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EXECUTIVE SUMMARY

® German positions on China are diverse: German stakeholders in the cleantech sector
find themselves caught in a strategic trilemma regarding China, where security, econo-
mic and decarbonization interests come into conflict. Stakeholders often are aligned
with one or two of these three areas of interest, with positions that contradict each
other.

m Areas of consensus present opportunities: There are, however, areas of overlapping
consensus. These provide chances to resolve conflicts of interest in a politically and so-
cio-economically acceptable manner, so that economic viability, decarbonization and
European security can be integrated in a more sustainable manner.

= A coherent cleantech strategy is needed: These areas of consensus require political
ownership. Germany should use policy tools that bind existing climate, energy and
CO, targets to a long-term industrial and technology policy in order to guarantee their
effective implementation. This will create planning certainty for investments, stimula-
te innovation in the cleantech sector, and enable more efficient advance planning for
cooperation with China.

m Create lead markets for German cleantech production: Binding public and private
procurement rules and “Made in Europe” criteria should boost demand for European
technologies of the future. This enables economies of scale, reduces costs, safeguards
jobs and supports innovative small and medium-sized enterprises.

m Differentiate trade policy by industry: Where cooperation and constructive political
collaboration on decarbonization are mutually beneficial, Germany should continue to
promote trade and investment cooperation with China. Chinese cleantech products are
also essential for European decarbonization. However, stricter regulation is necessary
for critical technologies and their key components. Support for joint ventures and di-
rect investment should provide clear added value for Europe as a business location.

m Establish a common European cleantech policy that incorporates clear shared
objectives for engagement with China: Germany and its EU partners should develop
and strengthen binding common targets for investment conditions and rules for clean-
tech. European countries should coordinate closely to bolster supply chain resilience
and trade policy bargaining power vis-a-vis China.
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European
companies find
themselves in
a double bind
of cut-throat
competition

CHINA'S DOMINANCE IN GREEN TECHNOLOGIES POSES A CHALLENGE TO GERMANY
AND THE EU

The so-called China Shock 2.0 — a wave of high-tech exports — has put traditional German
industrial sectors like automotive and mechanical engineering under pressure. In addition,
innovation, cost advantages and supply chain dominance are giving Chinese industry inro-
ads into core areas of the German economy. The consequences are far-reaching: Germany’s
industrial base and technological independence are at risk. Even the ”clean technology”
sector — known as cleantech — is increasingly shifting into crisis mode. Chinese dominance
in this area is affecting German and European efforts to secure energy supplies and transi-
tion to a decarbonized, climate-friendly economy.

European companies find themselves in a double bind of cut-throat competition. While
they are losing market share in China, they are also facing massive competitive pressure
from Chinese players in their home markets. This is particularly true for cleantech, where
China is catching up in electric mobility, wind power, batteries, hydrogen and other seg-
ments. The business-driven priority for German firms to maintain a presence in the Chinese
market is increasingly coming into conflict with macroeconomic risks in EU markets, like
industrial decline and job losses.!

This report concludes a pilot study that surveyed German perspectives on China’s role in
decarbonization — the reduction CO2 emissions — and cleantech.? It analyzes public sta-
tements, press releases and background discussions with representatives from industry,
politics, research and interest groups with the aim of mapping the various interests and
positions and contrasting them with Chinese ambitions. Positions on China vary depending
on the interests of the stakeholders and are in some cases even at odds with one another.

By presenting the various positions in a structured manner, this report aims to help identify
common interests and put forward proposals for a policy based on a broader consensus. In
light of Beijing’s growing dominance in the cleantech sector, the options outlined in the
report emphasize the urgency of Germany taking swift and coordinated action.

This requires a more resolute policy that unites as many stakeholders as possible. Economic
interdependence between the EU and China is becoming unsustainably tilted in Beijing’s
favor: China’s trade surplus with the EU stood at EUR 360 billion in 2025.> The political
will of European member states to reduce strategic dependencies as part of a de-risking
strategy — for example, in critical infrastructure and energy security — is currently at odds
with geo-economic realities. The lack of (affordable) European alternatives, as well as high
and complex supply chain dependencies, make diversification difficult in the short and
medium term, particularly due to the significant costs involved.

