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Investment implications
from the global supply
chain rebalancing

There is an urgent need to rebuild supply chains, but it is not an easy
task given the need to balance potentially conflicting priorities and
overcome multiple roadblocks. Investors will need to have an in-depth
understanding of the different rebalancing and company dynamics to
identify potential beneficiaries.

We developed a survey-based whitepaper to highlight how global
business leaders across different sectors are rebalancing their priorities
between driving growth and navigating supply chain issues. Our survey
shows that India, South East Asia, Mexico, Emerging Europe and South
America are expected to grow in importance for future supply chains.
However, these markets only have small weightings in the global and
regional equity market indices. Emerging Markets (EMs) have a 10%
weight in the MSCI AC World Index, while ASEAN accounts for only
1%. Meanwhile, India and ASEAN make up 13% and 6% respectively
of the MSCI EM Index. As such, these market capitalisation-weighted
indices only provide modest exposure to the countries that are expected
to benefit most from the global supply chain rebalancing. These indices
also tend to be biased towards the widely held, larger cap stocks, which
potentially reduces diversification and alpha benefits in a portfolio.
Therefore, investors may want to consider a more focused approach to
exploit the alpha potential from the global rebalancing theme.
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A once-in-a generation opportunity for Global Emerging Markets (GEMs)

We believe that the rebalancing of global supply

chains presents a once-in-a-generation opportunity for
EM countries that have the necessary resources and
readiness. China will still be a dominant and influential
player in global supply chains given its large and skilled
workforce, excellent infrastructure, and huge domestic
market. The shift away from China is therefore likely to
be gradual and partial. However, the transition will still
yield outsized opportunities for many economies and
companies across the GEMs. The largest beneficiaries
of this transition are likely to be in ASEAN, Latin
America, India and EMEA - countries with cheap labour,
decent manufacturing bases and are producers of key
commodities. The combined manufacturing value add
of these countries is less than half that of China. As
such, a small shift away from China adds a significant
amount of manufacturing value add to these countries.
For investors, we believe that much of the opportunities
reside in small to mid-cap stocks, which would be best
uncovered via a disciplined, fundamentally driven stock-
picking investment approach.

Foreign direct investment (FDI) flows have become
fragmented in recent years, driven by geopolitical
tensions, climate events, wars and policy shifts. In
particular, the share of FDI flows to geopolitically aligned
countries has risen. Onshoring, friend-shoring and
strategic diversification of supply chains have caused
major changes in flows and will result in new winners
and losers. At the macro level, FDI recipients will likely
see a near-term boost to economic growth and fiscal
balances, while their external positions could also benefit
in the longer term should these investments result in
competitive export opportunities. Some of the countries
that have benefitted to date include Vietnam, Singapore,
Malaysia, India, Mexico and Brazil. Looking ahead, EM
economies are expected to experience stable and higher
growth of 4.1% in 2024 and 4.2% in 2025. Greater fiscal
prudence too suggests that credit rating upgrades are
on the cards for some LATAM and CEEMEA countries.
Currently we see opportunities in local currency debt
across Mexico, Brazil and India as well as hard currency
debt in Mexico.

Global Emerging Markets Equity Team
Eastspring Investments

Eric Fang
Portfolio Manager, Fixed Income
Eastspring Investments

ASEAN benefits as a China “plus one” destination

The reconfiguration of global supply chains following
the onset of the COVID-19 pandemic presents a great
opportunity for ASEAN economies to upgrade their
participation. Typically, the decision to relocate supply
chains will depend on key factors such as labour
costs, skilled labour access, infrastructure quality, and
information communication technology development.
The ASEAN economies stack up relatively well on a
number of these areas compared to other regions.
The region already boasts of a well-established supply
chain for the electric vehicle (EV) industry. Growing
connectivity and the complementarities between
Asian economies have led to Asia’s rising importance
within global supply chains. Separately, the Regional
Comprehensive Economic Partnership (RCEP), which
is the world’s largest free trade agreement measured
by GDP also increases ASEAN's attractiveness for FDIs,
relocation of value chain activities and production
facilities. With ASEAN, companies have access to a
single market of 600 million consumers.

