
 
 
en.nikkoam.com 
 

1 

FOR SOPHISTICATED 
INVESTORS ONLY 

May 2018 By Iain Fulton, 
Investment Director,  
Global Equity 

 
 

THOUGHTS FROM THE JOURNEY 
 
 

 

For the last 22 years I have taken the train to work each day.  
It’s a 25 minute journey south along the East coast of Scotland 
and across the iconic forth rail Bridge to Edinburgh.  The 25 
minute trip gives me and my fellow commuters’ time to 
prepare for the day ahead and a valuable chance to 
decompress on the way home.  Many books and news stories 
have been read, countless songs enjoyed, an untold amount of 
email dealt with, many articles written (including this one) and 
more recently several movies and drama series have been 
viewed online.  Despite all this, it has often been the 
conversations I have had with the people along the way which 
I have found most helpful when it has come to making 
investment decisions.  Resourceful people who are tapping 
into economic trends are all around us, sometimes we just 
have to listen.  This article aims to tell some of their stories and 
how apparently chance encounters can help generate 
investment ideas. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Big Picture 
 Clearly when investing, the big picture is important.  In the 22 
years spent travelling back and forth there have been many 
significant economic developments.  The 1990s technology 
boom turned to bust, interest rates rose and then they fell.  
The train kept going.  The resultant low interest rate 
environment in the 2000s combined with financial innovation 
gave rise to commodity and housing booms around the world 
and an ensuing global financial crisis as high debt levels 
turned sour. The internet giants of today were born.  Interest 
rates rose, then they fell (below zero) and central banks printed 
money on a massive scale.  The train kept going.  
 
If we have been in something of a financial ‘upside down’ for 
the last 10 years or so with negative interest rates and hugely 
accommodative monetary conditions, what have been the 
effects and what might lie ahead?  For one thing, my train will 

keep going and I’d like to be on it so it’s important to get a feel 
for where we are in the big picture and what’s coming next. 
Where are we now?  Firstly, asset prices have risen 
dramatically. Whether it’s equities; bonds; property; classic 
cars; racing pigeons; (yes racing pigeons - an enthusiast from 
China recently paid almost $500k for a Belgian racing pigeon 
called Nadine) or works of art; the price of assets all across the 
spectrum of risk have gone up.  Second, the animal spirits so 
depressed by the financial crisis have largely been restored as 
businesses reinvest and consumers do what they do best - 
consume.  Third, there are some slightly worrying signs of 
excess.  Capital has been arguably too cheap for too long and 
at least some of this is being channeled into ventures with 
highly uncertain outcomes.  
 
My train journey for the last 22 years has itself been a form of 
mobility as a service.  I pay a monthly or annual subscription to 
receive the largely autonomous service of a very pleasant train 
journey to and from my place of work.  Indeed, the rail 
infrastructure my train runs on and the fine 19th century feat 
of engineering it rattles across each day are themselves the 
product of speculative boom in railways from that era.  The 
grandeur and legacy of that bridge far outweigh the economic 
benefit to those that constructed it and the investors who 
financed it.  This was obviously an era of great progress but 
one which saw many bankruptcies and initial investors in 
many railroad companies around the world almost entirely 
wiped out.  We should take note of history as it so often gives 
us a clue to what might happen next.  Bankruptcies are on the 
rise again.  As the boom of investment in speculative ventures 
such as mobility as a service takes hold (just as the boom in 
investment in internet infrastructure in the 1990s did and rail 
infrastructure in the 1800s also), we should be careful to invest 
in businesses where we understand what the future 
profitability and cash flows might look like.  The true 
beneficiaries of railroads were the towns and cities they 
connected as well as the consumers and businesses who made 
use of them in the centuries that followed. Likewise, the main 
beneficiaries of the internet infrastructure boom of the 1990s 
were the consumers who gained access to cheap data and the 
internet companies who made business models to take 
advantage of it.  We need to look out for the signs that this 
might happen again.  
 
Facebook and the conversation about vodka… 
 
Rock concerts are frequently held in Edinburgh’s Murrayfield 
stadium.  It’s a great venue for live entertainment and proves 
very popular with concert goers young and old.  Travelling 
home one Friday evening in 2014, myself and a fellow 
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passenger observed a group of young adults heading for a 
night out at a concert.  As is typical, they were having a few 
drinks before they got there but what struck us was the range 
of brands they were drinking.  These were premium craft 
products and a far cry from the basic hooch myself and my 
fellow passenger remembered consuming when we were 
younger.  It turned out my fellow commuter worked in 
advertising and he had a theory that there was a natural 
tendency for brands to skip a generation.  He said ‘What’s cool 
for your parents is almost certainly not cool for the generation 
that follows.  There is a natural desire to rebel or at least do 
something a little different’.  
 
I didn’t think too much of it until 2 months later when I had to 
take a meeting with the CEO of Diageo – the global spirits and 
beer company.  The company’s Smirnoff vodka brand was 
losing market share in the US to premium craft offerings and at 
12% of total company sales this was a serious drag on the 
performance of the business.  I put the commuter’s theory to 
the CEO.  He agreed and the CEO told me that Diageo had just 
launched a $50m campaign in the US to increase engagement 
with younger adult consumers.  My friend was right.  
 
The part that struck us from an investment point of view 
though was that all of the $50m was to be spent on a 
combination of online video and social media. By 2014, my 
daily commute had already shown me that people were 
spending an extraordinary amount of time engaged with 
social media and watching YouTube but the meeting with 
Diageo revealed that advertising budgets were only beginning 
to catch up with where the audience were.  We met with 
Facebook’s CFO in December 2014 and reviewed their 
proposition to advertisers.  It seemed to us that Facebook had 
a large opportunity for market share gain with very limited 
cost to the business as all the content on the platform was free 
and generated by its users.  
 
The ensuing three years were an exciting ride.  People kept 
using the social media platform (be it Instagram or Facebook) 
in greater numbers and for longer periods of time while the 
company’s results proved that advertisers were shifting 
budgets dramatically.  The cash flows and profitability from the 
business were substantial and grew rapidly.  In 2014, Facebook 
had revenue of $12.5bn and operating profit and free cash 
flow were both around $5bn.  Capital expenditures were 
around $1.8bn at that time.  The ensuing growth in revenue, 
profit and cash flow were dramatic as advertising budgets 
moved in favour of the on line platform.  By the end of 2017, 
revenues had reached $40.6bn while operating profit and free 
cash flow reached $20bn and $17bn respectively.  Despite 
adding nearly $30bn in revenue and quadrupling profits and 
cash flow, capital expenditures had gone up at a slower rate as 
they reached $6.7bn last year.  Investors were rewarded for 
such profitable growth with a rise in share price from $78 to 
$190 in just 36 months.  
 
Today, the picture has changed somewhat.  Advertisers are 
becoming more experienced with what works and what 
doesn’t on social media and the recent data security issues 
have caused users to become more wary of how they share 
information. Regulators are naturally taking notice after such 
highly profitable growth and Facebook are rightly set to spend 

aggressively on capital outlays to improve data integrity and 
users information security.  Capital expenditures are forecast 
by the company to reach at least $16bn and on top of this, the 
company are investing heavily in content to compete with on 
line video services.  This is all necessary investment to sustain 
the long term future of the franchise. 
 
 
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 
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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. 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 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 
websitewww.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) 
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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. 
 
 
 


