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Nikko Asset Management Restores Overweight Position on Global
Equities



G-3 economies, U.S. accommodative policy seen supporting markets
China’s property market and credit system ongoing concerns

Global equities are set to move moderately higher on the back of economic growth in the
G-3 (the U.S., European Union and Japan) and thanks to the U.S. Federal Reserve’s
continued accommodative monetary policy, according to Nikko Asset Management,
prompting the firm to move to a moderately overweight stance on global equities. In March,
Nikko Asset Management’s Global Investment Committee reduced its two-and-a-half year
overweight position on global equities to neutral, mainly owing to geopolitical concerns,
which it now sees as less of a threat.
“The world’s geopolitical situation currently is not as troubled as we previously viewed it,”
said John F. Vail, Chief Global Strategist and Head of the Global Investment Committee.
“Even though there are still some hot spots, on their own they’re not likely to derail steady
global growth.”
One particular area of concern is China’s property market. “Never has the world witnessed
such a large speculative holding of vacant apartments, which will be severely tested as
prices decline,” Vail said. “So far there are no signs of panic, and we expect continued
government reforms to begin to excite foreign equity investors in the coming quarters. In fact,
the government continues to push economic reforms, which has caused junk bond yield
spreads to surge and credit defaults to become commonplace. Ultimately these are prudent
actions that will benefit the market in the long run.”
Nikko Asset Management’s Global Investment Committee met on June 24th for its quarterly
review of global economic conditions. Based on the findings of its analysts from around the
world, the Tokyo-based firm adjusts its house view on the major global markets and asset
classes. Its main forecasts at this time are:

Note: all dates in this report are Calendar Year (CY)-based unless otherwise specified.

Japan: Second-half 2014 GDP growth of 0.3%-0.5% half-on-half, seasonally adjusted, with
equities rising 9% in yen terms over the next six months.
U.S.: Second-half 2014 GDP growth of 2.9%-3.1% half-on-half, seasonally adjusted, with
equities rising 6% in dollar terms over the next six months.
Eurozone: Second-half 2014 GDP growth of 1.8%-1.9% half-on-half, seasonally adjusted,
with equities rising 5% in dollar terms over the next six months.
“Japan’s economy is following our expectations fairly closely, but we still believe that growth
is understated by falling inventories and other unusual factors,” Vail said. “Japanese stocks
have rallied strongly to approach their cycle highs in yen terms. Versus other global markets
in U.S. dollar terms, they have bounced back from a historical low, but they likely have much
underperformance to regain. The country’s shares are under-owned and underappreciated,
even as corporate taxes are very likely to be slashed and GPIF reallocates to stocks.
Already, some global-macro hedge funds are showing interest.”
“Meanwhile, the U.S. economy is strongly bouncing back from the bad winter weather, with
consumer spending, capital expenditure and housing construction leading the way,” Vail
commented. “As for the Eurozone, conditions were a bit unstable in the first quarter but
should improve going forward. We believe that underneath the surface, the entire system
remains quite fragile. Clearly, geopolitical conditions have worsened, and the region,
especially Germany, is highly dependent on Russian trade, including energy imports.”
In other calls, Nikko Asset Management sees the Bank of Japan relaxing its monetary policy
even further in the second half of 2014. “The CPI is high due to the VAT hike, and nearly all
of the major GDP component indicators are rising, indicating price gains through the entire
economy,” Vail commented. “But consumer pipeline inflation is decelerating sharply and the
rent component of the CPI has not started to rise, even though it has at least stabilized,
which leads us to believe that the BOJ will need to ease further after summer in order to
achieve its 2% core inflation target.”
Global coordination efforts to reduce Europe’s dependence on natural gas will highly
motivate Japan to reduce its gas imports by restarting a few nuclear power plants in the
second half and even more in 2015. “It’s hard to overestimate how much this would improve
business sentiment in Japan, and energy costs for the entire economy would be helpfully
reduced, according to Vail.
Note: all dates in this report are Calendar Year (CY)-based unless otherwise specified.

Nikko Asset Management’s views are published in its Evolving Markets research report.

-ENDSThis material has been prepared solely for the purposes of Nikko AM to communicate about the market
environment, etc. It is not solicitation for a specific fund. Moreover, the information in this material will not
effect Nikko AM's fund investment in any way. Mentions of individual stocks in these materials neither
promise that the stocks will be incorporated nor constitute a recommendation to buy or sell. The
information in these documents have been prepared from what is considered to be reliable information but
the accuracy and integrity of the information is not guaranteed by the Company. Figures, charts, and other
data in these materials are current as of the date of publication unless stated otherwise. In addition,
opinions expressed in these materials are as of the date of publication unless stated otherwise. * The
graphs, figures, etc., contained in these materials contain either past or back-dated data, and make no
promise of future investment returns, etc. These documents make no guarantee whatsoever of future
changes to the market environment, etc. Opinions expressed in these documents may contain opinions
that are not Nikko AM's but the personal opinion of the author, and may be changed without notice.
Forwarding or quoting from these materials without the advance permission of Nikko AM's corporate
communications representative is strictly prohibited. Please contact Nikko AM's Corporate
Communications at +81-(0)3-6447-6775 if you have any questions.

About Nikko Asset Management
Nikko Asset Management (Nikko AM) is a leader in the Asian financial services industry, with
$158 billion in assets under management as of March 31, 2014. Established in 1959, the firm
has representation across 24 locations in 12 countries and enjoys one of the largest distributor
networks in the region, serving both retail and institutional clients. More than 300 banks, brokers,
financial advisors and life insurance companies distribute the company’s products.
Nikko AM manages a wide range of equity and fixed income strategies in both active and
passive formats, leveraging the talents of over 270 investment professionals. In 2013 alone,
Nikko AM won awards for excellence in asset management from Lipper, Morningstar, Mercer,
AsianInvestor, R&I, among others.
The company’s management team is highly diverse and experienced, and is committed to
running the company according to international best practices. Nikko AM’s independence from
the limitations imposed on many captive asset management companies allows it to focus on the
interests of clients. At the same time, the company enjoys a stable base of shareholders, with
majority ownership held by Sumitomo Mitsui Trust Holdings and a smaller stake by DBS Bank.
For more information, please visit http://en.nikkoam.com/
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