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As we reflect on 2018, we would all agree that Trump and his trade policies dominated the conversations and dictated some of
the major moves in the financial markets around the world. While the US midterm elections are behind us, we think it is likely that
the world will continue to face protectionist moves by the largest economy, given the sheer size of its trade deficit and the
continued Republican control of the Senate.

Japan isn’timmune from global trends. However, we believe the country offers a unique opportunity set for global investors
looking to enhance investment returns while benefiting from diversification.

Trade tension and Japan

In October, the IMF ran several scenarios for how the trade tensions will play out in the global economy in its latest World
Economic Outlook. In the worst case, the long-term negative economic impact for Japan could be “just under 0.2%,” with “almost
1%" for the US, and China “just over 0.5%.” US NAFTA trading partners could see a 1.5% decline, and the world, “roughly 0.4%"
(See Exhibit 1). While there will certainly be sector winners and losers from the tensions, we believe Japan, as a market, is better
positioned than others to stand firm against any moves to slow down global trade.

Exhibit 1: IMF estimates of trade tension impact on Real GDP
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Source: Nikko AM based on IMF World Economic Outlook (October 2018)

One of the interesting developments unfolding behind the headlines on US-China trade tensions is that Japan is taking steps to
accelerate its free trade policy. In July 2018, Japan signed an EPA (Economic Partnership Agreement) with the European Union,
which is expected to take effect in February 2019. The two markets together account for as much as 1/3 of world GDP and 40% of
global trade.

Furthermore, the 11-member TPP (Trans-Pacific Partnership), which the US withdrew from in the early days of Trump’s
presidency, is now scheduled to take effect on Dec. 30, 2018. The group will initially be made up of Japan, Canada, Mexico,
Singapore, Australia and New Zealand, followed by Vietnam, Malaysia, Chile, Peru and Brunei. Thailand and the UK have also
shown interest in joining. One of the key drivers that led to these developments to promote free trade at a time when
protectionism is on the rise, is the strong political leadership in Japan.
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Political safe haven

Japan is currently facing few obstacles to push through agendas and implement policies, as Prime Minister Abe and his ruling
party control a majority in both houses of parliament. We believe this substantial political capital can be leveraged to withstand
any headwinds, whether it be trade tension or other event risks to the economy.

One such event risk we foresee in 2019 is the VAT hike (from 8% to 10%) scheduled for October 2019. Having learned from its
previous experience with a VAT hike in 2014, the government is said to be considering ways to smooth out any impact this time.
Specific measures such as tax cuts and subsidies to ease the burden on households and to boost consumer spending on durable
goods are said to be considered, in addition to keeping the tax rate on food, beverages and other consumer staple products at
8%. Burdens will also be lessened as approximately 1/3 of additional tax revenue (JPY1.7tn out of JPY5.6tn) is to be used for
childcare and other subsidies for households. Moreover, a large-scale fiscal stimulus package, which includes spending on public
works to strengthen infrastructure and support the economy, is also expected to be announced ahead of the VAT hike. We
believe it is good timing to implement the VAT hike as consistent policy support can ensure a smooth transition.

On the monetary side, BOJ governor Kuroda was re-appointed in April 2018 for another five-year term. In the latest monetary
policy meeting statement (released Oct. 31), the BOJ stated explicitly that it is committed to continue its accommodative
monetary policy for an “extended period of time,” to cope with any uncertainties (including the upcoming VAT hike). The policy
accord between the government and the BOJ (from 2013) on their inflation policy is still in effect and thus, we can expect to see
consistent policy coordination.

Inflection point in Corporate Governance reform

Another area in Japan where we see uncorrelated alpha opportunities with the rest of the world is the ongoing corporate
governance reform.

Under Abe’s leadership, Japan’s Stewardship Code was introduced in 2014, followed by its Corporate Governance Code in 2015,
together calling for companies and institutional investors to engage in constructive dialogue to enhance shareholder value. In
May 2017, the Stewardship Code was revised, urging the disclosure of detailed proxy results. Institutional investors and asset
owners are required to assume a higher level of fiduciary responsibility, with the aim of enhancing their investee companies’
return on equity (ROE). (See Exhibits 2 and 3 for Nikko AM’s recent stewardship activities).

