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“Find growth and you will find performance” was our Asian
Equity investment mantra in early 2016 as the world grappled
with slowing growth and lethargy with monetary
experimentation in low and depressed interest rates. As we
approach the end of 2016, the world does not look too
different from where it started. Global growth concerns remain
dominant even as the US prepares for its next monetary hike,
with investors still fretting over global debt leverage, a
transiting and slowing Chinese economy and the implications
of Brexit on the world.

Notwithstanding these concerns, we remain optimistic on the
future of Thailand, Indonesia, Philippines and Vietnam (TIPV)
economies. The 2016 report card so far for TIPV is impressive,
with the investment group emerging as one of the best
performers within emerging markets during the year. Despite
a correction in September, the TIPV equity markets are on track
to end the year on a firm footing.

As we look forward to 2017, Indonesia, Philippines and
Vietnam in our opinion should once again emerge as Asia’s
growth darlings, outpacing the developed Asia economies
such as Singapore and Malaysia which continue to be plagued
by the global growth slump. We believe TIPV will once again
be the exciting markets to watch in 2017. Domestic resilience
will be the common denominator for growth in Indonesia and
Philippines while Vietnam would likely retain its title as Asia’s
best foreign direct investment (FDI) fuelled manufacturing
export story. In all three countries, infrastructure development
forms a common thread with foreign investment as key pillars
of the investment story for these economies. A pro-business
and pro-investment reform mindset will be the catalyst and
driver to greater and more sustainable growth.

In recent months, politics has also resurfaced and dominated
events in Thailand, Indonesia, Philippines and Vietnam.

Thailand is in a period of mourning and transition with the
passing of the highly revered King Bhumibo. He is succeeded
by his son Maha Vajiralongkorn. The Philippines and Vietnam
have witnessed new political leadership under President
Duterte and Prime Minister Nguyen Xuan Phuc respectively
while Indonesia enters its second year of political leadership
under President Jokowi.

We provide an overview of political and economic
developments for the TIPV markets.

Indonesia

Politics

Political change is positive and we see greater political reforms
at work which could open doors for growth in investment and
trade. In recent months, President Jokowi reshuffled his
cabinet for the second time, and appointed the well-regarded
Sri Mulyani as Minister of Finance. Indonesia also launched a 9-
month tax amnesty programme, offering tax evaders low tax
rates to declare previously undeclared assets. We believe this is
testament that Jokowi's leadership is more secure than a year
ago and we see greater prospect that he will use political
capital for further bold restructuring. Investors remain strongly
focused on fiscal flexibility and this has been reinforced by the
commitment to remove subsidies two years ago as well as
recent tax amnesty efforts. Repatriation of assets from the tax
amnesty programme will help strengthen the country's
balance of payments, but other long term benefits include
improving the liquidity of Rupiah and widening the tax base.
Investments remain critical for Indonesia as current account
deficits need to be supported by FDI and we are cautiously
optimistic that the government will remain committed
towards greater reform and an open door policy for
investment and trade.
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Economy

We believe Indonesia is well positioned for economic growth
thanks to tax amnesty gaining traction rapidly, and the
economy being supported by higher infrastructure spending.
Indonesia’s tax amnesty bill approached an important
checkpoint in September with penalty payments reaching
IDR971trn as of end September. At 0.83% of GDP, this would be
considered the most successful tax amnesty conducted
globally. We believe the programme will pave the way for
strong business confidence, which is essential to engineer an
investment recovery as well as increasing the tax base of the
economy. Monetary easing is also at hand and Indonesia
remains halfway through its easing cycle. The Bank of
Indonesia lowered interest rates in September to 5.0% given
continued low inflation and a manageable current account
deficit. The forward guidance was supportive of continued
monetary easing amid the country’s transformation and fiscal
stimulus programme. We remain constructive on Indonesia
given that the economy is recovering gradually and has further
room for monetary easing due to low inflation.

Thailand

Politics

Prior to the passing of King Bhumibol on 13 October 2016, Thai
politics had seen a rare period of stability since the military
coup of May 2014. The military government has been able to
maintain support via a series of stimulative measures for the
economy, and by directly engaging the people on a path back
to a democratically elected government. In particular, a
referendum held in August 2016 on a draft charter, which
paves the way for fresh elections, received the approval of 61%
of voters.

While the King's passing introduces an elevated level of
political risk, there has been no sign so far of any untoward
development. Prime Minister Prayuth, in an address to the
nation following the King’s death, acknowledged Crown Prince
Maha Vajiralongkorn as the successor to the throne. However,
the Crown Prince’s decision to delay the royal ascension to
allow him to mourn with the people leaves room still for some
uncertainty. Further on, should the Crown Prince become King,
widely-held concerns over his character and close association
with former Prime Minister Thaksin could remain an overhang.

Our baseline assumption is that the military government will
remain in power. Indeed, the military government and Prime
Minister Prayuth himself have recently been seen trying to
improve ties with the Crown Prince via various activities. We
also expect the government to smoothly transition to civilian
rule, even though elections will now almost certainly be
delayed until 2018. We would be watchful of a worsening in
the relationship between the monarchy and the government,
which remains the key risk.