Companies such as Samsung, Google, Microsoft and
Apple have shifted portions of their supply chains to
Vietnam in recent years as part of their “China plus
one” strategy. Vietnam’s rising importance in the global
supply chain and in turn its growing manufacturing
sector, have helped to drive the economy. From 2013
t0 2023, Vietnam's exports grew at an average rate

of 12% p.a., 4x faster than the global rate. Economic
growth averaged 6% p.a. over the same period. We
see investing in Vietnam equities as one way to benefit
from this strong economic growth. High manufacturing
demand leads to greater demand for industrial parks,
ports and bank loans. As Vietnam'’s robust economic
growth boosts its middle-income population, the
consumer, retail banking and residential real estate
sectors are likely to benefit over the long term.

Bryan Yeong
Portfolio Manager, Equities
Eastspring Investments

Ngo The Trieu
Chief Executive Officer & Head of Investments,
Eastspring Vietnam
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Ample opportunities from
Indonesia’s EV roadmap

Indonesia is leveraging its large reserves of nickel and
cobalt to develop an integrated electric vehicle (EV)
supply chain. It aims to become one of the world’s top
three producers of EV batteries by 2027 and to produce
600,000 electric vehicles by 2030. The government has
so far abolished export duties, lowered import tariffs,
relaxed lending rules and provided a tax holiday for

EV makers. It will also gradually increase the domestic
component requirement on EV makers to incentivise
building a more complete supply chain.

There are many opportunities to invest directly in
Indonesia’s 2-wheeler and 4-wheeler EV supply

chain through its listed companies. Indonesia has
highly competitive producers of battery materials

in the upstream and midstream supply chains.
Downstream, there are established companies involved
in 2-wheeler manufacturing and sales, 4-wheeler

sales and dealerships, EV battery pack and electronic
sensor manufacturing, as well as in EV solutions and
infrastructure. Beyond the battery material producers,
many other downstream companies are still at the
early stages of their development. As such, the growth
potential is significant as EV adoption in Indonesia
accelerates.

There are also spillover benefits arising from Indonesia’s
strategic focus on EVs. By leveraging its comparative
advantage in EV battery production, Indonesia can
move up the value chain and enjoy export-led growth.
Meanwhile Indonesia’s nickel and steel exports have
bolstered the country’s current account surplus in 2021
through to 2023, enhancing domestic financial stability
and reducing reliance on volatile capital flows. Domestic
businesses including banks, consumer companies,
industrial estates, infrastructure, utilities, transportation,
mining, and equipment contractors will benefit from
increased activity along the EV supply chain.

Ceasar Rugassi
Equity Analyst
Eastspring Indonesia

Manufacturing reforms to
underpin India’s economy
and market

India is enjoying a manufacturing boom as it
presents itself as an alternative location for
companies looking to diversify their supply
chains. This can be seen from India’s robust
FDI inflows. The production-linked incentive
(PLI) schemes have helped attract global
companies to set up manufacturing bases in
India and domestic manufacturers to expand
their production. Unlike earlier schemes, PLI

is much more targeted. It focuses on selected
sectors, and incentives are disbursed based on
capital expenditure and production targets.

It also helps that India has one of the best
demographic profiles in the world which in
turn provides an abundant labour source and
growing consumption base. Meanwhile, the
National Logistics Policy aims to lower logistics
costs to improve companies’ overall cost
efficiency and profitability. The government'’s
commitment to manufacturing reforms will
continue to underpin India’s long-term growth
and its equity market.

ICICI Prudential Asset Management
Company ("IPAMC")

IPAMC is the Investment Advisor for
various India centric funds managed by
Eastspring Investments

Positive knock-on effects from
Japan’s reshoring

As a global manufacturing powerhouse, supply chain
disruptions pose significant risks to Japan's export-
oriented economy. Over the last twelve years, various
Japanese governments had adopted measures to
encourage Japanese companies to diversify and re-
shore their manufacturing bases. At the onset of the
COVID-19 pandemic in 2020, the late Prime Minister
Shinzo Abe introduced a USD2 billion fund to support
reshoring. Supply chain security and reshoring are also
a key agenda for the current Prime Minister Fumio
Kishida.

As an increasing number of companies move their
production facilities back to Japan, this is likely to
have a material and positive knock-on impact on the

domestic economy in the long term. The reshoring

of supply chains, coupled with demand for carbon
neutral transitioning, is expected to create a new wave
of capex cycle in Japan. This will further tighten the
labour market, which will help sustain wage growth,
and support Japan’s GDP as well as corporate earnings
growth in the medium and long term. We believe
there are diverse investment opportunities arising from
the global supply chain shifts, especially among the
domestic-focused and mid-cap companies which tend
to be overlooked by many investors. A bottom-up,
contrarian and best idea approach would be well placed
to capture these opportunities.

