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Asia-Pacific CEOs brace for a severe but
temporary recession as they head into an
uncertain 2023.

The latest edition of the CEO Imperative Series finds near
consensus among CEOs that a downturn is near, or already upon
us. According to the January 2023 EY CEO Outlook Pulse study
of 290 CEOs in the Asia-Pacific region, 99% of CEOs are actively
planning for a downturn scenario.

Nearly three-quarters (72%) are preparing for a severe downturn in
the region. However, almost half (49%) of CEOs are preparing for a
severe downturn scenario that is temporary. This optimism for the
transient nature of the recession rises significantly in China, where
83% of Chinese CEOs are planning for a downturn that is severe
but short-lived.

The recent reopening of the Chinese economy has added another
layer of uncertainty to the already ambiguous macro-economic
environment. However, based on reopening lessons learned

from other parts of the world, CEOs maintain a positive outlook
that conditions will improve and growth will return in the second
half of 2023.

99%

of CEOs in the Asia-Pacific
region are actively planning
for a downturn scenario.

72

of Asia-Pacific CEOs are
preparing for a severe
downturn in the region.
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In brief

» Asia-Pacific CEOs expect

the upcoming downturn to
be severe but temporary,
mitigated by timely fiscal and
policy decisions.

CEOs seek to balance between
protecting what they have
and staying future-focused to
emerge from the downturn in
a position of strength.

Appetite for transactions
remains high, but many
CEOs are opting for JVs
and alliances as a more
judicious approach.



https://www.ey.com/en_gl/ceo

You have indicated you
are planning for a severe
or persistent downturn in
the global economy and/
or your primary market.
To what extent do you
agree or disagree with
the following statements?

While more than half of Asia-Pacific CEOs (56%) believe this slowdown will be
different from previous slowdowns and 58% say it could be worse than the Global
Financial Crisis (GFC) in terms of depth and severity, just under two-thirds (61%) have
confidence that fiscal and policy decisions will ultimately shorten the length of the
recession. This figure increases to 83% when only Chinese CEOs are considered.

This downturn will be different from previous slowdowns, as it will be exacerbated by geopolitical tensions,
supply chain disruption, talent shortages and ongoing COVID-19 uncertainty

15% 41% 34% 10%

This recession will be worse than the global financial crisis in terms of how deep the downturn is and how
long it lasts

14% 44% 32% C 1%

Few members of our senior leadership team have experience in managing a business through a downturn of
this uncertainty and volatility

16% 43% 32% 8% ¥4

| have confidence that fiscal and policy decisions will mitigate the worst of a downturn and shorten its length

16% 45% 31% 1%
Il strongly [l somewhat Neutral [l somewnhat Il stronaly
agree agree disagree disagree
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Pandemic-related issues no longer reign supreme

In the period since the October 2022 EY CEO Outlook Pulse study, CEOs have
markedly reassessed the greatest risks to the growth of their businesses. With China
finally relaxing COVID-19 pandemic restrictions, just under a third (29%) of CEOs
now consider pandemic-related disruptions as the greatest risk to the growth of their
business, down from 48% in October 2022.

Which of the following do
you consider to be the

greatest risks to the growth A sustained period of higher
of your business? input prices and inflation

The respondents were allowed to select up to top
three priorities.

A regionalization/
fragmentation of the -

global economy - Increasing cybersecurity risks

Scarcity and cost of talent
- with the right skills to
accelerate growth

Uncertain monetary
policy directionand ...
an increase in the

cost of capital
A continuation/return

.. of pandemic-related
disruptions (e.qg., lockdowns,

Afurther increasein supply chain disruptions)

geopolitical tensions

Climate change P s " it t
impacts and pressures - ... More restrictive regulatory

to build sustainability environments in key markets

Supply chain shocks stemming from pandemic-related restrictions are calming
somewhat as China eases restrictions tied to its “zero-COVID" policy. This is a long-
awaited relief for the region’s businesses whose supply chains are intricately linked
with China. However, the net effect of this change on regional supply chains remains
to be seen due to the speed with which the restrictions have been lifted.