In this time of geopolitical change, Beijing also faces the challenge of maintaining eco-
nomic sovereignty and independence. It has clearly stated its intention to achieve global
technological leadership and to promote its own industries. Through far-sighted policies
and the deployment of substantial resources, China has succeeded in establishing domi-
nant positions in technologies and global markets that, just a few years ago, were firmly in
European hands.
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Beijing is taking a systematic approach to implementing its innovation goals and has also
strategically addressed its own dependencies. Europe, and Germany in particular, are now
feeling the consequences. China has adopted the German, export-oriented economic model
and combined it with centralized control. Germany and the EU must act immediately to
safeguard industry, jobs, technology and energy security.

In addition, advocates of a greater focus on European security, particularly in the energy
and technology sectors, warn that the shift away from fossil fuels — accelerated by the wars
in Ukraine and Iran — may lead to a growing dependence on China’s technology without
the development of locally sourced alternatives. Risks are also rising in the areas of cyber
security, the protection of critical infrastructure, and the control and security of energy
networks.

Yet, the conditions for decarbonization in Europe have never been more favorable than they
are today, given the availability of cheap and innovative technology from China. Beijing re-
cognized cleantech and the global energy transition as an economic opportunity at an early
stage. Through consistent technological support and industrial policy, China has overta-
ken Germany as a pioneer in green technologies. It now dominates global value chains for
photovoltaics, batteries, and electric mobility, among others, and supplies high-quality,
innovative cleantech at the most competitive prices.

Figure 1

Cleantech cooperation with China: A trilemma of o
conflicting interests

Security:
Cybersecurity,
critical infrastructure,
secure energy grids

Economy: Decarbonization:
Profits, Rapid energy transition,
China as a market, affordable technology,
China as a supplier climate cooperation

Source: MERICS

© MERICS

MERICS Report | October 2026 | 5



Trade relations
between
Germany and
China have
changed
fundamentally

For Germany and the EU, this results in a complex strategic trilemma in which security,
economic and climate interests come into conflict. The aim of protecting critical infrastruc-
ture and domestic industry conflicts with the need to implement the planned expansion of
renewable energies swiftly and affordably through the import of low-cost technology.

To date, there is no agreement on a good balance for the use of domestic and Chinese pro-
ducts and technologies to achieve CO2 reduction targets. Without these Chinese goods,
Germany’s national targets will be virtually unattainable in the short and medium term.
They are therefore linked to Beijing’s geo-economic interests.

CHINA'S DOMINANCE IN GREEN TECHNOLOGIES POSES A CHALLENGE TO GERMANY
AND THE EU

German stakeholder positions on China’s role in the cleantech sector are situated among
three opposing poles that form a triangle of economic interests, security requirements
and climate targets. These interests and objectives are not necessarily mutually exclusive
and may overlap, but they may just as easily conflict.

Economic interests: China is particularly significant for major players as a market
and technology partner

For decades, the Chinese market was a major sales market for German companies. German
technology was developed at home, produced cheaply in China, and then sold worldwide.
This division of labor was a recipe for economic success. With manufacturing facilities in
China since the 1980s, German firms played a key role in making Germany one of the wor-
1d’s largest exporting nations.

Today, trade relations between Germany and China have changed fundamentally. Germa-
ny’s decades-long trade surplus with China shifted to a deficit of EUR 89 billion in 2025,
and China is now competing with German firms in the very same market segments that Ger-
many previously dominated.* Many of the driving forces behind the German economy re-
main firmly rooted in China. This also applies to companies in the cleantech sector. Today,
however, German firms are represented in China not only by production facilities but also
by research and development centers, and they maintain essential technology partnerships
with Chinese companies.

