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The US-China tech war has led to significant impacts on manufacturers,
resulting in a shift from China to Vietnam. The escalating trade tensions
between the two countries, coupled with increasing tariffs and export
controls, have created a challenging environment for tech companies
reliant on Chinese manufacturing. As a result, many manufacturers have
started diversifying their supply chains by moving production to Vietnam.

The U.S - China tech war implication on
manufacturer shifting to Vietnam

The U.S — China tech war overview

The tech war between China and the US is a multifaceted conflict driven
by differing political and economic systems and competing technology
visions. Rising trade tensions, export controls, and restrictions on tech
companies have created uncertainty and disrupted supply chains. This
conflict introduces risks to financial performance and market growth,
impacting investment decisions and future prospects for tech companies.
Investors and businesses need to carefully monitor developments and
adapt strategies to navigate the evolving landscape of this tech war.

The consequences of the U.S — China tech war

The tech war between the US and China has had a number of
consequences, both for the two countries and for the global economy.
Vietnam will also be affected by the tech war in both positive and negative
ways. The Vietnamese government is aware of the risks posed by the tech
war, and is taking steps to mitigate them by working to develop its own tech
industry, and is encouraging businesses to invest in research and
development. This will help Vietnam to become less reliant on foreign
technology in the future.

The outlook of the U.S — China tech war

The technological rivalry between China and the United States is likely to
persist for many years to come. Both countries are pouring significant
resources into technology, and they are both eager to be the world's
leading technological power. This competition is likely to lead to new
innovations, but it is also likely to increase tensions and risks.

Analysts who prepared this report are registered as research analysts in Vietnam but not in any other jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS AT THE END OF THIS REPORT.
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. The U.S - China tech war overview

The tech war between China and the US is a multifaceted conflict driven by
differing political, economic systems, and competing technology visions. In
recent years, both countries have escalated their actions to limit technology
exchange. The US imposed sanctions on Chinese tech firms like Huawei and
restricted sensitive technology exports to China. Conversely, China has
increased regulations on foreign tech companies and promoted its domestic
tech industry. These actions have significant implications for global trade and
investment in the tech sector. Here are some key reasons that have contributed
to this conflict:

National Security Concerns: National security has been a significant driver of
the tech war. The U.S. government has raised concerns about potential
espionage and cyber threats associated with Chinese technology companies.
They worry that Chinese firms could provide backdoors or vulnerabilities in their
products, compromising critical infrastructure or sensitive data.

Intellectual Property Theft: The U.S. has accused China of engaging in
intellectual property theft, including cyber-enabled theft of trade secrets and
forced technology transfers. This has led to allegations that Chinese companies
benefit from stolen or unfairly acquired technology, giving them an advantage
in global markets.

Geopolitical Competition: The tech war is also intertwined with broader
geopolitical competition between the U.S. and China. Technology dominance
has become a key aspect of economic and military power, and both countries
seek to establish themselves as leaders in emerging technologies. This
competition has fueled tensions and rivalries in various tech sectors.

Trade Imbalance: The significant trade imbalance between the U.S. and China,
with a focus on technology and manufacturing, has contributed to the tech war.
The U.S. views China's technological advancements as a threat to its economic
interests and competitiveness. Tariffs and trade restrictions have been used as
tools to address this trade imbalance.

Data Security and Privacy: Concerns about data security and privacy have
played a role in the tech war. The U.S. has raised issues regarding China's
cybersecurity laws, which require companies to provide access to data and
cooperate with intelligence agencies. The U.S. fears that Chinese companies
could compromise data privacy and security, posing risks to individuals and
businesses.

