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Key drivers for the
manufacturing shift out
of China




Companies moving out of China isn’t new, it has been slowly taking
place, but it accelerated rapidly in recent years...

Supply Chain
Disruptions...

Increasing costs...

Average Annual Compensation
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Engineer

Political Drivers...
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China’s share of global exports is decreasing, but this shouldn’t worry
China...

Share of exports in gross domestic product (GDP) in China from 2009 to 2019

*
US Imports from China fell by 0%
16% in 2019 Py

26-17% 25.46%
Chinese exports accounted for 2% £
22% of the world’s exports, 3
percentage points down YOY <
8 20% 18.61% 18.54% g 4%

For consumer goods, the - 17.39% 3
country’s global market share g
fell by 4 percentage points to = 19% S
42% s
Japan unveiled a $2.2bn 70w

package to support countries
looking to relocate from China

5%
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Details: China; National Bureau of Statistics of China; 2009 to 2019
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The manufacturing shift will continue as companies seek to diversify
their supply chains and lower costs...

« Ongoing impact of global pandemic and supply chain disruptions

« Companies focused on resilience and avoiding disruption vs. efficiency and cost
« Labor costs in China will continue to rise

 Chinese Yuan grew 5% since it’s May low

 Continued political tensions with the US (Hong Kong / Tik Tok)
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The Trade War didn’t grow U.S production as intended but diverted
trade from China...

Trade diversion effects, by economy and regional groups (first half of 2019)
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USS$ billion
Vietnam is the biggest winner in Southeast Vietnam’s key product beneficiaries: Considerable variance both across
Asia «  Communication equipments countries and sectors emphasizes the
*  Furniture inability of one economy to match
*  Electrical Machinery China’s production capacity
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A look at the electronics
iIndustry




Supply chain move beyond China

Country’s share of global export

Computer and Household
Phones tablets electrical goods
Global export market share (%) 2019 54 44 42
2015 - 2018 3 1 0

Change in global export market
share (% points)

2018 - 2019 -3

Increase —mm

A
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Supply chain move towards India and ASEAN

India and ASEAN Countries’ share of global export

Global export market share (%) 2019

Computer and

Household
electrical goods

2015 - 2018

Change in global export market
share (% points)

2018 - 2019
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Supply chain move towards India and ASEAN

Countries’ share of global export

Computer and Household
Phones tablets electrical goods
Global export market share (%)
- 2019 10 1 2
Vietnam
Change in global export market share (% points) 1 0 1
2018 - 2019
Global export market share (%)
) 2019 1 2 2
Malaysia
Change in global export market share (% points) 0 -1 0
2018 - 2019
Global export market share (%)
) 2019 4 3 2
Thailand
Change in global export market share (% points) 0 -1 0
2018 - 2019
Global export market share (%)
- 2019 1 0.1 0.2
India
Change in global export market share (% points) 1 0 0

2018 - 2019

Increase ~—m———>»

A
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Electronics supply chains moving towards Indig.and ASEAN

-
-
-
-

# Number of companies shifting
production in 2019-2020
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Electronic Clusters | Vietnam
ELECTRONICS CLUSTERS
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Electronic Clusters | Malaysia
ELECTRONICS CLUSTERS
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Electronic Clusters | Thailand
ELECTRONICS CLUSTERS
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Electronic Clusters | India
ELECTRONICS CLUSTERS
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Vietnam, the biggest beneficiary... for
now




BUSINESS ENVIRONMENT — Economic and political stability

12 GDP GROWTH 2008 - 2018 POLITICAL STABILITY

——Vietnam — 59.52
10

—China Ccambodia |G 52.86
8 —India

china |G 36.67
< 6 —Myanmar
. Indonesia [ 29.05

—Indonesia
4

——Cambodia India | 17.14
2

Myanmar F 13.33

0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: World Bank
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LEGAL ENVIRONMENT - Taxes

e
Standard CIT 25% 20% 25% 25% 30% 20%
Payments 7 10 43 31 13 40
(number per year)

Time 142 498 207.5 282 277.5 173

(hours per year)

Total tax and
contribution rate 67.7 37.8 30.1 31.2 52.2 21.7

(% of profit)

« Payments: The total number of taxes and contributions paid, the method of payment, the frequency of payment, the frequency of filing and the number of
agencies involved for the standardized case study company during the second year of operation. It includes taxes withheld by the company, such as sales tax,
VAT and employee-borne labor taxes.

