
A large percentage of official reports and 
announcement on China’s economy, 
development projects, and policy directions 
begin with the phrase “Xi Jinping’s thoughts 
on socialism with Chinese characteristics 
in the new era.” This formula, which has 
gained substantial currency since the 19th 
National Party Congress in 2017, has been 
amplified as the 20th Congress approaches. 
Is the “new era” the new normal for 
multinational corporations (MNCs)? And if 
so, what adjustments in the new era are in 
the offing for MNCs?

The pandemic and China’s zero-COVID 
response naturally redirected a lot of 
leadership attention. But the basic tenets 

of the new era have not changed as a 
rallying point in China’s modernization 
drive.1 Is China settling into a post-COVID 
environment? It may be early to answer this 
question with a high level of confidence, 
but early indications are helping to provide 
guidance to MNCs with major China 
engagement of the adaptations they 
should undertake.

At the core of these adaptations is a 
bifurcation, or dual-track, approach to 
China. A recent Deloitte survey reported 
that 62% of major clients intended to 
maintain or increase their investment to 
access the Mainland domestic market, while 
88% planned to reduce dependence on 

China as a sourcing hub for global markets. 
Surveys from the European Chamber in 
China and American Chamber in China align 
with these results.2 The general approach 
in all the factors bearing on MNC business 
activities in China is to continue efforts 
to expand in the Mainland marketplace 
but undertake urgent steps to reduce 
concentrated dependence on China’s global 
supply chains.

In other words, there is a marked trend away 
from the concentration on China as both 
a growth market and a sourcing hub that 
has characterized the relationships since 
reforms began and most clearly since the 
early 2000s. 

Is China’s new era the new normal for MNCs?

1



Is China’s new era the new normal for MNCs?

2

Global media has long discussed the 
potential of bifurcation in world trade and 
investment. That discussion has envisioned 
a world in which developed economies, 
including the United States, European 
Union, and Japan, operate with one set 
of trading rules, financial instruments, 
product standards, and the like, while 
China and a set of related nations operate 
under another. 

There is another take on bifurcation 
that aptly describes difficult discussions 
underway in many MNC C-suites, focused 
not on government policy but commercial 
strategy, investment, and reorganization 
decisions. In this important context, 
bifurcation means balancing Mainland-
based operations to preserve and even 
improve access to the China market 
while reducing global sourcing risks 
that have become all too apparent from 
highly concentrated reliance on Mainland 
manufacturing hubs. 

This change can have implications for 
the Chinese organizations of MNCs, their 
alignment with China’s priorities, their 
Mainland relationship structures, and the 
portfolios of key C-suite executives with 
international responsibilities.

Three key issues
1. Given its size, China has been addressed 

strategically and organizationally by many 
MNCs as a unique and separate market. 
The organizations that most MNCs built 
in China were focused almost entirely 
on China and often integrated Mainland 
market access with global procurement 
functions. As events increasingly 
reposition China as the leading economy 
in an increasingly integrated Asia-Pacific 
supply base and market, and as one 
among other global focal points, the 
portfolios and executive configurations of 
Chinese organizations will likely need to 
change, with continued China-for-China 
focus on accessing the Mainland market 
but a more regional framework for global 
sourcing activities. 

2. Decision-making authority is 
beginning to balance out in new 
ways between those Mainland-based 
organizations seeking more autonomy 

to further China-for-China agendas and 
headquarter teams, and those that are 
seeking to address supply chain risks 
and potentially pursue other markets 
and sourcing priorities.

3. China has increased its public 
commitment to developing new levels 
of self-sufficiency and competitiveness. 
China’s emphasis on development to 
increase self-sufficiency and self-reliance 
is not entirely focused on serving the 
domestic Mainland market. It is also 
aimed at supporting steady export 
growth. Under the Dual Circulation 
rubric, China’s innovation initiatives 
are directed to lead China to be a 
powerhouse in global supply chains 
of high-value products.3 Toward this 
clear goal, Xi has explicitly differentiated 
between “nice to have” technology, such 
as social media and diverse internet 
services, and “need to have technology,” 
which can drive Chinese manufacturing 
to global-pace levels.4

What could be China’s unique, 
irreplaceable role in the future?
Given the urgent focus on supply chain 
risk mitigation by MNCs, we are studying 
China’s potential future manufacturing 
roles for non-Chinese MNCs and their 
global markets. 

