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Abstract

Under the impact of financial tsunami and European debt crisis, Western
countries have been suffered from moderate economic growth and consumer
demand. Meanwhile, domestic demand has replaced export-orientation economy
and become the major growth driver for China. In the future, a further step in
cross-Strait cooperation will help Taiwan overcome the global economic
slowdown.

In the past, each 5-year plan has always played a key role in the
development of China economy and society. The current 12th 5-year plan
focuses on adjusting economic structure, making domestic demand the pillar for
economic development. Hence the main 7 strategic industries will be the force
to expand domestic demand, adjust industrial structure, and maintain economic
growth. Based on the 12th 5-year plan, China will first aim at telecom and IC
industries. From 2013, Internet Of Things(IOT) and cloud services will then
follow the development of telecom and IC industries, and become the
mainstream of application. Other pioneer industries, such as alternative energy
or display, will establish foundations for future development during the 12th
5-year plan.

Specifically, IOT industry has been the spotlight in China. The China IOT
industry, including perception layer, transport layer, and application layer, has
kept expanding, from expected market size of RMB 297 billion in 2011, to RMB
815 billion in 2015. Especially, perception layer equipment benefits most from
the 12" 5-year plan. It is expected that during the implementation of 12" 5-year
plan, investment increase in sensor and RFID will be RMB 170 billion and
RMB 21.8 billion, with CAGR 31% and 23%, respectively. There will be huge
opportunities in the expansion of sensor production and the substitution of
imported chips with domestic-made products. The service model of China IOT
businesses will “also change from equipment-lead service to total solutions
providing.

IOT development plan will specify each application in a project and assign
it to the appropriate officials. Such highly divided planning has shown that
Chinese authorities have put a lot emphasis on IOT development. Currently the
IOT develop plan based on the 12th 5-year plan framework is now under the
final proof of Ministry of Industry and Information Technology.
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According to the outline of 12th 5-year plan, the development of IOT
include 10 application fields: smart grid, smart traffic, smart logistics, smart
home, environment and security detection, industrial automation, medical care,
sophisticated farming, financial services, and military. In the next five years,
China will focus on smart traffic, smart environmental protection, and
sophisticated farming, possibly with counterpart policies and subsidies.

In view of the China IOT industry development timeline, we expect that the
perception layer, which is at the upstream of the industry, will benefit first, due
to the high growth rate and the massive capital investment. While the transport
layer will grow with the development of telecom industry, for a high overlap
between these two industries. However, the application layer is still at an early
stage and still need time to mature.

Taiwan companies have great opportunities to gain China IOT market,
especially at the perception layer and the application layer. Taiwan companies
have had advantages over China at the perception layer, due to more advanced
technologies. In the short term Taiwan companies can still dominate China ones,
particularly sensor chip makers.

Also, Taiwan companies have opportunities at China application layer
market, focusing on China major IOT application fields, namely smart grid and
smart medical care. While it is noticeable that the scope of application layer is
too wide to concentrate resources on any single development. Taiwan companies
should focus on differentiation as their own niche and output total solutions.
Currently ‘Taiwan government are launching smart living plan, and this has
offered Taiwan companies to step into applications, such as smart farming, smart
medical care, and smart meter. However, Taiwan companies have no advantages
on platform computing and SI when competing with other international players,
due to the lack of adequate scale and related experiences. When Taiwan
companies try to step into China, they should construct customized solutions for
different markets, because there are differences of demand and development
between local markets within China. One possible way is that companies can
choose a major city as test point of cross-Strait cooperation, and then duplicate
the achievements acquired from the test point, implementing to the near cities.

Driven by the wide spread of IOT applications, the building of smart lining
environment will cause a huge demand on smart devices in the following years.
The rising of Lenovo and Apple means age of tablet and smartphone, while HP
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and Nokia suffered from decline in market share.

the three major smart devices, smartphone, smart TV, tablet has been
growing fast in recent years. In addition with the support of 12th 5-year policies,
China ICT industry will keep the growth momentum, with expected growth rate
14.9%, and the production value is expected to reach RMB 1 trillion.

Particularly in smartphone market, Apple, Samsung, and HTC have almost
become the name of smartphone, while Chinese local brand such as ZTE,
Huawei, Coolpad, and Lenovo, have started to stand out. Furthermore, Chinese
IOT players Xiaomi, Aliyun, QQ, and SIna have also stepped into smartphone
market. It is expected that smartphones sales volume in China will be 148
million and 106 million in 2011 and 2012, respectively, YoY 39.6%. And the
penetration rate will reach 38%. 3G phone sales volume is expected to reach 145
million, YoY 90.8%.

About China tablet market, while Apple will still dominate other players,
but there is still 20%~30% of market share for the large amount of China local
players. The China traditional MP4 players will have more opportunities to step
into tablet market, due to the acceleration of wireless internet construction in
major cities, and consumers’ emphasis on AV entertainment. The 2012 sales
volume of tablet in China is expected to reach 8.25 million, YoY 50%.

Over the years Taiwan has great advantages on manufacturing, Taiwan
companies. should construct the entire value chain of smart devices within
Taiwan when facing a new wave of industrial development. Particularly, such
promotion can focus on key components, small-medium-size panel, CPU, as the
basis for cross-Strait cooperation. So far Taiwan has reached the crossroad of
ODM and OBM, except maintaining cooperation with international players such
as Apple, Taiwan should keep cultivating self-owned brands like HTC, Acer, and
Asus. Hence Taiwan could have abilities to establish product standards, or
cooperate with China to establish Chinese product standards. Also, Taiwan
companies should treat applications and services as the core value of
development, instead of hardware manufactory. Human capital will play a key
role in the future development.
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