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What MNCs must do to survive —
and leverage — the China Shock 2.0

The path lies somewhere between decoupling from China and pursuing global integration

ANDREW DELIOS

FOR decades, multinational companies
(MNCs) have faced the challenge of coming
upwith a strategy tocompete effectivelyin
China. Their newest and more profound
difficulty might well be the China Shock
2.0.

The phenomenon refers to the current
global economic disruption caused by Chi-
na's domestic strengths in advanced man-
ufacturing and high-tech sectors, such as
electric vehicles, batteries and solar pan-
els.

Global trade, competition and industri-
al policy are being affected by the surge of
low-cost exports from these industries due
to heavily subsidised industrial capacity
and weak domestic demand in the country.

Astute leaders in multinationals need to
learn from the obstacles of the past to be
successful in China in the present. Hint: it
is not only about strategy; it is about orga-
nisational design and having an adaptive
mindset.

Lessons from China Shock Lo

When China first emerged on the global
scene as a giant country with a massive
and cheap labour force, it became attrac-
tive to MNCs for two reasons.

These firms saw a massive market, with
many potential consumers and no com-
petitors; they also saw a huge and cheap
labour supply.

But neither the top line and bottom line
growth they expected was realised, be-
cause innovative Chinese firms moved
price frontiers down faster than multina-
tional firms could leverage lower labour
costs with improved efficiencies.

Then came the China Shock 1.0. Follow-
ing Beijing’s entry into the World Trade Or-
ganization in 2001, a tsunami of low-cost
Chinese-manufactured exports flooded all
corners of the world and industrial pro-
duction moved en masse to China.

China’s emergence as a market and in-
dustry, along with the China Shock 1.0, ex-
posed multinational firms' weaknesses in
their understanding of the country.

They underestimated the capacity for
domestic Chinese industry to grow. They
misunderstood the liabilities associated
with local joint ventures in China. They
misread the policy environment, assum-
ing the comparative tranquillity of the sin-
gle-party state would forever be favoura-
ble to foreign firms.

These weaknesses created impedi-
ments for MNCs’ ability to compete long
termagainst what we now see as an impor-
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tant, impressive and profound wave of
emergent Chinese competitors with a
presence both domestically and interna-
tionally.

BYD and Geely in automotives. TikTok -
or Douyin in China-in social media. Leno-
voin personal computers, Haierand Midea
in home appliances and Xiaomi in elec-
tronics. These brands have become global
household names.

Now, the questionis: How can MNCs lev-
erage the China Shock 2.0 to their advan-
tage?

Winning with China Shock 2.0

Multinational firms cannot afford to un-
derestimate the competitive capacity of
Chinese firms again.

There are three places where the under-
estimation can occur.

The firstis if multinationals continue to
notrealise just how rapidly and effectively
Chinese competitors can move, Agility and
adaptability are foundational words for
the country's firms.

The second is to not be cognisant of the
amount of importance Beijing places on
growth and world-leading strength in in-
dustries such as artificial intelligence, au-
tomotives, semi-conductors and other
high-tech manufacturing sectors.

The third is to underappreciate the ad-
vances that have been made by indigenous
and non-imitative inventions in China in
these same industries.

If these underestimations occur, three
prominent risks emerge.

The first is disengagement from China.
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A multinational, universal decoupling
from China might ride the rising tide of an-
ti-Chinese sentiment in various societies
and polities in the West, but it would run
counter to the tide of emergent competi-
tion: China has world-leading industrial
capacity.

Hence, the answer is not in blind inte-
gration or in binary separation; it is in ad-
aptation, in finding the middle ground be-
tween integration and decoupling.

The second risk is to not engage and
learn from Chinese competitors. Although
it might run counter to corporate hubris
from the West — which is the same pride
that led to the initial underestimation of
domestic Chinese competition in the
1990s -MNCs from the West can learn from
their Chinese competitors.

The intense forge of competition in Chi-
na has shaped world-beaters. Just as Chi-
nese companies learned from their foreign
counterparts a generation ago, interna-
tional firms can now learn from their Chi-
nese competitors.

