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Issue to address, discussion points and conclusions

Issue to address

e Japanese manufacturers are becoming less interested in China as a sales market and production base, but their expectations
for ASEAN are growing.

m  The change in perception of China reflects the current friction between the US and China, geopolitical tensions,
population aging, and a maturing economy, among other factors.

m  ASEAN is originally a manufacturing hub for Japanese companies and is expected to continue to see both population and
economic growth in a neutral position.

e But we hear more information that non-Japanese companies are also expanding into ASEAN and intensifying competition
with Japanese companies.

Discussion points and conclusions

e Which countries and industries in ASEAN face increasing competition and with which counterparts?

m  Competition with Chinese firms is intensifying especially in the automotive sectors in Thailand and Indonesia, where
Japanese companies have previously demonstrated strength.

m  Automobile exports from China to Thailand and Indonesia have surged in recent years. China is also expanding direct
investment in the automotive sectors in the two countries, and competition with Chinese automakers is expected to
escalate further in the future.

e \What strategies can Japanese manufacturers adopt in light of the changing competitive environment?

m Protecting the automotive sector requires an urgent response to electrification (hardware) and intelligence (software).

m |n addition, offensive strategies to develop new businesses are critical. For example, the use of hydrogen and ammonia

as fuels for thermal power generation is expected to grow, and Japanese companies retain the technology and know-how
to develop such businesses.




1. Changes in the ASEAN Competitive Environment from the Japanese
Manufacturing Industry’s Perspective
Visualization of the competitive environment through statistical data



Japan’s Position Advancements by other countries Status of Competition

ASEAN exports are the second most important market after China

e Japan’s exports to Asia (including China) are the largest, at 52 trillion yen, more than double the exports to North America (22
trillion yen).

e Within Asia, ASEAN is Japan’s second largest export destination after China.

e Export growth to India has increased in recent years, but the volume remains low.

Japan: Breakdown of export destinations (2023) Japan: Breakdown of exports to Asia (2023)

India
5%

Note: ASEAN includes the five major countries of Indonesia, Thailand, Vietnam,
Philippines, and Malaysia.
Source:Made by MHRT based on the Ministry of Finance.

Source: Made by MHRT based on the Ministry of Finance.



Japan’s Position Advancements by other countries Status of Competition

The main pillars of exports to ASEAN are electrical machinery and steel by category, and
Thailand and Vietnam by country

e Exports to ASEAN by product category are dominated by electrical machinery, steel and metals, and general machinery.

m  Exports of transportation machinery remain relatively small due to the progress of local production through direct investment,
as described later in this report.

e By country, exports to Thailand and Vietnam are significant.

m  The major products for Thailand are steel, general machinery, and electrical machinery, all of which include materials and
parts delivered to Japanese-affiliated automobile plants concentrated locally.

m  Electrical machinery is prominent in Vietnam-bound exports and includes semiconductors used as components, and control
equipment and transformers used in factories.

Japan: Exports to ASEAN (by category) Japan: Exports to ASEAN (by country, 2023)
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Source: Made by MHRT based on UN Comtrade and CEIC. Source: Made by MHRT based on the Ministry of Finance.



Japan’s Position Advancements by other countries Status of Competition

Direct investment in ASEAN has surpassed that in China and created a solid production base

e Similar to exports, direct investment (manufacturing) in Asia accounts for the largest amount at 38 trillion yen, surpassing direct
investment in North America at 32 trillion yen.

e ASEAN is the largest market in Asia, with the gap with China widening from the mid-2010s and the pace of increase accelerating
in the 2020s.

e The level of direct investment in India remains low.
m Interest in India by Japanese manufacturers is high, but actual business is just beginning.

Japan: Breakdown of the outward direct Japan: Breakdown of outstanding direct
investment balance (manufacturing, 2023) investment in Asia (manufacturing, 2023)

Note: ASEAN refers to the five major countries of Indonesia, Thailand, Vietnam,
Philippines, and Malaysia.
Source:Made by MHRT based on the Bank of Japan.

Source: Made by MHRT based on the Bank of Japan.



