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1. Learning from the past? What should Europe learn today
from its pastindustrial policy challenges?
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Executive summary

This policy chapter analyses the evolution of the European Union’s industrial policy in
the face of foreign competition from the 1960s to 2019 and the lessons to be drawn from this
experience. The first part analyses the different EU instruments in terms of industrial policy
vis-a-vis those of Japan and the United States in the 1950s and 1960s. It shows that the de-
ficiency of the EU’s instruments compared to the two other economic powers during those
decades led to a strengthening of the competitiveness of Japanese and US industries at the
expense of European high-tech companies. At the same time, the absence of an EU-wide
industrial policy at the time for those sectors led to significant foreign technological depend-
ency of European companies. The second part of this policy chapter analyses the response
of EU institutions to US and Japanese industrial competition from the 1970s to the 1990s and
its impact on the competitiveness of EU companies. It demonstrates that the strengthening
of horizontal instruments in the 1980s and the strategy of promoting open markets led to the
substantial growth of manufacturing output but failed to sufficiently materialise in terms of
technological innovation and productivity growth. The main reasons for this were the late
adoption of EU industrial policy instruments to improve the competitiveness of high-tech sec-
tors and the lack of investment of European companies in plants and equipment. Finally, the
EU’s horizontal and “open markets” strategy led to increasing foreign industrial and techno-
logical dependence of European companies. The third part of the chapter describes the EU’s
industrial policy strategy and assesses its results in the face of increasing Chinese industrial
competition from 2000 to 2019. It shows that the pursuit of the EU’s industrial policy strate-
gy implemented during the 1980s and the 1990s did not enable European industry to meet
the “Chinese challenge”. The main factors explaining this failure are, first, the lack of an EU
approach to identify the strategies of other industrial powers and their companies on a long-
term basis. Then, the absence of EU-wide instruments for effective coordination between the
Member States forced European companies to make “intelligent” investments to improve the
competitiveness of the EU’s industry. Finally, there are no effective tools at the EU level to
efficiently mitigate foreign industrial and technology dependency. To solve these problems,
we propose, first, to create an inter-DG task force to analyse competitors’ strategies and iden-
tify strategic vital industry processes to develop and protect EU competitiveness. Then, we
propose to mobilise investment for European industry and coordinate business strategies to
authorise the Commission to issue opinions and grant loans to increase the investment of
European companies based on the new task force’s work. Finally, if the Commission contin-
ues to promote access to foreign markets and the fight against protectionist practices at a
multilateral level, the institution should be able to automatically apply provisional reciprocity
measures in the event of foreign protectionist actions. These reciprocity measures include
the application of safeguard clauses and the blocking of problematic agreements between
companies for EU economic security.




11. Introduction

Today, there is a broad consensus among the various European economic and political
actors that the European industry suffers from a major lack of competitiveness in the face of
its two biggest competitors, China and the United States. In a recent report, BusinessEurope
warned that the “European economy was falling behind given that in 2023 the EU GDP grew
by 0,5% only vs 3,1% for the US and 5,2% for China” (BusinessEurope, 2024). In its latest
report on Competitiveness and Industry, the European Round Table for Industry (ERT), for its
part, called for Europe’s business case to be rebuilt as a matter of urgency to avoid getting out
of business (ERT, 2024). On the public institutions side, the European Commission expressed
its concern in 2023 that “since the mid-1990s, the average productivity growth in the EU had
been weaker than in other major economies.”

Many competitiveness indicators are in red: the EU is losing out on the latest technolog-
ical developments that could enable its future growth in areas such as quantum computing,
artificial intelligence and biotechnology.” It depends on imports of raw materials and prod-
ucts essential to the dual digital and environmental transition, such as lithium and semicon-
ductors. It is also highly sensitive to fluctuations in the global energy market and suffers from
a significant lack of investment in digital and environmental transition (Letta, 2024). Finally,
European industry is overdependent on foreign advanced technology.®

To explain this situation, historical analysis is essential. It enables national governments
and European institutions to understand the mistakes of the past and avoid repeating them.
EU technological dependence and backwardness have been constant problems since the
1960s. The investment gap between the European industry and its main competitors was
already highlighted by the Commission in the 1970s in strategic communications on industrial
policy.® Finally, the issue of the current increase in competition from Chinese producers in ad-
vanced technologies driven by the outsourcing of European production and the Chinese aim
to move up the value chain can be compared to the situation in the 1970s and 1980s when Eu-
ropean producers had to face increased competition from Japan in strategic industries such
as the automotive and high-tech sectors (Keck et al., 2013).

