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Lasting Resilience In
China

In the face of a complex and
uncertain operating
environment, international
companies in China will need
to do more to remain
resilient, says Al Gabor oy
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In the face of a complex and
uncertain operating
environment, international
companies in China will need
to do more to remain resilient,
says Al Gabor.

Despite the unusual business
cycle we see in China today,
surveys from local chambers
of commerce show that only a
few multinationals have
decided to make any
significant reduction in scope
or size of their China operation
(see Chart #1).

Most have demonstrated their
fiduciary responsibility to their
boards and stakeholders by
conducting in-depth scenario
planning, identifying key
supply chain areas to build in
further redundancies.

The de-risking of bottom lines
with cost controls has also
become commonplace,
although not so stringent as to
compromise growth

opportunities and harm
motivation levels.

Prudent Actions

All of the above are prudent
actions with different
companies implementing them
to different degrees,
depending on their
organizational structure,
culture and tenure in China,
along with the readiness of
their China team.

But is there more that they
should be doing to embed
lasting resilience in their China
operation? Especially as, in the
face of an uncertain operating
environment over the coming
years, what it will take to be
resilient is changing.

In this article I will explore
how it will require the right
kind of leadership in China,
aligned with HQ on the role of
the China franchise in the
global organization, with

Chart #1

optionality built into strategies
and investment cases. Many
international companies will
need to do more to ensure
they have that all in place.

Risks To Manage

Today’s context of
unprecedented geopolitical
complexity requires
multinationals to cope with
trade policies emanating not
just from the US and China,
but also from Europe and the
global South.

These are not problems
solvable by corporates alone,
yet corporates can be
proactive in terms of further
embedding deeper resilience.
And they need to do this in a
staged manner that mitigates
the biggest risks in the most
cost-effective way, allowing
them to pivot as necessary to
optimize ROI and minimize
risk.

In what ways have you changed/are you considering changing your China strategy and business model?

No Change 65%

(Multiple Answers, n=306)

Preparing For
Spinoff/Localization

Bifurcating Systems & Standards
Between China And ROW

IV With You Retaining
Minority Share

19%

10%

7%

JV With You Retaining
Majority Share

IPO With You Retaining
Minority Share

IPO With You Retaining
Majority Share

Change 35% )
/ Other

Source: AmCham Shanghai “China Business Report” 2024.
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Planning For The Unthinkable

When it comes to black swans
the unthinkable can happen,
such as the lockdown in
Shanghai that many of us
experienced two years ago.

This is a good example as,
during the pandemic, China
demonstrated extraordinary
resilience in keeping complex
supply chains running.

Supported by local
governments, the business
community, including
international companies,
managed to maintain factory
operations and output.

And despite satellite pictures
showing backlogs of container
ships around major ports, the
recovery of logistics and
shipping in China was much
more efficient than in the
West.

How would you describe your
5-year business outlook in China?
(Multiple Answers, n=306)

“
optimiStic

Sensitive Areas

Some international companies
are operating in potentially
sensitive sectors, which
account for around 30% of
China’s overall market
opportunity.

This requires them to
recognize the directional shifts
underway geopolitically, and
determine much of their China
organization needs to be
ringfenced operationally,
systems wise and financially.
Ultimately, they may need to
decide where to play or not to
play.

Hypothetical risks relating to
nationalizing assets seem
unlikely based on the huge
interdependencies that exist
between China and the rest of
the world. Such an extreme
scenario does deserve
consideration in terms of sunk
investment and, more

Chart #2

importantly, customer
continuity. However, as
Chinese companies go global
in key sectors, the scenario, in
my opinion, becomes
increasingly academic.

The Opportunities Of
Tomorrow

Against this backdrop it can
sometimes be easy to forget
the bigger picture in terms of
the China growth opportunity
(see Chart #2).

That said, the new normal of
China growth depends very
much on where and how well
your company is positioned
with the country’s national
priorities.