The third risk is to be incorrectly ex-
posed or adapt wrongly to the second Chi-
na shock. Multinationals cannot blindly
walk into China, given the current geopol-
itical tensions and the asymmetric learn-
ing and competitive outcomes of the past.

They must adopt a strategy and struc-
ture that allows for effective competition
and learning in China, while protecting
their operations elsewhere in the world.

The structural solution

Strategy and structure are intrinsically

linked; they are codependent on one an-
other. A good strategy without a good
structure is no strategy at all.

The structural solution to China for
multinationals today is not a case of find-
ing a balance in the ever-present dilemma
between how much to integrate globally
and how much autonomy local operations
should have.

The global-local debate and the conse-
quent solutions take on new meanings un-
der this new paradigm, which is not a sim-
ple case of China+1.

The industries exposed to the China
Shock 2.0 are some of the most sensitive in
the world today. Semiconductors, Al, tele-
communications, electric vehicles and
clean technology face much greater geo-
political friction and scrutiny than luxury
goods, consumer products or many tradi-
tional industrial sectors.

For leaders in MNCs, the parameters of
the field are thus not global versus local,
and the goal is not absolute efficiency via
global integration. Leaders need to imple-
ment what we called “managed fragmenta-
tion” with selective redundancy.

In this new form of adaptive response,
the multinational must develop partially
separated systems of operations. In prac-
tice, this means, for example, changing the
role of their headquarters.

In fast-paced environments such as Chi-
na, centralised control means consistency,
but also layers of approval, which can be
fatal when Chinese competitors move at
great speed.

Under this structure, local executive

teams must have the authority and acu-
men to determine prices, suppliers, prod-
uct designs and, at some level, invest-
ments. Headquarters provide oversight
but not operational control.

Asecondaspect concerns technology. A
consistent aspect in integration is to glob-
alise information technology, data, tech-
nology investments and Al: one enterprise
resource planning system, one cloud ar-
chitecture and one global data environ-
ment.

Now, MNCs must de-integrate systems.
China-based operations increasingly re-
quire locally hosted infrastructure and
separate data environments, while global
operations remain on Western platforms.
Appropriate gateways founded on compa-
ny-specific compliance issues have to
guard movements between systems.

Al amplifies the need for this divide.
Western operations use Nvidia and Silicon
Valley foundation models. China-based
operations use Huawei infrastructure and
DeepSeek or Qwen.

To avoid complete separation, there
must be controlled connectivity. For exam-
ple, data can move, but it may need clean-
ing. The best analogy is a federation, con-
nected through actively managed interfac-
es.

Finally, MNCs must become more adept
at internally managing the geopolitical en-
vironment. Geopolitics and the associated
management acumen were once the do-
main of a country-risk report or a consult-
ant briefing. In a world of complex regula-
tions and sensitivities, multinationals
must now build political management as
an internal capability.

A new world for MNCs

Is this a pipe dream for multinationals
looking to emerge on top of the second
China shock?

No. It is an emerging corporate reality.
Volkswagen has pushed research and de-
velopment, procurement and product de-
cisions into China, while partnering with
XPeng for locally developed vehicle tech-
nology.

Siemens combines a “China for China”
manufacturing and R&D strategy with new
production capacity in Singapore, Europe
and the US. Airbus has increased final as-
sembly capacity in China while expanding
parallel production in the US and Europe.

In today’s highly contested world, the
winners will not be the ones that run from
the challenge and decouple from China.
Nor will the winners be the ones that blind-
ly pursue global integration.

The path to victory is in the middle-
ground between compete and cooperate. It
isin selective adaptation: tobe asagile and
aggressive as China’s formidable compet-
itors; to learn and leverage the tremen-
dous tech-heavy industrial capacity being
builtin China; and to operate with a global
consistency in values and purpose, while
still being flexible enough to survive in a
world where further fragmentation works
to no one’s advantage.

The writer is vice-dean of the MSc
programmes at the National University

of Singapore Business School. The opinions
expressed in this article do not represent
the views of NUS.

This essay is part of New Global Order,
a series which explores how the
changing world landscape is reshaping
business, politics and beyond

Source: The Business Times © SPH Media Limited. Permission required for reproduction.


https://www.businesstimes.com.sg/