Although the economic future of these firms in China now appears more tenuous, and even
the view of large corporations regarding China is shifting, many continue to invest in the
People’s Republic to maintain their position within the Chinese network of suppliers, and
to benefit from the local innovation ecosystem. German firms also consider it important to
maintain a presence in the Chinese market in the future, particularly in view of competition
in third markets.

Industry representatives do not necessarily interpret the term de-risking as diversificati-
on of suppliers, but primarily as a strategic shift of production to alternative locations to
mitigate the negative effects of trade barriers and boost their own competitiveness. A few
selected quotes from the interviews conducted for this report illustrate this:
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‘ ‘ »For automotive companies, de-risking means being less dependent on geopolitical
measures.“
Paraphrased from a confidential expert discussion’

“ »In China for China. That’s the only way to make headway in the current pricing
landscape.”
Ola Kiillenius, CEO, Mercedes-Benz®

‘ ‘ »We are deeply rooted in China and understand customer needs and market dyna-
mics. The combination of German engineering, China’s extensive supplier network
and local innovation creates a unique global advantage.”

Oliver Zipse, CEO, BMW”

“ »China is no longer just a manufacturing hub, but a global powerhouse for inno-
vation. [...] We are investing heavily and will continue to do so, [...] and Bosch will
optimize its presence to maintain its competitive edge.“

Stefan Hartung, CEO, Bosch®

However, even among companies that have been active in China for a long time, the mood
is shifting in the face of shrinking market shares, particularly in the cleantech sector. Ger-
man car manufacturers are being squeezed out of the electric vehicle sector by domestic
manufacturers, and in the green energy sector, Chinese manufacturers generally have the
upper hand for reasons of cost and procurement. This cut-throat competition is reflected
equally in quarterly results in both China and Germany. While, for example, Mercedes’ la-
test electric vehicle sold only a few hundred units in China in the first half of 2026, Xiaomi
— a company that only entered the market two years ago — delivered tens of thousands of
models per month®.

German SMEs in particular feel under threat, as they are often unable to manufacture in German SMEs
China and benefit from low production costs. This is where the most critical voices on China in particular feel
are found. under threat

‘ ‘ »Due to the comprehensive subsidy regime, we cannot compete with Chinese rivals.
Even if we were to manufacture in China, we would not be able to benefit from the
same level of capital subsidies and export support. So, does EU industry need pro-
tection from Chinese competition? Yes, because we are not competing with a single
company, but with an entire economy.“

Paraphrased from a confidential expert discussion

Security concerns: China's investment and export strategy poses risks to Europe’s
sustainable energy supply

Since at least the start of Russia’s full-scale war on Ukraine in 2022, many stakeholders in
Germany have also become acutely aware of the risks of one-sided supply chain dependen-
cies, particularly in the energy sector. The disruption to global oil supply chains due to the
Iran war have once again highlighted this risk.
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Reducing the share of fossil fuel sources in Germany’s energy mix — as the acting Federal
Minister for the Environment, Carsten Schneider (SPD), has also stated'® — would make
Germany less dependent on foreign energy suppliers. At the same time, however, there
are complex security concerns regarding Chinese involvement in the European economy
in general, and in Germany’s energy supply in particular. These include, for example, cy-
ber-security risks arising from the use of Chinese technology for critical infrastructure, like
wind farms.*

Competition from heavily subsidized Chinese companies is another cause for concern
among German suppliers, as domestic firms are unable to match low Chinese prices. They
fear being squeezed out of their home market. Furthermore, Germany and the EU face the
threat of a gradual loss of manufacturing expertise and technological sovereignty in certain
sectors — and thus of industrial independence from China.

There is also There is also a dependence within cleantech supply chains, particularly when it comes to

a dependence rare earths. The consequences of this became very apparent when China imposed export

within cleantech controls on rare earths in April and September 2024.'2 Germany imports 47 percent of its

supply chains rare earths needs from China, and this figure is rising.”® Further job losses are to be expec-
ted in industry. German industry is estimated to be losing 15,000 jobs per month — a trend
that could continue if cut-throat competition persists.