In this policy chapter, we will first describe the historical deficiencies of EU industrial
policy governance’ in comparison with its main competitors (Japan and the US in the 1960s to
the 2000s and currently China and the US). We will then analyse how the EU responded to
increased competition from these economic powers from the 1960s to today to assess the suc-
cess and failures of the EU’s industrial policy. Finally, we will provide, based on this analysis,
policy recommendations for the new Von der Leyen [l Commission.

1.2. A structural initial deficiency in the EU’s industrial policy instruments in comparison
with the Community/EU main competitors

Originally, EU policies in favour of European industries differed per industry, given the
existence of different treaties. In the coal and steel industries, the ECSC High-Authority (ab-
sorbed by the EEC Commission in 1967) had broad powers of intervention under the Treaty
of Paris (1951).2 In addition to measures to manage the common market for steel and coal, it
could also apply a series of interventionist measures such as drawing up yearly forecasting
programmes, five-year general objectives and long-term orientation studies and granting in-
vestment loans to help companies in their growth strategies. Furthermore, in the event of a
crisis, the Commission could apply mandatory production quotas and minimum prices. Final-
ly, the Commission had the power to implement various research projects to foster steel tech-
nology and production but also to improve the working conditions of steelworkers. To apply
these policies, the ECSC Treaty provided the Commission with own financial resources thanks
to a tax levied on the production of crude coal and steel in the EU (Art. 49 ECSC).
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For other sectors, except for the nuclear sector regulated by the Euratom Treaty, no such
provisions to apply an interventionist EU industrial policy existed. The EEC Treaty made no
explicit reference to the establishment of an EU industrial policy and contained no specif-
ic provisions on the subject. It was a legal text that established a framework for action that
was flexible enough to adapt to the different economic approaches advocated by European
governments (Noél, 1979, p. 33; Warlouzet, 2019, p. 81). As a result, industrial policy remained
largely a national competence within the European Union until the onset of the economic
crisis in the 1970s (Bussiére, 2014; Warlouzet, 2008). Policies to promote national champi-
ons were pursued by the various Member States, with little coordination between them (De-
fraigne, 2004). At the same time, State aid was granted to European industry in the 1950s and
1960s and mergers between companies took place without strong control from the Commis-
sion (Zurstrassen, 2022, 2023; Warlouzet & Witschke, 2012). The European market remained
nationally fragmented before the 1980’s when the Commission made significant progress to-
wards completing the common/single market (Bussiére, 2014; Warlouzet, 2019b).

During the same period, Japan and the United States applied active industrial policies
to strengthen the competitiveness of their national companies. In the first country, the MITI
(Ministry of Trade and Industry) had broad powers of intervention. It could provide adminis-
trative guidance to influence the investments of Japanese firms, direct investment subsidies,
accelerated depreciation, tax breaks and other incentives to selected industries (Johnson,
1982; Hart,1992). At the same time, it could control all foreign exchange and imports of prod-
ucts and technology. Every foreign investor wishing to license the technology, share patents
or acquire a share in a Japanese company had to receive approval from the MITI supervised
Foreign Investment Committee (Vestal, 1995, p. 25; Flath, 2005, p. 196). Also, the MITI could
order the creation of rationalisation cartels and industrial conglomerates financed by the
State (Johnson,1982; Hart,1992). Finally, the Japanese industry could count on a large system
of public banks to finance its investments. For example, the Japanese Development Bank, cre-
ated in 1951 and under the supervision of the Ministry of Finance, could borrow funds, issue
its own bonds and provide loans to national companies (Millestein & Zysman, 1983; Suzuki,
1988). These interventionist industrial strategies significantly boosted the competitiveness of
Japan’s basic industries in the 1950s and 1960s (steel, shipbuilding), followed by their high-
tech sectors from the 1970s onwards (Hart, 1992; Krugman, 1986; Yonekura, 1994).

