Mizuho Flash: EM-Asia

Economics & Strategy | Asia ex-Japan
May 14 2024 |

Tan Boon Heng | Market Economist
Tan Jing Yi | Market Economist

EM-Asia: Semiconductor Cycle & Implications
In a nutshell:

e Semiconductor-led exports recovery assisted in Q1 GDP outperformance for Korea and Taiwan. Given
that China was a key source of demand in this recovery, the likelihood of stockpiling and front loading
semiconductor amid rising trade tensions with the US puts to question the durability of the further outsized
exports growth in the months ahead.

e Meanwhile, in Q1, the US appears to resemble more of a final demand destination of
computers/servers rather than driving direct demand for semiconductors, congruent with the rising Al
usage and demand.

e On balance, considering the still tepid recovery in China and slowing growth momentum in the US, we
remain circumspect on the prospects an unfettered recovery in Asia. This recovery may resemble the
moderate 2013/14 recovery rather than a return to the pandemic induced electronics demand type of
acceleration or the 2016 super cycle which was driven by broad demand from electronics, autos, industrial
equipment and the beginnings of cloud computing.

e Nonetheless, Korea and Taiwan remain prime beneficiaries of this cycle, affording the BoK and CBC
room to keep rates elevated and backstopping the KRW and TWD.

e Similarly, data across EM-Asia appear to lean towards stronger demand for upstream products such as
semiconductors relative to consumer related electronics such as mobile phones and automobiles.

e Specifically, the likes of Vietnam and Philippines saw some growth support in Q1 from the external
demand recovery. Meanwhile, Malaysia appears to be inching towards a firmer electronics recovery given
its relatively upstream positioning. On the other hand, Thailand’s electronics sector continued to struggle
given their more downstream involvement via automobiles while Indonesia’s structural reliance on the
commodity sector imply that they may not capture much of the tailwinds on this upcycle.

e Based on value chain positioning and relative trade exposures, FX gains are likely to accrue most to
KRW and TWD followed by MYR and PHP. VND and THB will trail on more downstream use of chips
with IDR least likely to gain materially.

Trade Recovery in Korea and Taiwan— Underlying Drivers

Inventory Growth (%YoY): Inventory rundown also aids
500 1 underlying need to replenish amid demand uptick.

Semiconductor Exports (% YoY 3mma): Taiwan and Korea
80 1 rade data point to semiconductor led recovery.
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Taiwan and Korea’s recent Q1 GDP outperformance alongside strong semiconductor exports growth
invites the question of the extent to which Asian economies are primed for tech cycle led tailwinds. At this
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juncture, the semiconductor exports recovery has materialized in a stronger manner in Korea than Taiwan,
but this could well be a lag effect which may see Taiwan’s recovery catch-up in the coming months.

Domestically, underpinning this semiconductor recovery is the relative drawdown of inventory in the
sector which then necessitates replenishment amid a demand pickup. Externally, China has been a key
source of the upturn as their imports of electrical machinery and equipment (of which semiconductors are
a sub-category) from both countries picked up. Notably, the Q1 divergence between Taiwan and Korea’s
aggregate semiconductor exports growth is also reflected by China imports from both countries. Given that

China’s demand from both countries have historically been in tandem, imports from Taiwan could pick up in
the coming months.

That said, there is a material probability that China’s demand recovery could be a manifestation of front
loading due to the various US trade restrictions resulting in the need to source for alternate sources of chips.
(e.g. American companies being prohibited from selling high-end chips to China). This need to stock pile and
front load is perhaps exacerbated by the upcoming US elections and a possibility that the already fraught geo-
political relations could worsen, while supply chain resiliency and domestic production needs remain
priorities. In turn, this could also mean that the further outsized growth in demand from China may not be
that durable. Afterall, China’s weak consumer sentiments and tepid economic recovery ought to restrain
optimism surrounding an unfettered boom for the electronics cycle.

