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China 2023 Forecast Event

The content of this article is drawn from our China 2023 Forecast Report, first presented on 23 November in Shanghai. 
Over 200 senior executives attended the presentation, representing both multinational corporations and private equity 
groups. 

https://www.interchinapartners.com/uploads/63929a88/China%20Forecast.%202023.%20Short%20Report%20final%20Nov.2022.pdf
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For multinationals to simultaneously 
‘engage’ and ‘de-risk’ in China might 
seem a contradiction. But the two 
strategies actually go hand in hand.

On the one hand the huge market 
potential and increased competition 
in China demands that multinationals 
engage and build a more localised 
operation. On the other, given 
geopolitical tensions and rising 
global economic uncertainty, China 
has become a riskier place to do 
business. This drives a need to 
assess production footprints and 
supply chains, and to create more 
partnerships and alliances with local 
players.

Commitment

Despite these huge challenges our 
latest China Business Forecast is 
fundamentally positive. Based on 
interviews with more than 500 China 
managers and HQ executives, 80% of 
multinationals say they remain very 
committed to China.

Why? Because they still expect 
revenues and profits from their 
Chinese operations to increase 
significantly in time, with 40% 
predicting that the country will 
account for more than 20% of global 
sales in the future.

Admittedly short-term performance 
will likely be impacted as continued 
Covid-19 restrictions, specific 
challenges around China’s real estate 
sector, and a dampening of export 
performance as Europe and the 
US fight off the threat of looming 
recession, all take their toll.

But medium-term prospects look 
bright, not least given forecasts that 
another 200 million people will join 
the ranks of China’s middle class by 
the end of this decade, increasing 
the overall number to almost a billion 
consumers.

China’s domestic policy environment 
also remains remarkably well-
aligned to multinationals. Overseas 
companies are not only a major 
employer and export driver, but 

also an effective political ‘bridge’ 
with other countries. Moreover, 
they provide a competitive example 
for home-grown Chinese players, 
and significant tax revenues for the 
government.

Framework

Given this context, how exactly should 
CEOs of multinationals go about 
interpreting China today, ensuring 
they make the right decisions, and 
formulating a successful ‘engage and 
de-risk’ strategy?

They must begin by asking 
themselves the five key questions 
below. Questions which, incidentally, 
are also of merit for country 
managers who themselves need 
to explain the contradictions of an 
engage and de-risk strategy to HQ.



© 2022  InterChina. All Rights Reserved
Page 4

One: In which China am I 
operating?

As soon as 2027, over 70% of 
multinationals believe they will lose 
their competitive advantage in China, 
driven by stronger local competition, 
disruptive technologies, and lack of 
market access in restricted industries.

The latter point highlights a key 
question. Namely, are you playing in 
an open sector where you can freely 
compete with Chinese players (such 
as automotive and consumer goods), 

are you in a restricted sector where 
you cannot (such as energy and 
public communications)? Or, are you 
increasingly somewhere in between, 
in what we term ‘shifting China’? [see 
Chart #1]

The latter category includes sectors 
that used to be open but in parts 
have now become more restricted, 
such as data management, smart 
mobility, Industrial Internet of Things, 
e-commerce and healthcare.

Another dimension to consider is 

whether you are active in ‘traditional’ 
sectors (such as manufacturing, 
most consumer goods etc.) where 
the focus is on consolidation and 
localisation, or in one of the new, 
emerging sectors such as digital 
services or ‘green China’. Here the 
focus is on alliances and partnerships.

Where you sit along these dimensions 
is critical and determines to a large 
degree the answer to the following 
questions.

Chart #1

1Aug ’21: Critical Information infrastructure (State Council/ Xinchuang” committee (MIIT, CAC))
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1Aug ’21: Critical Information infrastructure (State Council/ Xinchuang” committee (MIIT, CAC))

Two: How do I engage?

In three ways. Firstly, size and scale 
matter more than ever in China 
because of the huge consolidation of 
markets we have seen in recent years. 
Even if you have excellent organic 
growth it will probably not be enough 
on its own to succeed, so you need 
to join the consolidation party.