Samuel Hoang
Portfolio Manager, Equities
Eastspring Investments
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Still positive on China’s high-end
manufacturing sector

China'’s large domestic market remains a big attraction
for global manufacturers to locate their supply chains

in China. Although wage costs have risen, China still
offers a highly-developed supply chain ecosystem as
well as a robust infrastructure network — China is home
to seven of the world’s ten busiest ports. Geopolitical
uncertainties and other countries’ near/friend-shoring
policies have pushed China to make its supply chain
more resilient by seeking domestic inputs where possible
and embracing even greater technology and innovation.
China has also diversified its export destinations from
the US and Europe to developing countries, with support
from the Belt & Road Initiative over the past decade.
China’s resilience and adaptability will continue to

shape global supply chains, even as companies explore
diversification and alternative sourcing strategies.

We remain positive on the long-term prospects of
China’s high end manufacturing sector. Product
upgrades, product mix improvements and increasing
competitiveness are creating significant export
opportunities for Chinese auto, battery, construction,
solar, grid equipment and selective consumer sectors.
Amid the shifts in global supply chains, China has
expressed a growing desire to enhance its self-sufficiency
in other strategic sectors, including energy, technology
and information. As such, the government’s support
bodes well for new economy industries such as new
energy, consumer, medical services, technology and
cyber security.

Michelle Qi
Head of Equities
Eastspring Shanghai

Exploiting supply chain data sets
for alpha generation

Companies do not operate in isolation even when
considering today’s geopolitical dynamics. They are
connected to their customers, suppliers, competitors,
and partners. However, with large scale changes in
supply chains set to continue in the coming years, these
relationships are likely to have an even bigger impact on
profitability.

Quant teams can leverage supply chain data sets to
gain a deeper understanding of the relationships
between companies and exploit unique opportunities
for alpha generation. Although supply chain data is
unstructured, incomplete, and highly complex, it can
offer powerful insights. A single shock or changes in
trading conditions (positive or negative) at one company
will be transmitted to connected firms. For instance,
when a consumer product company experiences a
rapid increase in sales, it will result in increased orders
for their suppliers. Nonetheless it can take some time
for these suppliers’ stock prices to reflect the impact of
the higher sales. Active quant investors can earn some
“alpha” by trading on this information before it is fully
incorporated into the stock price.

Quantitative Strategy Team
Eastspring Investments

This is an extract from our whitepaper “New anchors reshaping supply chains: Opportunities for investors”.

Please click here to download and read the full report.

bd. ok

=

o

Gaining even a small share of China’s supply chain activity
will be impactful for Global Emerging Markets (GEMs)
that have the necessary resources and readiness to help
companies diversify their supply chains.

Measures to help companies reshore manufacturing bases
will lift Japan’s economy, spur higher wages, and rekindle
domestic consumption.

India’s production-linked incentives, abundant labour
and growing consumer markets will attract global
manufacturers, which will in turn boost India’s economy
and market.

Spurred by supply chain shifts, China is increasing its
competitiveness in high-end manufacturing as well as
increasing self-sufficiency in other strategic sectors.

ASEAN is a key beneficiary of the China plus one strategy,
facilitated by the region’s growing trade connectivity and
complementarities between countries.

Supply chain data sets offer powerful insights of company-
supplier relationships, providing quant strategies unique
opportunities to earn alpha.
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Investment Rationale Asset Class

GEM equities
GEM bonds

Japan equities

India equities

China equities

ASEAN equities

Quant strategies
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Contact us

Singapore

Eastspring Investments (Singapore) Ltd
7 Straits View

#09-01, Marina One East Tower
Singapore 018936

Tel: +65 6349 9100

Hong Kong

Eastspring Investments (Hong Kong) Ltd
13th Floor, One International Finance Centre
1 Harbour View Street, Central

Hong Kong

Tel: +852 2918 6300

China

Eastspring Investment Management (Shanghai)
Company Ltd

Unit 306-308, 3rd Floor Azia Center

1233 Lujiazui Ring Road, Shanghai 200120

Tel: +86 21 5053 1200

China (Joint Venture)

CITIC-Prudential Fund Management Company Ltd
Level 9, HSBC Building, Shanghai IFC

8 Century Avenue, Pudong, Shanghai 200120
Tel: +86 21 6864 9788

India (Joint Venture)

ICICI Prudential Asset Management Company Ltd
One BKC 13th Floor, Bandra Kurla Complex
Bandra, Mumbai — 400 051