In the US, the industry could benefit from the intervention of the Department of De-
fence’s public agencies and no legal restriction on public funding. The Defense Advanced
Research Projects Agency (DARPA) and the National Aeronautics and Space Administration
(NASA) developed key dual-technology projects which allowed for the significant develop-
ment of US high-tech industries in the 1950s and 1960s (Dertouzos et al., 1989). Combined
with the effects of scale, thanks to the existence of the world’s largest domestic market, a
very skilled workforce, and a high per capita income, the public agencies’ intervention led the
US high-tech companies to significantly increase their foreign direct investment and rapidly
dominate the world market (Dertouzos et al., 1989). At the end of the 1960s, the US duopoly
- IBM and Honeywell - dominated 70% of the European market and increased the number
of their subsidiaries in the continent, leading the European industry to greatly depend, in the
technological sector, on these companies.’

1.3. The partial failure of the attempt to catch up with the United States and Japan (1968-
2010)

The intensification of foreign competition between the 1960s and the 1980s and the
effects of the economic crisis on European industry led the EU institutions to formulate new
industrial policy tools. From the mid-1970s, new research programmes, such as the multian-
nual framework programmes, ESPRIT (for the IT industry) or RACE (for telecommunications)
programmes (Van Laer, 2007), were created. Unlike the Japanese and US programmes, these
were open to companies from third countries, the only condition being that they had to oper-
ate in Europe.” At the same time, to fill the investment gap between Japan and the US,in1978
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the Commission created a “New Community instrument” to enable the institution to borrow
up to a maximum of ECU 1 billion to finance investment projects enabling national economic
policies to converge." Initially focused on the infrastructure and energy sectors, in 1982 its use
was extended to all productive investments.” In parallel, the acceleration of the completion
process of the Single Market was promoted to increase the size of European companies and
the level of their investment. Also, it led to the creation of standards at EU level, favouring
preferential access to the Single Market for European firms (Zurstrassen, 2023).

Figure 1.1: Evolution in the rate of fixed investment (gross fixed capital formation/GDP in %) in
the Community between 1973 and 1981)
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Source : Zurstrassen, 2023.

The corollary of this strategy was the strengthening of EU competition policy. Special
sectoral frameworks were adopted to make the granting of State aid to traditional industries
(shipbuilding, steel, textile) conditional on enabling firms to make the necessary adjustments
to increase their competitiveness. State aid for high-tech sectors was authorised in princi-
ple and subsidies for the promotion of R&D limited in intensity and at the pre-competitive
stage (Zurstrassen, 2023). At the same time, there was intense action from the Commission to
dismantle national monopolies in strategic industries such as telecommunications (Thatch-
er, 2001; Baskoy, 2008). Finally, protectionist trade policies were gradually abandoned in the
1980’s in favour of policies more focused on the liberalisation of third-country markets and
the fight against unfair competition at the multilateral level (Zurstrassen, 2023). This resulted
in a reinforcement of an EU anti-dumping law and a favourable approach to all foreign direct
investment due to the benefits they would bring in terms of creation of jobs and economic
growth (Zurstrassen, 2023). Also, FDI control at the EU level or the collection of information
on FDIin the EU was rejected to avoid accusations of protectionism from third countries.” It
led the Japanese industry to invest in the building of plants in strategic industries, such as the
automotive industry, in countries more open to FDI such as the UK. The consequence was
the EU’s higher dependency on foreign actors for products and technology and the disap-
pearance of existing national champions (Pardi, 2016).

The trend towards strengthening horizontal industrial policies and promoting a strategy
of liberalising trade and strengthening competition policy continued within the European Un-
ion during the 1990s and 2000s. In line with the principles set out in its communications on
industrial policy since 1990 and with the provisions of the Maastricht Treaty, the EU’s actions
in this area were to remain horizontal. They aimed to create a favourable regulatory environ-
ment for business and industry activities and to strengthen ‘intangible’ factors such as inno-
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vation and human capital (Zurstrassen, 2023). The consequence of adopting this approach
was the decision to put an end to the ECSC treaty in the 1990s without creating new industrial
policy tools to strengthen the competitiveness of EU industry (Zurstrassen, 2022; Cohen &
Lorenzi, 2000). In terms of competition policy, the 1990s and 2000s saw the continuation of
the strategy of tightening EU control on sectoral State aid, relaxing the loosening of the Euro-
pean discipline on the supervision of horizontal subsidies (aimed at promoting R&D, environ-
mental protection, vocational training), but also in favour of SMEs (Dimitri Zurstrassen, 2023).

