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The following article by Nikko Asset Management Chief
Global Strategist John Vail, appeared in Nikkei Veritas on
December 25, 2016. Part of Japan'’s highly influential Nikkei
business and financial media group, Nikkei Veritas is a
weekly financial and investing magazine featuring analysis
targeting financial services professionals.

The article as it appeared in Japanese can be viewed at:
http://webreprint.nikkei.co.jp/r/LinkView.aspx?c=A18CE1C
AB2E44451913DAFBD89FD5743

Unpredictability and abruptness are disliked in the Japanese
culture, but Trump, while predictable in many ways if one
knows his character and various motivations, can be very
unpredictable in his abrupt manner of delivery. He certainly is
non-conventional, in many ways similar to Teddy Roosevelt,
who was a very controversial and iconoclastic Republican
president during the early 20th century. Teddy was an anti-
big-business, free-market populist. He broke up corporate
monopolies and many traditions of the Presidency by stripping
power from other elite groups, all in the interest of liberalizing
the economy and lowering prices and improving employment
for the “common man.” For this, he became immensely
popular and was thus eventually embraced by the Republican
establishment. Besides being such an ardent reformist
domestically, he was also an aggressive nationalist in
international affairs with a “do or die” mentality that surprised
many elites. That said, he was also the first American recipient
of the Nobel Peace Prize for negotiating the end of the Russo-
Japanese War.

Although no analogy is ever perfect, investors should similarly
expect Trump not to be laissez faire about US large
corporations and the global trading system. Firstly, he wants to
protect the populace and the economy from the abuses of
oligopolies and what he considers unfair international trade
competition. He will likely attack oligopolistic price hikes and
loosen regulatory approval of high-priced consumer items like
pharmaceuticals, while preventing anti-competitive mergers.

As regards Japan, | never thought that a Trump victory would
ensure a crisis between the countries, and fortunately, the Abe
Administration has quickly become pro-active in developing a
new relationship based upon fairer trade and burden-sharing.
In order to maintain Japan's primacy in the US framework for
Asia, Japanese companies need to build on this initiative to
develop new commercial ties. Softbank announced an
investment plan that Trump has praised, but others should

follow, because although it may seem selfish, after years of
hollowing-out and large trade deficits, Trump has promised US
voters to create more factory jobs and must deliver such
quickly or else he could lose his job in four years and perhaps
even lose control of the Senate in two years.

Of course, Chinese and Mexican production are Trump'’s main
targets, but Japan should lead by example, not necessarily by
cutting production in Japan, but perhaps by cutting
production elsewhere and shifting such to the US. Expanding
current factories in the US or taking stakes in US companies’
factories and upgrading or expanding them are other clear
options. A preference should be for non-automated factories
that pay fairly decent wages, especially in the “rust belt.” The
Japanese government, especially METI, can help Japanese
companies benefit from this trend, pointing out that
concentration of production in one country like Mexico or
China is risky, especially when trade agreements are being re-
negotiated. Indeed, if NAFTA is re-negotiated or if tariffs rise
on Chinese products, there could be major advantages to be
the company with the most production in the US.

Hopefully, Japan can adapt to this new reality, and instead of
blocking his initiatives, be able to have acceptable
compromise “deals” ready. If he asks for more access for
American produced goods, which American manufactured
goods can Japan substitute from other countries? Can US
multinationals assist in such shifts? Which Japanese exports to
the US have negligible profitability and thus be de-
emphasized?

Finally, one good sign for Japan is that most of Trump’s
cabinet are military men, all of whom understand the
importance of Japan and the threat from China. Most of these
men support TPP, and it is far from impossible, that with some
“deal” perhaps including a name change, it could end up
passing. In sum, unorthodoxy is not Japan'’s strongest suit, but
with the right philosophy and prompt actions, Japan can
benefit from the new reality.
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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 a
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.

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

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.

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 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 website
www.nikkoam.co.nz).
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