Status of Competition

Japan’s Position Advancements by other countries

The main pillars of direct investment in ASEAN are transportation machinery by industry, and

Thailand and Indonesia by country

e By industry, transportation machinery accounts for the largest amount of direct investment in ASEAN.
m  Transportation machinery is followed by electrical machinery, steel and metals.

e By country, direct investment in Thailand is the greatest.

m Thailand has a high concentration of Japanese companies in transportation machinery. Electrical machinery is the second

largest sector, but it also includes automotive parts-related companies.
m Indonesia also has a concentration of Japanese companies in the automotive industry.

Japan: Outstanding direct investment in ASEAN

Japan: Outstanding direct investment in ASEAN
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Japan’s Position Advancements by other countries Status of Competition

Exports to ASEAN have increased from China, South Korea, and Taiwan, with China particularly
prominent

e China’s exports to ASEAN have surged since the early 2000s, surpassing Japan in the 2010s and further expanding its lead.
m  South Korea and Taiwan are also rising at a relatively fast pace, with South Korea catching Japan and Taiwan growing closer.
e By major ASEAN countries, exports from Japan have generally declined over the past five years, while exports from China to
ASEAN countries have increased.
m  Other than China, exports from Taiwan to Thailand and Vietham are gaining momentum.

Exports to ASEAN by country (2023, figures
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Japan’s Position

Advancements by other countries

Status of Competition

China’s scale of direct investment in ASEAN has also expanded, with South Korea and Taiwan on

the rise

e China is also increasing its presence in the balance of direct investment in ASEAN and is catching up with Japan.
m The balance of direct investment in South Korea and Taiwan is relatively low, but the increase is more pronounced than in Japan.

e By country, Japan’s investment balance has remained flat over the past five years, with the exception of Vietham. China’s

investment balance with each country has soared.

m  Other than China, direct investment growth is strong from South Korea to Vietnam (smartphones) and Indonesia (batteries),

and from Taiwan to Vietnam (smartphone-related products).
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Japan’s Position Advancements by other countries Status of Competition

China has an overwhelming presence in electrical machinery and steel exports, Japan’s mainstay
products to ASEAN

e Chinaleads Japan by far in electrical machinery and steel, Japan’s main exports to ASEAN, as well as in a wide range of other items.

m |n transportation machinery, which is not a major export item for Japan due to its localization efforts, Japan is competing
exceptionally well with China. However, in recent years, China has gained momentum in electric vehicle (BEV) exports.

e Other than China, South Korea exports to Vietnam intensively in the field of electrical equipment.

m  South Korea’s exports to Vietham are centered on smartphone-related parts, and we assume the degree of competition with
Japan to be low compared with China’s auto exports.

Comparison of exports by Japan, China, Taiwan, and South Korea to major ASEAN countries (2023)
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Source: Made by MHRT based on UN Comtrade and various countries’ statistics.



Japan’s Position Advancements by other countries Status of Competition

Even in direct investment, competition with China is evident in the transportation machinery sector
in ASEAN

e Overlapping most with Japan’s position is China’s investment in the transportation machinery sector in various countries.

m China is also making huge investments in steel and metals in Indonesia, with nearly 40% related to nickel, a raw material for
electric vehicle (BEV) batteries.

e ASEAN also attracts BEV supply chains, including batteries.
m  ASEAN welcomes Chinese investment in BEV factories to upgrade its own industry.
m Most of China’s BEV factory investments in ASEAN are scheduled to begin operations after 2024.

e South Korea’s investment in Vietham seems mostly in electrical machinery (smartphone related), and direct overlap with Japan is minimal.

Direct investment by Japan, China, Taiwan, and South Korea in major ASEAN countries
(cumulative flows from 2017 to 2023)
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Japan’s Position

Advancements by other countries Status of Competition

(Reference) Japanese manufacturers expanding in ASEAN say “competition is intensifying”

e \When considering business in ASEAN, Japanese companies are increasingly looking at market entry (targeting domestic
demand) and reassessing supply chains for semiconductors/electronics.

e Meanwhile, there are concerns about the competitive environment deteriorating in some countries and industries due to the entry
of new foreign firms and other factors (with some cases of withdrawal also observed).

e In the automotive industry, Chinese companies are aggressively entering the electric vehicle (BEV) market, which could lead to

excessive competition, but Japanese companies are cautious about the future of BEVs at this stage.