Various organizations and companies take a security-critical approach to China. These
have often never had a presence in China or they have been squeezed out of the Chinese
market due to Beijing’s support for domestic firms. Critical voices are also coming from
trade associations and trade unions, whose members are already feeling the full force of
competitive pressure from China.

In politics and policy-related research, security aspects of doing business with China have
been the subject of more intensive debate for several years — yet there is still a lack of
uniform and binding approaches to this challenge. A general strategy of de-risking — selec-
tively reducing dependencies on China without fully decoupling — has been advocated,
for example, by German Chancellor Friedrich Merz (CDU).'* In most cases, this approach
is not clearly defined, although there have been some specific decisions to reject Chinese
technology in favor of German suppliers. Following sharp criticism from political and se-
curity circles, for example, the offshore wind farm operator Luxcara awarded a contract to
Siemens Gamesa instead of the preferred Chinese supplier Ming Yang.'®

The line between acceptable risk and strategic vulnerability in the energy sector has not
yet been definitively established and remains a matter of debate. It is becoming apparent
that even a partial exclusion of Chinese components and products is likely to significantly
increase the costs of Germany’s energy transition to renewables. Industry representatives
are calling for systematic political support so they can compete with Chinese rivals:

‘ ‘ »Following the solar sector, we are now exposing another future-oriented technology
[wind energy] to the risk of falling victim to unfair competition. That cannot happen.
If Germany aspires to be a frontrunner in green technologies, then we must back
this up with clear political will“
Jiirgen Kramer, Deputy Chairman, IG Metalll*”
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‘ ‘ »Any project that receives even a single euro from European funding schemes
should be obliged to purchase the technology in Europe as well. [...] As European
companies, we cannot participate in China. We are denied this. On the other hand,
we are still too naive in Europe.“

Nils Aldag, CEO, Sunfire'®

»Europe is the only continent that invites manufacturers from all over the world to
offload their excess capacity here — and even subsidizes them to do so. [...] Support
should explicitly be given to companies that generate the bulk of their value added
in Europe. France and Poland have already clearly aligned their funding regulations
accordingly.

Thomas Heim, limate Solutions, Carrier (manufacturer of heat pumps, among other
things)"

Climate targets: Decarbonization will be more expensive without affordable Chinese
technologies

As part of its climate protection program adopted in the spring, Germany’s center-right and
center-left government coalition (CDU/SPD) set itself the target of reducing CO2 emissions
by 25 million tonnes by 2030. In order to achieve this and its other climate targets, Ger-
many will need to make considerable societal and economic efforts. This is because simply
reducing fossil fuel usage in the power supply is not enough — passenger and freight trans-
port, as well as industry, must also decarbonize.

In this context, China’s range of renewables, batteries and electric vehicles (EVs) is unbea-
table on price. Technologically, depending on the sector, the quality is comparable to Ger-
many and therefore very attractive. It is thus crucial that policymakers also provide regula-
tory support and create effective incentives for the domestic economy. Among other things,
the framework conditions for expanding renewable energy must be optimized. Take, for
example, Germany’s current auction design for wind farms. In this process, sites are alloca-
ted through competitive bidding. This means that the developer who offers the highest sum
may develop the site. The developer will therefore seek to reduce construction costs and
tend to purchase cheaper Chinese turbines.

‘ ‘ »Governments wish to maximize revenue through auctions. This auction design
exerts price pressure on wind farm developers, who consequently switch to Chinese
suppliers or pass the pressure on to European manufacturers, who in turn offset the
higher prices by importing Chinese components.*

Paraphrased from a confidential expert discussion

Partly because development cycles are often shorter, innovative solutions reach the com-
mercial market more quickly in China than in Germany. Representatives at one research
institute consider cooperation with China to be essential given the rapid pace of innovation
in cleantech:

‘ ‘ It is no longer possible to work without Chinese institutes. Innovation and research
have reached a pace that is hard to imagine outside China. The scale achieved
in China can be seen as an opportunity: technologies and production techniques
can reach Germany more quickly and cheaply, thereby driving forward the energy
transition.
Paraphrased from a confidential expert discussion

