long term consumption trends will be defined by this
generation. They will be the biggest market by annual
aggregate income for the next two decades and beyond.

Figure 1: Millennials’ global annual aggregate income will
reign through 2030
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They are the first fully digital generation and will define our
economy in the same way Baby Boomers did 40-50 years ago.
Millennial preferences will impact all segments of the economy
and it is one of today’s defining global economic mega-trends
investors must understand. Recognising how the economy
evolved during the period of the Baby Boomers helps us make
more informed forecasts and assumptions for the millennial
generation today.

Like many generations, Baby Boomers were very different to
their parents, they enjoyed different experiences, embraced
new things, were more adventurous travellers and were
ultimately responsible for the technological and economic
boom of the 1980’s and 1990’s. Changing spending patterns
and consumer behaviour led to the emergence, growth and
domination of some of the most world’s successful companies
of the time including Wal-Mart, Home Depot, Disney, Microsoft,
McDonalds, Hewlett-Packard and IBM. These companies were
dialled into the changing consumer preferences of the
emerging generation.

There are around 90 million U.S. Millennials but this is dwarfed
by the millennial population in Asia. In China there are about
330 million Millennials and in India around 360 million. The
economic environment for Millennials is very different to that of
the Baby Boomers of 1946-1966 when the world was emerging
from World War Il. For western Millennials, they are in the
precarious position of potentially being the first generation to
have a lower standard of living than their parents. They have
grown up in economies that are over indebted and are still
recovering from the aftershocks of the Great Financial Crisis.
This is in stark contrast to millennials from emerging nations.
Chinese Millennials have grown up in an era of growth,
prosperity, economic reforms and openness and are far less
encumbered with debt than their western counterparts.

The millennial generation is dominated by developing countries
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What Millennials around the world have in common is that they
are digitally savvy. They are heavy users of social media and
influenced by peers and v-loggers. Mobile content and social
media helps shape the brands, goods and services they prefer
and aspire to, but they prefer to spend on travel and
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experiences than brands and goods. They are generally less
likely to step onto the property ladder early and prefer to rent
goods and services than own them. In stark contrast to Baby
Boomers only 15% view purchasing a car as important.

Similarly their attitude to health and wellness is different. They
drink and smoke less than other generations, have different
eating habits and a more holistic approach to health care. These
trends have profound implications for numerous industries.
Companies that can adapt and get ahead of these trends will
succeed in the millennial era.

However it is the Asian Millennial that will help define the
successful companies of the next few decades. In 10 years’ time
the spending power of Chinese Millennials will reach $3 trillion.
Chinese Millennials spent over $560 billon on mobile purchases
in 2017, almost 5 times that of U.S. Millennials. They account for
75% of all ecommerce in China. They are an affluent and
educated generation. Chinese millennials are 8 times more
likely to be college graduates than their parents, travel overseas
twice as much as their parents and are more likely and able to
use debt. Chinese Millennials are in a position to shape the
world in the same way as the U.S. Baby Boomers did in the
1970’s and 1980's.

We have just touched on a few examples of how the millennial
generation is changing and shaping the global economy.
Investors around the world have to be aware and understand
the opportunities and threats that this long term theme has on
their investments. They need to understand which companies
are providing relevant goods and services, which companies
can adapt to suit the needs of this cohort of the population and
which companies are emerging to fill the gaps.

Our portfolio today includes many stocks that we believe will
benefit from this multi-decade opportunity.

So next time you're lucky enough to be sipping a vermut or tinto
de verano in the shadow of Cordoba’s Mezquita take a minute
to contemplate the changing habits of the 2 billion Millennials
around the world who are defining our planet.

Pioneers of our time

Ever thought what it feels like to be Elon Musk? And | don't
mean to have all that wealth - but to have the ambition,
creativity and drive to shape a new, better world for us all. His
constant questioning of traditional methods never goes
unnoticed or goes without debate.