Exhibit 2: Nikko AM - Engagements with Firms
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Exhibit 3: Nikko AM - Proxy Voting Results (July 2017 - June 2018)
Company-Generated Proposals

Proposal Yea Nay | Subtotal |Nay ratio
Election/Dismissal of directors 14,183 | 2,034 17,117 17.1%
Reference: Interms of no. of firms 1,252 B32 2,084 30.0%
Proposals on company Ele-;t|on_aD|sn1|ssa| of corporate 1568 162 1730 0.4%
; . auditors ' '
unctions
Reference:Interms of no. of firms 803 135 1,028 13.1%
Appoint t/dismissal of ti
ppom ment/dismissal of accounting 40 0 40 0.0%
auditors
Propesals on executive  |Executive remuneration amount 599 73 772 9.5%
renumeration Retirement benefit payments 162 26 188 13.8%
_ Appropriation of surpluses 1,374 135 1,500 B.9%
Propesals on capital : :
o . Restructuring 43 11 54 204%
policy {excluding Tuction/ T bolieh :
proposals on articles of Intr.o uction/renewal/abolishment o 0 62 62 100.0%
; __ anti-takeover measures
incorporation)
Other capital policy proposals 110 8 118 6.8%
Revision to articles ofincorporation 510 41 551 7A%
Cther 0 1 1 100.0%
PN
Total 18,680 | 3453 22,142 15.6%
ota . . ; 1‘&_ °
Shareholder Proposals
Proposal Yea Nay | Subtotal |Yea ratio
Total 25 139 164 152%

Source: Nikko AM
Note: The ratio of votes against company proposals increased significantly after we signed the Stewardship Code.

Three years after the Corporate Governance Code was introduced, the revised version was announced by the Tokyo Stock
Exchange and took effect on June 1, 2018. The core of the revision is an unwinding of cross-shareholdings, enhanced board
committees and mobilizing Japan’s corporate pension funds toward greater engagement. Companies are now under strict
scrutiny by investors and must justify their stock holdings and therefore, boards will annually assess whether or not to hold each
individual cross-shareholding. They're examining whether the purpose of each holding is appropriate and whether the benefits
and risks cover the company’s cost of capital. Japanese companies’ ROE is around 9%, lagging that of the US, which is consistently
in the mid-teens, so there is still work to be done.

We believe that corporate governance reform can’t be done overnight as it is a continuous effort by management teams to
change their practices. But we also believe that the aforementioned codes have started to have a meaningful impact on
companies. For example, many companies that have low ROEs are increasingly facing “No” votes against the re-election of their
top executives (CEO/Chairman) at their annual general shareholder meetings (See Exhibit 4). We think an inflection point is just
around the corner, and believe it is only a matter of time before we see top executives being ousted by unhappy shareholders
due to weak operating results. Corporate governance reform is creating this pressure and investors are well positioned to reap
the benefits from proactive actions taken by the companies to enhance shareholder value.
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Exhibit 4: %Votes against re-election of top executive at AGMs vs. ROE
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Excessive pessimism

We believe the market is at an attractive level if you are a fundamental investor. The TOPIX index P/E (12-month forward) is
hovering at around 12.8x (at the time of this writing on Dec. 13, 2018), falling outside of the trading range of 13x -16x since the
start of Abenomics (See Exhibit 5). We believe excessive pessimism and fear about the trade war are to be blamed for the recent
drawdown, which was then exacerbated by non-fundamental investors such as quants or risk-parity funds.

Exhibit 5: Valuation outside of the Post-Abenomics trading range
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Source: FactSet. As of end-November 2018.

en.nikkoam.com 4



JAPAN EQUITY OUTLOOK 2019 nikko

The new era

Japan will step into a new era in 2019. The Heisei period (1989 - present) is scheduled to come to an end on April 30, 2019, after
Emperor Akihito abdicates the Chrysanthemum Throne. There will be various festivities throughout the year including an
abdication ceremony in April and the enthronement ceremony in October to celebrate the ascension of Crown Prince Naruhito.
There will also be a one-time, 10-day public holiday at the end of April through the beginning of May, and the country will be in a
mood of celebration throughout the year, likely boosting consumption. Inbound tourism (up from 6.2mn in 2011 to 28.7mn in
2017) is also expected to continue to soar with the help of major sporting events such as the World Cup Rugby in September and
the 2020 Summer Olympics. The city of Osaka was also elected in November 2018 as the host city of the World Expo 2025.

In sum, Japan today has several aspects that offer attractive uncorrelated investment opportunities to global investors looking to
enhance performance with diversification benefits. It has a unique position in the global trade scene, political stability, corporate
governance reform, and attractive valuations. We expect 2019 to mark the start of a new era with more investors (and tourists)
showing ever more interest in Japan.
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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.

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 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. This publication has not been reviewed by the Monetary Authority of Singapore. 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
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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 institution 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, the 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 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 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 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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