We can see clearly in China’s media and the 
pronouncements of leaders a clear focus on 
maintaining a high level of competitiveness. 
Part of China’s competitiveness calculation 
aims to reduce component imports and 
increase self-sufficiency as a way to capture 
more and more of every export dollar within 
China’s own extremely cost-competitive 
manufacturing capability.

Another part is to reduce foreign 
technology costs, and a third is to 
push Chinese-owned technology to a 
leadership position in a range of important 
industrial supply chains. The People’s Daily 
prominently reported Xi’s speech, while 
visiting a laser engineering company in 
Wuhan on June 28, in which he urged 
companies to accelerate the realization of 
the country’s scientific and technological 
self-reliance and continuously improve 
China’s development independence.  

Xi noted that China has the fundamental 
conditions to take the lead in achieving 
breakthroughs in high-tech industrial 
products, and he mentioned several 
specific high-value laser technology 
goals and related industrial applications, 
including rather technical things like 
optoelectronic information products and 
substrates.5

The emphasis on technology is explicitly 
tied to positioning China as an irreplaceable 
player in future global supply chains. In his 
spring 2021 explanation of Dual Circulation 
in connection with the Two Sessions, Xi 
Jinping pledged to accelerate and elevate 
China’s industrial transformation. This is 
necessary, he said, to strengthen China’s 
influence on the entire world’s industrial 
supply chains and innovation chains.6 

This is not a new catchup strategy but 
an extension of a theme that has guided 
China’s export and technology agenda 
for more than 30 years. In 1991, the 
State Council encouraged localities to 
seek 60% localization rates for foreign 
invested enterprises (FIEs) established in 
their jurisdictions. As early as 1987, China 
required its burgeoning auto JVs to achieve 
60% to 80% localization or face high import 
tariffs. In the following years, this continued 
with light rail, renewable energy equipment, 
food processing equipment, petrochemicals, 
nuclear power plants, robotics, imaging 
sensors, and several other product areas 
where China was on a mission to achieve 
high global market share. By 2020, provinces 
were asked to achieve localization of IT 
hardware and software between 80% and 
100% for state-owned enterprises (SOEs) 
and government procurement.

Even as China focuses on a goal to be 
an indispensable global supplier, it is 
set to benefit from the globalization to 
regionalization macrotrend. In spite of the 
measurable decline in China’s favorability 
around the world, exports and trade 
surpluses have held up remarkably well 
through the past few years. The regional 
dynamics also support China’s continued, 
if not increased, role as a global export 
hub. The Regional Comprehensive 
Economic Partnership (RCEP), 10 years 
in the making, became effective for most 
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members at the beginning of 2022. RCEP 
countries represent 30% of world GDP, 
and expectations are that within 20 years 
they will eliminate 90% of tariffs within 
the bloc. China is the leading economy in 
the bloc and will likely have a major voice 
in writing the trade rules, not to mention 
managing critical assets.7 Complementing 
the leverage from RCEP positioning, Chinese 
manufacturers retain dominant positions 
as tier 2 and tier 3 suppliers throughout 
the region as well as assemblers in many 
populous RCEP member countries. Put 
simply, moving a manufacturing source 
from the Chinese Mainland to Southeast 
Asia could be only a minor step away from 
dependence on China.