The results of the EU’s industrial policy strategy between the second half of the 1970s and
the beginning of the 2000s are mixed. |f manufacturing output in the EU grew substantially
in real terms from the 1990s to the 2000s,” in terms of investment in plant and equipment,
the EU failed to catch up with the US in the 1990s in terms of technological innovation.” In
addition, the gap in productivity growth widened with the US from the mid-1990s.” This was
particularly due to the weak investment in ICT in the EU compared to the US and the strong
performance of this sector in the latter country.® Also, if the restructuring policies of the basic
sectors (shipbuilding, steel, textiles) and ECSC interventionist tools allowed these sectors to
be more competitive in front of developing countries at the end of the 1990s, the dominant
position of the Asian countries’ industries in many segments of shipbuilding widened. Finally,
the privatisation process led to an increasing dependence on the strategy of foreign actors
like Mittal Steel with major consequences for European industrial facilities and employment
in the 2000s and 2010s (Zurstrassen, 2022).

In the IT and electronic sectors, the share of the world market held by European compa-
nies in the sector and the trade balance for high technology products fell sharply between the
second half of the 1980s and the 2000s.” Also, foreign technology dependency increased. One
of the reasons for this is that the catch-up strategy initiated by the Commission in the 1970s
and 1980s was implemented too late to be successful. This delay was caused by the Member
States’ opposition to transferring powers to the Commission in these strategic sectors and the
rivalries between the European companies during the 1970s (Van Laer, 2010; Griset, 2019).
When the EU succeeded in designing a comprehensive strategy for the high-tech sectors in
the first half of the 1980’s, the market was dominated by Japanese and US companies thanks
to their industrial targeting strategies.”

In addition, the need for EU companies to rapidly acquire the necessary technology to
face increased world competition in the sectors forced them to sign technological cooperation
agreements with Japanese and US companies throughout the 1980s and 1990s, to the detri-
ment of cooperation between EU companies (Jacquemin,1991; Cohen & Lorenzi, 2000, p. 115).
The latter were minor partners in most of those agreements, creating a high level of techno-
logical dependence, with an important risk for the EU’s economic security and jeopardising
the competitiveness of the European industry.?

While research programmes have made it possible to boost the competitiveness of Euro-
pean industry overall and increased cooperation between companies (Carocostas & Muldur,
1998), the technological investment efforts in the EU did not result in innovation and commer-
cial success compared with the US and Asian economies (Muldur, 2000). In the telecommu-
nications sector, the strategy of defining global standards is considered a success, since the
GSM standard promoted by the Commission has been adopted globally (Eckert, 2024). How-
ever, the destruction of the historic national monopolies and the adoption of a strict approach
in terms of merger policy led to a fragmentation of the market (Cohen & Buigues, 2014, p. 286).




1.4. The European Union in the face of Chinese industrial competition: the same strategy
for further deindustrialisation and technological dependency (2000-today)

1.4.1. The EU and the geopolitical changes of the 2000s: the mixed results of the horizontal
and open industrial policy strategy

During the 1990s and early 2000s, liberalisation programmes continued in Europe. Eu-
ropean leaders envisioned Europe as a knowledge-based economy with sustainable econom-
ic growth and more and better jobs.”? This meant outsourcing the labour-intensive and dirty
jobs in manufacturing. Call centre tasks and IT services were mostly outsourced to India be-
cause of the good command of the English language and low wages in India, and labour-in-
tensive jobs were outsourced to countries with low wages in East Asia. India emerged as a
global power in services, while China became ‘the Factory of the World” The EU promoted
a trade policy strategy to open international markets and strengthen the multilateral system.
The European Commission was one of the strongest promoters of the accession of China to
the WTO in 2001, aiming to reduce their protectionist policies by complying with multilateral
rules (Christiansen et. al,, 2019).

The strengthening of the Chinese manufacturing base was the result of a long-term
strategy to achieve industrial and technological self-sufficiency (Ling & Naughton, 2016). In
1978, Deng Xiaoping announced the “Open Door Strategy” to attract foreign capital and busi-
nesses. At first, most capital and businesses were from the neighbouring regions: Hong Kong,
Macau and Taiwan. European companies that had outsourced their production to these re-
gions before were attracted to this new low-wage country. First, it was for production for the
home market, but when the Chinese economy started to flourish, western investors noticed
the enormous potential of the Chinese consumer market. In exchange for access to the Chi-
nese market, European firms were willing to share some of their technological know-how,
firmly believing that Chinese firms would never catch up “because the Chinese were not in-
novative” (Abrami et al., 2014).