Take Musk’'s Boring Company as an example. The Boring
Company intends to build a 3D network of tunnels between Los
Angeles and San Francisco, with significant benefits to society,
such as accessing unlimited layers of tunnelling, lower levels of
noise and ultimately, he argues, lower levels of anxiety -
because walking below a flying car might not be much fun.
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He has identified a problem. Continued urbanisation and the
introduction of autonomous vehicles is likely to lead to more
traffic rather than less. The Boring Company intends to use
technology to significantly lower the cost of drilling to the point
that tunnelling is the solution and his approach is certainly
different.

A recent trip to the National Portrait Gallery in Edinburgh made
me realise that every age has their pioneers. As | walked through
a display of 19th century photography | stumbled upon this.

Fai. B, Livize sopmn [LADSTRATING PRISCIFLE OF THE FORTI ERIDOE,

Source: https://www.theforthbridges.org/gallery

If you read our last quarterly newsletter, you might recognise
the drawing in the background - it's the design of the Forth Rail
Bridge, the very same bridge, lain travels across every day.

This ‘living model’ for investors had the Japanese engineer
Kaichi Watanabe supported between 2 UK engineers, John
Fowler and Benjamin Baker. Fowler and Baker represent the
cantilevers, with their arms in tension and the sticks under
compression. It is CAD software, 19th century style, and
probably looked as crazy then as it does now.

In the late 19th century, building bridges was a risky business
and designs were painstakingly drawn up and used as the main
source for convincing investors to part with funds. The
challenges pioneers face today are certainly different though at
its core the debate is the same.

As it happens the bridge, a UNESCO World Heritage Site,
opened in 1890 and was the result of a speculative boom that
saw the introduction of many innovations, many of which we
still benefit from today.

Today's pioneers are demanding a different sort of
infrastructure boom. On its own, Musk’s visions of electrifying
the transport system and tunnelling appears crazy. But further
innovation in battery and drilling technology, political support
and network infrastructure investments (to name a few), means
the probability of change for the better is high.
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We are undoubtedly living in a time of unparalleled technology
innovation and invention - cloud, artificial intelligence, block
chain, virtual reality, robotics etc. —and they all represent vast
potential for the future of society and business.

But despite the scale of the investment required, there are many
ways to lose money hence we are careful to invest in businesses
we understand such as the global consultant, Accenture. They
are reaping the rewards for leading the consulting market
across all of these innovations with digital, cloud and security
accounting for nearly 50% of group wide sales. Part of the
attraction of Accenture is that they are ‘pioneer’ agnostic and
will win as disruption and change accelerates. We also like their
high dividend payout ratio and strong cash generation
capability. Without doubt a Future Quality company.

Another business to benefit from the digital boom is Hexagon,
a solution provider for digital transformation and a leader in
smart transport solutions. They combine their geospatial
knowledge with mapping and sensing technology to offer
solutions for all players in the autonomous mobility world,
whether trains, planes or automobiles.

We have great admiration for the pioneers. But the investors in
the Forth Rail Bridge didn’t make a dime. The winners were the
commuters, such as lain, or the many tourists to Scotland to see
this UNESCO Heritage Site.

We see Hexagon and Accenture as two examples of winners in
today’s digital driven infrastructure boom. With the right tools
and some luck, the pioneer’s vision becomes reality and the
better world eventually arrives.

Postscript: ESG in the 19th century

The Forth Rail Bridge consumed over 55k tonnes of steel and
rivets, took 13 years to build from the early design stage and
unfortunately recorded 73 deaths. ESG was obviously not a
priority during the Victorian era. Hexagon is also a supplier of
CAD software, significantly reducing the time taken to build, the
weight of steel used, while also increasing the safety of building
large infrastructure projects, such as bridges, today.
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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, Nikko AM NZ Wholesale
Investment Scheme and the Nikko AM KiwiSaver 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 website
www.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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