Hearings with local Japanese companies (excerpts)

Thailand

+ Amid worsening market conditions and intensifying competition, some
businesses in several industries, including the automotive industry, are
considering withdrawing from the market or transferring their operations to other
countries.

» Automobile companies fear excessive competition with the entry of BEVs by
Chinese companies. But Japanese companies are skeptical about the
sustainability of BEVs, as they face such challenges as expanding the
recharging infrastructure.

* There is a movement to seek business opportunities with non-Japanese
companies, including Chinese companies, to develop new business areas.
There are cases of rejection for price and delivery date reasons.

Il
I

Indonesia

» New and additional investment activity is robust. Some cases of withdrawal due
to business portfolio reviews are seen, but contraction is not a major movement
[trend] at this time.

» Chinese companies are competing with Japanese firms in automotive, heavy
machinery, and other sectors, but strict business conditions have not led to
much business with Japanese firms.

Vietham

+ Vietnam faces the entry of Chinese companies in OA, electronic components,
steel, and logistics, among other areas. In the steel industry, the influx of
low-priced steel components from Chinese companies coupled with the anti-
dumping movement may impact the industry.

* On the other hand, there is a move to develop sales networks for Chinese
companies, and many Japanese companies are still considering new or
additional investment.

Malaysia G

+ In the automotive industry, local companies hold a high market share, and the
shift to EVs is lagging, so the competitive environment is not expected to
change significantly.

» There are cases of withdrawal from chemicals (superabsorbent polymers) due
to intensifying competition, but investment from various countries in the
semiconductor field has been brisk recently.

» There are cases of withdrawal as part of the Group’s review of its management
structure and allocation of management resources.

+ Singapore faces a deteriorating business environment due to the entry of
Chinese companies in automotive, electrical/electronics, and steel-related
industries.

Source: Compiled by Mizuho Bank Global Strategic Advisory Department based on interviews with local Japanese companies.



Japan’s Position Advancements by other countries Status of Competition

(Reference) Amid intensifying competition in ASEAN, Japanese manufacturers are currently

adopting a wait-and-see approach

e Some local voices in ASEAN are positive about the entry of Chinese companies into the region, but the majority are negative.
m Despite the movement to seek business with Chinese companies, such opportunities are not always successful due to

differences in price competitiveness and technoloqical capabilities.

e The most common response was (1) “maintain the current situation and assess,” while smaller numbers said (2) “withdraw” and

(3) "seek new business.”

Real voices from local Japanese companies
: [ Sale/supply side ]
i < Negative >
1 ® Quotation inquiries from Chinese companies are increasing (common to
i all regions and industries).
1 ® Business with Chinese and South Korean automotive OEMs
: » Cannot keep up with business practices.
I Commit before specifications are finalized (supply responsibility for
| large lots).
] Delivery speed, price, collection terms, etc.
: * Even done deals will be lost to Chinese companies and others
! sooner or later.
I Price competitiveness and technological capabilities will improve,
! and we will not be able to compete.
I They will eventually bring in a Chinese supplier.
| » Concerns about technology leakage.
| -> A particularly noticeable trend in the commodity area.
| ® Deterioration of the hiring environment with talented people pulled out at
1 higher salaries.
|
]
1
|
1
|
1
|
1
1
1
1
1
1
1
1

< Positive >

® Hiring Chinese-speaking personnel with the expectation of transactions
and sales with local Chinese companies (Vietnam, logistics, steel-
related, service-related, etc.).

[ Purchase/procurement side ]

< Positive >

® The entry of Chinese suppliers has made it possible to procure
materials and products of good quality at low cost (Vietham).

-

(1) Maintain the current situation and assess

® Assess the competitive environment, particularly in the
automotive sector.
Identify BEV penetration trends (Thailand/Indonesia, BYD sales
prices, especially in pickup trucks, etc.).

® Revise production and sales strategies inside and outside ASEAN.
=> Revisit information gathering and regional business strategies.

(2) Withdraw

® Reexamine the global production system.
® Improve business efficiency through mergers of multiple existing
companies, etc. (Thailand).
® Intensifying competitive environment, originally poor performance.
+ Product competitiveness, technology, sales network, etc.
=> Quick and bold decision-making is necessary.

(3) Seek new business

® Seeking business with Chinese and South Korean companies
entering the market.