With pandemic-related risks on the wane, CEOs across Asia-Pacific are turning their
attention toward the challenges of higher input prices and higher cost of capital,
amidst rising inflation and regionalization of the global economy. The Chinese
government's decision to relax several COVID-19 measures and have its borders
reopen to the world is expected to bring the issue of escalating inflation to the

fore. Almost all major Asia-Pacific countries experienced high inflation in 2022,
with the impact expected to continue at least into the first half of 2023, before
gradually easing.
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Which of the following
are the most important
strategic actions your
company will pursue in
the next six months?

The respondents were allowed to select
up to top three priorities.

To tackle inflation, most of the central banks in Asia-Pacific (except for China and
Japan) have significantly raised their interest rates, leading to an increase in cost
of capital. Cost pressures have been further elevated by a regionalization and
fragmentation of the global economy through disrupted supply chains and higher
input costs, as well as energy price spikes.

CEOs need to play both offense and defense to be future-fit

Anticipating a shorter but more severe recession, CEOs across Asia-Pacific are making
strategic choices that emphasize resiliency, efficiency and quality; switching gears
from years of rapid growth and scale.

How CEOs achieve this defensive posture is crucial: CEOs must find the right balance
between building up a solid-enough shield to weather the severe part of the downturn,
and overprotecting, which could leave organizations poorly positioned to accelerate
back to growth when the shorter downturn ends abruptly.

Surviving the downturn is important, but CEOs are already looking ahead to shore

up their market position. The survey finds the attention of Asia-Pacific CEOs almost
evenly split between defensive measures like adapting supply chain for resiliency,
divesting low performing business units, and shoring up quality talent; and offensive
measures such as investing in early-stage businesses, acquiring businesses in adjacent
sectors, and building up sustainability or ESG capabilities to engage customers.

Invest in early stage businesses
to enhance existing portfolio,
access new talent or create
new business platforms

Adopt new pricing constructs
- or innovative pricing models
Adapt supply chain to improve profitability
for resiliency

Build sustainability/ESG

_as a core aspect of all
products and services to

engage customers

Adopt new working
models/talent
strategy to attract and
retain employees

Divest assets to raise capital
- toinvest in other parts of
the business

Acquire a business in an
adjacent sector to create oo

new growth avenues Boost customer loyalty

using technology to
optimize product
suite/services

Maintain/improve
O performance and margins in
an economic downturn
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To what extent are the
following initiatives a
priority for your business
over the next six months?

The respondents were allowed to select
one option for each statement.

CEOs optimize to weather the short-term storm

To make businesses leaner and more efficient for the downturn, CEOs are reviewing
and optimizing capital expenditures, working capital and corporate finance
management. They are identifying underperforming business units for improvement
or divestment, with divestment proceeds channeled toward more profitable
businesses or investment opportunities that enhance existing portfolio, allow access
to new talent or create new business platforms.

More than half (54%) of CEOs consider outsourcing and managed services very
important to manage fixed costs and shift risk. This goes beyond traditional business
process outsourcing like payroll, to include higher-value functions like research,
analytics and risk management.

Businesses that have invested heavily in digital transformation during the COVID-19
pandemic are being rewarded with the operational advantages of being a digital
organization. These businesses and others are doubling down, with 98% of CEOs
saying it is important to continue their digital and technology transformation to
deliver revenue growth and leverage operational advantages.