China's range

of renewables,
batteries and
electric vehicles
is unbeatable on
price
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Climate research organizations and companies in the renewable energy sector also regard
failing to decarbonize as a significantly greater risk than collaborating with Chinese sup-
pliers. These stakeholders often view security risks a manageable — such as grid outages
caused by Chinese components that have been tampered with. The following quotes illus-
trate the tension between risk awareness and competitiveness:

‘ ‘ ,» By opting for the world’s most powerful offshore wind turbine [MingYang], we will
be able to accelerate Germany’s energy transition while fostering much-needed
competition in the industry. In any case, the management, operation and control
of the Waterkant wind farm will remain entirely in the hands of an independent
German company.”

Holger Matthiesen,Project Manager at Luxcara July 2, 2024*°

‘ ‘ »The target of 15 million electric vehicles by 2030 can only be achieved with the
involvement of Chinese manufacturers. An increase in import duties on Chinese
vehicles would lead to significantly higher financing requirements for the roll-out of
electric mobility.

Study by Agora Verkehrswende?*

VOLUNTARY COOPERATION, DEPENDENCE, SUPPLY CHAINS: CHINA IS OMNIPRES-
ENT IN THE CLEANTECH SECTOR

The stance of German cleantech companies toward China is largely influenced by their level
of integration in the Chinese market. Companies with years of collaboration and strong
roots in the Chinese ecosystem often advocate a China-based production strategy referred
to as “in China for the world.” A large proportion of their suppliers, technology partners
and research centers are based in China and develop innovative products. These companies
rely on China for sales, competitive production and fast development.

Many companies without sales to China also rely on Chinese suppliers for components,
either for cost reasons, due to Chinese dominance in the supply chain, or simply because
of a lack of alternatives. The degree of dependence varies from company to company. Com-
panies that are entirely independent of China are rare in this sector. The leading cleantech
companies in Germany are generally closely linked to China as a supplier.

In principle, decarbonization with the help of Chinese technology still has the potential
to become a stabilizing cornerstone of relations. In 2025, the total value of (largely fos-
sil-fuel-based) EU energy imports stood at EUR 337 billion. The EU’s enormous trade deficit
with China also means that the continent is of central importance to China’s export indus-
try. Beijing is therefore sensitive to justifiable efforts by the EU to restrict market access or
impose stricter conditions.?? Tensions in this area should be identified early on by both
sides and managed diplomatically, as the risk of supply-chain dependency is growing as a
potent disruptive factor in Sino-German relations.

10 | MERICS Report | October 2026



China has elevated cleantech to the status of a strategic industry. Beijing has been suc-
cessful with its strategic development plans for industries and technologies and will cont-
inue to rely on these instruments in the future. The dominance it has achieved in the solar
sector and other areas through industrial policy is set to be replicated in an ever-increasing
number of sectors. For the cleantech sector, this means that China will strategically strengt-
hen the entire value chain and drive forward the development of new clean technologies,
both for domestic decarbonization and for the global market.

China views industrial policy as a systemic advantage. In particular, the successes achieved Cleantech is the
in green technologies such as solar power are to be replicated in other sectors. Green hydro- key market of
gen, battery storage, drones and Al-supported energy technology are key markets in which the future for

a surge in activity is expected in the near future. Systemically oriented industrial policy and China

politically guided market development are core instruments that China is currently conso-

lidating. They operate across sectors and combine politically stimulated demand with the

promotion of industrial ramp-up.

China is striving for autonomy in supply chains, the domestic market and future tech-
nologies. This is a challenge to German companies, and China is already competing with
former German market leaders in almost all product categories. From Beijing’s perspective,
there has never been a level playing field. As an exporting nation, Germany has long en-
joyed a dominant position in technology, which China now seeks to attain. Now, through
consistent policy and long-term investment, these dependencies are simply being reversed.

