China 2026: Compete In
China To Win Globally

International companies are
reassessing the role their China
operations play within the global
enterprise. This repurposing has the
potential to be profound, extending
well beyond local market
considerations.

Authors

Jan Borgonjon, President

James Sinclair, Partner

December 2025

www.InterChinaConsulting.com
www.InterChinaPartners.com

Strategy | Corporate Finance

InterChina
=11
e b i


http://www.interchinaconsulting.com/
http://www.interchinapartners.com/

InterChina

biid
ki
&

After years of flux and uncertainty for
international companies operating in China, a
galvanising force is emerging. China’s
significance to the global economy has become
undeniable, and at the company level, this is
forcing a reassessment of the role China
operations play within the global enterprise. This
repurposing has the potential to be profound,
extending well beyond local market
considerations. As a result, it has increasingly
become a matter for global boards and CEOs,
rather than a purely regional or operational
concern.

China’s Role In Global Economy

Those who downplay China’s role in the global
economy often point to its slowing growth and
deep-seated structural challenges. These issues
are real and well-documented: an overreliance
on investment and exports amid weak domestic
demand; sectors burdened by excess capacity
and eroding margins; a systemically fragile
property market; elevated government debt and
tightening fiscal constraints; and a population
that is both shrinking and ageing.

Yet while China may not overtake the United
States as the world’s largest economy in the
foreseeable future, Beijing's strategic resolve has
rarely been stronger. Large parts of the economy
remain dynamic, underpinned by technological
advancement and the rapid rise of innovative
Chinese companies (see Chart #1). As a result,
the global footprint of China’s “high-tech at
low-cost” exports — and its growing role as a
source of capital and investment — is becoming
increasingly evident.

Policy responses in advanced economies — often
centred on protectionist measures — have so far
delivered mixed results. These efforts are
frequently constrained by the risk of retaliation
or undermined by workarounds that allow
Chinese firms to retain access to their markets.
Meanwhile, many developing economies remain
open to China.

The Need For Recalibration: International
companies cannot ignore China’s growing
significance in the global economy. Today, most
fall into one of three broad positions. A minority
have already recalibrated their strategies and
operating models to reflect this reality. A second

Chart #1
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Source: InterChina Interviews & Analysis.
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Chart #2
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group have recognized the issue and are in the
process of reassessing and recalibrating their
approach. A third group, however, remain either
unaware of the scale of the challenge or in
denial about its implications. The future trends
were evident in our survey of China Country
Managers conducted in Q4 2025 (see Chart #2).

Winning In China To Defend Against
Chinese Globalizers

The imperative for international companies to
localize in order to compete effectively in China
has long been recognized. However, the
definition of localization, as well as the strategic
significance of winning in China, have both
changed.

Today, success requires a deeper form of
localization — one that few international
companies have fully understood and
implemented. Most remain anchored in earlier
models of localization, such as in-market
production and product adaptation. However,
competing at China’s speed, cost and scale

increasingly requires their China operations to
have a fully localized supply chain, end-to-end
product development, and genuine local
autonomy with minimal intervention from global
headquarters. To manage financial risk,
asset-light models and local RMB financing are
becoming more common.

Previously, winning in China was primarily about
capturing local market share. Going forward, it
will increasingly be about protecting global
competitiveness. International companies that
lose ground to Chinese competitors in China are
now encountering those same players as
challengers in global markets as they expand
internationally. This concern was reflected in our
survey of global CEOs conducted in Q4 2025:
24% said Chinese competitors would pose an
existential threat to their global business within
5 years, while a further 62% identified them as
significant competitors in emerging markets.

Given both the effort required and the strategic
importance of winning in China, many

China 2026: Compete In China To Win Globally | December 2025 | © 2025 All Rights Reserved | Page 3



InterChina

international companies are reassessing where
and how they compete. This has triggered a
wave of portfolio reviews in China, typically
leading to a combination of strategic responses:
doubling down on high-potential businesses;
restructuring by exiting lower-potential
operations and redeploying capital toward
higher-return opportunities; and pivoting into
adjacent areas identified as offering stronger
growth prospects.

A New Wave Of Chinese Globalization: In earlier
waves of outbound investment, Chinese
companies primarily sought to acquire overseas
resources, supply chains, technologies and
brands to bring back to China. Building heritage
brands organically was slow and uncertain,
making overseas acquisitions the preferred
route.