The escalating US-China tech war has significant implications for global
markets and the technology sector. Rising trade tensions, export controls, and
restrictions on tech companies have created uncertainty and disrupted supply
chains. This conflict introduces risks to financial performance and market
growth, impacting investment decisions and future prospects for tech
companies. Investors and businesses need to carefully monitor developments
and adapt strategies to navigate the evolving landscape of this tech war.
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Table 1: US - China Tech War Key Milestones

Made in China 2025

Chinareleases its Made in China 2025 plan, which outlines the country's

May-15  5.n ambitious goals for technological self-sufficiency.
US imposed tariffs on $34 billion worth of Chinese goods, triggering a
Jul-18 Trade War and Tariffs  trade war.
Meng Wanzhou, the Chief Financial Officer (CFO) of Huawei, was
Dec-18  Huawei CFO Arrest arrested in Canada at the request of the US.
Export Controls and _US De_part_ment of C_:ommercc_a a}ddgd Huawei Techno_logles Co. Ltd. to
May-19 Lo its Entity List, effectively restricting its access to American technology.
Entity List
US government launched the Clean Network program, aimed at
Aug-20 Clean Network safeguarding US telecommunications networks from "untrusted"
Program Chinese technologies.
Trump administration issued executive orders to ban popular Chinese-
Aug-20 TikTok and WeChat owned social media apps TikTok and WeChat, citing national security
Bans concerns.
US Commerce Department imposed export restrictions on
Sep-20 Semiconductor Semiconductor Manufacturing International Corporation (SMIC), a
Industry Competition  |eading Chinese chipmaker, citing concerns over military use.
The Quadrilateral Security Dialogue (Quad) between the US, India,
Jun-21 Geopolitical Tech Japan, and Australia, has focused on technology cooperation and
Alliances supply chain resilience.
US Fesiislens o PreS|de.nt Biden revol.<ed the bans o.n.leTok a.nd WeChat but. replaced
Jun-21 Chinese Apps and :clhem_ with an ex«_ecutlve order requiring a review of apps with ties to
e TENE foreign adversaries.
The US and China hold their first high-level meeting on trade and
Meeting on trade & te.chnology smcg the Biden administration took offlce. The meeting gnds
May-22 without any major breakthroughs, but the two sides agree to continue
technology ) )
discussions.
The US Commerce Department adds 33 Chinese companies to its
Jun-23 ~ US'SEntity List Entity List, including Hikvision and Dahua Technology, two major
Expanded manufacturers of surveillance equipment.
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Il. The consequences of the U.S -
China tech war

The tech war between the US and China has had a number of consequences,
both for the two countries and for the global economy. Some of the key
consequences include.

A. DOWNSIDE
A slowdown in global innovation:

The tech war has also led to a slowdown in global innovation. This is because
both countries are now more focused on protecting their own technological
capabilities, rather than on collaborating on new innovations.

Increased economic and political tensions between the two countries and
other countries.

The tech war has led to increased tensions between the United States and
China, both economically and politically. This has made it more difficult for the
two countries to cooperate on other issues, and has also raised the risk of a
military conflict.

Firstly, the ongoing tech war has resulted in escalated prices for consumers in
both countries. This is primarily due to tariffs that have raised the expenses of
imported goods from each nation. Additionally, it has hindered economic growth
in both the United States and China by creating obstacles for businesses
operating in either country.

Figure 1. Tech subsidiaries at risk in a tech war between China and the U.S
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Source: Investment Monitor, KIS
*Red color: China’s main subsidiary, Blue color: the U.S main subsidiary

Pakistan and Vietnam could suffer the most in the US-China tech war

Pakistan, in particular, would experience negative consequences for its tech
industry if a significant division between US and Chinese tech were to occur.
Currently, Pakistan hosts 15 foreign tech subsidiaries, with five being American
and four Chinese. Aligning with the US could jeopardize over a quarter (more
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than 25%) of the country's foreign tech operations, while siding with China
would put approximately one-third (around 33%) at risk.

In contrast, Vietham heavily relies on high-tech exports, which account for
more than a third (34%) of its annual product. Among the 99 foreign tech
subsidiaries in Vietnam, there are 12 Chinese and 27 American companies.
Therefore, regardless of the outcome, Vietnam is likely to be significantly
affected as a major loser in a tech war between the two superpowers.