With RCEP, China is moving with a strong 
current. The regionalization trend is 
increasingly recognized as a corollary to 
deglobalization forces. Regionalization 
dynamics have attracted interest as early as 
1960, but some studies indicate a marked 
acceleration since 2019, acknowledging 
both the role of COVID and broader 
geopolitical and political forces. One 
analysis explains it as “an accelerated retreat 
from globalization (and its concomitant, 
American global leadership), along with the 
hastened emergence of semi-autonomous 
regional blocs—one consisting of China 
and its client states, another centered 
on Europe, and a third linking North and 
South America.”8 The trend is measured 
by a number of indicators: “the share of 
global trade between nations on the same 
continent; the share of global trade between 
nations featuring a common border; and the 
average trade-weighted geographic distance 
of global trade.”9

Paths forward
The value in analyzing China’s localization 
drives, technology imports, special 
technology development initiatives, planning 
and investment priorities in specific areas, 
and regional economic and trade activities 
is to help anticipate future challenges to 
relocating sourcing hubs out of China. 

The caveat is that there are many slips 
between planned goals and outcomes—
as decades of low-yield investment in 
semiconductor technology, for example, 
have illustrated—leaving the Mainland 
still out of the race as a cutting-edge 
semiconductor fabricator. Nonetheless, 
significant global market share results have 
been achieved in areas as diverse as bulk 
pharmaceuticals, specialty steels, and LEDs 
and solar panels. In the face of expanding 
diplomatic issues and national security 
concerns, the commercial drivers of China’s 
continued centrality to global supply chains 
remain overwhelming.

In fact, many of the factors that led to a 
massive concentration of offshore sourcing 
in the Chinese Mainland remain in place 
and are part of China’s expanded regional 
influence. These include rapid response to 
demand changes, ability to mobilize large 
capacity quickly, a large trainable labor force, 
a comprehensive second- and third-tier 
supply chain capacity that operates at scale 
and world-class technology levels, quality 
logistics capability, and an unparalleled 
corps of engineers, designers, and other 
technical personnel to support everything 
from R&D to manufacturing and testing.

What are useful steps to take?
We believe that in reviewing and 
reengineering global supply chains it is 
prudent to look ahead at where Chinese 
sources will continue to be especially difficult 
to replace. China is generous in publicizing 
development targets, and subsectors that 
are major recipients of state resources may 
produce capabilities impossible to match 
elsewhere. These issues merit identification 
and analysis in the broader context of 
existing and planned capacity elsewhere.

New and often redundant investment in 
capacity and higher production costs is 
not the only challenge to relocation. Many 
MNCs that have relocated either their in-
house or outsourced assembly capacity 
to other Southeast Asian countries, for 

example, find they are still dependent on 
Chinese suppliers for basic components and 
subassemblies. Exactly how supply chain 
links are parsed may invite reexamination, 
as well as prudent inventory levels, logistics 
arrangements, and risk premium factors. 
If procurement functions for off-Mainland 
inputs still reside with their Mainland 
organization, there may also be resistance 
to relocation.

Sourcing location decisions are likely to 
become more relevant to new market 
entry initiatives. Infrastructure investment 
around the world, to some extent triggered 
by China’s Belt and Road Initiative (BRI) but 
now promised by other major economic 
blocs, will support new consumer 
markets. We would not be surprised to 
find localization requirements in new, 
fast-growing markets. In some sectors, like 
automotive, localization requirements have 
been basic for decades in certain South and 
Southeast Asian markets. “Friend-shoring” 
in North America for non-US companies 
and reshoring for US companies to respond 
to new regulatory burdens will likely grow as 
options. At least five major semi companies 
have announced plans to build new fabs in 
the United States.10

How organizations are structured, 
executive portfolios are defined, focused 
working groups are organized, and organic 
and inorganic growth are envisioned will 
likely evolve along with basic efforts to 
reduce sourcing risks. For sustainable 
mid- and long-term business growth, 
this can offer a major opportunity. It will 
likely require a softening of boundaries 
between historic executive functions—
or at least a new conception of the 
relationship between C-suite “buying” 
activities and “selling” activities—as China 
continues its development, new labor and 
consumer markets emerge, and C-suite 
decisions become both more complex and 
more consequential.
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