The current wave of outbound investment is
more outward-facing, with direct entry into
global markets becoming the central objective.
While this is not yet a tsunami, developments
already seen in sectors such as electric vehicles
are likely to spread across other
technology-driven industries. Trailblazers are

Chart #3

providing confidence and proof points for a
much broader cohort of Chinese companies to
follow.

The primary driver is the search for new markets
as domestic growth slows from double to
single-digit rates and margin pressures intensify.
Additional factors include strong state support,
including trade facilitation and supply-chain
connectivity; a competitive advantage built
around “high-tech at low cost”; and capital
markets that reward international expansion
with valuation premiums (see Chart #3).

Geographically, Southeast Asia is the immediate
priority, given its proximity, trade agreements
and strong growth. Beyond that, Chinese
companies are increasingly targeting the Global
South — particularly Latin America and the
Middle East — with selective expansion into
developed markets also underway for some
players.

Investment is being deployed both to facilitate
exports — through logistics hubs and sales
networks — and to enable in-market value
creation via local sourcing and production.

New Wave Of Chinese Globalizers

Chinese companies have higher profits overseas ....
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Chart #4

Q: “How relevant are global strategic partnerships
with Chinese companies (e.g. for technology, supply
chain, market access)?”
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Already Formed /
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How Can International Companies
Respond?

For international companies trapped in sectors
already experiencing intense competition from
Chinese players — particularly in their home
markets — there are several strategic options.

Strengthen The Moat: One approach is to
reinforce existing competitive advantages.
Taking machinery and equipment builders as an
example, this may involve improving speed and
agility through operational excellence, shifting
from a ‘best machine’ to a ‘best solution’
proposition to deliver greater customer value, or
locking in customer relationships through
comprehensive equipment lifecycle support.
Chinese new entrants are likely to take time to
replicate such service capabilities, given the cost,
complexity and time required to build service
infrastructure at scale.

Leveraging Strategic Partnerships: A second
option is to form a global strategic partnership
with a Chinese counterpart, creating an
opportunity for the international company to
strengthen its proposition in existing markets or
enter entirely new ones. These partnerships
typically combine Chinese advantages in new

Global Strategic Partnerships
Combination Of Strengths

Chinese Partner Contributes
= Cutting-edge technology at lower costs.
= Vertically-integrated supply chains.
= Bargaining power over production inputs.
= Rapid R&D to meet international needs.

= Capital and access to low-cost financing.

o

Chinese Partner Needs
= Access to international markets/customers.
= International credibility, brand reputation.
= Regulatory relationships and know-how.
= Industrial base close to international markets.

= Advanced manufacturing expertise.

Source: InterChina Survey (Global CEOs, Q4 2025, n= 75), InterChina Interviews & Analysis.

technologies, low cost and high speed with the
international firm’s capabilities in market access,
regulatory navigation and customer service (see
Chart #4).

An illustrative example is the global partnership
between Stellantis and Leapmotor, a
fast-growing Chinese EV manufacturer.
Launched in September 2024, the partnership
aims to combine Leapmotor’s cost-competitive
electric vehicle technologies with the global
commercial, distribution and service
infrastructure of Stellantis to rapidly scale EV
sales outside China. To date, the venture has
established hundreds of sales points across
Europe and is expanding into key emerging
markets.

This path can be particularly attractive for
international companies that are followers rather
than market leaders, enabling them to reposition
themselves as credible challengers. Market
leaders in contrast may be reluctant to share
control or risk partnering with Chinese firms,
while smaller players likely lack the scale or
capabilities to attract a strong Chinese partner
— creating a strategic opening for mid-tier
incumbents.
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Selling To Chinese Globalizers

Chinese globalizers may be competitors for
some companies, but customers for others.
Many international firms have been expanding
their base of Chinese customers for years, even
where this has required difficult trade-offs. In
practice, this has often meant re-engineering
business models, products and supply chains to
compete at lower price points while accepting
thinner margins.

As Chinese companies globalize, their sourcing
functions currently remain centralized in China,
even if production and supply chains shift
overseas. For international suppliers, this makes
their China operations a point of commercial
leverage. To participate effectively, companies
need to double down on building and deepening
customer relationships in China.