US Imports (YoY%): US imports of computers have surged China's Imports Growth (% YoY): China's semiconductor
30 - while imports of semiconductors remain weak imports from Taiwan and South Korea have often in tandem.
and likely drove the recent turnaround.
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As for the US, import growth of semiconductor devices (under HS code 85) remain weak while import
demand of automatic data processing machines (i.e. computers/servers under HS code 84) saw stronger
growth in Q1 2024. The latter appears to suggest a decent bout of final demand from businesses and
consumers likely in response to Al related demand. Nonetheless, amid a slowdown of US growth
momentum, a US driven trade recovery may not generate an unfettered global uplift. This recovery is more
likely to resemble the moderate 2013/14 recovery rather than a return to the pandemic induced electronics
demand type of acceleration or the 2016 super cycle which was driven by broad demand from electronics,
autos, industrial equipment and the beginnings of cloud computing.
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Turning to policy implications, while the BoK and the CBC are afforded policy room to hold their
elevated rate for longer, the resultant KRW and TWD tailwinds in are unlikely to unilaterally turn the USD
tide. In fact, even the outperformance against ASEAN peers may be rather differentiated given the low
nominal rate returns from KRW and TWD.

ASEAN - Dampened & Differentiated Spillovers

The ability of ASEAN countries to hitch a ride on the semi-conductor recovery is dependent on the relative
supply chain and related technological ladder positioning. Regardless, the North Asia semiconductor
spillovers to ASEAN in this cycle is likely somewhat dampened compared to previous tech cycles.

Mainly as on-going chips revival likely pertains more to Al related demand for commercial/industrial server
users, a space dominated by Japan, Korea and Taiwan relative to consumer electronics or durables (such as
cars), which tend to have a more emphatic cascade effect on ASEAN exporters.

Nonetheless, it will still be significantly differentiated across ASEAN exporters, translating into varied
boost to growth as well as currency, which in turn will determine policy room for ASEAN central banks.
Crucially, policy differentiation, which both feeds into and feeds off exchange rates, will be even more
pronounced by pro-cyclical FX effects.

FX multipliers: All else equal and looking past overarching USD trend, the uplift from the semiconductor
cycle with knock-on growth and policy impact will comparatively benefit KRW and TWD most followed by
MYR (given Malaysia’s relatively upstream exposures). PHP will benefit to a lesser extent given the still large
electronics exposure. VND trails as gains are likely to be from downstream use of chips in consumer goods.
THB’s gains may be similar, but somewhat diminished by the high semiconductor import reliance for
downstream use (e.g. autos). IDR may benefit the least given relatively lower electronics activity exposure.

Selected Country Breakdown of Exports of Computers, Vietnam: Exports of computers and electrical products
Electrical Products, spare parts and components (% YoY): A !
65.00 - China, HK and the US are major drivers of demand in,Q1. saw strong growth of 38% YoY in Q1 with external

demand driven by the US, China and Hong Kong.

However, mobile phone and parts related exports saw
more modest growth of around 5% growth as
improving demand from US, Middle East and India
demand offset drag from China. Given the lack of broad

45.00

25.00 -

5.00 -

-15.00 -

PRPDP DD DD DD P PP recovery in the consumer electronics sector, a more
A N & - - .
& & V‘N@ FY I P substantial growth recovery will also require stronger
Source: CEIC: Mizuho Bank — ot orders in the traditional footwear and apparel sector.
Germany SouhKorea  mmm USA Nonetheless, the growth upturn allows the SBV to
— o o focus on the VND and wider financial sector stability,
— Total pushing back pressures to lower policy rates.
Irfldustrial Production (% YoY): Despite the low base effects Tha”and: In Ql’ the |ack Of broad pass_through from
rom 2023, the electronics sector contraction continued to A . ) i
drag on the manufacturing sector in Q1. the electronics upturn is particularly evident as

0

industrial production of computer, electronics and
optical products remain in contraction relative to a
year ago despite the low base effects. From a
structural angle, given that semiconductors serve more

-5 4

-10 A

-15 A

201 as an input into key exports such as vehicles with
25 1 ——VAPI: Computer, Electronic & Optical Products exports of electrical machinery and equipment not even
-30-% o Wrbva'ljbef\igecgmdgﬂg 'ni(ix(;{bAF’gb NN atop 1(_) driver of net exports_revenue, the current brqnd

o Q@ R Y S o of semiconductor recovery is not expected to provide
Source: CEIC; Mizuho Bank much of a growth lift.

Tan Boon Heng | Market Economist
Tan, Jing Yi | Market Economist 3/9



Mizuho Bank, Ltd. | Flash — Economics & Strategy, Asia Ex-Japan

Decomposition of Philippines Philippines: Semiconductors constituting a significant

Electronic Products Growth (% YoY)
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proportion of exports means that Philippines is likely
poised to continue benefitting from tailwinds of the
tech cycle. Exports growth was encouraging in
Q1°2024 on the back of strong semiconductor as well
as electronic data processing exports growth.
Nonetheless, key risk persists on whether this is the
start of a longer and more durable electronics cycle
recovery or a short and modest recovery.