As a technological superpower, China aims to dominate the technologies and indus-
tries of the future. Any dependencies on Western countries that still exist are to be elimi-
nated or reversed. In chips, Al, robotics, and aerospace, for example, Beijing is pursuing a
generational project designed to propel China to the forefront in these sectors. China has
learned from Germany’s approach to developing a largely automated ‘Industry 4.0’ and has
developed networked, partly Al-supported industrial clusters.

German manufacturers are taking China’s ambitions seriously, even in areas where Europe-
an technology still leads the way:

“ »We have a cost gap of 40 to 60 percent compared with Chinese products. But if
you calculate over a project lifespan of 15 to 20 years, this evens out, as Chinese
equipment currently needs to be replaced more often and is less efficient. OPEX
costs [operating expenses] bring Chinese offers into line with ours in terms of price;
sometimes Chinese offers are actually more expensive in the end. But we cannot
rest on our laurels; the Chinese will catch up quickly. We cannot assume that we will
remain technological pioneers if the ramp-up here is so slow.“

Paraphrased from a confidential expert discussion

Cleantech is the key market of the future for China. More than 11 percent of its growth
comes from this sector??, and since the oil crisis sparked by the Iran War, exports of green
technology have been rising rapidly. Growing global demand is expected in this area, and
Beijing already has a head start.
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‘ ‘ »In third-party markets, we are not necessarily competing with Chinese producers
solely on a technological level, but also when it comes to financial and insurance
packages. In a tender that we lost, we had the technologically more suitable bid, but
the Chinese had a better financing offer*

Paraphrased from a confidential expert discussion

German firms are not only competing with similar companies in China, they are up against
a strategically positioned industrial ecosystem that can draw on the resources of a poli-
tically directed economy. Consequently, competitive pressure from China is no longer an
isolated problem for individual firms, but an economic challenge for Germany as a business
location more broadly.

OVERLAPPING INTERESTS: STARTING POINTS FOR A COORDINATED STRATEGY TO EN-
GAGE WITH CHINA IN THE CLEANTECH SECTOR

China’s ambitious, systemic and strategically underpinned initiatives to expand its tech-
nological leadership in green technologies and to transition to renewable energy require a
consensus-based response from competitors. Inaction is no longer justifiable in the face of
growing competition that is crowding out Germany as a business location. In the following,
we examine the scope for action arising from the areas of overlap or consensus, and sum-
marize the available options.

While the triangle organizes stakeholders according to their opposing positions on secu-
rity, the economy and climate/decarbonization, this Venn diagram highlights where they
overlap. Where two or three circles overlap, there is an interest shared by several stakehol-
ders. These areas can be regarded as the starting points for a coherent and consensus-ba-
sed policy. Measures that address these areas can strengthen Germany and bring together
several different stakeholders into one camp.

It is difficult for Germany to serve the sometimes conflicting goals of reducing dependen-
ce, maintaining competitiveness and achieving rapid decarbonization optimally and at
the same time. Those who reduce macroeconomic dependence pay more in the short term.
Those who prioritize corporate profits and the cheapest possible procurement of cleantech
deepen dependence. Those who protect local manufacturers across the board make the
energy transition more expensive and hinder access to innovation from China.

A coherent policy toward China that takes the entire spectrum of interests into account
cannot satisfy all stakeholders equally. It can, however, focus on the areas of overlap bet-
ween the three key areas: economic interests, security concerns and decarbonization.
Crucial to this is a cost-benefit analysis that balances both the socio-economic interests of
society and the profit-driven logic of the private sector and industry. Cleantech should be
seen as an opportunity to reconcile interests relating to security, economic viability and
sustainability, while keeping cooperative relations with China.
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Figure 2

Areas of consensus: Common interests as a point of departure o
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Compromises will be necessary. Listed companies are obliged to adhere to principles of
economic viability, while policymakers must ensure long-term job security and a reliable
supply of public goods. Climate targets are enshrined in law, and decarbonization is there-
fore binding for all stakeholders. Accordingly, it is essential to find ways to bring corporate
interests and political concerns closer together again. The positions outlined above identify
four areas that should be the focus of strategic considerations:

