AUKUS
AUKUS - what the latest round of
China-US tension means for companies
While the announcement of the Australia-UK-USA (AUKUS) defence agreement in the Indo-Pacific
was hailed by security experts as a game changer, many companies have wondered how this
affects their business in the region, if at all.
The backdrop to public interest in, or concern about, AUKUS centres on the perspective that
AUKUS is another step on the road towards a new Cold War between the US and China, a Cold
War which may already have started. If indeed relations between China and the US deteriorate and
result in either an all-out war or smaller regional military conflicts, the impact on companies could
be severe.
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WHAT IS AUKUS
AUKUS is a security arrangement that provides for technology sharing on
nuclear submarines amongst the US, UK and Australia, with a view to
assembling nuclear submarines in Adelaide for use by the Australian navy by
the 2030s or 2040s. Nuclear submarines are something of a strategic gamechanger, since they can stay underwater for far longer than conventional ones;
they can also carry more weapons, equipment and supplies.
Nuclear submarines would enable Australia and by extension its AUKUS alliance
partners to project power deep into the Indo-Pacific region from naval bases in
Australia, which would become only the seventh country in the world to
operate nuclear submarines.
However, AUKUS is not only about submarines. It commits the three countries
to broader and deeper technology-sharing for military purposes, in fields such
as quantum computing, artificial intelligence and cyber-security. It is possible
that this technology-sharing will yield spin-off benefits for home-grown
companies in these three countries. Many technological innovations have had
their roots in military tech – including the world wide web.
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IMPACT ON THE GLOBAL
ECONOMY
The risk posed by this growing China-US geo-political tension is that an arms race will divert funds
away from productive investment and towards military spending, potentially lowering innovation and
consumption. The bigger worry may be if the tension between the US and China leads to economic
decoupling or even a trade war; or actual military conflicts, large or small. Any military conflict may
be short and contained, given the earnest desire that both the US and China may have to avoid a
larger confrontation that may turn nuclear.
But even short military hostilities can have devastating impacts on business. Shares prices and sales
revenue may collapse, even if for limited periods of time. The status of employees of American
companies in China in the event of a conflict, and vice versa, would be a concern. Assets of
companies could be seized. Plant and equipment could be bombed and destroyed, either as
collateral damage or deliberately. Consumer brands could face devastating boycotts or stateimposed bans in one another’s country.

HOW TO PROTECT YOUR
COMPANY
Companies can ensure that their consumer-facing brands are “localized”
and perceived to be compassionate local stake-holders, so as to mitigate
the risk of consumer boycotts.

Ensure that supply chains are sufficiently diversified and with
sufficient buffer in terms of inventory and forward buying
contracts.

Ensure strong cyber-security defences. Amidst the current geopolitical tensions, companies, especially those holding sensitive
intellectual property, may be prone to hacking.
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HOW TO PROTECT YOUR
COMPANY

Localizing the workforce in both countries to the fullest extent possible
may help protect the company in the event of a conflict. Ensure that
expatriate staff, especially US citizens in China and Chinese nationals in
the US, are not holding such sensitive positions.

Ensure that all employees in all countries have well-rehearsed
protocols in place to ensure security in times of emergency.

Diversify the location of financial assets and over-reliance on a few
financial institutions (or one).

Put in place plans, such as currency hedging for example, to
cushion the shock of sudden and sharp foreign exchange
movements.

Stay alert to opportunities to leverage defence R&D programs to
generate commercial innovations.
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BE PREPARED

While China-US military conflict would be a monumental catastrophe for
humanity, it is important to realise that humanity has survived terrible disasters –
pandemics like the Black Death of the 14th century, the Spanish flu (1918-1921) and Covid-19 (2020-?),
global wars and devastating natural disasters.
What every company seeks, at the end of the day, is a predictable and stable environment to operate
in. But at certain points in history, discontinuous, non-linear change comes about. For companies,
taking this possibility seriously is half the battle won.
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