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Snapshot

The markets continued their ascent in July; however, amid early signs of volatility the strong start to the month was
largely undone by the end. The earnings outlook was good in July and within the US, a large majority of companies
continued to surprise on the upside with their earnings. Despite this, some nervousness towards large US Tech firms
become evident. Strong earnings results were often met with disappointment, as the markets began to question
whether the large amounts of capital investment into artificial intelligence (Al) would be able to generate strong
enough returns. Furthermore, the markets have become fixated on the timing of the first rate cut by the Federal
Reserve (Fed) as US unemployment continued to creep higher and there were early signs that inflation was beginning
to ease. This led to the first Fed rate cut being priced for September, with the markets expecting almost 200 basis
points (bps) of cuts to come over the following 12 months. In our view, this should help quell the rising volatility and
see risk assets perform through the end of the year.

Outside of the US, the markets turned their focus on Japan as the Japanese yen rallied and equity markets sold off.
The Bank of Japan (BOJ) hiked interest rates to 0.25% late in July and delivered messaging that it would review their
bond purchasing program. The markets initially took the news positively; however, two days later, the situation was
completely reversed. As the yen began to rise, the short yen carry trade was unwound, causing a sell-off across risk
assets globally. Since Japanese equities are highly correlated with the yen, the country’s market showed signs of stress
which ultimately led to panic at the beginning of August. This type of turmoil is typically enough to slow down a
central bank; however, the markets still appear to believe that the BOJ will be able to maintain its hawkish path,
potentially providing the yen with continued support.

Cross-asset?!

For the month of August, we reduced our overweight on growth assets and maintained a neutral position on
defensives. While we reduced our weighting on growth amid the volatility in the markets, we still kept our exposure
significantly above neutral. This is due to a number of positive factors still in play, including seemingly imminent
interest rate cuts from the Fed, earnings surprises remaining above their historic average, stronger-than-expected US
economic growth and large fiscal spending globally from governments to support growth. As inflation has started to
recede and unemployment rises, this paves the way for the Fed to begin easing, joining the European Central Bank
(ECB), Bank of England and Bank of Canada, who have already begun reducing interest rates. Typically, risk assets
perform best in an environment when purchasing managers’ indices (PMls) move from contraction to expansion amid
supportive monetary policies. This should also lead to more opportunities within the defensive side of the portfolio,
as lower interest rates will favour fixed income.

Within growth'’s cross-asset scores, specifically developed market (DM) equities, we reduced our exposure to Europe
and the UK while we retained our preference for the US on the back of better visibility driven by secular growth
themes. We increased our overweight on Japan due to its longer term structural story of improving corporate
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governance and earnings growth momentum. However, with the near-term headwinds coming from the yen's
appreciation in mind, we aim to slowly add capital on market corrections. We also decreased our overweight in energy
and industrial metal given heightened volatility and shifted towards more defensive MLP assets. Within infrastructure,
we increased our weight in US utilities on attractive valuations, reflecting our constructive view of the asset class
driven by increasing energy demands due to Al development. We maintained our underweight to emerging market
(EM) equities on better risk rewards found in DM equities despite relative valuation. However, we continue to favour
selective countries such as India, which continues to benefit from a domestically driven economy and structural long-
term growth story.

Within defensives, we marginally increased investment-grade (IG) credit, which is now slightly overweight, while
maintaining an underweight position in DM sovereigns. While |G credit spreads remain tight with some countries
such as the US trading close to post-global financial crisis lows, the increased prospect of interest rate cuts should
support spreads, in our view. We find Canada relatively more attractive in terms of spreads. We expect the dovish
stance of its central bank to support both spreads and outright interest rates. For DM sovereigns, we have a similar
preference for Canada and the EU. However, more recently, we increased our exposure to the US and reduced our
weight in Australia. The adjustment is based on the notion that Australia has higher inflation and a more hawkish
central bank, whereas the US is likely on the verge of lowering interest rates. Previously, we were cautious about
adding to bond markets with highly inverted yield curves; however, we now have a more favourable view of longer-
term bonds given the recent yield curve steepening and the potential for interest rate cuts.

1 The Multi Asset team’s cross-asset views are expressed at three different levels: (1) growth versus defensive, (2) cross asset within growth and
defensive assets, and (3) relative asset views within each asset class. These levels describe our research and intuition that asset classes behave

similarly or disparately in predictable ways, such that cross-asset scoring makes sense and ultimately leads to more deliberate and robust portfolio
construction.
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2The asset classes or sectors mentioned herein are a reflection of the portfolio manager’s current view of the investment strategies taken on behalf
of the portfolio managed. The research framework is divided into 3 levels of analysis. The scores presented reflect the team'’s view of each asset
relative to others in its asset class. Scores within each asset class will average to neutral, with the exception of Commodity. These comments should
not be constituted as an investment research or recommendation advice. Any prediction, projection or forecast on sectors, the economy and/or
the market trends is not necessarily indicative of their future state or likely performances.