Overall cost reduction to help maintain profitability and margins
56% 43% Y

Reviewing projects and capital expenditures (e.g., identifying projects that could be delayed or canceled)

56% 41% 3%

Considering restructuring opportunities (e.g., identifying underperforming business units for
improvement or divestment)

54% 44% S

Optimizing net working capital (e.g., reducing outstanding receivables and lengthening payment terms)

55% 42% 3%

Boosting corporate finance, treasury and balance sheet management (including forex and interest rate
hedging, financing costs, and equity and commodity market volatility)

52% 47% SR

Increasing outsourcing and managed services to reduce/manage fixed costs and shift risk

Continuing our digital and technology transformation to deliver both revenue growth and leverage
operational advantages

. Very important . Fairly important Not important
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In order for your organization
to emerge from a potential
downturn in a position
stronger than its competitors,
in which of these areas would
you need to lean-in to and
increase investment?

The respondents were allowed to select up to
top three priorities.

Asia Pacific CEOs stay focused on the future to emerge from
recession stronger

Careful to avoid repeating the long-haul flight to safety many organizations took
during the GFC, CEOs are leaning into and increasing investment in areas that will see
them emerge from the downturn stronger than their competitors. Two-fifths (41%)

of respondents are planning to increase investment in innovation and research and
development, including product and service innovation and corporate venturing.

In addition, more than a third (38%) plan to increase their investment in digital
transformation initiatives centered around data and technology.

35% 36% 37% 38% 39% 40% 41%

Innovation and R&D, including
product/service innovation and
corporate venturing

Talent, including workforce
wellbeing and skills development

Digital transformation - data
and technology

Operations, including internal
functions, such as finance,
accounting, and supply chain
and logistics

Marketing, including the
customer experience

Resilience, including managing
geopolitical risk and building
digital trust (cybersecurity)

Sustainability, including net zero
and other environmental issues,
as well as societal priorities
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527

of Asia-Pacific CEOs surveyed agree
that their competitors’ loss of talent
translates to their own opportunity to

attract and retain quality talent.

Thinking about talent, skills
and employee resilience,

to what extent do you
agree or disagree with the
following statements?

The respondents were allowed to select up to
top three priorities.

When considering their people agenda, CEOs are keenly aware that losing their
best talent during a downturn (especially a shorter one) would greatly disadvantage
their businesses as competitors snap them up to position their own businesses for
future growth.

Unsurprisingly, 39% of respondents cite talent, including workforce wellbeing and
skills development, as a priority for further investment. Three-quarters of CEOs (75%)
agree that flexible working will be critical to reducing employee churn and attracting
new talent, while more than half (56%) have already begun shifting from hiring new
talent to upskilling their existing workforces.

During a downturn, there is an even greater need to focus on workforce wellbeing, including issues such as
supporting childcare and mental health

15% 42% 32% I 1%

Flexible working — including remote working - is increasingly critical to reducing employee churn and
attracting new talent

To prepare for a downturn, our organization has begun shifting from hiring new talent to upskilling our
current workforce

15% 41% 38% WY

Other companies reducing their headcount during a downturn will be an opportunity for our organization to
attract and retain talent

. Strongly . Somewhat Neutral . Somewhat . Strongly
agree agree disagree disagree
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What is the top destination
where your company is
most likely to pursue an
acquisition in the next
twelve months?

Only the 31% of respondents who selected

‘Mergers and acquisitions (M&A)' were
allowed to answer this question.

Portfolio transformation is still high on the agenda, but deals will
more likely be between allies

In line with their expectation of a short but severe recession, CEOs in Asia-Pacific are
sharpening their focus to make sure they are investing in the right bets, managing
the fine balance between short-term profitability and long-term value creation. Most
CEOs (84%) in Asia-Pacific expect to actively pursue some form of transaction over
the next 12 months. However, they are being more surgical in their approach. They
are pursuing joint ventures (JVs) and alliances to gain exposure to strategic parts of a
business before, or in-lieu of, a more capital-intensive merger or acquisition.

A market where our home
country does not have a
strong geopolitical and
economic relationship

A market where our home
country has a strong geopolitical
and economic relationship

Our domestic market

This said, there is no one-size-fits-all approach to dealmaking within the region. For
example, Australian (43%), Singaporean (43%) and Japanese (40%) CEOs are still keen
on M&A as a mode of transaction over the next 12 months. In comparison, only 6% of
Chinese CEOs and 28% of South Korean CEOs indicate they will pursue M&A within the
same period.

