Global Strategic Thoughts #18
Nomura Global Shariah Strategic Growth Fund (SGF)
Dear SGF Investors and Friends,
A brief update from us this time. June was a strong month for global risk assets accompanied by a reversal
in the value or reflation trade as growth or tech stocks outperformed, with US 10 year yields re-tracing
lower. The June FOMC meeting sowed doubts over the feds commitment to let inflation run high, earlier
taper hence causing doubts to the reflation trade.
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The Fund's NAV was up +2.55% (Class A) and +2.53% (Class B) for the month of June. The chart below
shows the performance of Class A, which is up +21.46% since Inception on the 2 nd of June 20 to 30th of June
21.

SGF Class A

In the month of June, the Fund's equity book (+4.45%) outperformed relative to the Dow Jones World Islamic
Index (+4.02%) in MYR, with an average weight of c60% for the month of June. Equities contributed +2.62%
whilst the rising COVID concerns and lockdown in Malaysia led to the ringgit weakening by 0.62%.
As for FX, we re-hedged some of the fund’s USD exposure in late May but made the decision to close the
hedges on the 17th of June, realizing a very small profit. (For those who are not familiar with the hedging
strategy, a FX hedge on USD means we protect the portfolio from a weakening USD as we are invested in
USD equities.) The decision to close the hedge on the 17 th of June at a small profit has been beneficial as
the USD continue to strengthen against MYR.
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Our Sukuk (via the collective investment scheme, CIS) exposure contributed about +0.16% as local fixed
income markets continued to get a bid amidst the renewed lockdown.
Falling US 10 Year Nominal Yields
Earlier in the year, we talked about how rising yields was a concern for the markets, but more importantly, it
is the rate of change or speed of the move that matters, vs. the actual increase itself. However, over the last
few weeks, US yields have been declining at a rate that alarmed the market again, raising fresh concerns on
the strength of the economic recovery, amidst the rise of the Covid delta variant globally. Readers who wish
to dive deeper into this topic can continue reading the technical summary at the bottom of this letter. As a
brief summary, we think that the move lower is driven by some fundamental reasons but exacerbated by
technical reasons. That said, as we move towards the second half of the year, we think yields will likely start
to move higher again.

Final words
We continue to remain cautious on equities with allocation to equities being capped at c60% (from c69% in
April). However, we think US real yields will likely rise in the second half, driving nominal yields higher which
would benefit the reflation trade. As such, we will be looking to position the equity book accordingly towards
the economic sensitive or cyclical sectors. We retain our positive view on risk assets over the mid to
long term and view any corrections in the market as an opportunity to buy the dip and rebuild our
equity exposures. We hope that through our dynamic asset allocation i.e. multi-asset strategy, our investors
will be able to benefit from increased diversification and our constant monitoring + tweaks to the portfolio, to
achieve their long term financial goals.
Sincerely,

As promised, a technical write up below for our investors who wants to dive deeper…
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Updating Our Thoughts
The market was up strongly for the month of June. Unlike the previous month, Growth and Tech stocks led
the markets higher as US treasury yields re-traced lower. June FOMC meeting raised sufficient doubts on
FAIT thus a potential shift in the view of the members. Perhaps the Fed may not be comfortable to shrug off
a hot economy, even if inflation is believed to be transitory. A faster than expected taper and rate hike would
curtail inflation and growth, therefore breakeven rates declined along with real and nominal US 10 year yields
(favoring Growth over value).

Source: JP Morgan Research, July 21

The reality is, the rise and fall of treasury yields was the main feature of the first half, and will remain central
to the second half story. Interest rates, continue to be dominant macro driver of equity returns this year. As
such, we think the strategy going into the second half is likely to be divided into two parts.

As the reopening of the developed economy is underway, economic growth likely peaks in either the second
or third quarter. Concerns of peaking activity momentum combined with the shift in Fed policy needs to be
digested (hence the reversal of value vs growth), but unlikely to be extended into the second half. Positioning
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within the economic sensitive areas are no longer as stretched and the focus on the second half should be
on the above trend growth.
With US 10 year real yields now back to the lows seen in May, investors need to have a view on the forward
trajectory of bond yields as we move into the second half of this year. Whilst the market remains divided on
the debate of inflation being transitory or structural, our sense is that there is sufficient agreement that nominal
yields are likely to rise rather than fall into the year end, especially given the strong backdrop for economic
growth. Also worth noting that during the taper tantrum of 2013, real yields went up significantly after taper
was announced.

Source: JP Morgan Research, July 21

Even though strategically, decelerating economic growth will be supportive for the outperformance of Growth
stocks, we think this will feature in late second half into FY22 as rising yields, fiscal package (infrastructure
and tax reform) would be more beneficial to value and cyclical stocks in the near term. That said, we should
continue to expect a choppy outlook from here.

Portfolio Strategy
We maintain our neutral position given the strong move higher in the market and some caution on short term
corrections. From a quants perspective, we note that the 1 year correlation between equity and bonds have
turned positive. Historically, this has signaled an imminent correction of -5-10% within 2 months (Source:
UBS). Similarly, when taper was announced in 2013, SPX declined -6% before making new highs and
similarly again when tapering actually began. We would be looking to buy these dips and deploy the cash on
hand.
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Source: JP Morgan Research, July 21

At the same time, we will also be looking at our positioning within the cyclical and economic sensitive areas,
driven by real yields moving higher. The charts below shows the recent relative underperformance in the
cyclical sectors.
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Source: Canaccord Genuity, July 21

Sincerely,
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Disclaimer
This material was prepared by Nomura Asset Management Malaysia Sdn. Bhd. (Registration No. 200601028939
(748695-A)) (“NAMM”) for Unit Holders of Nomura Global Shariah Strategic Growth Fund (“Fund”) for information
purposes only. It is not intended as an offer, solicitation or recommendation with respect to the purchase or sale of any
particular investment. Unit Holders are advised to read and understand the contents of the Fund’s Information
Memorandum dated 18 May 2020 (“IM”) and Product Highlights Sheet (“PHS”), before investing. Both the IM and PHS
have been lodged with the Securities Commission Malaysia, who takes no responsibility for its contents, makes no
representations as to its accuracy or completeness and expressly disclaims all liability arising from, or in reliance upon
the whole or any part of its contents. Copies of the IM and PHS can be obtained from our office and application for units
can only be made on receipt of an application form referred to and accompanying a copy of the IM. Among others,
investors should be aware:- i) of the risks and costs involved in investing in the Fund; ii) that the price of units (in the
Fund) and distributions payable (if any) may go down as well as up; and iii) that past performance of the Fund and target
fund should not be taken as an indication of its future performance.
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