Figure 2. High-tech exports as a percentage of GDP
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*Countries are considered at high risk if >5% of their foreign tech subsidiaries belong to parent companies based in the non-
dominant superpower.

According to a 2021 report by the World Economic Forum, Vietnam ranked 6t
out of 137 countries in the Global Competitiveness Index's "Technology Index".
This index measures the ability of countries to adopt and use new technologies
to improve their productivity and competitiveness.

Vietnam's high level of tech dependency makes it vulnerable to disruptions in
the global tech supply chain. For example, if there were a conflict between the
U.S and China, Vietnam could be affected if China were to restrict the supply of
technology to Vietnam.

In addition to these factors, Vietnam is also a major exporter of tech products,
such as smartphones, tablet, wearable devices, displays. This means that a
tech war between China and the U.S could also have a significant impact on
Vietnam's export sector.

The Vietnamese government is aware of the risks posed by the tech war, and
is taking steps to mitigate them by working to develop its own tech industry, and
is encouraging businesses to invest in research and development. This will help
Vietnam to become less reliant on foreign technology in the future.

Increased fragmentation: The tech war has also led to increased
fragmentation in the global technology market. This is because both countries
are now trying to build their own independent technology ecosystems, which is
making it more difficult for companies to operate across borders.

A shift in the global balance of power. The tech war is also likely to lead to a
shift in the global balance of power. As China continues to invest in its
technology sector, it is becoming a more powerful player in the global



technology market. This could eventually lead to China becoming the dominant
technological power in the world.

B. UPSIDE

In recent years, an increasing number of multinational firms have been
diversifying their manufacturing outside of China. This is due to a number of
factors, including China's Zero-COVID policy and the US-China trade war.
Vietnam is seen as an attractive alternative to China because it offers many of
the same advantages as follows.

Figure 3. Labor cost in ASEAN manufacturing countries Figure 4. Country competitiveness scorecard

Singapore

Vietnam N 171

Malaysia
Thailand
China

Cambodia

192

200

550 Myanmar 71 1.34 116 mBusiness
environment
Cambodia 07 14 124
Philippines 111 1.34 116 Talent
262 Indonesia 114 175 1.75
281 Vietnam 092 201 | 1.63 Logistics
Thailand 104 201 2.16
248 India 1437 189 | 1.74 Digitalisation
Malaysia 1.53 2 2.2
Singapore : 2 . 2.47 . 1.63I .
400 600 0 2 4 6 8 10

Source: Asia briefing, KIS

Source: TMX Global, KIS

e Low wages: Vietnam's factory wages are about one-third those in China,
making it a cost-effective destination for manufacturing.

e Skilled workforce: Vietnam has a large and growing workforce that is
well-educated and skilled in manufacturing.

e Close proximity to Asia's supply chains: Vietham is located in Southeast
Asia, which is home to a number of major manufacturing hubs. This
makes it easy for businesses to source components and materials from
neighboring countries.

Overall, Vietnam is a competitive destination for Foreign Direct Investment (FDI).
It offers a number of advantages that make it an attractive option for businesses
looking to manufacture products in Asia. Therefore, Vietham is among countries
that has benefited from the “China+1” strategy.

Vietnam can earn a number of things from the China+1 strategy, including:

e Foreign direct investment (FDI): As multinational companies diversify
their manufacturing away from China, they are increasingly looking to
Vietnam as an attractive destination. This has led to a significant
increase in FDI in Vietnam in recent years.

e Jobs: The increase in FDI has led to the creation of millions of jobs in
Vietnam. This has helped to reduce poverty and improve the standard
of living for many Vietnamese people.

e Exports: Vietnam's exports have also benefited from the China+1
strategy. As multinational companies move their manufacturing to
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Vietnam, they are also increasing their purchases of Viethamese goods
and services.

e Technology: The China+1 strategy is also helping to transfer technology
to Vietnam. As multinational companies set up manufacturing
operations in Vietnam, they are bringing with them their expertise and
knowledge. This is helping to boost Vietnam's technological capabilities.

e Economic growth: The China+1 strategy is having a positive impact on
Vietnam's economy. The increase in FDI, jobs, exports, and technology
is helping to boost economic growth.