Research views

Growth assets

Growth assets remain attractive despite sentiment recently being weakened by softer-than-expected economic data
and the unwinding of carry trades with the strengthening of the Japanese yen. Historically, the third quarter has
statistically been weaker, especially over the past five years. Considering the strong performance of equity markets
year-to-date, we would not be surprised if investors are taking the opportunity to dial back on risk exposure and
pause given the increasing volatility. We view the current market corrections as attractive entry points within alonger-
term secular growth story.
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Taking a pulse and drilling deeper into the current reporting season

Taking a look at the current reporting season, more than 80% of the S&P companies have already reported their
earnings. The earnings so far have held up quite well, with about 79% of the reporting companies beating street
estimates (Chart 1). This is better than the historical average of 72%. However, only 45% of the companies that have
reported have exceeded sales estimates, which is below the historical average of 55%. What this implies is that while
companies are beating expectations in terms of the bottom line, they are struggling with their top line, or revenue.
This could be reflective of the current economic cycle which is slowing down as a result of the delayed impact of
restrictive monetary policy. However, a more dovish stance from the Fed could ease these headwinds and kickstart
an economic upcycle which would be positive for risk assets.

Chart 1: Earnings holding up better than expected
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Similarly, we are also seeing earnings beats causing less surprises compared to previous quarters (Chart 2). Thisis due
to the higher expectations set by the market following strong earnings beats over the past few quarters. We view the
current quarter as a healthy reset of corporate earnings expectations, setting the stage for upcoming quarters.

Chart 2: Magnitude of earnings surprise not as strong as previous quarters
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Looking more closely at the performance by sectors, financials, healthcare, industrials and technology were the
standouts of the latest reporting season (Table 1). While the first three sectors were rightly rewarded by the market,
technology was sold down amid investor concerns that the returns from capital expenditure on Al may not match up
with the investments. We view the correction as a knee-jerk reaction by investors and an opportunity for them to take
profits given the strong rally year to date. Such market corrections could be opportunities to partake in a compelling
growth story over a longer-term investment horizon.
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Table 1: Certain sectors are performing better than others

S&P 500 - Earnings Surprise Sales Surprise Earnings Surprise
O - O Y -
Sector (BICS) Reported Negative | Surprise Negative | Surprise
Financials 74 / 75 34 20 19 45.9% 63 1 85.1%
Health Care 53 / 63 30 14 9 56.6% 44 2 7 83.0%
Industrials 68 / 72 26 21 21 38.2% 55 5 8 80.9%
Technology 46 / 62 27 13 6 58.7% 36 3 7 78.3%
Real Estate 31/ 31 15 10 6 48.4% 24 2 5 77.4%
Energy 24 / 24 13 1 10 54.2% 18 2 4 75.0%
Consumer
Discretionary 41 / 52 17 4 20 41.5% 30 0 11 73.2%
Materials 26 / 28 12 4 10 46.2% 19 0 7 73.1%
Consumer Staples 28 / 38 10 5 13 35.7% 20 1 7 71.4%
Utilities 28 / 31 1 1 16 39.3% 20 2 6 71.4%
Communications 20 / 24 10 5 5 50.0% 14 3 3 70.0%

Source: Bloomberg, August 2024

Conviction views on growth assets

— Exposure to US secular growth maintained: We continue to favour US tech-related
stocks despite the recent hits to sentiment. Corporate earnings have been resilient, and
the secular long-term growth story for the sector remains intact. Within the US, we are
also starting to see the rally extend beyond the Magnificent Seven, which is positive
for the overall market. As the economy slows and inflation comes under control amid
a more dovish monetary policy, we expect risk assets in the US to perform well.

— Exposure to Europe reduced: We reduced our exposure to Europe as we see more
compelling relative valuation in US equities. However, we still appreciate Europe in a
portfolio context as it provides balance, offering value and cyclical growth
opportunities. The start of a rate-cutting cycle by the ECB would be a positive tailwind
for the region.

