Ei leneo

Vision 2024:In Depth

U.S.-China Tensions Drive Deglobalization
Concerns Among Businesses and Investors
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Deglobalization has become a hot topic in recent years, but the term

is vague enough to encompass a broad range of specific issues. Gabriel Wildau
Lurking behind nearly all of these, however, is U.S.-China geopolitical Man_ag"_'g Director
tensions and the return of protectionist policies around the world. gabrielwidau@teneocom

Vision 2024, Teneo's annual CEO & Investor Outlook Survey suggests two
apparently contradictory trends. On the one hand, recognition of deglobalization
as a significant trend increased substantially compared to last year. On the other
hand, the strategic importance of Chinarose year-on-year among both CEOs

and investors!

In fact, these two data points suggest that companies are revising their China
strategies to adapt to deglobalization but remain committed to Chinaas both a
consumer market and a manufacturing hub. Increased attention to supply-chain
resiliency and political pressure from Western governments for onshoring and
friendshoring have pushed companies to adopt “China for China” strategies

in which China-based manufacturing primarily serves Chinese demand, while
export-oriented production moves to other developing countries.
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Arelated trend is what might be termed “superficial
decoupling.” While the U.S. bilateral trade deficit with
Chinafellin 2023, global trade balances for both
countries were little changed. Global trade data
suggests that Chinaremains a crucial player in global
manufacturing supply chains but that companies
seeking to avoid U.S. tariffs and other China-focused
trade barriers are increasingly sourcing intermediate
goods from China while shifting final assembly to
other locations.?

The increased importance of China this year over last
year may also reflect CEOs’ tendency towards short-
term thinking. A year ago, China was just emerging from
three years of a harsh zero-COVID policy, which left
foreign companies profoundly uncertain about China’'s
future as both a consumer market and a supply-chain
hub. While many challenges to operating in China
persist, the end of zero-COVID dispelled the most
pessimistic interpretations according to which the
pandemic marked a fundamental turning point towards a
more inward-looking and xenophobic China.®

For portfolio investors, the increased importance

of Chinareflected in Teneo's survey reflects the
dramatic market swings associated with the end of the
zero-COVID policy in late 2022.2023 began with a
ferocious rally in Chinese equities, but that turned into
abear market later in the year as China’s post-zero-
COVID economic recovery fell short of expectations.
Consistent with that trend, foreign investors poured
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money into Chinese equities earlier in the year, while
the second half featured large outflows.* Now, despite
ongoing concerns about China's economic growth,
Chinese equity valuations may be low enough to lure
bottom feeders back to the market.

Portfolio investors apparently see both bullish and
bearish factors arising from deglobalization. For
example, semiconductor companies in both the

U.S. and China are benefitting from subsidies from
their home governments. But deglobalizationis also
hurting profitability for U.S., European and Taiwanese
semiconductor companies affected by aggressive U.S.
export controls that block the sale of U.S.-origin chip
technology to Chinese companies.®

Another surprising finding from the survey is that both
CEOs and investors believe that China will be less
important to their strategies five years from now but
more importantin ten years. This result suggests that
survey respondents may believe that the difficulties

of operating and investing in China arise largely from
China’s current political leadership and that those
difficulties willincrease over the next five years. Ten
years from now, however, the operating and investment
environment may have improved following a political
transition. Similarly, the ten-year result undermines the
“Peak China” thesis that has become popular among
some commentators and holds that China’s global
influence has already peaked and is now in long-term
structural decline.®
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The Global CEO Advisory Firm

Teneois the global CEO advisory firm.

We partner with our clients globally to do great things for a
better future.

Drawing upon our global team and expansive network

of senior advisors, we provide advisory services across
our five business segments on a stand-alone or fully
integrated basis to help our clients solve complex
business challenges. Our clients include a significant
number of the Fortune 100 and FTSE 100, as well as other
corporations, financial institutions and organizations.

Our full range of advisory services includes strategic
communications, investor relations, financial transactions
and restructuring, management consulting, physical and
cyber risk, organizational design, board and executive
search, geopolitics and government affairs, corporate
governance, ESG and DE&I.

The firm has more than 1,600 employees located in
40+ offices around the world.
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