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After struggling with “unnecessary” production delays in China owing to the country’s zero-Covid policy,
Coni Le�erts breathed a sigh of relief over Beijing’s sudden loosening of its draconian coronavirus rules this
month.

The president of Creative Packaging Solutions, headquartered in New Jersey, had to contend with the delays
resulting from extended lockdowns across China.

The company, which commissions the production of packaging material to multiple countries including
China, plans to maintain its operations with the Chinese factories it has worked with over the years. Le�erts
hoped the abrupt changes in China’s Covid-19 protocols would mean fewer production and shipping
disruptions for her company’s local partners.

“We will continue to do business with China as long as the factories and the people [in China] still want to do
business with US companies,” she said.

But in the longer term, a raging debate over global supply-chain security, set amid strong and bipartisan anti-
China sentiment in Washington, casts doubt over how much of a company’s operations can remain in China.
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Le�erts acknowledged that if her company found that a “particular item can be produced somewhere else to
the same standards, to the same quality, in the same amount of time, and somewhat to the same cost, we may
consider moving it”.

“There’s no guarantee.”

The American businesswoman’s comments echoed the sentiments of several experts who think Beijing’s
dramatic push to reopen the country will do little to deter foreign corporations from looking to diversify their
production and sourcing destinations beyond the world’s second-largest economy.

China’s �tful transition from zero-Covid curbs might not yield an immediate rebound in direct inbound
investment, analysts cautioned, despite Beijing’s clear focus on economic growth in 2023.

Reports this year from American and European lobby groups warned that recurring lockdowns and
quarantines had dented the foreign business community’s con�dence in a country widely regarded as the
world’s factory. As a result, many postponed or cancelled their investment plans in China.

Increasingly, foreign �rms are searching elsewhere to meet their manufacturing needs, noting high-pro�le
cases like Apple supplier Foxconn’s recent US$500 million investment in India.

For many overseas investors, the wait-and-see approach on whether to venture outside China to tame costs
and cut overdependence – a business strategy known as a “China-plus-one” strategy – dates back nearly a
decade.

These deliberations vaulted to the fore on December 7 when Beijing suddenly relaxed the country’s most
stringent coronavirus containment measures following a rare spate of nationwide protests against the
protocols. Multiple foreign business organisations welcomed the decision.

How is China rebuilding supply chains abroad after 3
years of isolation?

21 Dec 2022

But the policy U-turn was followed by a spike in the number of infections and a shortage of medicines. US
diplomatic missions across China suspended most of their services due to the surge.

“While the direction towards reopening is very clear, it’s going to be very messy,” said Arthur Kroeber of the
China-focused economic research consultancy Gavekal Dragonomics.

“The rebound of the economy is not going to be that quick.”
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Kroeber said companies needed to wait a few months after reopening to assess China’s “new normal” before
making additional investment decisions.

American companies have been awaiting new signals from Beijing on not only Covid restrictions but also
consumer spending, property market debt and improvements in the geopolitical environment, according to
Douglas Barry of the Washington-based US-China Business Council, which counts 280 member organisations.

China tries to calm economic waters as Covid storm
rages

20 Dec 2022

“Investment growth for US companies [in China] will largely remain on hold,” he said.

Senior Chinese leaders who met this month for an annual economic conference called on the country to
“better coordinate” coronavirus controls with socioeconomic development next year.

A statement from the meeting said China would “make greater e�orts” to lure and utilise foreign investment
in 2023, focusing on “key countries and the manufacturing sector”.

Beijing would also “provide maximum convenience for foreign businesses to come to China for trade and
investment negotiations”, according to a conference memo published by state news agency Xinhua.

Still, the government’s Covid policy shift and its e�orts to reassure foreign investors have not swayed
American manufacturers to reconsider exiting China, according to Dan Harris of the law �rm Harris Bricken.

US �rms in China will see ‘no light at the end of the
tunnel’ in 2023

17 Dec 2022

“They want out of China because they do not believe China is any longer good for business, and they are also
worried about China’s relations with the rest of the world,” said Harris, who advises American companies
doing business overseas.

Even companies that have pro�ted handsomely in China were trying to reduce their footprint in the country to
minimise their risks, he added.