— Qverweight to Japanese equities increased: Japanese equities momentarily tumbled
on the back of an unexpected appreciation by the yen. The situation was dangerously

close to a perfect storm as the BOJ's rate hike, its first in 17 years, and the release of
weak US payroll data took place within a span of a few days. We had previously reduced
our overweight in Japan but valuations now appear compelling again. We are still
convinced of Japan'’s structural reform story in which we expect companies to either
start deploying their capital via capex or return it to shareholders. We look to gradually
increase our weight during market corrections.

— Energy and industrial metals within commodity-linked equities toned down: Given the
heightened volatility, we have reduced our exposure to energy and industrial metal
equities, shifting the weights into more defensive asset classes like MLPs and US
utilities. We retain our view that energy and industrial metal equities will continue to
provide good diversification against inflation in the longer term, but we tactically
reduced our weights due to the near-term volatility. The fundamentals of these sectors
remain compelling due to both cyclical and secular factors.

Defensive assets

Changes within defensive assets were relatively small this month. Currently, the portfolios are positioned to take
advantage of rate cuts occurring in Canada and Europe. We have long viewed these two locations as the most likely
to move rates first, due to their below-trend growth and the faster pace at which inflation is returning to the targets
set by their central banks. This contrasts with the US, where inflation still remains above 3%, and growth looks more
resilient than expected. Currently we think the Fed is likely to be more hawkish than the markets expect but is also
preparing for its first rate cut towards the end of this year. Within the EM local currency positions, we continue to
favour India due to the continuation of current policies under Prime Minister Narendra Modi’s administration
following his election win, and a stable Indian rupee.
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The BOJ and short yen

After telegraphing their intention to begin hiking rates, the BOJ followed through late in July with its second interest
rate hike of the cycle, bringing the interest rate to 0.25%. From an economic perspective, the Japanese economy
appears to be generating enough inflation, currently at 2.8% year-on-year (YoY), to justify this outcome. More positive
however, is the wage trends in Japan. Recent data showed that the Japanese employment market is continuing to
strengthen, with wages increasing by 4.5% YoY (Chart 3). After many years of struggling to produce any price

pressures, itis becoming more likely that the BOJ will be able to maintain a positive interest rate, which for many years
had been negative.

Chart 3: Japan monthly wage growth, % YoY
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The yen is one of the key risks to the BOJ being able to maintain higher interest rates. Over the past two years, it has
been extremely profitable to own a short yen carry trade, which produced a yield pickup of over 6% when taking US
dollars. This saw the yen devalue considerably versus its counterparts of major economies, helping to generate
inflation as the currency dropped by 50%. This resulted in higher imported inflation and considerable profits for
Japanese firms that received offshore revenues. Since interest rate differentials (shown in Chart 4) dictate the amount
of carry, the BOJ hiking rates while the Fed eases monetary policy will alleviate some of the selling pressure on the
yen. This would supportive the yen and ultimately ease inflationary pressures. Looking ahead, while we expect the
BOJ to maintain their hawkish stance, the central banks’ resolve on how fast they want to raise interest rates could be
questioned if the yen rallies past 140 to the dollar.

Chart 4: Japan/US real yield differential and yen
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From a portfolio strategy perspective, we remain cautious of Japanese duration and are becoming more wary about
yen shorts despite the high levels of carry available. Regarding Japanese bonds, we would consider 10-year yields as
attractive when they reach 100 bps over cash. If the BOJ can follow through with their rate hikes, that would put a
target level of 1.5% on the 10-year bond as an attractive option. Alternatively, we could become more positive about
the bond market if the yen continues to rally, as this could open up an opportunity to buy Japanese bonds as inflation
will more rapidly reach its target.

Conviction views on defensive assets

— Short-dated IG credit: Credit spreads remain at fair levels, but many markets still exhibit
inverse yield curves, making longer-dated credit less appealing. As curves begin to
steepen, we will look to shift this position. However, the current curve inversion still
makes these positions appealing.

— Gold remains an attractive hedge: Gold has been resilient in the face of rising real yields
and a strong dollar, while proving to be an effective hedge against geopolitical risks
and persistent inflation pressures.

— Adding duration: As central banks begin to lower rates, this should be beneficial to
bond markets globally. Picking the timing for rate cuts can be difficult; however, an end
to restrictive policies should be positive for bonds.
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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 documentis 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 orimplied, 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 principalinvestment. 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.

Allinformation 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 personsin Japan norisit 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: 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.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in the
Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised under Chapter
15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 2013 (No.
A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments,
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation and
agreements, as applicable. 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
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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.

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 aninvestment 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 generalinformation purposes only, and shall not, and under no circumstancesis, 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.

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it should not
be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and may not be used in
making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This information is provided for
informational and educational use only.
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