5th September 2022
The US Inflation Reduction Act – Is it a game-changer for Asian companies?
The Build Back Better Act (BBBA) proposed in 2021 was a $1.7 trillion legislative package
containing President Joseph Biden’s ambitious plan for targeting social issues and
climate change. However, it was stymied in the Senate, as the high cost of the bill was
considered economically damaging to the country. At the end of July 2022, the
Congress worked pass the updated version of the BBBA, now titled as the Inflation
Reduction Act (IRA), through the budget reconciliation process. It was successfully
signed into law on 16th August. The IRA is a legislative package that includes climate
spending, prescription drug pricing reform, and tax reform to curb inflation. From our
point of view, the key implications of the IRA revolve around electric vehicles, batteries,
and solar energy.
To accelerate the adoption of electric vehicles (EV) in order to eventually revamp the US
energy landscape, IRA has modified the tax credit for new EV purchases, has created a
new tax credit for the purchase of used EVs and commercial EVs, and has increased the
tax credit for installing EV charging stations. While providing up to $7,500 for new
electric cars and trucks as well as plug-in hybrids, and up to $4,000 for a used electric or
plug-in vehicle whose final assembly took place in North America, the new act further
requires a certain percentage of battery components and critical minerals in the vehicle's
battery to not come from a “foreign entity of concern” with the percentage to increase
year after year. Meanwhile, high income claimants (i.e. with an annual income exceeding
$300,000 for couples and $150,000 for singles) are no longer eligible for the credit.
The revised requirement affirms US’s determination to boost the domestic EV market
and broaden its supply chain, which would greatly benefit the car makers (or OEMs for
“Original Equipment Manufacturers”). The removal of requirements capping credits to
only the first 200,000 units sold is also positive, as large OEMs like Tesla with significant
EV sale penetration in the US had reached or were close to reaching the cap. The act
catalyzes investments in EVs and batteries, which the intention to entice the auto
industry to invest more than $38 billion through 2026 to bring battery production to the
US. However, problems persist in the short term as the requirements for batteries are
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going to be a huge hurdle for OEMs to overcome, since the US doesn't have the mining
resources to provide the critical minerals which must be supplied from the United States
or from its free trade partners.
Overseas OEMs with significant sales footprint in the US could benefit from the EV credit
too. Some European automakers, like BMW and Mercedes-Benz which already have
plants in North America and strategic partnerships with local suppliers, can also benefit.
While the local sourcing requirements will be a challenge for most Asian auto
companies, some are relatively better positioned. For example, Hyundai which has the
second-highest share of the US EV market is on track to build a massive, $5.5 billion car
manufacturing plant in Georgia to take advantage of the EV incentive. Many Korean and
Japanese OEMs have announced plans to build plants in US, but most won’t reach
volume production until 2025 — meaning these automakers would not be eligible for
the tax credit until then. Losing the tax credit makes them less price competitive, which
may provide opportunities for others to gain market share. That’s why while striving to
meet the assembly and sourcing requirements for eligibility, foreign OEMs with
significant sales footprint in the US are threatening legal action over the climate and
energy bill. Korean representatives, for example, are seeking to amend some regulations
in order to help Korean automakers receive subsidies, but no progress has been
announced yet.
On foreign battery production, China has been the dominant global player in refining
strategic minerals used in batteries and battery cell components. Since the lead time
across the battery value chain for a production shift is typically long, the cost
advantages given by China’s low capital expenditure per unit and the growing EV
demand around the world are likely to keep the supply from China in high demand, at
least in the short term.
Chinese companies have yet to start building production sites in the US but given that
their main export focus is Europe and ASEAN countries, we expect the impact on
Chinese battery makers to be neutral. Korean battery makers who already have
manufacturing capacity are likely to benefit the most since the incentive of $35/kwh for
battery cells is much larger than the $10-15/kwh Korean battery companies make in
operating profit. For example, LGES that currently captures 10% of the US battery
market is adding 230GWh capacity in the US, which would support rapid and more
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profitable market share growth. The revised EV incentive is set to see the US build its
own EV supply chain. As a result, we would expect to see major changes happening
around mid-decade when newly invested plants are put into operation. Until then,
China’s dominant position as the dominant supplier of EV batteries is unlikely to change.

