
HONG KONG: Fred Perrotta spent four years
building a network of Chinese suppliers for his
line of trendy backpacks, but as soon as the
United States announced tariffs on almost half
of its Chinese imports, he started looking for
suppliers in other countries. That process is now
so far advanced it would be too late to reverse
it even if US President Donald Trump and his
Chinese counterpart Xi Jinping call a truce in
their growing trade war at this week’s G20 sum-
mit, the 33-year-old said.

Perrotta’s company, Tortuga, is joining what
industry experts say is the biggest shift in cross-
border supply chains since China joined the
World Trade Organization in 2001. The shift is
creating stiff competition to secure new facilities
in neighboring countries and rebuild supply
chains outside of China, home to a fifth of global
manufacturing. “Everyone is nervous and scram-
bling around,” Perrotta said by phone from Oak-
land, California, where he recently took delivery
of the first samples from a potential new supplier
in Vietnam.

“Long-term, we will probably shift every-
thing.” The scramble is driven by the risk of
more, and higher, US tariffs on China, and fears
that nearby emerging economies can only ac-
commodate new businesses on a “first come,
first served” basis. Vietnam and Thailand are
emerging as preferred destinations, but they still
face capacity constraints ranging from red-tape
to skilled labor and limited infrastructure.

Frenzied activity
Reuters interviews with more than a dozen

company executives, trade lawyers and lobby
groups in various industries revealed a frenzy of
activity across Asia in recent months: executives
are requesting product samples, touring indus-
trial parks, hiring lawyers and meeting with of-

ficials. In June, Hong Kong-listed furniture maker
Man Wah Holdings bought a factory in Vietnam
for $68 million and said earlier this month it
plans to almost triple its capacity to 373,000
square meters by the end of 2019.

“The acquisition is to mitigate the risks posed
by tariffs,” Man Wah said in a statement. Viet-
nam-based industrial real estate developer BW
Industrial says inquiries have surged since Oc-
tober, and all its factories are now leased out.
“The manufacturers are from all over the world
but they all have production plants in China and
need to start production ASAP,” Chris Truong, a
sales manager at BW Industrial told Reuters.

In Thailand, SVI Pcl, which provides elec-
tronics and manufacturing solutions, said it has
just selected four new deals worth about $100
million with existing customers who have oper-
ations in China. “The trade war is good for us,”
CEO Pongsak Lothongkam said.  “We have been
approached by so many companies that we have
to prioritize.” KCE Electronics, Southeast Asia’s
biggest maker of printed circuit boards (PCBs),
has been contacted by US companies who want
to seek a new supplier to replace one in China,
CEO Pitharn Ongkosit told Reuters.

“It’s a good opportunity. Many customers
have contacted us to ask about our products
and prices. But there are no sales yet as it will
take time,” he said. Stars Microelectronics Pcl,
another Thai electronics manufacturing services
provider, is also getting new business. “Two (or)
three companies will start moving their produc-
tion base (out of China) to us soon,” CEO Peer-
apol Wilaiwongstien said.

Cambodia is also attracting interest, with Par-
sippany, NJ-based bicycle maker Kent Interna-
tional Inc shifting Chinese production to the
Southeast Asian country. “We have a big busi-
ness in the United States,” Arnold Kamler, the

company’s majority owner and chief executive
told Reuters. “There is no choice but to as rap-
idly as possible look to move production away
from China.”

Disruption
The re-sourcing and relocation efforts mark

an acceleration of an already established trend
as China’s economy shifts towards services, con-
sumption and high-tech production. “We are on
the cusp of the biggest sourcing disruption that
we have seen in a generation,” said Stephen
Lamar, executive vice-president of the American
Apparel and Footwear Association, whose more
than 1,000 members contribute over $400 bil-
lion annually to US retail sales.

“The No. 1 thing I hear from companies is
along the lines of: ‘For years we have been talk-
ing about diversifying from China and now we
have to actually do it’.” Shifting production can
take years to complete: firms need to secure

funding, find the right suppliers, sort out new lo-
gistics - all while dealing with new legal and ac-
counting issues in a country they may not know
well. “Any relocation away from China is going
to be very slow and very uncertain,” said Aidan
Yao, senior Asia EM economist at AXA Invest-
ment Managers.