« Time: The time it takes to prepare, file and pay (or withhold) the corporate income tax, value added or sales tax, and labor taxes, including payroll taxes and
social contributions (in hours per year)

» Total tax and contribution rate: The total tax rate measures the amount of taxes and mandatory contributions payable by the business in the second year of
operation, expressed as a share of commercial profits.
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LEGAL ENVIROMENT — Regional Trade Integration

Average MFN

Tariff Applied Vietnam Cambodia Indonesia Myanmar

GSP

0

3.98

13.72

EU 5.08

India 13.79

ASEAN Variable

Russia 6.74

Australia 2.5

Mexico 6.91

S: Signed N: No Y: Yes ABA/GSP: unilateral trade concessions
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COST - 1 year breakdown

Cost breakdown by components
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Indonesia India

*SC: Standardized score

China

When comparing six countries, the cost is
calculated by the accumulation of three
components: warehouse rental, utilities and
labor

Labor cost, a main attribute to the total cost, is
proportionally much higher in more developed
countries. While labor cost in China contributes
to 91% of the total cost, the one in Myanmar is
59%

The warehouse rental cost is calculated based
on assumption of 2,000 m2 rent warehouse.
The rental cost per m? in China is lowest and
Indonesia highest.

The percentage of warehouse rental cost to
total cost is lowest in China and the highest in
Myanmar, 6% and 34% respectively.

The cost of utilities falls within 3% to 10% of the
total cost, which 3% is from China’s and 10% is
from Cambodia’s
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Two key areas for
improvement...




INFRASTRUCTURE - Overview

Infrastructure measures the overall quality of infrastructure which takes into account availability of roads, ports, efficiency of airports and logistic
performance. The score is based on The Global Competitiveness Report 2018 and Logistic Performance Index 2018

Infrastructure Score

7.41
723 597 681 568
’ 571 5.60
487 456 4.60 + Singapore scores the highest in infrastructure, followed by
Malaysia and China. Singapore has the best availability of
road, port and logistic performance
* Indonesia and Vietnam stand in the middle of the
infrastructure ranking.

& P F & « Myanmar and Laos have the lowest score.
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LABOR — Overview

Labor score takes into account labor productivity, labor force, labor force participation rate, tertiary enrollment rate and unemployment. The data is
based on ILO and World Bank data

Labor Score

7.0

7.13 7.09 . 6.71 .
5.40 - - - - - - -
4.47 * China is the leading countries in the talent ranking, driven
4.36
by abundant labor force and low unemployment rate.
* With an outstanding labor productivity and high tertiary
enrollment rate, Singapore ranks second among all the
countries, followed by Indonesia

« Cambodia and Laos are at the bottom of the rank.

2 Q> N o> <
Q& 0 . (b. S 7 (o‘b & O
C}\\ (OQ (\ \(ﬁ \0 N & . Q\ (0(\ ‘QO A%
5 & ¢ N QS
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LABOR — Regional competitiveness
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Vietnam'’s role in the global electronics value chain is currently limited
to be an integrator of components...
Electronics “3C” Global Value Chain

Upstream Mid-stream Downstream
C t :- ___________ ' I Finisned p_ro;uc;s/_ a Distribution/
Inputs ] [ omponents ] .
| Subassemblies b Market Segments Sale Channels
r=E==== = | [ Semiconductor ] : I I [ Consumer ] I f Consumer )
I Metal | = Wafers Actl ] : ProdUCt Specal I Electronics I . Retailers )
I, . c —_— [ PCBA ][ ] ) — [ )
I Pg;"scs& ] : e I Parts I [ Communications Industrial: Firms
_;-_“_ § I I I : \_ Y,
Chemical w I| Display I Computers/ | f Public-Use: )
—— . ) | S Endl 7 I Storage/Office L Institutions )
I Packaging J _ I nclosure I I
1 o | T T ====
_______ L Cables L e e e e oo
g
E