Capital expenditures of EV battery production sites around the world

Source: Goldman Sachs
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Lead time of EV battery supply chain for capacity expansion (ex. China)

Source: Goldman Sachs

Another valuable incentive in the Inflation Reduction Act (IRA) is the extension of the
30% Residential Clean Energy credit, commonly known as the solar investment tax credit
or ITC. This incentive was scheduled to step down from 26% in 2022 to 22% in 2023
before going away entirely for consumers in 2024. After IRA passed, the incentive is
back up to 30% for all solar projects installed from 2022 to the end of 2032.
Energy storage projects were previously ineligible for tax credits unless they were
connected directly to solar power projects. The Inflation Reduction Act removes these
requirements and allows energy storage projects to receive the same 30% tax credit,
even if they are stand-alone facilities. We see residential standalone storage as a
beneficiary of the provisions of the IRA, which could potentially drive an acceleration in
behind-the-meter (BTM) installations. Although the market is monopolized by local
providers such as Enphase and Tesla, we do see some Chinese and Taiwanese inverter
makers breaking into the US market through their OEM clients or by setting up their
own brands.
The bill provides $4.28 billion in home rebate programs, including up to $1,750 rebates
for heat pump water heaters, up to $8,000 for heat pump systems for heating,
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ventilation, and air conditioning (HVAC), and additional rebates for upgrading electrical
panels and improving insulation. Heat pump system providers are mainly from Japan,
Europe, and Korea including Bosch, Daikin, and LG. Still, some Chinese component
makers may benefit from surging demand.
IRA also extends new advanced manufacturing credit from wind to solar manufacturers.
These credits represent roughly 40% of the current cost for solar panels, 20-50% for
inverters, 15-20% for trackers and 10-15% for batteries. Currently, the US has the
capacity to produce materials such as metallurgical-grade silicon, polysilicon, steel,
aluminum, resins, racking, and mountings. However, there are significant gaps in the
supply chain. The US does not currently have domestic solar ingot, wafer or cell
manufacturing capacity and only modest capacity to produce solar modules, inverters
and trackers. Local manufacturers must weigh these credits against the higher
manufacturing costs that would be necessarily incurred in the US.
In 1Q22, the United States imported 4.9GW of photovoltaic modules, mainly from
Chinese module manufacturers’ factories located in Southeast Asia, while it installed
4.3GW of solar power generation capacity. Following the IRA, groundbreakings for
large-scale manufacturing facilities will likely commence in 2023 and begin production
as early as 2025. Before that, the nation’s solar industry still needs to depend on Chinese
manufacturers.

Source: EIA, “Electric Power Monthly,” forms EIA-023, EIA-826, and EIA-861
PV: photovoltaic
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Overall, the IRA intends to reduce US’s reliance on China’s supply chains and shift
production to the US to create its own energy value chain. We can expect further
innovation and manufacturing to take place in the US, but it will likely take three to five
years for large-scale investments to translate into volume production. Until then, China
will likely remain the main source of supplies used to decarbonize the US economy.

————————————————————————————————————
The information contained herein is issued by JK Capital Management Limited. To the best of its knowledge and belief, JK
Capital Management Limited considers the information contained herein is accurate as at the date of publication. However,
no warranty is given on the accuracy, adequacy or completeness of the information. Neither JK Capital Management Limited,
nor its affiliates, directors and employees assumes any liabilities (including any third party liability) in respect of any errors
or omissions on this report. Under no circumstances should this information or any part of it be copied, reproduced or
redistributed.

jkcapitalmanagement.com

Page 6 of 6