Furthermore, the inherent large goods deficit (at 14.3%
of GDP in 2023) on huge import expenditures on
capital & industrial goods (e.g. transport equipment,
mineral oils), intermediate goods (e.g. semiconductors)
and to some extent agriculture goods (e.g. cereals)
imply that the current account deficit is unlikely to be
reverse in 2024, consequently PHP tailwinds remain
muted.

Malaysia: Well positioned to reap spillovers from
uptick in electronics cycle given their position higher
up value chain. Malaysia could see a further recovery
in the months ahead and we already observe signs of
bottoming electrical/electronic  products growth,
alongside improving electrical/electronic products
industrial production and manufacturing sector
seeing a growth rebound at 1.9% in Q1°2024 (Q4: -
0.3%). Interestingly, Malaysia’s data processing
machines exports (albeit constituting a small proportion
of exports) have seen supportive growth in Q1°2024,
which could be fueled by demand from US.

Indonesia: Given that Indonesia remains skewed
towards the commaodity sector, spillovers from the tech
cycle are likely limited. Within electronics, their focus
is more on downstream products which are subject to
idiosyncrasies of specific industries, as opposed to
upstream products (e.g. semiconductors) which are
required in most electronics. The current glut of EVs in
China is also a potential key risk on automotive export
growth. Growth in the future will likely be dependent
on investment inflows from downstreaming policies as
well as commodity exports.
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Appendix: Key Trade Drivers in ASEAN Countries

Vietnam

Net Export (% of Export revenue)

Footwear; gaiters and the like;..

Apparel and clothing..

Apparel and clothing..

Electrical machinery and.. ju——

Furniture; bedding, mattresses,..

Fish and crustaceans, molluscs.

. (—
Coffee, tea, mate and spices ]
Toys, games and sports..
Meat, fish or crustaceans,..
Articles of leather; saddlery and..

2% 3% 4% 5% 6%

0% 1%
Source: UNComtrade (2021); Mizuho Bank

Philippines

Net Export Revenue (% of Export Revenue)

Electrical machinery and..
Copper and articles thereof

Fruit and nuts, edible; peel of..
Ores, slag and ash

Natural, cultured pearls;..

Preparations of vegetables,..

Articles of leather; saddlery..
Nickel and articles thereof

Meat, fish or crustaceans,..

Apparel and clothing..

0% 5% 10%

Source: UNComtrade (2021); Mizuho Bank

Thailand

Net Export Revenue (% of total export revenue)

Vehicles; other than railway or. ]

Rubber and articles thereof |

Nuclear reactors, boilers,..

Meat, fish or crustaceans,..

Fruit and nuts, edible; peel of..
Plastics and articles thereof

Wood and articles of wood;..
Cereals

Preparations of vegetables,..

Sugars and sugar confectionery

0% 5% 10%

Source: UNComtrade (2021); Mizuho Bank

Malaysia

Net Export Revenue (% of total export revenue)
Electrical machinery and. ]
Animal or vegetable fats and. ]
Rubber and articles thereof |

Mineral fuels, mineral oils and..

Optical, photographic,..

Nuclear reactors, boilers,..-
Aluminium and articles thereof

Furniture; bedding, mattresses,..

Wood and articles of wood;..

Chemical products n.e.c.

0, 0, 0, 0,
Source: UNComtrade (2021); Miz%é)o Bank 5% 10% 15%

Electrical Machinery and Equipment Breakdown:
Net exports (% of Export Revenue)

Telephone sets, including..-
Monitors and projectors, not.. jmm
Transmission apparatus for.. jms

Insulated wire, cable and other.. jm

Electric transformers, static. .-l

Microphones and their stands;..
Vacuum cleaners

Electric motors and generators..
Diodes, transistors, similar..

Signalling apparatus; electric..-

0% 5% 10% 15%

Source: UNComtrade (2021); Mizuho Bank

Electrical machinery and equipment Breakdown:
Net Export Revenue (% of Export Revenue)

Electronic integrated circuits
Insulated wire, cable and..
Electric transformers, static..
Electrical capacitors; fixed,..
Monitors and projectors, not..
Radar apparatus, radio..
Electric motors and..
Lighting or visual signalling..
Video recording or..

