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GERMANY IN THE WORLD:  CHALLENGES & OPPORTUNIT IES

The rise of the People’s Republic of 
China (PRC) since 1978 to become the 
world’s second biggest economy hap-
pened with the broad political, tech-
nological, and societal support of 
Germany and other industrialized na-
tions. For decades, German econom-
ic and foreign policy toward China was 
driven by the principle of Wandel durch 
Handel (“Change through Trade”). 
High-profile German corporations 
– particularly in the auto, chemical, 
and engineering sectors – as well the 
smaller companies of its Mittelstand 
invested enthusiastically in the PRC. In 
2020, bilateral trade between Germany 
and the PRC stood at €212 billion. 

Despite the obvious economic re-
wards, the risks of dependency on a 
non-democratic nation that does not 
respect the rule of law are real and 

long-term. For example, China open-
ly leverages trade for political gain. The 
PRC is currently applying trade bans 
on Lithuania for upgrading its relations 
with Taiwan, which China threatens 
to invade, while Chinese state me-
dia issues political threats – the first 
time it has taken such open action in 
Europe. China also punished Australia 
with about a dozen official and unof-
ficial trade bans and massive cyberat-
tacks on Australian institutions when it 
pushed back against Beijing’s political 
interference and called for an indepen-
dent investigation into the origins of 
the virus that causes COVID-19. How-
ever, Australia has already been able to 
recoup 80 percent of the foreign trade 
lost to these bans. Another indication 
that Australia is at the forefront of po-
litical and trade tensions with China is 
the recent creation of AUKUS, a trilat-

eral security pact among Australia, the 
United Kingdom, and United States; it 
highlights how a failure to change di-
rection in Germany could increasingly 
sideline it among world democracies. 

Under the leadership of the Communist 
Party of China (CPC), the country is nei-
ther a free trader nor will it become one. 
Rather, it is growing dominance strate-
gies in multiple areas. In October 2020, 
President Xi Jinping said that China 
aimed to deepen the world’s dependen-
cies on its industrial supply chains; in 
March 2021, Premier Li Keqiang voiced 
the ambition to turn China into a “pow-
erful gravitational field” that cannot be 
resisted. Talk of “decoupling” is mis-
placed; in reality, China never “cou-
pled,” posing a range of political and 
economic challenges for the world. To-
day, it is again turning inward.

The German government has vigorously driven its relationship with the People’s Republic of China (PRC) forward 
over the last few decades. In 2017, China became Germany’s single largest trading partner, not counting the EU. Yet, 
in 2019, Europe identified China as a “systemic rival,” based on the Great Power ambitions of its rising dictatorship to 
leverage trade for political gain, conduct aggressive cyber espionage, steal technology, massively breach universal 
human rights standards, and change the international order. Because of Germany’s economic relationship with the 
PRC, German industry and government believe it is nearly impossible to oppose such behaviors openly that – taken 
together – threaten Germany’s long-term prosperity and democratic security. Diversifying from China to include wider 
political and security considerations in policy will not be easy, but it is necessary and overdue.
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https://www.globaltimes.cn/page/202108/1231251.shtml
https://www.theguardian.com/business/2021/sep/05/australian-economy-has-stood-up-better-than-expected-in-face-of-china-trade-fight-frydenberg-says
https://www.politico.eu/article/eu-slams-china-as-systemic-rival-as-trade-tension-rises
https://www.consilium.europa.eu/en/press/press-releases/2021/07/19/declaration-by-the-high-representative-on-behalf-of-the-eu-urging-china-to-take-action-against-malicious-cyber-activities-undertaken-from-its-territory


Meeting the China Challenge with Bolder Action

2No. 09 | September 2021  ﻿

MEMOMEMO

Behind closed doors, some senior 
German business figures have start-
ed asking if Germany is held hostage 
by China’s market. Recognizing the 
need to diversify, the German govern-
ment published its Policy Guidelines 
for the Indo-Pacific in 2020 to nudge 
Germany away from its decades-old 
focus on China in Asia toward other 
relationships and economic ties in the 
western Pacific and Indo-Pacific. In 
addition to Australia, Japan and even 
South Korea have begun quietly re-
orienting away. Such a realignment by 
Germany would strengthen the trans-
atlantic alliance and, by extension, 

NATO. Its timing would be fortuitous, as 
some observers believe that Xi is pre-
paring his country for war with Taiwan. 
Indeed, driven by China, the political, 
economic, and military risks in Asia and 
the Indo-Pacific are growing. 