Harris painted a bleak picture next year for foreign entities with China-based manufacturing, saying the
country’s immunity to the coronavirus was not strong and that it lacked “good vaccines” for it.

Neither the unpredictability nor the risks of doing business in China had changed with the recent easing of
Covid-related restrictions, said Noah Barkin of the Rhodium Group’s China practice.

“The new policies may provide some relief to foreign businesses operating in China, but they are unlikely to
arrest the diversi�cation push which has been under way for several years now,” he said.
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Barkin said he believed Beijing’s response to the pandemic had prompted companies to explore investments
outside the country, but it was not the only driver.

“The politicisation of the business environment in China, slower growth and geopolitical tensions, including
the risks of a con�ict over Taiwan, have also played a role,” he said.

Kroeber said the war in Ukraine and ensuing sanctions on Russia had led a number of companies to re-
evaluate their long-term risk exposure to China amid lingering what-if scenarios involving Taiwan Strait
tensions and Washington’s sanctions on Beijing.

“Some of this heightened risk perception around China is permanent and will lead to a steady relocation of
some capacity outside China,” he said.

But Kroeber stressed there was limited data to support talk of multinationals shifting their investments
elsewhere. And given that some types of equipment are “very hard” to move, a large-scale exodus from the
country would likely take years.

Foreign direct investment in China this year rose by 17.4 per cent from a year earlier to US$168.34 billion in the
January-October period, according to Ministry of Commerce �gures.

China’s economic tsar ‘highly con�dent’ of recovery,
mulls property-sector aid
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However, that indicator, also known as “the actual use of foreign investment”, measures the money that
China received from implementing old contracts, and the year-to-date growth rate this year was trending
downwards.

China’s pivot away from its zero-Covid policy was “a good thing”, said Thomas Isaac of Allied Technologies
International, an American multinational specialising in contract manufacturing in telecommunications,
medical devices and aerospace.

The company would resume a delayed plan of boosting its investment in China, but not until people could
travel directly to the country without quarantine, said Isaac, who is also CEO of the Oregon-headquartered
�rm that has manufacturing facilities in the US, China and India.

China will reopen its borders on January 8, abandoning the required �ve-day hotel quarantine, followed by
three days of isolation at home.
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Le�erts of Creative Packaging Solutions said it was “not that easy” for small �rms like hers to link up with
suppliers outside China. She said she had looked at Mexico, but had yet to �nd a comparable level of
manufacturing.

‘Nobody is prepared mentally’, German ambassador
warns as China infections soar
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The softening US economy, precipitating a decline in company sales, had also a�ected her business in China.

“It’s not that we’re not wanting to make products in China,” she said. “It’s just that we don’t have as much
need.”

Over the last decade, some companies have considered leaving China to save on labour costs or diversify their
operations. As US-China relations remain tense and the American political landscape favours a �rmer stance
against Beijing, businesses are forced to tread ever more carefully in their investment decisions.

David Rubenstein of the Carlyle Group said American companies would continue their e�orts to move at least
some supply chains outside China despite the high costs because doing so had become a bipartisan political
imperative.

“When you change your supply chain … you’re probably going to have a higher cost of buying products or
services and therefore more in�ation. But that’s a trade-o� that I think the United States is willing to make in
certain areas, certainly healthcare, certainly semiconductors,” Rubenstein told a conference this month in
Washington.

China-US relations: Beijing vows to ‘properly
handle’ di�erences over Taiwan

12 Dec 2022

Apart from accepting the trade-o�, companies were “interested in doing this because nobody wants to be
hauled in front of a congressional committee” to explain why they did not yet move their supply chains out of
China, he added.

Ongoing supply-chain diversi�cation to rebalance business risk was widespread, said Barry of the US-China
Business Council.

But over the long term, he believed China would still represent a signi�cant market for any business seeking
expansion and global competitiveness, with even 2 to 3 per cent annual growth in the Chinese economy
proving “too enticing” for American and other foreign companies to forsake.

That said, Barry stated Beijing would “need to continue if not accelerate its process for reforming and
opening”.

Barkin of Rhodium said the country’s abrupt loosening of Covid restrictions o�ered no long-term cure for
deepening Western scepticism towards the Chinese market.

“The diversi�cation genie is out of the bottle. Putting it back in will require more fundamental policy changes
in Beijing.”
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