® New business opportunities in business areas that cannot be
substituted, new areas of technological superiority (hydrogen, etc.).

® Maintain the current status in this region while developing other
regions.

=> Buy time in a foreign business and launch a new area of business.

Source: Compiled by Mizuho Bank Global Strategic Advisory Department based on interviews with local Japanese companies.



2. The Future of Japanese Manufacturing in ASEAN amid Intensifying
Competition
Focusing on case studies of defensive strategies in existing fields (automotive) and
offensive strategies in new fields (hydrogen and ammonia)



Defensive Strategies Offensive Strategies

Competition in ASEAN will further intensify as Chinese automakers expand sales and production

e The market growth rate of China’s New Energy Vehicle (NEV) is slowing. China aims to expand its overseas sales channels in a
bid to raise factory utilization rates.

e Exports to ASEAN, especially Thailand, have expanded rapidly in recent years. Chinese manufacturers (OEMs) are expected to
start full-scale local production of electric vehicles (BEV) in the future. Competition is expected to intensify further in ASEAN as
local production is added to auto exports from China.

Value of BEV exports from China Thailand: Share of Japan and China OEM sales
(USD 100 million) =0O=Share of Ja[.)anese. firms' OEM sales
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Note: HS code: 870380 . .
Source:Made by Mizuho Bank Industry Research Department based on Global Trade Atras. Source:Made by Mizuho Bank Industry Research Department based on Marklines.



Defensive Strategies Offensive Strategies

OEMs (ASEAN): Must deal with both electrification and intelligence brought in by Chinese
companies

e Strategic options for Japanese OEMs in ASEAN exist in terms of both electrification (hardware) and intelligence (software).

e There are two options regarding electrification: (1) in-house production and (2) collaboration with other companies. Decisions are
made according to each company’s capability.

e Regarding intelligence, introducing SDVs (Software Defined Vehicle*) at an early stage is necessary to compete with Chinese
companies. *An automobile installed with software that can be updated to control the vehicle using two-way communication between the vehicle and the outside world,
allowing for more functions and improved performance even after the vehicle is sold.

m Increased importance of software platforms and semiconductors with high processing power as the foundation for providing
apps and other services.

m  Room for collaboration with Taiwanese and Indian companies in semiconductors and software; BMW and TATA have
established a JV for SDV software development.

Electrification (hardware) Intelligence (software)
In-house -Investment in BEVs with multi-pathway capabilities . . .
1 production of (installation of production-switchable lines) based on Y L?tfigggzcgr?eansczzlgig t(i]oentsgr:{[rgﬁtgicnaed dd;ahdrc\)/jlL:]eafror;;/sglstlaer\sli((;zrdware) to
BEVs ICE/HEVs. 9 P \ gh app >
v Software platforms serving as the base for providing apps and services as well
as semiconductors with high processing power (SoC) are important foundations.
Leverage -The company focuses on ICE/HEV to “earn as much as
partnerships with it can.” Low-operating plants collaborate with other Cars become a digital
other companies companies for an optimal production system across device. and users find
regions. $ T f value in the digital
Partnerships -Build an optimal production system including ICE in the ' : | “experience provided.
withJapanese region. BEVs share parts that are jointly produced.
firms | ' '
2 Local -Jointly develop and produce BEVs with new entrants in
partnerships the BEV value chain. Delivery /
‘ Update
Partnerships -Establish a BEV manufacturing JV in the region (asset:
with Chinese Japanese firms, manufacturing: Chinese firms).
firms -Leverage Japanese supply chain and sales network that

Safety and quality are
important but relatively
lower in added value.

have an advantage.

Source: Made by Mizuho Bank Industry Research Department.



Defensive Strategies Offensive Strategies

Suppliers (ASEAN): Room for business with Chinese OEMs, but there is concern that
conditions will become tougher

e Chinese companies are expected to import and locally produce core parts, but there is room for Japanese suppliers to leverage
large parts that require transportation costs.

e The question is whether components other than large parts have price and delivery time advantages compared with imports from China.

e Possibilities exist for Japanese suppliers to do business with Chinese companies, but there are concerns about short delivery
times, low margins, and other factors.

