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Change for the Better

A disruptive force for good hit the conventional thinking of asset managers with the introduction of the United Nations’
Principles for Responsible Investment (PRI) in 2006. The Principles are based on the notion that ESG issues can affect the
performance of investment portfolios, and investors that become PRI signatories pledge to incorporate ESG issues into their
investment processes.

Since 2006, awareness of ESG investing has grown tremendously across equities and increasingly within fixed income. There are
now more than 1,800 signatories to PRI and over USD 70 Trillion in AUM committed to responsible investing. An additional
catalyst to the growth of ESG has been the increasing awareness and focus on climate change, especially following the Paris
Agreement’s commitment to limit the rise in global temperature to well below 2 degrees Celsius this century. To achieve this
objective, it has been estimated that USD 12.1 trillion in infrastructure investment will be required over the next 25 years.

Despite this tremendous growth, we believe it is still early days, in particular for ESG investing via fixed income. With the 2015
introduction of the UN’s Sustainable Development Goals (SDGs), the ESG landscape is on the cusp of transforming further, with
the UN estimating that annual financing of up to USD 5 trillion will be needed through to 2030 to meet the goals. These financing
needs are too large for public investment alone, and the funding gap will need to be met by the private sector through capital
markets. The global fixed income market, with USD 100 trillion in assets, will play an important role in achieving the SDGs. It will
require the reallocation of a significant part of this massive asset pool to allow the necessary funds from private investors to be
directed into this new form of investing.

The Role of Fixed Income

It can be argued that fixed income investors have always had a focus on governance when conducting credit analysis. However,
environmental and social factors are now being viewed with increasing importance. For example, green bonds, first introduced in
2007 and managed by Nikko Asset Management since 2010, were initially issued by Multilateral Development Banks (MDBs) to
finance climate and environmental projects such as renewable energy and clean transport. However, the launch of the first
corporate green bond in 2013 acted as a catalyst, spurring innovation, growth and new issuance from different types of issuers in
the market. Through 2018, a cumulative USD 520 billion of such bonds has been issued and we expect another USD 170 billion—
180 billion to be sold in 2019 (figure 1).

Green bonds are leveraging fixed income to reach sustainability goals; they have raised awareness of climate change and
provided capital to mitigate its effects. While they still account for a small portion of the global bond market, they are expected to
grow further driven by demand for sustainable infrastructure and energy.

Looking ahead, we believe that SDG-linked sustainable bonds could play an even bigger role in supporting the transition toward
a sustainable economy. In one high-profile example last month, Starbucks issued a USD 1 billion SDG-linked bond—its largest of
three to date—to support ethically sourced coffee. We believe the market for sustainability bonds will eventually be many times
larger than that of green bonds. With further innovation as the market matures, the potential of new fixed income products and

instruments geared toward sustainability is likely and, as a result, we envisage ESG to play an increasingly prominent role in fixed
income markets.
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Figure 1: Global Market for Green Bonds
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The Path Ahead

For sustainable investing to become more established in the mainstream, a common language is first needed for investors to talk
about ESG and to increase transparency and comprehension for market participants. There are currently too many different
interpretations of core ESG concepts within the market, hence the need for a common language. Index providers like MSCI have
provided a good starting point, but a shared vocabulary needs to be further developed.

MDBs, as well as Sovereigns and Supranationals and Agencies (SSAs) have so far played a critical role in the evolution of the green
and sustainable bond markets. However, it is now time for asset managers to step up and proactively provide sustainable
investing opportunities, especially as more private capital is needed to meet the UN's projected sustainable funding gap. At Nikko
AM, we see ourselves as capital allocators and we intend to continue our efforts to provide the capital needed to meet the UN
SDGs. We believe it is our responsibility to create innovative products and strategic partnerships across the capital market
structure to establish pathways for meaningful flows into sustainable investments.

An encouraging trend in recent years has been millennial interest in ESG. This demographic group is said to be twice as likely to
invest in companies or funds that target specific social or environmental outcomes. As this generation moves into its prime
wealth accumulation years, we will see the emergence of an abundant source of capital. This should mean growth in sustainable
infrastructure projects, especially those related to cleaner energy.

Itis also important to keep in mind that sustainable investing is not just about returns. It is also guided by our values as a society
and as individuals. Achieving the SDGs and targets from the Paris Agreement will therefore require new ways of thinking from
both investors and issuers. Asset owners and their investment managers will have to broaden their conversations to take
sustainability into account, with managers increasing their investor education efforts. Finally, the public and private sectors
working together, from both the equity and fixed income parts of the capital structure, will be vital in achieving the SDGs.
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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
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 corporation 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.
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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 Commaodities 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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