Resilient supply chains: Raw materials diversification and recycling

There is broad support among stakeholders surveyed for diversifying supply chains for cri-
tical raw materials. Establishing alternative sources of supply for non-Chinese materials
or components, building up strategic reserves, and recycling magnets and rare earths are
possible avenues. Promoting local innovation and (re)building capacity along the entire
supply chain for essential goods ensures security of supply in the event of external bottlen-
ecks. Such measures can support the development of resilient supply chains and would at
least limit Beijing’s ability to use export controls as a means of exerting pressure.
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However, the investment costs are high, and the measures will only take effect in the me-
dium term, as production outside Chinese supply chains and recycling are more expensi-
ve than Chinese imports and require years to set up. German companies that recycle rare
earths, for example, are struggling to find markets for their products and are operating well
below capacity.?* In May 2026, Heraeus Remloy, Europe’s largest recycling center for rare
earths, was sold to a Canadian firm, although keeping it under European ownership would
have enabled greater strategic independence for Germany as a cleantech hub.? Diversifi-
cation is akin to an insurance policy in which Germany must invest today in order to build
long-term resilience and avert continued deindustrialization.

Green flagship markets: Securing investment and demand

Public investment in infrastructure, linked to CO, and resilience standards and incorpora-
ting localization criteria (procurement exclusively from the EU), can help to significantly
boost demand for cleantech and upstream products such as green steel produced with low
CO2 emissions.?®

Such lead markets, supported by public procurement funds, can help to strengthen de-
mand for European cleantech. Companies gain longer-term planning certainty and the op-
portunity to scale up their production. The higher costs of decarbonization using European
technologies are borne, at least in part, by public sector actors. Compared with import du-
ties, this generates demand for European-produced cleantech, rather than simply making
competing products more expensive.

A clearly The Industrial Accelerator Act (IAA),* currently under discussion in the EU, is an attempt
differentiated, to establish CO2 standards and localization criteria for such lead markets. Various factors
technology- are currently hampering the effectiveness of the IAA. Among other things, the vague de-

specific approach  finition of “made with Europe” is problematic - it refers to the EU and all countries with

is crucial which trade agreements are in place. Furthermore, for some industries, the IAA might not
come into effect until 2029, which could be too late given the urgency of the situation. The
Act’s effectiveness could also be limited if the idea gains traction to suspend localization
criteria in public procurement, if there is a “disproportionate price increase” of more than
25 percent (and thus also cheaper offers from China).?® To create a reliable domestic market
for clean technology manufactured in the EU, bolder and more rapidly deployable instru-
ments are needed.

A sovereign energy transition: De-risking with a sense of proportion and a focus
on critical infrastructure

Consistent steps toward de-risking are particularly justified when technology imports pose
a security risk. This applies above all to critical infrastructure, such as energy (grids). One
example is the planned removal of Huawei and ZTE technology from 5G core networks.
However, a clearly differentiated, technology-specific approach is crucial. For many basic
components and simpler technologies, such as solar panels or batteries, using Chinese
manufacturers will remain the most cost-effective solution without posing serious security
risks.?
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Successful de-risking builds security where supply bottlenecks and cyber security risks
could cause real damage. This will incur additional costs and slow down expansion in some
critical areas. The EU cannot afford not to establish its own supply chains or, at the very
least, to diversify its procurement in these key technologies. To this end, a strategically
coordinated policy — particularly within the EU - is indispensable.

The hard core: European value creation in key components

t the heart of all three areas of interest mentioned above lies the ambitious goal of achieving
domestic value creation in strategic bottleneck sectors, such as permanent magnets, green
hydrogen and critical raw materials, which are currently sourced mainly from China. This
requires a targeted industrial policy through the establishment of so-called IPCEI schemes
(Important Projects of Common European Interest: transnational large-scale projects in stra-
tegic sectors jointly funded by several EU member states), start-up funding and support for
green energy.