Vietnam’s integration in global value chain

Research and Development Design

— Source: Frederick, 2017; 3C refers to consumer electronics, computers and communication devices.
. Circuitry New product
IC Design : Software

Design Development

+ Up-stream activities in Vietnam are very weak. Designing is carried out abroad, main components (electronic chip, etc.) are imported from
other countries. Only a few MNCs have limited R&D activities in country. Ex. Samsung, Renesas Design Vietham

* Mid-stream is the only area where Vietnam has advantages and the industry is developing. Assembly of finished products and
subassemblies destined for export. These are the lowest value added activities in electronic value chain

* Down-stream: these activities are done by foreign companies and conducted outside Vietham. Local companies have limited international
exposure and marketing capabilities due to lack of experience and capital .
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COUNTRY BENCHMARKING - overall score and ranking

Country Score

China _0.40_ 1.42 m Labour
Vietnam IS TS S 1<
Indonesia |G csc S 1320 135
Cambodia [ 142 PSR 1120 120

India  |IENEESIEN o7o MENESSENNTTTATTE 129
Myanmar _ 200 _ 0.99 Legal Enviroment

m Business Environment

m Infrastructure
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Demographics and
Key Drivers

One of the fastest growing
middle classes in the region, and
Increasing urbanisation

Resilient export structure

Favourable geographic position

Tax incentives and pro-FDI
policies

Shift from low to high value add
manufacturing

Pro-trade: Multiple FTA's —
EVFTA

Stable Government, high growth
rate

Improving Business Climate

Restricted Sectors continue to
open up
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Vietnam’s Demographics

Thailand

Cambodia

China

@ 2019 GDP Growth

Labour Force

Middle class
population

Average annual
income
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Socialist Republic
Hanoi

Ho Chi Minh City

96.2 million

Vietnam Dong (VND)
Vietnamese

63

331,210 km?

China, Laos, Cambodia
UTC+7

7.02%

55.4 million

10% population
Expected to rise to
33 million people by 2020

US$2,587
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Vietnam’s Free Trade Agreements

Southeast Asian Nations
- N cPTPP
- . Comprehensive and
Kyrgyzstan  Kazakhstan  Armenia Belarus Progressive Agreement
Sl e wa R i ansseisdesnahsanes . for Trans-Pacific Partnership
.. /'A S t f\ N j\% :
: 3= =
' — Vietnam Eurasian
. Cambodia Philippines Indonesia  Thailand | ' | Russia J Economic Union FTA
P VCETR, j ) RCEP
' e ™ Regional Comprehensive
: (s : 4 : -
' :‘: n * E ; E Economic Partnership
! | South Korea Laos ingapore Brunei Malaysia ‘ . \_Chile _J Mexico EVFTA
il ‘ ; : Vietnam - European Union FTA
: Spe= = : Vietnam-Israel FTA
. “ ' . ﬁ : ' ' lﬁ' Vietnam - Israel FTA
. \ Myanmar |, Japan  NewZealand Australia § Peru Canada
: | ; : CPTPP’
= . f
: -— s : VKFTA
. India : ! China Hong Kong ! Vietnan South Korea FTA
P P . e RCEP ----------- 3
! VCFTA
- Vietnam — Chile FTA
EVFTA ~ :
............... Agreements in Force
*Vietnam also has a FTA with EFTA States (including Norway, Switzerand, Iceland, and Liechtenstein) under negotiations =~ <o Negotiations ongoing

** ASEAN has multilateral trade agreements with India, China, New Zealand, Australia, Japan, and South Korea, Hong Kong

Source: WTO Center, VCCI
- e A '
7/ DEZAN SHIRA & AS Graphic® Asia Briefing Ltd. www.dezshira.com 31

Your Partner for Growt