The rise of inward FDI significantly increased the competitiveness of Chinese compa-
nies, because Deng Xiaoping had introduced elements of capitalism without giving free rein to
the market. He had seen in other countries that were forced to open their markets in exchange
for IMF loans that foreign companies would quickly outcompete local companies. Therefore,
foreign companies with advanced technologies could only start a business in China by es-
tablishing a joint venture with a Chinese company in which the foreign company could only
have a minority share. This way, Chinese engineers could work closely together with foreign
engineers and acquire new knowledge. The moment a Chinese firm managed to develop a
similar product, the Chinese government forced Chinese firms to buy the locally produced
product and made it expensive to import similar foreign products (Arthur R. Kroeber, 2016).
This copycat strategy helped Chinese companies to leapfrog and to avoid foreign firms taking
over the Chinese market. Deng Xiaoping combined some elements of capitalism with a social-
ist planning strategy through the implementation of five-year plans (in effect from four years
after the establishment of the People’s Republic of China in 1949 to now) and the granting of
large subsidies to promote the domestic industry. This opening-up strategy in combination
with state planning and state support led China to become the most important supplier (by
value) of textiles and clothing to the European Union in the 1990s” and the world’s largest
steel producer (In der Heiden, 2013). The moment Chinese companies were able to compete
with foreign companies, the market was opened for wholly foreign-owned companies (Carlo
Fischione et al., 2024; Sanne Van Der Lugt, 2018).
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After 5 years of implementation, the Lisbon Strategy did not deliver the expected results.
The employment rates in the EU, even if they increased during the decade, remained below
the targets set. Labour productivity also did not increase to the expected levels because of
weak investment and a slow factor productivity growth rate.** Some of the major problems
with this strategy were the existence of too many targets, their voluntary nature and conflict-
ing priorities (Kok, 2004: 6). At the same time, the Single Market remained fragmented due
to the general “single market fatigue” in the 2000s (Monti, 2010). Finally, in the automotive
sector, national industrial policy and specific companies’ choices led the EU industry to keep
combustion engines, while CO2 emissions targets defined in 1999 were not reached (Klebaner
and Ramirez-Perez, 2022: 316; Rugraff, 2019).

1.4.2. The 2010s: an EU industrial policy strategy ill-suited to the Chinese expansionist indus-
trial policy strategy

The effects of the 2007-2008 world economic and financial crisis on European industry
and the rising competition from emerging economies posed a new challenge to the EU’s in-
dustrial policy strategy. The economic downturn led to a significant decrease in demand and
the EU’s industrial production.”® Towards the end of the 2000s, emerging economic powers
like Brazil, China and India were closing the gap with industrialised countries in terms of
productivity and innovation. China, in particular, significantly increased its shares in high-skill
industries and its exports of these products to the EU during that period.®

The EU’s response to these challenges was the Europe 2020 strategy adopted in 2010.
Like the Lisbon Strategy, it contained various non-legally binding targets to be transposed into
national objectives.” These were to be achieved through the application, as before, of horizontal
industrial policy measures, a strict sectoral State aid policy control and an open trade policy
strategy. Priority industrial sectors for EU intervention were defined in the first half of the 2010s
to which horizontal measures were to be applied.® New funds, like the European Fund for Stra-
tegic Investment (EFSI), were also created to increase the level of investment of companies after
its decrease during the economic and financial crisis. However, these funds mobilised only ex-
isting EU funds. The EFSI, for example, mobilised small available resources from the EU budget
(€16 billion) and the EIB’s funds (€5 billion), which were to attract €300 billion in additional
investment.?” Even when the objective set was achieved in 2018, the amount of mobilised in-
vestment was insufficient to cover the needs for the dual transition and the strengthening of the
competitiveness of European industry (Sapir et al., 2014; Rubio, 2016).