Reception apparatus for..

20%

0% 5% 10%
Source: UNComtrade (2021); Mizuho Bank

Electrical Machinary and Equipment Breakdown Net Exports
(% of Exports Revenue)

Transmission apparatus for..

Electric transformers, static..

Electric water, space, soil..

Reception apparatus for..

Boards, panels, consoles,..

Monitors and projectors, not..

Lighting or visual signalling..

Diodes, transistors, similar..

Ignition or starting..

Sound or video recording.. jm

15%

0.0% 0.2% 0.4%

Source: UNComtrade (2021); Mizuho Bank

Electrical machinery and Equipment Breakdown:
Net exports (% of Export Revenue)

0.6%

Electronic integrated circuits

Discs, tapes, solid—state.._
Diodes, transistors, similar..
Telephone sets, including..
Monitors and projectors, not..
Vacuum cleaners
Electrical machines and..
Electric water, space, soil..
Microphones and their..
Boards, panels, consoles,..

0% 2% 4%

Source: UNComtrade (2021); Mizuho Bank
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Indonesia

Electrical Machinery and Equipment Net Exports

Net exports (% of Exports Revenue) (% of Exports Revenue)

Animal or vegetable fats and.. Monitors and projectors, not..
Mineral fuels, mineral oils and. _-_ Insulated wire, cable and..-_
Iron and steel [m— Cells and batteries; primary —
Footwear; gaiters and the Iike;..-— Electrical capacitors; ﬁxed,.f—
Ores, slag and ash - Signalling apparatus; electric. . fmm—
Rubber and articles thereof fms Shavers, hair clippers and. . jmm
Wood and articles of wood;..-— Sound or video recording..-—
Apparel and clothing..-— Electrical machines and. . jmsm
Apparel and cIothing..-— Electrical resistors (including.f-
Fish and crustaceans, molluscs. . s Reception apparatus for..|
0% 5:% 1(;% 15'% 0.0% O.é% 0.4'1% 0.(’5%
Source: UNComtrade (2021); Mizuho Bank Source: UNComtrade 2021: ; Mizuho Bank
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MARKET COMMENTARY DISCLAIMER
THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.

Unless stated otherwise in the country specific distribution information below, this document has not been prepared in accordance with legal
requirements in any country or jurisdiction designed to promote the independence of investment research and is not subject to any prohibition
on dealing ahead of the dissemination of investment research. It is intended for informational purposes only and does not purport to make any
investment recommendations.

This document has been prepared solely for the information of the intended recipients. Recipients in any jurisdiction should contact your
usual Mizuho contact in relation to any matters arising from, or in connection, with this document.

This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and
exempt financial adviser regulated by the Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK”"), a
licensed bank regulated by the Hong Kong Monetary Authority, with business address at 12/F, K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui,
Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian Prudential
Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (“MHSA”), licensed and
regulated by the Hong Kong Securities and Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (‘MHSS”), a holder of a capital
markets services licence and an exempt financial adviser regulated by the MAS, as the case may be.

This does not constitute investment or personal advice.

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information
purposes to clients of MBSG, MBHK, MBAU, MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not
take into account the specific investment objectives, financial situation or particular needs of any client or class of clients and it is not prepared
for any client or class of clients.

This is not an offer or solicitation.

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging,
trading or investment strategy, in relation to any securities or other financial instruments.

Mizuho shall have no liability for contents.

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been
obtained from, or based upon, sources believed by Mizuho to be reliable, but no assurance can be given that the information, data or any
computations based thereon are accurate or complete and Mizuho has not independently verified such information and data. Mizuho is not
obliged to update any of the information and data contained in this document.

Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this
document or the completeness of any information contained or referred to in this document. Mizuho accepts no liability and will not be liable
for any loss or damage arising directly or indirectly (including special, incidental or consequential loss or damage) arising from or in connection
with any person’s use or reliance of this document or the information contained in this document.

Information contained herein is no indication of future performance.

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or
forecasts of futures events. Any opinions, projections, forecasts and estimates expressed in the document are solely those of Mizuho based
on factors it considers relevant as at the date of the document and are subject to change without notice. Past performance is not indicative of
future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future
performance stated therein.

This material is confidential.