DETERMINING FACTOR S

German Economics and 
Chinese Politics

According to one study, Germany 
has built up dependencies on China 
in approximately 100 categories of 
goods since 1978. As China begins to 
overtake Germany in the manufac-
ture of exports, it is in Germany’s in-
terest to diversify and explore new 
markets and production sites to avoid 

dependencies worsening. Closer 
scrutiny and better risk management 
are needed – so are targeted technol-
ogy controls, since Germany has long 
failed to protect its technology and 
knowledge outflow to China.

In 2015, Beijing published its “Made in 
China 2025” plan to replace Germany 
as the go-to manufacturer of quali-
ty goods. Specifically, the plan aims 
for China to dominate in ten key in-
dustries, including e-cars, IT, aero-
space, machine building of different 
kinds, and medical technology. The 
PRC also has a state-driven plan for 

industrial-strength artificial intelli-
gence, the “China Brain Project 2030.” 
In addition, it is working on “China 
Standards 2035,” which will offer an 
alternative to Germany’s global indus-
try standards yet is being created with 
German support.

German diversification away from its 
growing dependence on China will not 
and cannot be quick, but it must be-
gin immediately. It requires political 
leadership and should focus on allies. 
Overall, it is important to remember 
that only 8 percent of German exports 
go to China while 67 percent go to 
Europe. Volkswagen sells 40 percent of 
its cars in China but may make only 20 
percent of its profits there. Although 

this is not nothing, Germany must look 
more to its long-term prosperity – es-
pecially given China’s new econom-
ic strategy of “dual circulation,” a form 
of import substitution and further de-
coupling that is increasing pressure 
on German companies to localize in 
China, hand over more intellectual 
property, and transfer research and 
development. Under China’s system 
of “military-civil fusion,” it is unfortu-
nately impossible to firewall cooper-
ation in science and technology from 
military use.

Protecting human rights will also 
drive diversif ication.  Today,  key 
German companies, including BASF 
and Volkswagen, operate factories in 
China’s Uighur regions – this is de-
manded by Beijing as a price for hav-
ing factories elsewhere in China and 
is another example of how the CPC 
purposefully manipulates econom-
ic ties. Chinese officials have said that 
the PRC aims to “break the roots” of 
its Uighur peoples, who are subject-
ed to human rights violations that in-
clude forced labor. The activities of 
German companies in China have be-
gun to be legally challenged at home 
by civil society actors and will face 
more challenges via Germany’s Liefer­
kettengesetz, its supply chain law. The 
latter carries penalties for German 
companies involved in slave labor. 
Therefore, German companies in 
China need to create greater congru-
ence between their financial interests 
abroad and their ethical and politi-
cal values at home to avoid being pe-
nalized. The German Bundestag can 
play a key role in creating democrat-
ic pressures on Chinese government 
and industry to adhere to crucial hu-
man rights standards. 

CHALLENGES

Managing China Politically 
and Economically

Germany needs to acknowledge that 
it – along with the rest of the world – 
is in unchartered waters with China. 

China Has Overtaken Germany in Its Share of World Exports

World Export Shares of Goods and Services in Percent

2000 2019

China 3.20 % 10.80 %

USA 14.10 % 10.20 %

Germany 7.70 % 7.40 %

France 5.00 % 3.50 %

Source: OECD 2019; German Economic Institute 

https://www.auswaertiges-amt.de/blob/2380514/f9784f7e3b3fa1bd7c5446d274a4169e/200901-indo-pazifik-leitlinien--1--data.pdf
https://www.auswaertiges-amt.de/blob/2380514/f9784f7e3b3fa1bd7c5446d274a4169e/200901-indo-pazifik-leitlinien--1--data.pdf
https://merics.org/en/report/mapping-and-recalibrating-europes-economic-interdependence-china
https://www.handelsblatt.com/unternehmen/industrie/maschinenbau-china-ueberholt-maschinenbau-exportweltmeister-deutschland-/27399384.html?ticket=ST-2224571-EVYBf0SuNuawxvtSV7az-ap1
https://www.carscoops.com/2021/09/chinas-great-wall-wants-to-challenge-bmw-and-mercedes-with-wey-coffee-01/
https://merics.org/en/report/mapping-and-recalibrating-europes-economic-interdependence-china
https://merics.org/en/report/mapping-and-recalibrating-europes-economic-interdependence-china
https://www.reuters.com/article/china-economy-transformation-explainer-idUSKBN2600B5
https://www.state.gov/wp-content/uploads/2020/05/What-is-MCF-One-Pager.pdf
https://www.bmz.de/en/development-policy/supply-chains
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After the new German government 
is established, it should move fast to 
set up a national security review of 
the direction China is going and what 
that means for Germany, politically 
and economically.

