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“There are things we know we know. We also know there are known unknowns; that is to say we know 
there are some things we do not know.” Donald Rumsfeld, former US Secretary of Defence 

 

The great quantitative easing experiment of the last decade set global markets on a course into unknown territory. 
The repercussions of this are only just starting to play out and are proving near-impossible to predict. Central banks 
contended a rise in inflation would be temporary until it proved to be persistent and sticky. At the start of this year, 
markets were collectively expecting the US Federal Reserve to start tapering monetary policy, but we cannot yet be 
certain that interest rate rises have actually peaked. Earlier in the year, America’s banking sector was unexpectedly 
impaired by the impact of rapid monetary tightening, but could other sectors also be vulnerable to unforeseen 
shocks? And we are yet to truly see the impact that central bank actions will have on growth. The major economies 
have so far avoided falling into recession, but for how long? 

Key Takeaways 
 

— We are currently in the midst of a regime change to a world of slower 
growth, periodic bouts of inflation and technological transformation. 

— While much of what the future holds is unknowable, such as the impact of 
artificial intelligence, there are other clear long-term trends that can help 
guide investors: the path to clean energy, growing healthcare requirements 
and the re-emergence of the travel industry.   

— Our focus on Future Quality companies, that have been shown to deliver 
better performance over time, helps us identify the market leaders of 
tomorrow.  

 

Focusing on the knowns in an era of unknowns 
The Future Quality approach to navigating uncertainty  
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Market dynamics reflect this sense of uncertainty. US equity returns have largely been driven by a cohort of seven 
mega-cap stocks during the first half of the year, a narrow leadership anomaly that is crowding out good 
performance in other areas of the market. And anyone on the wrong side of this trade has felt the impact of 
underperformance.  

So how should investors be navigating this sea of uncertainty? 

Known knowns 
At a time when investors are facing many unknowable unknowns, it is almost impossible to accurately predict the 
future. Yet, despite this ambiguity, there are still knowable knowns to be found. 

Previous market cycles have taught us that major shifts in the economic landscape generally lead to changes in 
leadership. So, we must focus on what we know to help identify those sectors and industries capable of taking up 
the position of market leaders in the forthcoming cycle.   

Fortunately, there are several clear and indisputable trends.  

The path to clean energy 

An energy transition will be key to solving the major social and environmental problems caused by climate change. 
We know there is a need to reduce humankind’s reliance on fossil fuels and create better alternatives through 
renewable sources of energy. Despite this knowledge, the journey is not straightforward. Paradoxically, given the 
time it will take to develop the necessary scale of new clean energy sources, we remain reliant on fossil fuel supplies; 
yet supply constraints have driven up prices, making the transition process even more costly. So, while we need to 
invest in renewable energy sources, we must also stop underinvesting in the fossil fuels vital to enabling the energy 
transition.  

This creates a fruitful pool of investment opportunities where individual companies offer solutions to both sides of 
this equation. On the one hand, there are services and providers that can help sustain fossil fuel production more 
efficiently, while still taking lower carbon outputs into consideration. On the other, technology is emerging to 
deliver more renewable solutions, and innovations in both hardware and software are helping reduce energy usage, 
waste and the scale of emissions. Market leaders in all of these areas are likely to surprise in terms of margins and 
profitability, and therefore present classic future growth opportunities.  

Growing healthcare requirements 

Healthcare presents a second long-term, structural trend. An ageing global population will only result in greater 
demand for healthcare while, at the same time, the sector faces increasing challenges in terms of affordability. In 
our view, this demographic test will present a great hunting ground for investment ideas as healthcare companies 
are forced to innovate to ensure a more efficient delivery of healthcare services, both in the hospital environment 
and through consumer-led healthcare solutions.  

Yet in the post-pandemic era, the healthcare sector has faced further volatility amid the disrupted labour market for 
staff, while inventories have needed to be replenished from the high demand necessitated by COVID-19. These 
challenges are starting to stabilise and we are optimistic about the sector’s ongoing potential due to the clear need 
for innovation in the provision of new and more efficient healthcare solutions.  

The resumption of travel  

Finally, travel is perhaps a less obvious trend, but it’s one we believe is worth exploring. The pandemic was clearly a 
huge challenge for the sector, with many people under-consuming travel services simply because they were not 
allowed to travel. In terms of supply, the lack of demand meant the availability of flights and the development of 
hotels completely dried up for a period. While many consumer activities have completely normalised, travel is very 
much still in the process of recovery. Yet, when you look at the core consumers of travel, demand remains robust. 
This is particularly true for younger generations, who are placing even greater value on ‘experiences’ during life 
after lockdown.     