Secondly, you need a more localised 
model to become more competitive. 
This model could, for instance, 

include joint product development 
with local customers, in-country 
assembly plants, an independent local 
management team, and partnerships 
with local tech companies. In fact, we 
expect the majority of multinationals 
to be fully localised in China within 
five years. [see Chart #2]

Thirdly, become a central part of fast-
emerging new ecosystems where 
businesses - in often unrelated 
industries - are creating new solutions 
by bringing together finance, data, 

software and equipment. Create the 
commercial alliances you need in 
order to align yourself with this whole 
new way of doing business.

Chart #2
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Three: How do I de-risk?

At the global level, decreasing ‘China 
dependency’ through diversifying 
production footprints and supply 
sources through a ‘China plus one’ 
strategy (i.e. having production 
operations in China plus one other 
country) is essential.

In parallel you need to decrease 
‘global dependency’ by strengthening 
local sourcing and investing in 
advanced local capabilities including 

local R&D and product development. 
This could also include moving 
products, IP and production out of 
US jurisdictions to Asia or China. 
Diversification could also apply to 
provincial production footprints within 
China amid concerns over further 
regional lockdowns.

You also need to create more 
partnerships and alliances with 
local players via M&A or Joint 
Ventures, including having Chinese 
partners take an equity share in 

your China operation to become 
more competitive. And finally, think 
about financing operations with 
more local currency and bank loans, 
and about listing local operations or 
participating in local stock markets to 
further de-risk your global balance 
sheet. [see Chart #3]

Chart #3
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Source: InterChina.
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Four: Do I need a new 
M&A playbook?

Any engage and de-risk strategy 
has to be underpinned by new M&A 
activity which has three key drivers. 
Firstly, for multinationals to have 
sufficient size and relevance they need 
to scale up. Secondly, they need M&A 
to deliver their localisation strategy. 
And thirdly, they need it in order 
to become an integral part of fast 
emerging new ecosystems.

Time and speed are of the essence. 
International corporations cannot 
bet anymore only on organic 
developments that may require 
three- to four-year cycles to mature. 
The market is consolidating fast 
and for the first time in modern 
China multinationals can access 
transformational transactions, allowing 
them to acquire significant market 
share. Local partnerships are being 
built right now as players match new 
opportunities with new ecosystems.

In short, M&A becomes a key tool in 
helping you to achieve your corporate 
goals in China, as many MNCs have 
recognised and are planning. [see 
Chart #4]

Chart #4
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Source: InterChina Survey June 2022
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Five: How can I maintain 
and strengthen alignment 
between HQ and China 
teams? 

Amid the huge logistical challenges 
posed by Covid-19, HQ and China 
operations have inevitably drifted 
apart and there is an urgent need 

to bring them back closer together. 
The gap has led to a slowing down in 
decision-making, lost opportunities, 
and incorrect decisions based on 
poor data and understanding.

These problems should be addressed 
through a range of specific actions. 
For instance, give more powers to 

country managers, relocate more 
global executives to China, create a 
China Advisory Board[see Chart #5], 
develop stronger talent recruitment 
and retention schemes in China, 
and increase rotation of managers 
between China and HQ.

Chart #5

• To facilitate China growth related issues in a more focused and systematic way.
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Source: InterChina.
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Eduardo Morcillo

Managing Partner, Shanghai
Eduardo.Morcillo@InterChinaPartners.com

InterChina Introduction 

Eduardo Morcillo is InterChina’s Managing Partner and the chair of its management
committee. He has been in China for the past 23 years, focusing on M&A and
corporate restructuring transactions as lead negotiator. He also serves on a number
of boards for companies and organizations in China and APAC.

InterChina is the leading advisory firm specialized in China. Our multinational and 
Chinese clients choose to work with us because we provide real understanding, 
deliver practical results, and know how to get things done. We are a partner led 
firm, and distinguish ourselves by the deep level of engagement partners have in 
client projects.

Author

Summary

Put simply, the five questions above 
must be incorporated into any 
CEO Agenda for 2023. These are 
all tough questions which demand 
tough decisions. But this will be the 
reality for the next few years and the 

impetus has to be there to address 
these decisions.

CEOs will need to work in conjunction 
with business units and function 
heads and, critically, with their China 
country teams. And where this is not 
yet happening it will be up to China 

country managers to make sure it is 
firmly on the CEO agenda.

Our full China 2023 Forecast Report 
is available for download here.

mailto:Eduardo.Morcillo%40InterChinaPartners.com?subject=
https://www.interchinapartners.com/uploads/63929a88/China%20Forecast.%202023.%20Short%20Report%20final%20Nov.2022.pdf
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