The new Bundestag can work to sup-
port safer investment destinations, 
pushing for a bilateral investment 
treaty with Asian countries including 
Taiwan. Crucially, it should put poli-
cies into place that enable promising 
German companies, especially those 
in high-tech and specialized econo-
mies, to invest more in the future of 
Germany and its neighbors. It should 
also follow the example of the Euro-
pean Parliament and push to upgrade 
relations with Taiwan to raise the 
price of invasion for Beijing.

Perhaps most importantly of all , 
Germany needs to stop its virtual-
ly untrammeled flow of technology to 
China, which is not only deeply harm-
ful to German competitiveness but 
also to the investment Germany and 
the European Union are making in ed-
ucating people. For decades, China 
has made the handover of the tech-
nology used to manufacture goods a 
condition for German companies to 
manufacture – a practice known as 
forced technology transfer. Despite 
the fact that this practice was barred 
when China joined the WTO 20 years 
ago and, again, in the Comprehen-
sive Agreement on Investment (CAI) 
between the EU and China agreed in 
December 2020, the ban will con-
tinue to fail. China is building up its 
own skills, but it is still too depen-

dent on foreign technology for eco-
nomic growth, too intent on procuring 
what it needs, and too determined to 
avoid fully integrating with the world 
to abandon the practice. Also, tech-
nology transfer “by multiple ways and 
means,” as Chinese ministries officially 
describe it, has virtually no costs be-
cause the sources of technology, such 
as Germany, do not impose such costs 
or resist. Consequently, Germany ur-
gently needs to take steps to push 
back against a total of 32 methods 
employed by the Chinese party-state 
to gather and transfer technology to 
China. Stopping the loss of technolo-
gy and certain types of high-tech or 
specialist talent from its research in-
stitutions, universities, and compa-
nies would preserve Germany’s own 
democratic and economic – that is, 
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Source: State Council document no. 28, “Made in China 2025,” published May 19, 2015

The “Made in China 2025” Policy Aims to Dominate in 10 Key Sectors 
China Would Replace Germany as the Go-To Manufacturer of Quality Goods
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systemic – advantages. The next fed-
eral government and its legislature 
should do the important work of look-
ing much more closely at legal, illegal, 
and gray-zone technology transfer 
and strengthen existing regulations to 
control it, including through law en-
forcement agencies. 

RECOMMENDATIO NS

A Multi-Pronged Approach

The new German government and 
Bundestag should support efforts to:

Diversify away from China by exam-
ining Germany’s foreign trade and 
tax policies, thus creating preferen-
tial conditions for investment outside 
of China. Because Taiwan is a source 
of important manufacturing compo-
nents, such as semiconductors, it is in 
Germany’s interests to strengthen this 
relationship and support efforts by the 
European Parliament to upgrade rela-
tions with Taiwan. 

Highlight core human rights issues 
and pay greater attention to intimida-
tion tactics, such as surveillance and 
threats to both Chinese persons and 
non-Chinese citizens in Germany. In 
this way, the rights of Chinese citizens, 
including Uighurs and Hong Kongers, 
are better protected globally – in con-
trast to the pressures and risks they 
face in China. Focusing on core values 
will naturally lead to closer alignment 
with allies. The new German govern-
ment should also rapidly expose appar-
ent efforts by China to bribe Bundestag 
members or otherwise interfere in hid-
den ways in German society.

Question inbound investments from 
China even more carefully by seek-
ing scrutiny and advice from experts 
and research institutions. Germany 
should move quickly to improve its 
own inward investment screening 
mechanism, which is not sufficient-
ly conscious of national security. Two 
recent developments illustrate why: 
first, an investment by China Logistics, 

a centrally state-owned firm, in the 
Jade-Weser-Port at Wilhelmshaven, 
which is in close proximity to the 
German Navy’s own major port and 
logistics hub; and, second, a possible 
investment by the state-owned Chi-
nese shipping company COSCO in the 
Port of Hamburg. Such investments 
are not reciprocated by China; it is 
time to end them in Germany. China 
frequently emphasizes the concept of 
“mutual respect” – this should trans-
late into reciprocity.

Invest much more in itself, its neigh-
bors, and allies. Germany must be-
come much better at commercializing 
the technologies it develops instead of 
allowing them to be transferred else-
where, thereby losing control of both 
the technologies themselves and 
market share. It makes no sense that 
talented German startups feel they 
must turn to China for venture cap-
ital because they cannot get support 
in Germany.

Scrutinize students from the PRC 
and their research activities more 
carefully. Germany should continue 
to welcome students and research-
ers from China in the humanities 
and social sciences, including such 
fields as sociology, law, politics, liter-
ature, and the arts. However, the new 
government should consider barring 
them from key research areas such 
as robotics, cybernetics, aerospace, 
or oceanic research – all of which 
have a high relevance for China’s 
military-civil fusion system.