For instance, the underlying
trend to higher levels of
urbanization creates significant
growth opportunities beyond
the ‘big three’ vectors of
healthcare, green technologies
around 70% of the population

Over the next 3~5 years, how do you expect your revenue
growth in China to compare to worldwide revenue growth?
(Multiple Answers, n=285)

4 Significantly Higher
10
prT

TN
\

27%

Slightly Higher
(Up 1~10%)

26% Comparable

18% Slightly Lower

(Down 1~10%)

Significantly Lower
0,
o 100

4 N/
R [37% ) <
Pl 7% ) N
((\_“
Slightly Optimistic 31%
Neutral 25%
Slightly Pessimistic 22%

9% Not Applicable

Source: AmCham Shanghai "China Business Report” 2024.
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is forecast to be urbanized by
2030, up from 66% today.
This will bring more than 100
million more consumers to
Chinese cities with an
associated higher standard of
living. Hukou reforms are
being piloted and gaining
traction too.

Demographic Drivers

Meanwhile demographic
trends portend a rapidly
growing elderly population,
creating huge investment and
innovation opportunities in
sectors such as senior living,
home care, remote diagnosis
and treatment, and robotics.

Also, let’s not forget China’s
high savings rate with
approximately USD 21 trillion
accumulated in personal
savings. I know of no other
place in the world that is

sitting on such unlocked
potential.

Relatedly, the middle-income
trap feared by some
underestimates key
characteristics of the ‘next
China’. Here we potentially
have a very special mix of
millions of STEM graduates,
leading digital infrastructure,
and especially the proximity of
upstream innovations with
groundbreaking end uses.

This mix can drive productivity
per capita to developed
country levels over time,
maybe in a timeframe we
could refer to as ‘China speed’.
These highly evolved
innovation ecosystems are
hard to duplicate.

Modlified Playbook

Doing business in China has

Chart #3

always been complicated and
the situation today is certainly
complex (see Chart #3).

This means that a modified
playbook with strategies and
decisions never before
endorsed may be required to
optimize the market
opportunities in China,
combined with a new scenario
planning framework to
manage risks.

Ultimately, in my view, China
is worth it simply because so
many international companies
- and so many global citizens -
will benefit from the country’s
growth opportunities.

With the right mindset,
solutions can be found to even
the most complex challenges,
and worst-case scenarios can
be addressed in a pragmatic
manner.

Over the next 3~5 years, what do you expect to be the top 3 challenges facing your company in China

US-China Tensions

Economic Slowdown

Domestic Competition

Increasing Labour Costs

Favouritism Towards
Domestic Companies
(Policies/Bidding Criteria)

Unpredictable Regulatory
Environment

(Multiple Answers, Top Answers Shown Only, n=306)

45%

32%
23%
23%

12%
17%
16%

21%
20%
13%

Source: AmCham Shanghai "China Business Report” 2024.
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My Suggestions

Having seen a few business
cycles and been a senior
global and local leader for
companies rethinking their
China strategy, allow me to
offer a few insights and
recommendations on how
multinationals could respond
to these challenges.

Incidentally, these are also
insights which are only further
sharpened by my role as
current chairman of the
American Chamber in
Shanghai.

Invest in the team in
China and those
colleagues
supporting China
from outside the
country

Your China team is in the best
position to provide options
against ‘what if’ scenarios.

The reporting proximity of the
local team to headquarters is
critical. The pace of change,
interpretation of compliance
policies (geopolitical,
regulatory, trade), and
development of local
competition makes quarterly
business reviews insufficient
against the dynamics in China
today.

Thus, to collectively operate at
China speed and manage
complexity with agility, this
requires the local and
headquarter teams to be
connected in real time by
WeChat or WhatsApp.
Surprisingly, I don't see this

trust builder employed
enough.

Multidimension Leaders

Historically, I have seen many
international companies
promote their best commercial
colleagues to the most senior
positions in China. While this
worked well in the past for
many companies, today’s
leaders need to be
increasingly multidimensional.

To effectively articulate ‘what’s
winning in China’ in the
context of their global
organization’s purpose and
performance metrics, they
need to augment commercial
acumen with strategic
planning and an international
perspective.

