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The initial discovery of the Omicron variant was met with fairly sensational reporting by some of the world’s media
and this fed through quickly into investor sentiment (it is ironic that “media control” is an anagram of the words
Delta and Omicron). This was even before the true nature of this variant of the virus is properly understood. Our
hope is that it follows most other pathogens and becomes less virulent even as it becomes more adept at
spreading. It is encouraging in this regard that the case fatality rate for the Delta variant was much lower than less
transmissible earlier variants.
It is probably true, however, that even if Omicron had not surfaced it was probably about time that investors were
again reminded of the volatility that resides in markets, despite the mollifying impact of endless liquidity injections
by central banks.
The Federal Reserve (Fed) finally ditched the word transitory from their own characterisation of inflation but this
does little to change the formidable challenge facing them. How does the Fed remove the liquidity injections to
which investors have become so accustomed (fuelling rampant speculation in asset prices), without denting
confidence too badly—with inevitable repercussions for real world economic activity?
China is ahead of the US in terms of normalising monetary policy, complemented by other central government
initiatives. If they can eliminate the excesses evident in residential real estate without doing any more widespread
damage, then the starting point for future economic growth should prove more sustainable, in our view. Our search
for “Future Quality” companies in China is often frustrated by valuation. There are fewer quality growth Chinese
companies (with proven track records of delivering high cash returns on investment). As a result, there is a scarcity
premium attached to the companies that do. Hopefully a period of monetary tightening will remove some of this
overvaluation.
Arguably it is easier, in our view, for a control economy like China to implement these changes, compared to
countries where politicians are often motivated by prevailing popular public opinion. The problem is that the public
may not always be great at thinking longer term. For instance, restricting the supply of overseas workers appeals to
a cross-section of the population (and we are not saying that integration is without significant challenges). Will
these restrictions really lead to greater opportunities for the local populations though? It certainly seems that there
may be some short-term pain to reckon with—well before any long-term gain, in terms of broader employment
opportunities for future generations.
The US Infrastructure Bill finally passed the US House of Representatives and has been seen as a huge win for
anything construction related. Share prices have been very strong across the construction materials and building
products sectors in anticipation. No one doubts the wisdom of spending more money on improving the crumbling
US infrastructure, but it is probably fair to ask how quickly the concrete will get poured? Where will the construction
workers come from that will be needed to turn these theoretical dollars into real economic activity? No one appears
to care now, but they might…
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According to the US Bureau of Labor Statistics, there are 1.5 million construction labourers in the US. These people
are not sitting at home waiting for an opportunity to work at present (not many people are, if the US
unemployment rate of just over 4% is to be believed).
By way of comparison, there are three million registered nurses (RNs) in the US. The availability of RNs has been a
major issue for two of our Future Quality companies in recent months (LHC Group and Encompass Health). We do
not believe, however, that these businesses are powerless in the face of the cost pressures facing them at present.
Telehealth, increased use of (faster to train) nurse practitioners and greater use of automation will all help. This
addresses an important component of Future Quality companies, their ability to adapt faster than peers to a
changing environment.
The recent market volatility has forced some investors to address underperforming stocks, “If I didn’t own it already,
would I buy it today?” is often a useful mantra. If the answer is “no” then it is likely only a fear of admitting you got it
wrong or some other emotional attachment that is making you hold on. If the answer is “yes”, however, then we
believe that one should be ready to take advantage of short-term factors to buy more.
We will not hide from the fact that this means tolerating underperforming shares from time to time—as long as we
remain convinced about the long-term investment case. We won’t hide these investments from our clients either in
favour of the more comfortable conversations that come if we only talk about outperformers. We continue to
believe that we do not want all of our ships sailing in the same direction. That means foregoing some short-term
return for smoother, better returns over longer time periods.

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio,
nor constitute a recommendation to buy or sell.
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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 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
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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.
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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