Tel: 491 22 2652 5000

Indonesia

PT. Eastspring Investments Indonesia
Prudential Tower

23rd Floor JI. Jend. Sudirman Kav. 79,
Jakarta 12910

Tel: +62 21 2924 5555

Japan

Eastspring Investments Ltd
Marunouchi Park Building 5F
2-6-1 Marunouchi, Chiyoda-ku
Tokyo 100-6905 Japan

Tel: +813 5224 3400

Korea

Eastspring Asset Management Korea Company Ltd
22F, One IFC, 10 Gukjegeumyung-ro,
Yeongdeungpo-gu

Seoul 07326, Korea

Tel: +822 2126 3500

Luxembourg

Eastspring Investments (Luxembourg) S.A.
26 Boulevard Royal, L-2449 Luxembourg
Grand Duchy of Luxembourg

Tel: +352 22 99 99 57 63

Malaysia

Eastspring Investments Berhad

Level 22, Menara Prudential

Persiaran TRX Barat

55188 Tun Razak Exchange, Kuala Lumpur
Tel: +603 2778 3888

Taiwan

Eastspring Securities Investment Trust Company Ltd
4F, No.1, Songzhi Road

Taipei 110, Taiwan

Tel: +8862 8758 6688

Thailand

Eastspring Asset Management (Thailand) Co., Ltd.
9th Floor, Mitrtown Office Tower,

944 Rama IV Rd., Wangmai, Pathumwan,
Bangkok 10330, Thailand

Tel: +66 2838 1800

United Kingdom

Eastspring Investments (Luxembourg) S.A. UK Branch
1 Angel Court

London EC2R 7AG

Tel: +44 203 9818 777

United States

Eastspring Investments Incorporated
24 East Washington Street, Suite #875
Chicago lllinois 60602 USA

Tel: +1 312 730 9540

Vietnam

Eastspring Investments Fund Management Company
23 Fl, Saigon Trade Centre

37 Ton Duc Thang Street, District 1

Ho Chi Minh City, Vietnam

Tel: +84 8 39 102 848

Disclaimer

This document has been prepared by PricewaterhouseCoopers Consulting (Singapore) Pte Ltd. (“PwC Singapore”) at the request of
Eastspring Investments (Singapore) Limited ("Eastspring") in accordance with the agreement between PwC Singapore and Eastspring.
This document is for general information purposes only, and should not be used as a substitute for consultation with professional
advisors. PwC Singapore will not assume any duty of care to any third party for any consequence of acting or refraining to act, in
reliance on the information contained in this document or for any decision based on it. PwC Singapore accepts no responsibility or
liability for any use of this document by any third party, including any partial reproduction or extraction of this document.

This document is issued in:
Singapore by Eastspring Investments (Singapore) Limited (UEN: 199407631H)

Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated
in Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated by the
Monetary Authority of Singapore under Singapore laws which differ from Australian laws

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (531241-U).
Thailand by Eastspring Asset Management (Thailand) Co., Ltd.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is
incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registrede Commerce
et des Sociétés (Luxembourg), Register No B 173737.

United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. -UK Branch, 10 Lower Thames Street,
London EC3R 6AF.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author and may not necessarily represent views expressed or reflected in
other Eastspring Investments’ or PwC Singapore communications. This document is solely for information purposes and does not
have any regard to the specific investment objective, financial situation and/or particular needs of any specific persons who may
receive this document. This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of
securities or any financial instruments. It may not be published, circulated, reproduced or distributed without the prior written consent
of Eastspring Investments. Reliance upon information in this document is at the sole discretion of the reader. Please carefully study the
related information and/or consult your own professional adviser before investing.

Investment involves risks. Past performance of and the predictions, projections, or forecasts on the economy, securities markets or the
economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of
the funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the
preparation of this document and Eastspring Investments and PwC Singapore have not independently verified, validated or audited
such data. Where lawfully permitted, Eastspring Investments and PwC Singapore does not warrant its completeness or accuracy
and is not responsible for error of facts or opinion nor shall be liable for damages arising out of any person’s reliance upon this
information. Any opinion or estimate contained in this document may subject to change without notice.

Eastspring Investments companies (excluding joint venture companies) are ultimately wholly owned/indirect subsidiaries of Prudential
plc of the United Kingdom. Eastspring Investments companies (including joint venture companies) and Prudential plc are not affiliated
in any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with
the Prudential Assurance Company Limited, a subsidiary of M&G plc (@ company incorporated in the United Kingdom).

For more information, please email content@eastspring.com
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