Geopolitical factors are also more prominent when pursuing a merger or acquisition
target, with 68% of Asia-Pacific CEOs preferring a market where their home country
has a strong geopolitical and economic relationship. The relative certainty around
free trade and capital flow among allies gives CEOs the confidence that there will be
minimal disruption to their key operations and supply chains.

Cautiously optimistic CEOs can capture opportunities in 2023

The start of 2023 offers a glimmer of hope, with signs that several key
macroeconomic and geopolitical challenges may be abating. While new challenges
will certainly arise, CEOs need to demonstrate strategic and decisive leadership to
steer their organizations through these challenges and emerge from the storm more
resilient and better positioned than their competitors. This calls for greater client
centricity and market attunement, future-proofing organizations via transformation,
and bolder investments in the capabilities of tomorrow.
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KEY CONSIDERATIONS
for Asia-Pacific CEOs in 2023

1

Prepare for multiple
scenarios — CEOs
should prepare
multiple business
scenarios to address
a quickly changing
macroeconomic and
geopolitical landscape
in Asia-Pacific. They
should be ready to
switch between likely
scenarios as things
evolve and making
quick decisions on
buying, building,
partnering — or
letting go.

2

Make informed
decisions based
on data — From
cybersecurity to
supply chain risk
management, Asia-
Pacific CEOs should
make use of data
analytics to manage
risks in real time
and inform critical
decisions that need
to be made with
short notice.

3

Look up to see
further - CEOs in
Asia-Pacific need to
look beyond managing
through near-term
complexities and
challenges and remain
focused on longer-
term opportunities
for growth.
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4

Stay close to the
customer — Whether
it's investing in

new technology to
foster loyalty or
continuing to align
with ever-increasing
ESG expectations,
Asia-Pacific CEOs
should remain laser-
focused on their
consumers through
turbulent times.

3

Be bolder by design -
Previous recessions
have shown that CEOs
who invested in future
capabilities during the
downturn benefited
the most during the
upturn. Being bold to
accelerate business
strategy could

pay dividends at a
later date.
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About the survey Contacts

The EY 2023 CEO Outlook Survey aims to provide valuable insights For a conversation about
on the main trends and developments impacting the world's leading your capital strategy, please
companies as well as business leaders' expectations for future growth contact us:

and long-term value creation.

It is a reqular pulse survey of CEOs from large companies around Authors
the world conducted by FT Longitude, the specialist research and

; & e ; Gl 5o Yew-Poh Mak
content marketing division of the Financial Times Group. EY Asia-Pacific
In November and December 2022, FT Longitude surveyed on Strategy and Transactions Leader
behalf of the global EY organization a panel of 1,200 CEOs in 22 yew-poh.mak@cn.ey.com

countries and across six industries. Respondents represented the
following industries: advanced manufacturing and mobility; consumer
products and retail; energy and resources; financial services; health
sciences and wellness; and technology, media and telecoms.

» Surveyed companies’ annual global revenues were as follows:
less than US$500m (20%), US$500m-US$999.9m (20%),
US$1b-USS$4.9b (30%) and greater than USS5b (30%).

» The CEO Imperative Series provides critical answers and actions to
help CEOs reframe their organization’s future. For more insights in
this series, visit ey.com/en_gl/ceo.

Explore the previous edition of EY Asia-Pacific CEO Outlook Pulse —
October 2022.
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EY Strategy and Transactions teams work with clients to navigate complexity by helping them to reimagine their ecosystems, reshape their
portfolios and reinvent themselves for a better future. With global connectivity and scale, EY Strategy and Transactions teams help clients
drive corporate, capital, transaction and turnaround strategies through to execution, supporting fast-track value creation in all types of
market environments. EY Strategy and Transactions teams help support the flow of capital across borders and help bring new products and
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