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Trade data tell the story

There has been much concern lately about the new US
administration’s trade policy. Under Trump’s ‘America First’
ideology, the US has pulled out of the Trans-Pacific Partnership
(TPP) and is looking to re-negotiate the North American Free
Trade Agreement (NAFTA). What other changes could a more
inward-looking America make to its trade policy, and why are
global trade deals suddenly falling out of favour?

Taking a step back and looking at global trade numbers, we
can draw a number of conclusions that might explain
America’s new thinking on trade. First, the US accounts for a
shrinking portion of global merchandise trade, while China has
surpassed it as the world’s #1 exporter.
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While the US remains the largest market for global
merchandise exports, the gap with China is shrinking.

Chart 2: Imports — share of global total
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In fact, China already holds the #1 importer spot if trade within
NAFTA is excluded. Another interesting observation from
Chart 2 is that China imports significantly more from Emerging
Markets than EU or North America. China has also caught up to
rival the US as the largest importer of services.

Chart 3: Service imports — share of global total
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Within Asia, the waning trade profile of the US is even starker.
China receives 44% of all Asian merchandise exports and is by
far the largest export destination. The US is a distant third, with
a 20% share of Asian exports.

Chart 4: Asia’s main export markets
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When we see the numbers in this light, the protectionism of
the Trump administration is perhaps less surprising. Faced
with the threat of an increasingly dominant China, the new US
trade stance could be a last-ditch attempt to seize back
influence within the global arena.

Looking beyond the trade numbers

Trade numbers don't tell the full story, however. Let's examine
the supply chain of the iPhone, surely among the most

profitable products ever made. The iPhone 7 retails at USD 658.

Of this, USD 257 or roughly 40% goes to Apple, other US
companies take home USD 70, Taiwan, Korea and Japan
pocket between 5% and 10%, and China, as the assembler and
shipper, nets less than 3% of the retail price’.

Apple iPhone 7 Retail Price = USD $658
Breakdown of Materials USD $265 by Country

USAUSD S70(11%)

Materials

USD $265
(40%)

Apple
USD $257
(39%)

Taiwan USD $61 (9%)

Japan USD $46 (7%)

Korea USD 540 (6%)

China USD 512 (2%)
EU USD $7 (1%)

Other USD $29 (4%)

Assembly Miscellaneous
USD 56 LS50 544
(1%] 7%

Source: Nikko AM estimates, 2017

This quick analysis reveals where the real value in today'’s
global economy lies. It is not within the components, the
assembly, or the transport of a product. In fact, the real gold
lies in the Intellectual Property (IP) portion of the supply chain,
which in the case of the iPhone, mostly sits in Silicon Valley. It
is, thus, not surprising that San Francisco and the Bay Area are
the most expensive real estate markets in the US today.

The real competition is for Intellectual Property

Currently, the US still dominates the global economy value
chain. It continues to be a leading IP originator in various fields
from smartphones, to shale oil, to artificial intelligence. That
said, we shouldn’t discount China’s capabilities on this front. It
has recently surpassed the US in terms of patent filing? Its
research and development (R&D) spending? already exceeds
that of Europe, and is closing in on the US.

In its ‘Made in China 2025’ initiative, Beijing has set out clear
plans to upgrade its industries and move up the global value
chain. Key sectors it is targeting include semiconductors,
robotics and biopharmaceuticals.

1. Source: Nikko AM; estimates based on proprietary research; proportion
of non-material cost components based on assumption that proportions
would be similar to those of the iPhone 4

2. Source: World Trade Organization, 2016

3. Source: World Trade Organization, R&D spending as a percentage of
GDP, 2016
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It's all about the people

Many US brands first found success in the large domestic
market before going on to become multinational giants. In the
same vein, the sheer size of China’s population could underpin
its success in the competition for intellectual capital. The rapid
rise of the Chinese middle class has created a huge domestic
market for cars, smartphones and internet. If Chinese firms
capitalise on this, the emergence of new Chinese global
brands would be inevitable in the near future.

I remain bullish on the prospects of China and the wider Asian
region. Looking past the noise surrounding US protectionism,
we see that Asia is less dependent on US trade than we would
expect. And looking past the noise surrounding global trade
numbers, we see that the real trade war is for IP, innovation,
and talent, to be fought on the turf that is Asia’s burgeoning
class of middle income consumers.

In this arena, | believe that Asia’s population advantage and its
sizeable domestic market position it favourably within the
shifting global landscape.

This text was presented in a speech at the Nikko AM sponsored
‘Global Interdependence Center Conference’ in Singapore on
February 20, 2017.

This is part three of a series on the “Pacific Decade” which
previously includes:

Part 1: Capitalising on the Pacific Decade: Taking the long-
term view on China
https://en.nikkoam.com/articles/2015/08/capitalising-on-the-
pacific-decade-taking-the-long-term-view-on-china

Part 2: A deeper look into Japan and China's debt problems
https://en.nikkoam.com/articles/2016/09/a-deeper-look-into-
japan-and-china-s-debt-problems
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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/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
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
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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 publicin
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
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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)
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
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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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