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SMARTPHONES - SQUEEZING THE
SUPPLIERS

Russell Clark’s
Market Views

"As sales of smartphones grew so did the share
price of the manufacturers. Suppliers of
smartphone components also shared this good
fortune but, as smartphone sales slow and
margins are squeezed, what happens next for
these companies?”

Smartphones have been one of the best-selling consumer products of all time. Leading smartphone makers have seen their share prices
trade very well in recent years. The share prices of smartphone suppliers have also performed very well.

Smartphone Makers vs Smartphone Suppliers-
Rebased

S artphone Makers = Smartphone Suppliers

However, over the last year, and in particular in last few months, the share prices of major non-Chinese smartphone makers and suppliers
have begun to diverge.
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There are several reasons for this. One is that global volume of smartphones sold have been flatlining for the last few years.

Total Smartphones Sold Worldwide - mn units
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Revenue growth has continued for major non-Chinese smartphone makers, as they have been able to raise prices (ASP).

Smartphone Revenue and ASP
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While smartphone makers have been able to raise prices, they have not been able to defend margins. Operating margins for the leading
smartphone makers have been trending down for 5 years now. Note that if the smartphone maker also has a smartphone supplying
business, this margin has been stripped out.

Operating Margin of Leading Smartphone Makers
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If we take operating expenses as a proxy of the smartphone makers as a proxy for smartphone supplier sales, we can see the last few years
have been good for suppliers.

Total Operating Expenses Of Smartphone Makers
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Recently major smartphone makers have reacted to the mature nature of their markets to commit to returning large amount of cashflow
to shareholders. Giving the slowing nature of their business, this suggest that smartphone makers will look to squeeze expenses. I would
be cautious on suppliers to smartphone makers.
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DISCLAIMER

This Market View has been prepared and issued by Horseman Capital Management Ltd (the "Firm") authorised and regulated by the
Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for professional
clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to any country
where such distribution or use would be contrary to local law or regulation.

This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.

Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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