The contrast between the EU’s industrial policy strategies and the tools used by the
Chinese government at the time is striking. In China, a global industrial strategy was designed
since the global economic and financial crisis to alleviate its effects on Chinese firms and
reach industrial and technological sovereignty. It included, first, measures to stimulate invest-
ment after the financial crisis: a RMB ¥4 trillion (+- €500 billion) stimulus package. This pro-
vided Chinese companies with experience in realising large-scale infrastructure projects, but
it also led to the creation of large industrial overcapacities. To deal with this problem, among
other solutions, the Chinese government launched in 2013 the One Belt, One Road Initiative
(BRI) (which later became the Belt and Road Initiative (BRI)), allowing the country to deploy
some of that excess capacity abroad. The aim was also for China to strengthen ties with the
neighbouring countries tempted by closer cooperation with the EU and the USA.

The Made in China 2025 (MI1C2025) strategy, launched in 2015, for its part, aimed to
transform the country from being the ‘Factory of the World’ (producing cheap, low-quality
goods due to lower labour costs and supply chain advantages) to an ‘innovation-driven’ pro-
duction of higher-value products and services (Dufour, 2019). To achieve this, the Chinese gov-
ernment selected key technologies and industries to focus its policies on. High-tech companies
in these industries received tax benefits, and the state funded R&D and encouraged mergers
and acquisitions of foreign technology firms in these industries. The ambitious objective of
MIC2025 is to ultimately conquer foreign markets globally (Defraigne, 2022; Dufour, 2019).
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This Chinese expansionist industrial strategy led to a significant rise in Chinese FDI in
the EU. While European investment flows into China historically outpaced Chinese outbound
flows, the tide has turned rapidly since 2014.%' In 2018, Bloomberg reported that, according
to their research, approximately 360 European companies had been taken over by Chinese
firms between 2008 and 2018, from ltalian tire maker Pirelli & C. SpA to Irish aircraft leasing
company Avolon Holdings Ltd.*> By 2018, Chinese entities also partially or wholly owned at
least four European airports, six seaports, wind farms in at least nine countries and 13 pro-
fessional football teams.® In 2016, greenfield Chinese investment in the EU was more than
four times higher than European FDI in China. But the share of Chinese FDI in Europe, at 2.2
per cent, remained low relative to the United States’ 38 per cent and Chinese investments in
Europe rapidly declined after their peak in 2016.

Figure1.2: Chinese investments in Europe, in EUR billion
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Source: Rhodium Group & MERICS, 2023*

The peak in 2016 can be explained by the financial crisis and the political responses to
itin Europe. In Southern Europe, Chinese companies have leveraged the economic crisis and
its consequences to focus on large-scale privatisation processes and post-crisis restructuring.
In Western Europe, Chinese investors targeted struggling tech companies and research and
development networks.* According to a study by the Bertelsmann Foundation, 64 per cent of
the German companies sold to China between 2014 and 2017 belonged to the sectors priori-
tised by the MIC2025 strategy (Jungbluth, 2018, p.17).

¥ See “China Going Global Investment
Index 2015”, Economist Intelligence
Unit, available at: https://www.
eiu.com/public/topical_report.
aspx?campaignid=chinaodi2015

2 See “China’s Empire of Money

Is Reshaping Europe”, Bloomberg,
available at: https://www.bloomberg.
com/graphics/2018-china-business-
in-europe/

# See “China’s Empire of Money

Is Reshaping Europe”, Bloomberg,
available at: https://www.bloomberg.
com/graphics/2018-china-business-
in-europe/

** https://merics.org/en/report/
dwindling-investments-become-more-
concentrated-chinese-fdi-europe-
2023-update

* See “Mapping China’s Investments
in Europe”, The Diplomat, 14 March
2019, available at:
https://thediplomat.com/2019/03/
mapping-chinas-investments-in-
europe/
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Table 1.1: List of acquisitions of strategic EU companies by Chinese firms (2010-2020)

Year EU Company [ Chinese Firm
Acquired
2012 Carindustry NEVS SAAB 100%
100% The Chinese State
owns 54 percent of the
2013  Defense Ziegler GmbH  CIMC shares of CIMC.
Beijing
Jianguang
Asset
RF Power Management  100% acquired for $1.8
2015  Semiconductors  Division Co,, Ltd JAC)  billion
Beijing
Jianguang
Bipolar Asset
Power Device ~ Management
2015  Semiconductors  (RENESAS) Co., Ltd (JAC)  Joint control
2016  Robotics Kuka Midea 100% since 2022
Standard
Products JAC, Wise
2017 Semiconductors  Division Road Capital ~ 100% (division)
2017 Agriculture Syngenta ChemChina  100%
Wingtech
Technology
partially
state-owned
Chinese
2018  Semiconductors  Nexperia company. 100%
Zhejiang
Geely
Holding
Group's (owns
Daimler Benz  already Volvo
2018 Carindustry (Daimler AG)  and Lotus) Stake=10%
OSA Peugeot  Donfgeng
2024 Car industry Citroen Motor Group ~ 14%

Source: LUHNIP’s elaboration based on authors’research.