Such measures are costly in the short term but offer the greatest benefits for German indus-
try and European independence in the medium term. The benefit achieved would be ge-
nuine, albeit limited, technological sovereignty. However, the upfront costs would require
a high fiscal outlay initially, and its success would be difficult to measure within a single
parliamentary term, making it politically challenging to communicate. Therefore, Germany
should focus on a few truly critical bottlenecks such as rare earths and key components
of critical infrastructure, rather than on broad-based investment. A European-coordinated
policy is also essential in this regard.
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There is a
shared interest
in a long-term,
sustainable
partnership with
China

OUTLOOK: HOW TO STRATEGICALLY BALANCE INTERESTS IN DEALING WITH CHINA IN
CLEANTECH

The following proposed courses of action are based on the positions and interests of the sta-
keholders presented in this survey. The survey highlights a shared interest in strengthening
Germany’s position while simultaneously decarbonizing. All parties expressed interest in
maintaining Germany’s position in the cleantech sector while also facilitating a long-term,
sustainable partnership with China. This can only be achieved through consensus-based
measures.

Stakeholders who align themselves with the three poles of interest outlined in this study
will need to be prepared to make compromises. The following strategic steps and guide-
lines could better balance these diverse interests, promote the strengthening of the Ger-
man and European cleantech industries, and serve both economic and security interests in
equal measure:

® Germany needs a coherent strategy supported by a majority of key economic stakehol-
ders and policymakers. Existing targets must be incorporated into this strategy, as clima-
te targets, energy legislation, CO2 pricing and EU decisions already contain key strategic
building blocks. It will not be possible to counter China’s growing dominance over the
German cleantech industry if politicians continue to fail to make these targets binding
and if the business sector continues to delay its implementation on the grounds of cost.

m To deal with China as a player in the cleantech sector, industry, politics and society
need a new agreement to strategically coordinate diverse interests. The EU as a business
location must adapt to the new reality in technology and geo-economics, in which
framework conditions are partly determined by Beijing.

m This requires an open, non-ideological debate on the necessary measures. “Tech-
nological neutrality” cannot remain a blanket excuse for maintaining the status quo;
instead, binding targets and regulatory adjustments must create investment certainty
and secure markets for future-proof technology. A closely integrated European policy is
essential for this.

m The benefits of investing in the higher short-term costs of autonomy and safety
measures outweigh, in the medium to long term, the preservation of a high-risk status
quo. Germany and its EU partners will have to negotiate just how much they are willing
to scale up domestic production of critical goods across the entire supply chain on a
case-by-case basis for each technology and supply chain.

m Trade with China is fundamentally beneficial for both sides, but structural conflicts
relating to security must be addressed to make trade relations sustainable and mu-
tually beneficial.

®m When deciding on partnerships with Chinese firms, technology transfer consider-
ations and job retention criteria should be taken into account.
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Joint ventures and Chinese foreign direct investment (FDI) remain desirable in princi-
ple, but the terms should deliver clear added value for the European economy as a
whole, not just for the joint venture partners.

In cleantech, sector-specific agreements with China make sense. Partnerships and
trade are important for both sides, but the acceptable limits of interdependence vary
greatly depending on the technology and industry.

Cleantech from China should be seen as an opportunity to make the EU less depen-
dent on fossil fuel imports — particularly from Russia, the US and the Gulf region — and
on the associated price shocks. However, when importing key components — such as
those for grid control or in the cyber sector — stricter security checks should apply than
for standard components.

Tariffs can protect domestic markets, but they only make sense if they are accom-
panied by the simultaneous (re)building of European industries, supply chains and
innovation. Tariffs buy local manufacturers time, but do not in themselves increase
industrial resilience.

For Germany, it will be crucial to boost sales of products from German companies wi-
thin the EU. Across the EU, too, many manufacturers are operating well below maxi-
mum capacity, and innovative small and medium-sized enterprises are complaining of
a lack of demand (for example, in the hydrogen sector).

Lead markets in cleantech guarantee sales through demand-side regulations, for
example in public procurement, which in turn generate investment certainty and price
reductions through economies of scale. Procurement rules such as Made in Europe,
as contained, for example, in the IAA, must be binding to be effective.
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