Overall, the China+1 strategy is a major opportunity for Vietnam. This is all
having a positive impact on Vietham’s economy.

I1l. The outlook of the U.S - China
tech war

The tech war between China and the US is likely to continue for many years to
come. Both countries are investing heavily in technology, and they are both
determined to be the leading global tech power. This competition is likely to lead
to further innovation, but it is also likely to increase tensions and risk.

Increased focus on artificial intelligence: Al is a key area of competition
between China and the US. Both countries are investing heavily in Al research
and development, and they are both looking to develop Al-powered weapons
and other military technologies.

Increased focus on cyberwarfare: Cyberwarfare is another key area of
competition between China and the US. Both countries are engaged in cyber
espionage and attacks against each other, and they are both developing new
cyberwarfare capabilities.

Shift in the global balance of power: The tech war between China and the
US is likely to lead to a shift in the global balance of power. China is rapidly
catching up to the US in terms of technological capabilities, and it is possible
that China will eventually become the leading global tech power.

Geopolitical Alliances and Partnerships: Both China and the U.S. will seek
to build alliances and partnerships to strengthen their positions. The U.S. will
likely continue efforts to rally like-minded countries to form technology alliances
and address concerns about Chinese tech influence. China, on the other hand,
will strive to strengthen ties with countries that can provide access to critical
technologies or markets.

Regulatory Scrutiny: The tech war is likely to lead to increased regulatory
scrutiny and tighter controls on technology transfers, data flows, and intellectual
property protection. Governments will seek to safeguard national interests,
protect sensitive technologies, and ensure data privacy and security. This may
result in stricter regulations, export controls, and more stringent cybersecurity
measures.



Macro scorecard

23-Jan  23-Feb  23-Mar 23-April 23-May 2Q22 3Q22 4Q22 1Q23 2019 2020 2021 2022
Real GDP growth (%) 7.72 13.67 5.92 3.21 7.03 291 2.58 8.02
Registered FDI (USD bn) 1.66 1.41 2.35 3.43 1.98 5.12 4.67 8.96 5.45 38.02 28.53 31.15 27.72
GDP per capita (USD) 3,398 3,521 3,725 4,110
Unemployment rate (%) 2.32 2.28 2.32 2.25 2.25 2.48 3.22 2.32
Export (USD bn) 25.08 25.88 29.57 27.54 29.05 96.83 96.48 89.50 79.17 263.6 282.7 335.7 371.85
Import (USD bn) 21.48 23.58 28.92 26.03 26.81 97.58 90.71 85.07 75.10 254.4 263 331.1 360.65
Export growth (%) (21.28) 10.97 (14.78) (17.15) (5.86) 21.02 17.22 (6.07) (11.90) 8.16 7.02 18.74 10.61
Import growth (%) (28.92) (6.65) (11.10) (20.54) (18.44) 15.72 8.12 (3.90) (14.67) 7.41 3.81 25.9 8.35
Inflation (%) 4.89 4.31 3.35 2.81 2.43 2.96 3.32 4.41 4.18 2.79 3.24 1.84 3.15
USD/VND 23,449 23,785 23,471 23,465 23,477| 23,139 23,712 23,633 23,471| 23,173 23,126 22,790 23,650
Credit growth (%) 0.65 0.31 1.96 3.04 3.04 8.51 10.47 12.87 1.61 13.75 12.17 12,97 12.87
10Y gov't bond (%) 4.59 4.39 3.24 3.21 3.28 3.38 4.39 5.08 3.54 3.37 2.01 211 5.08
Source: GSO, Bloomberg, FIA, IMF
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