Parts procurement methods of Chinese OEMs (assumption) and room for Japanese suppliers to do
business with them

*Discussion points by components for using Japanese suppliers

Chinese OEMs entering the market amid the shift

to BEVs do not yet have supply chains in ASEAN m Critical components that are the differentiating factor for
Core Chinese companies. Some core parts require local
production to receive subsidies.
parts m It is assumed that imports and local production are the
baseline.

ﬂ’arts procurement methods of Chinese OEMs ( assumptionh
m In view of transportation costs, there is room for

Importing from Supporting the Using local Japanese suppliers to leverage their superiority in
Chinal/local expansion of Japanese Large procurement from finished car factories nearby.
: i F . m Concerns are small lots, short delivery times, and low
production il sl sl parts margins. The possibility of transactions for core

components with large transaction values is low.

m There is a possibility of using Japanese suppliers after

Core parts Large parts and others considering imports from China and the expansion of
e Batteries (accounting e Large parts — interior/exterior components and existing _Chinese Squ"er-S into ASEAN. Japanese
for about 30% of BEV lectrical h Oth companies may be used if local procurement (_)ffers an
e electrical components such as seats, ers advantage in terms of QCD (quality, price, delivery).
costs), motors, instrument panels, door trims, battery cases, m Concerns are small lots, short delivery times, and low
inverters, etc. bumpers, HVAC (heating, ventilation, and air margins. The possibility of transactions for core
conditioning), etc. components with large transaction values is low.

e Other parts - basic brakes, suspension parts, *Parts no longer needed for BEVs

thermal management parts, wiring harnesses, E i
passive safety parts, etc. hgine m Piston rings, fuel tank, muffler, etc.
related

Source: Made by Mizuho Bank Industry Research Department.




Defensive Strategies Offensive Strategies

Expansion of thermal power generation and the use of hydrogen and ammonia in ASEAN will
provide opportunities for a wide range of Japanese companies

e In ASEAN, electricity demand will increase on the back of population and economic growth. For now, in addition to renewable
energy, thermal power generation is essential to ensure stable power supplies. There is potential for Japanese companies to
provide technology and capture business investment opportunities related not only to thermal power generation but also hydrogen
and ammonia use, by supporting the expansion of thermal power generation in ASEAN and the transition to hydrogen and
ammonia use in thermal power generation over the long term.

e However, given the high cost of hydrogen and ammonia compared to existing fuels, the timeframe for transitioning to hydrogen
and ammonia use may differ within the ASEAN region depending on cost tolerance (= economic level). It is essential to formulate
regional strategies based on a realistic time horizon that takes into account the market size, income level, etc. in each country.

Expansion of thermal power generation in ASEAN
and opportunities for hydrogen and ammonia use

Short-term

Technology and investment
i in ASEAN thermal
Power generation .
facilities power generation

(new construction)
FLéeluriefﬁ'e\ﬂ?g Power generation
quip : business (new)
(new construction)

Shift to-hydrogen and ammonia use
based on the situation in each country

Fuel supply business
(LNG)

Support hydrogen and ammonia use
in ASEAN thermal
Power generation

facilities power generation
(new construction)

Fuel supply business
NG/hydrogen/ammonia)

Power generation
business
(new/existing)

equipment

(new construction/

Hydrogen production

Hydrogen production
business

Hydrogen and ammonia
facilities ]

production/supply assistance
Hydrogen
transportation
facilities

Hydrogen sales
business

Long-term

Source: Made by Mizuho Bank Industry Research Department.

C]Japan technology provision opportunity
Japan business investment opportunities

Position of each country on hydrogen and
ammonia use in thermal power generation

High

) rg(usm 000/person) ASEAN region where income levels (= cost

tolerance) are relatively high, and hydrogen
and ammonia use is expected to be
realized at an early stage.

Singapore

V' EIEVAIE] ) )
Regions with large markets but

likely to take longer to utilize
hydrogen and ammonia.

Thailand
5.0 : )
Philippines @

Income level (GNI per capita in 2023)

Low

- 500 1,000 1,500 (TWh)
Small Market size (electricity market in 2050) Large
Source:Made by Mizuho Bank Industry Research Department based on data released by

the World Bank Group, and the Reference Scenario of IEEJ Outlook 2024 by the
Institute of Energy Economics, Japan.
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