 

 
Any reference to a particular security is purely for illustrative purpose only and does not constitute a recommendation to buy, sell or hold any security. 
Nor should it be relied upon as financial advice in any way. 
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Further, a new travel cohort is emerging from developing countries where rising gross domestic product (GDP) per 
capita means more people will be able to afford to travel in the future. This reflects the same growth trajectory that 
developed nations have already undertaken in recent decades. In our view, there will be many direct beneficiaries 
of this significant return to global travel, from booking companies to manufacturers of luggage and travel 
accessories.  

Chart 1: China travel boom pending? 

 
Source: Bloomberg, June 2023 (normalised as at December 31, 2013), Nikko AM 

Addressing the known unknowns 
While the investment case for established trends is relatively straightforward, it can often be harder to assess when 
or if an emerging trend will become a long-term investible opportunity.  

Artificial intelligence (AI) presents an interesting example of this conundrum. While research in this area can be 
traced back to the 1950s, it has only recently become a commercial opportunity in the eyes of many investors. The 
market has quickly latched on to this development, and excitement over its potential has seen the limited number 
of direct AI players re-rate significantly – hence the dominance of the technology mega-caps so far this year.  

Although we have few doubts that the AI theme is both real and profound, there are still many unanswerable 
questions. The profits and cashflows from AI are yet to materialise, so it’s hard to be certain that they will be strong 
enough to justify current valuations. The adoption of AI is likely to have a meaningful impact across multiple 
industries – just as the internet did in the early 2000s—but it is hard to identify who the eventual winners and losers 
of this disruption will be. There will also be geopolitical implications—the need for specific policy and regulation is 
already being widely debated.  

While we can see the investment potential of having exposure to AI, it needs to be done in a way that’s consistent 
with our Future Quality philosophy of focusing on the knowns rather than blindly following the hype. A raft of 
companies are benefitting from the rising tide of AI, but only hardware companies are currently seeing any tangible 
uplift in cashflow and profitability—which is what we look for. As more companies look to harness AI’s potential, 
we expect to see strong long-term demand for the complex high-end semiconductors that underpin this 
technology. For example, Synopsys—a leader in design technology and services for the semiconductor market—
could benefit strongly as companies’ demand for exceptionally complicated design services grows. Similarly, Hoya 
is a leading supplier and manufacturer of high-tech components used by semiconductor manufacturers, and should 
be a beneficiary of increased demand.  
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Future Quality in the year of AI  
While it’s impossible to know the ultimate direction of travel, we do know that we are in the midst of a regime 
change to a world of slower growth that will endure bouts of persistently higher inflation. It is also a time of 
significant technological transformation that not only encompasses AI, but will drive the energy transition and can 
provide new healthcare solutions.  

History tells us that during such inflection points, companies delivering high growth and sustained high returns of 
basic capital—classic Future Quality companies—earn the right to be market leaders, and that these companies 
may come from different areas of the market to the leaders of the previous cycle.  

As investors, we believe it’s essential to stick to what we know, particularly during times of unpredictable change. 
Our investment approach is focused on identifying and investing solely in Future Quality companies, those with 
superior long-term returns on investment that have been shown to deliver better performance over time.  

In our view, it is these Future Quality companies, especially in sectors aligned with secure, long-term trends, that 
will be the market leaders of tomorrow.  

 

For more information on our global equity investment process, please download Nikko AM’s investment guide: 
Global Equity Investing in an Uncertain Age. 

 

  

 
 

 

 

 

  

If you have any questions on this report, please contact: 
 
Nikko AM team in Europe 
Email: EMEAenquiries@nikkoam.com 
 

https://resources.emea.nikkoam.com/en/global-equity-investment-guide-landing-page?utm_campaign=Global%20Equity%20Pulse%20-%20EMEA&utm_source=NAM%20Article&utm_medium=GE_0923
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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 personal investment advice or a 
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are 
recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

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 document 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 securities, 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: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). 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 FCA in the United Kingdom, and is directed at professional 
clients as defined in the FCA Handbook of Rules and Guidance.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630). 

United States: 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 to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
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. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

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 
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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 Holdings 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. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 
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