Moreover, they need to be
capable of emotionally and
intellectually dealing with the
strategic paradox in China:
having a clear vision of
winning and the discipline to
make choices, while also
maintaining the ability to plan
for optionality as a core part of
the new strategy.

Define where and how
the China franchise
‘fits” into the global
organization

Is the China franchise for
top-line or bottom-line growth,
or both? Is headquarters
interested in gross profit,
EBITDA ratio or market
position?

It's unlikely today that the
China franchise can do all of
the above, at the same time,
so choices need to be made.
Direction needs to be set with
priorities aligned globally and
locally.

One key area that has evolved
in a very significant way is the
recognition that China can be
a significant contributor to a
company’s global innovation
process from incremental
improvements to
fundamentally new products
and services.

In this case, it's important to
address how deeply a China
business needs to be
integrated into the local
innovation ecosystem, how
much R&D is needed, the
extent of local IP development
and registration, and how
deep local partnerships can
accelerate the innovation
process locally and potentially
globally.

Guard Rails

Today, alignment on these
kinds of topics can enable an
organization to structure
practical guard rails for
strategy, operational
investments and go/no-go
areas upfront to avoid wasted
effort and frustration.

However, both headquarters
and the local teams need to
be agile enough to manage
the paradox of having a
determined line of sight to
success with the ability to
pivot if assumptions materially
change — and to do so




efficiently without undue
emotion.

Leadership teams must be
aligned to the fact that
indecision cannot be a
decision. This is simply
indefensible in today’s
advanced and highly
competitive marketplace, and
also demotivating for local
teams with a growth mindset.

Build optionality into
strategy and
investment cases

Building optionality into
investment cases can enable a
company to move faster or
slower as required, retain
agility when it comes to
dealing with go/no-go areas,
and make big or small
investment decisions when
they arise.

This is not middle of the road
or timid positioning, but rather
a dynamic process to navigate
complexity and the variables
outside of one’s control such
as geopolitics.

Trust with credibility is key to
any customer relationship and
in Asia this takes on an even
more important context where
companies should work to
avoid ‘no regret’ moves that
cannot be reasonably adjusted
due to context and their China
time horizon. Stakeholders
watch your feet more than
they listen to your lips.

Daily Challenges

From the headquarter
perspective, the performance
and potential of China has
always looked like a nice
straight line with a very
positive slope.

Yet for many seasoned leaders
on the ground, the reality
reminds us more of our EKG
graphs with daily challenges
and urgencies to be addressed
and opportunities to be
gained.

In the past I have always used
the term *helicopter
management’ to describe how
leaders are expected to
operate. Namely be strategic
and land in the right place,
show excellence in tactical
execution, and do so many
times a day.

This remarkable skillset
remains highly relevant. But
today’s leaders must excel at
both positioning their China
franchise effectively with
headquarters and by being on
the ground with customers
and their teams.

They have to navigate
complexity by being good at
managing the paradox of
being agile enough to pivot
with a clear view of what
winning means in terms of
their company’s purpose and
performance metrics.

Final Thoughts

In today’s economic context,
it's important to stay
intimately in touch with the

policies, economic indicators,
and political tectonic shifts
taking place.

Personally, I have confidence
that the local policy
environment is moving in a
good direction and building
momentum. Through our
government engagement, I
feel that government
stakeholders want a stable
floor to very complicated
bilateral and multilateral
relationships.

However, I am not expecting a
'V’ shape recovery, but rather
an extended ‘swoosh’ as both
governments and companies
carefully work through
restructuring their drivers of
growth and deepening their
resilience to external shocks.

Multinationals that can
optimise now — by investing in
their local teams and without
overcontrolling them - will be
ready for the strengthening
economy, supported by the
huge levels of personal
savings and energized
innovation ecosystems that
are proven and continually
improving.

Let's never forget our great
teams, both in China and at
HQ, that make it possible.
Take care of the team and the
team takes care of business.
Invest in them now!
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