The combination of China’s industrial policies since 1978 (forced joint ventures with Chi-
nese firms, forced to buy homegrown, stimulating Chinese companies to acquire advanced
technology by buying foreign companies and to invest heavily in R&D for strategic technolo-
gies) also enabled its companies to advance rapidly and outpace Europe and the US in most
strategic technologies (Australian Strategic Policy Institute, n.d.). Good examples of industries
in which Chinese companies made rapid advances and outperformed EU and US companies
are: telecom equipment, electric vehicles, V2X, MRI, and solar panels (Carlo Fischione et al.,
2024; Hyun Jin Julie Yu et al.,, 2014; Sanne Van Der Lugt, 2018; Sanne Van Der Lugt et al., 2023).

1.5. Conclusions and policy recommendations

The analysis of the evolution of the EU’s industrial policy strategies in the face of external
competition from the 1960s to 2019 provides several lessons for the future. First, the strategy
to rely, essentially, on EU companies’ strategies and indicative and voluntary targets for the
adaptation of Member States’s industrial policies did not allow European companies to suffi-
ciently improve their competitiveness to mitigate foreign competition. History shows that the
EU needs a long-term industrial strategy based on the strengthening of horizontal industrial
policy tools, but also the implementation of a “smart planning” strategy to allow for the twin
transition of its companies and reduce industrial and technological dependence.

To solve this problem, we first recommend the European Commission to set up an in-
ter-DG task force to track the evolution of industrial strategies of the main economic powers’
companies and governments. This task force should analyse the strategies announced by the
global economic powers and identify the strategic and vital industry processes in the EU that
need to be protected and supported. Furthermore, this task force should especially identify
what the big powers need from the EU (for example: EUV and DUV-machines from ASML,
TNT from Poland, etc.), so that the EU knows what to protect and how to strengthen its nego-
tiation position in cases of trade disputes.

At the same time, the EU should strengthen its industrial policy tools to be able to com-
pete with China and the US. Our analysis shows that the lack of investment in strategic Euro-
pean industries has been a recurrent problem since the 1970s that has never been completely
solved. The urgent need to mobilise investment for European industry to meet the current
challenges (Draghi, 2024) should not only be resolved with market-based solutions (the crea-
tion of a Capital Markets Union), but also by strengthening the coordination of the companies’
investment strategies and the public financial instruments at the EU level. The ECSC model,
which provided for the Commission to give its opinion on companies’ investment projects and
helped to fund them based on five-year EU industrial policy objectives, should be a source of
inspiration to face today’s challenges. Just like EU national governments and the EU’s eco-
nomic competitors, the European Commission should be able to subsidise European industries
with the creation of new own resources or the reinforcement of the EU budget, which would
allow the EC to achieve EU-wide objectives, reach the necessary level of investment and avoid
the fragmentation of the Single Market. The possibility for the Commission to issue opinions
on company investments (non-binding but conditional on European funding) based on the
work of the new intra-DG task force would make it possible to avoid investments not meeting
the EU objectives.

Finally, if it is essential for the EU to continue to promote open markets and multilateral
solutions, it should apply the reciprocity principle more consistently when competitors adopt
interventionist industrial and protectionist trade policies. The EU’s current open strategic au-
tonomy scheme to remain “open but act autonomous if necessary”*® must be rigorously applied
to avoid the deindustrialization and greater external dependency of European industries. To
achieve this objective, we propose the application of automatic safeguard clauses by the Eu-
ropean Commission on foreign imports when the EC perceives a risk of unfair competition.
Further action or the cancellation of action will then have to be confirmed as quickly as possible
by the European Commission and the Council of the EU.

*¢ European Commission, COM (2021)

66 final, Trade Policy Review - An

Open, Sustainable and Assertive Trade

Policy, 18 February 2021.
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