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained
herein will be regarded and treated as strictly confidential. All recipients may not reproduce or use this document in whole or in part, for any
other purpose, nor disclose, furnish nor distribute this document to any other persons without the prior written permission of Mizuho. Any such
reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable laws and
regulations in the relevant jurisdiction(s).

Disclosure regarding potential conflicts of interest.

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, take the
other side of any order by you, enter into transactions contrary to any recommendations contained herein or have positions or make markets
or act as principal or agent in transactions in any securities mentioned herein or derivative transactions relating thereto or perform or seek
financial or advisory services for the issuers of those securities or financial instruments referred therein. Accordingly, Mizuho, its connected
companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared
by employees who may interact with Mizuho’s trading desks, sales and other related personnel when forming the views and contents contained
within.

Financial instruments may not be for sale to all categories of investors.

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents
of this document in making any investment decisions and should consult their own financial, legal, accounting and tax advisors about the risks,
the appropriate tools to analyse an investment and the suitability of an investment in their particular circumstances. Mizuho is not responsible
for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole responsibility of
the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document
or its contents.

WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE
ADVISED TO EXERCISE CAUTION IN RELATION TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY
INVESTMENT, LEGAL, FINANCIAL, BUSINESS, ACCOUNTING, TAXATION OR OTHER ADVICE. IF YOU ARE IN ANY DOUBT AS TO
THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL ADVICE FROM YOUR RELEVANT ADVISERS ABOUT YOUR
PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT CHOICES.

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any
locality, territory, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by
law or regulation. Persons or entities into whose possession this document comes should inform themselves about and observe such
restrictions.
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COUNTRY SPECIFIC DISTRIBUTION INFORMATION

Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the
Corporation Act 2001 (Cth) of Australia (“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act.
It is not intended for and should not be passed on, directly or indirectly, to other classes of persons/investors in Australia. In Australia, Mizuho
Bank, Ltd. Sydney Branch (“MBSO”) is an authorised deposit-taking institution regulated by the Australian Prudential Regulation Authority in
accordance with the Banking Act 1959 (Cth), and holds an Australian financial services licence number 231240 (AFSL). Mizuho Securities
Asia Limited (ABRN 603425912) and Mizuho Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia
and are each exempt from the requirement to hold an AFSL under the ASIC Corporations (Repeal and Transitional) Instrument 2023/588.
MHSA is licensed by the Hong Kong Securities and Futures Commission under Hong Kong laws and MHSS is licensed by the Monetary
Authority of Singapore under Singapore laws, which laws differ from Australian laws respectively.

Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable
or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. This document is published solely
for information purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments. In accordance with local laws, it does not constitute a public offering of securities under Regulations
for Public Offering of Securities (National Counsel of Financial System Supervision, article 11 of Session Act 571-2006), and therefore cannot
be understood and interpreted as an implicit or explicit offering that intends to place, issue, negotiate or trade securities transmitted by any
means to the public or to certain groups. This document will not be disclosed to groups of more than 50 investors.

Guatemala: This document does not constitute an offering under the rules of the Ley del Mercado de Valores y Mercancias (Stock Exchange
Act, Decree 34-96 of the Congress of the Republic of Guatemala), and any of its amendments, including without limitation, Decree 49-2008 of
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Security Institute (Instituto Guatemalteco de Seguridad Social) and its affiliates; (3) through a third party or intermediary to any entity or vehicle
used for purposes of collective investment; or (4) to more than 35 individual persons or entities.

Hong Kong: This document, when distributed in Hong Kong (“HK”), is distributed by MHSA or MBHK, depending of the Mizuho entity which
you are a client of.

Japan: This document is intended only for certain categories of persons to whom a foreign securities broker is allowed to carry out regulated
activities under the relevant articles of the Financial Instruments and Exchange Act (the “Act”) and the subordinate legislative instruments (as
amended), including but not limited to Financial Services Providers who are engaged in an Investment Management and certain Financial
Institutions subject to conditions and limitations in Article 17-3(i) of the Order for Enforcement of the Act. It is solely for the use of such investors
and shall not be distributed, forwarded, passed on or disseminated to any other person. This document is solely for the purpose of supplying
general information and shall not constitute any investment or financial advice in relation to any products or services.

Malaysia: These documents shall be distributed solely to existing subscribers or clients of Mizuho Securities, and do not constitute an invitation,
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