Low tech goods and low value manufacturing
would be the quickest to migrate while higher
value-added exports in the machinery, transport
and IT category would likely take decades to re-
locate due to high R&D costs and competitive
Chinese labor costs, UBS said in a note earlier
this month. Yet a regional client poll by Citi con-
ducted in the last month showed more than half
of them already adjusting their supply chain to
limit upheaval to their business.

China’s sophistication in areas such as au-
tomation means no one country can replace
China, said trade lawyer Sally Peng of Sandler,
Travis & Rosenberg.—Reuters
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VIETNAM: A truck driver runs past containers at a port in Hai Phong city.—Reuters

Trade war refugees race to 
relocate to Vietnam, Thailand 

Global companies shift supply chains out of China

NEW YORK: Auto executives have spoken
glowingly of a future with emissions-free ve-
hicles, smart transportation systems and cars
that drive themselves. But in the interim, com-
panies like General Motors-which on Monday
unveiled major job cuts-face decidedly more
mundane questions: How to respond to slowing
US demand as higher interest rates bite into
new car sales while more used vehicles are also
entering the market?

“It’s going to be a smaller market,” Cox
Automotive economist Charlie Chesbrough
said of GM and Ford, which is likewise ex-

pected to eliminate jobs and perhaps shutter
factories. Both GM and Ford want to be
major players in autonomous driving and
other newer technologies, an objective that
will demand billions of dollars in new invest-
ment and could ultimately lead to more in-
dustry consolidation, analysts say.

“The pie is starting to shrink a little bit, or
at least that’s their view and they’re trying to
get themselves right-sized before things get
much worse,” Chesbrough said. Cox Automo-
tive projects new US car sales will slow to 16.6
million units in 2019 and 16.5 million units in
2020, a drop below the 17.0 million level that
sales are expected to again eclipse in 2018.

The forecast includes the effect of higher in-
terest rates and the drag from a trove of leased
cars manufactured during the boom period. But
it does not assume an all-out trade war, which
would further dent sales, Chesbrough said.

Nowhere to go but down   
On Wednesday, US President Donald

Trump on Twitter threatened new tariffs on
car imports, amplifying his response against
GM, whose job cuts affect the politically cru-
cial states of Michigan and Ohio. Auto cycles
typically end with a five or 10 percent drop, a
relatively modest decline that automakers take
as a signal “to get their production house in
order,” said Nicholas Colas, co-founder of
DataTrek Research.

“You know that once you’re passed the
peak, you have nowhere to go but down and
that’s what scares auto executives,” said
Colas, adding that auto sales could go as low
as 13.5 million in a recession. Adding to the
dilemma is uncertainty about the outlook for
new car sales in the medium term given poten-
tial technological disruption. 

Will more drivers opt for ridesharing and
against owning their own vehicle? How many
consumers will opt for an electric car once
more vehicles hit the market at lower price
points? When will autonomous driving arrive
in a meaningful way? “No one has any idea

what the next cycle is going to look like,” Colas
said. “In this case, GM not only has to plan for
normal cyclicality, but GM clearly feels it needs
to plan for the next five to 10 years.”

Consolidation ahead? 
GM plans to shutter seven plants world-

wide, including five in North America that
build sedans that have not been selling well in
the United States. The company did not re-
lease an estimate of the total potential em-
ployment hit but some news reports have put
it at 14,000 workers or more. GM Chief Exec-
utive Mary Barra characterized the move, in-
tended to save an estimated $6 billion, as part
of an effort “to be highly agile, resilient and
profitable, while giving us the flexibility to in-
vest in the future.”

Many expect the GM downsizing to be fol-
lowed by cuts at Ford, which has announced
plans for an $11 billion restructuring. “We
know there’s more to come,” said Michigan-
based Chesbrough, alluding to Ford.  —AFP
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