At the same time, as international firms move
from serving Chinese customers solely within
China to supporting them across multiple global
markets, more sophisticated global account
management capabilities will be required. Over
time, it may drive the relocation of global
account management roles from China to
overseas markets, positioning teams closer to
the expanding international operations of their

Chinese customers. We also expect more global
CEOs to represent their companies at new
contract-signing ceremonies with their Chinese
customers, underscoring their growing strategic
importance to the enterprise.

Leveraging China’s Growing Strengths

Regardless of the activities of Chinese
globalizers, international companies need to
harness the rapid evolution of operating models,
capabilities and technologies emerging in China.

At @ minimum, this evolution must be
systematically tracked to maintain situational
awareness and to assess its strategic and
operational implications. Beyond monitoring,
however, companies need to be prepared to
learn from China and adopt within their own
organisations. And where their China operations
have already taken a global lead, they should
actively seek opportunities to deploy and scale
across the global enterprise.

Many international companies have established
global engineering hubs in China to tap current
and next-generation machinery and equipment
suppliers, which are increasingly achieving
performance parity with international peers at a
fraction of the cost (see Chart #5).

Chart #5
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Source: InterChina Interviews & Analysis.
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This is enabling firms to reduce capital
expenditure not only in China but across their
global operations, improving returns and/or
allowing them to compete more aggressively on
price. And in addition to hardware, the diffusion
of AI through China’s manufacturing economy
has the potential for profound implications (see
Break-Out Box).

Some international companies have examined
why their R&D functions in China deliver on
significantly shorter development cycles and are
codifying those practices for global rollout.
Others have established venture capital
operations in China to access early-stage
technology innovation, with the intention of
acquiring, integrating and scaling promising
technologies across the global enterprise.

Meanwhile, there are international companies in
consumer sectors that are in the process of
transferring retail capabilities they have
developed in China — such as monobrand store
operation or advanced digital commerce
practices — to relevant global markets.

Diffusion Of AI In China’s Manufacturing
Economy: Al is a clear case of a technology
that international companies need to track in
China and potentially exploit globally.

In contrast to the US, Beijing is concentrating
policy and resources on the application and
diffusion of Al rather than on frontier pursuits
such as artificial general intelligence. And its
manufacturing base, accounting for ~30% of
global manufacturing value added, provides a
vast platform for AI deployment.

Beijing views Al as a core lever for
modernizing its manufacturing base, with two
principal objectives: improving products and
raising productivity. On the product side, Al is
expected to enable faster design cycles,
greater customization and higher-precision
manufacturing. With regard to productivity, Al
supports labour substitution, lower energy
consumption and material waste, as well as
reductions in downtime and defects. Process

improvements are intended to generate the
data, scale and learning effects required for
sustained product upgrading over time.

Beijing is actively steering large-scale
deployment and adoption through industrial
policy tools, including financial incentives,
pilot ‘smart factory’ zones, and government
procurement priorities.

Alignment And Action

China’s role in the global economy is evolving in
ways that international companies can no longer
treat as peripheral or cyclical. Structural
challenges remain, but they coexist with
strategic resolve, technological momentum and
the rapid globalization of increasingly capable
Chinese companies. As a result, international
firms now need to consider repurposing their
China operations to take a more strategic role in
the global enterprise.

Where international companies need to build
alignment around a clear course of action,
several initiatives should be considered. First,
there must be a shared understanding of today’s
reality in China among all stakeholders,
supported by robust data as well as direct
exposure through visits by global boards and
senior leaders. Second, rather than reinventing
the wheel, companies can draw on benchmarks
and peer examples to identify proven practices.
Third, China expertise can be systematically
embedded into decision-making through
targeted consulting engagements, the
establishment of a China advisory board, or the
inclusion of China-experienced leaders on the
global board.

There is a need for urgency here. International
companies that act early and decisively will be
better positioned to capture opportunity and
defend against emerging global challengers,
while those that delay risk finding themselves
outpaced both in China and beyond.
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InterChina Profile

InterChina is a leading strategy, operations and corporate finance boutique specialised 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 commitment our partners have in client engagements.

Please contact us to discuss your needs and how we could provide support:
" Opportunity & Growth.

" Strategic Revaluation.

" Next-Level Localization.

" Local Partnerships.

® China For Global.
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