Economy

Thailand's economic growth has seen some acceleration in
1H16, growing by 3.4% year-on-year (YoY) (Source: Bloomberg,
October 2016). This has been helped by a strong trade surplus,
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which was boosted by weak imports, tourism growth, and a
series of measures by the government aimed at stimulating
consumption and investment.

Going forward, the passing of the Thai King does place some
overhang on growth. In particular, the one-year mourning
period, and the request to refrain from entertainment activities
for one month are likely to depress consumption, particularly
in discretionary items. However, we expect continued
economic support from higher infrastructure spending as
construction activity accelerates with the completion of
bidding for Bt200b worth of small or medium-sized projects.
Thailand’s attraction as a tourism destination should also be
resilient. Following the period of mourning we would also
expect the government to continue stimulating consumption
via ad-hoc measures.

In addition, the strong current account surplus has resulted in
flushed liquidity conditions, which should be supportive of the
stock market.

Philippines

Politics

In recent weeks, the Philippines equity market has been weak,
primarily as a result of various political developments,
including the potential impact of tax reform on corporates.
Foreign outflows rose from US$33.7m in August to US$273.8m
in September, and the Philippine peso depreciated 4.1% MoM
to PHP48.50 against the US dollar (Source: Bloomberg, October
2016). S&P recently said that policy stability and predictability
have diminished under President Duterte and it is also looking
out for policies that will continue to stabilise the government's
fiscal position over time. We believe the controversy
surrounding President Duterte is not new. When President
Duterte took office as the 16th president of the Philippines, his
presidency was immediately overshadowed by allegations of
extra-judicial killings of drug dealers and diplomatic gaffes.
President Duterte’s diplomacy, or lack thereof, can be
frustrating from an investment perspective. However, we
believe the comments and profanity underlie the strong
exertion of Duterte’s focus on Philippines sovereignty and
nationalism. If his policies are constructively directed towards
economic reforms, this could ultimately be a boon on efforts to
spur domestic economic growth and spur investments and
business. At this point, we do not expect the current political
environment to spill over to economic reforms or have a direct
impact on growth. However, we believe it is important to
monitor this closely to gauge the risk that political noise starts
to hurt FDI and corporate investment.

With regards to the recently announced Budget and tax
reform, the Budget places strong emphasis on inclusive
growth through increasing social spending (education,
healthcare) as well as increasing disbursement rates. The
proposed tax cuts will help boost disposable income which
has been offset by higher inflation through increases in excise
taxes on petroleum and food. While these measures may cause
a negative impact for discretionary spending, it will be positive
for consumer staples. We do not expect a significant slowdown
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in domestic consumption as we believe the government will
help mitigate the impact through higher social spending for
the lower income households.

Economy

We continue to be optimistic about the Philippines economy.
2Q2016 GDP grew at 7.0%, which was above expectations
while the central bank, BSP, left policy rates unchanged with
the overnight rate kept steady at 3.0% (Source: Bloomberg,
October 2016). In recent months, the Department of Finance
proposed a package of tax reforms, including changes to
income and property taxes and new excise taxes on fuel and
sugary drinks. In addition, the National Economic and
Development Authority approved nine projects worth
PHP171b, including a PHP75b job to upgrade the Manila
Airport. This reflects a more expansionary fiscal stance and
could provide upward surprises for future consumption and
investment and the overall positive view on 2017 growth.

Vietnam

Politics

Vietnam completed a major political transition this year when
the Communist Party of Vietnam selected a new generation of
leaders for its highest decision-making bodies, the Politburo,
and the Central Committee. The Party re-elected General
Secretary Nguyen Phu Trong to another five-year term over
the outgoing Prime Minister Nguyen Tan Dung, who was
eventually ousted. While this initially worried investors
because Dung was seen to be reform-minded, the move was
eventually seen as one which promoted a more balanced
power structure within the government, and not as one which
would disrupt the country’s key growth fundamentals. We see
the new government continuing in the direction of structural
reform and market liberalisation, but with a more consensus-
based approach, compared to the personality-driven
approach taken by the outgoing Prime Minister.

Economy

While economic growth will likely fall short of the
government'’s target of 6.7% this year, it remained healthy at
5.5-5.9% in the first three quarters (Source: Bloomberg,
October 2016). The competitive manufacturing sector,
Vietnam’s key engine of economic growth, remains resilient.
We expect FDI to remain robust, and exports to continue to
be healthy. We expect the manufacturing activity to continue
supporting income growth, which benefits demand for
consumer goods and services and real estate. Financial
market reforms, like the liberalisation of foreign ownership
limits and a more efficient privatisation and IPO process also
bode well for the stock market and economy. While the health
of the banking sector remains delicate, we expect the gradual
work-through of non-performing loans and recapitalisation
processes to continue. We believe it is important to be
watchful over rising inflation, though this remains lower than
the government’s tolerance limit of 5%.
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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/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 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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