
Rare Earths – China gets tough

At the end of last week, the Chinese government tightened and expanded its licensing procedures
for the export of critical minerals in general and rare earths in particular. Although these measures
were justified by the escalation of the trade conflict with the US, the effects are likely to be felt
globally and especially by German industry. After all, Germany imported almost a fifth of the
permanent magnets containing rare earths exported by China last year, and this share has actually
increased even further in the current year.
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What did China do?
After China introduced export licensing procedures for a whole range of critical raw materials over the past few months, a licensing procedure for
rare earths was also launched for the first time on April 4. Since then, foreign companies have had to apply for licenses from the Chinese Ministry of
Commerce (MofCom) if they want to import one of seven rare earths from China. As this licensing procedure was introduced with immediate effect and
without warning, and according to the Ministry of Commerce, processing the applications takes at least six weeks, Chinese exports of rare earths, their
oxides, metal alloys, and products containing rare earths declined significantly in April and May. Permanent magnets are by far the most important product
containing rare earths and affected by the regulation.

At the beginning of October, it was announced that this licensing procedure would be expanded in three respects starting December 1: First, it will be
extended to include five additional elements, bringing the total to twelve (see table). In addition, in the future, all products whose value consists of even
0.1% of one of the affected Chinese rare earths will be affected.

Table 1 - China gradually expands export restrictions

Export restrictions by element and date of introduction

Aug 2023 Oct 2023 Sep 2024 Feb 2025 Apr 2025 Dec 2025

Gallium Graphite Antimony Tungsten Samarium Holmium

Germanium Indium Scandium Erbium

Bismuth Dysprosium Thulium

Tellurium Terbium Europium

Molybdenum Gadolinium Ytterbium

Lutetium

Yttrium 

Source: European Union Institute for Security Studies, Commerzbank Research

Second, an export ban will be imposed on all intellectual property, process technologies, machinery and equipment required for the mining or processing of
rare earths. This is obviously intended to make it more difficult for companies in the rest of the world to establish or expand their own rare earth extraction
capacities. In addition, Chinese citizens will be prohibited from supporting foreign companies in such projects.

And thirdly, the licensing procedure will be expanded to include an extraterritorial component. Previously, only the (Chinese) exporter and the foreign
importer had to apply for a license from MofCom. In the future, this will also apply to the rest of the supply chain. This means that if a foreign company
imports rare earths from China to manufacture permanent magnets outside China, it will now have to apply for an additional license if it wants to resell
these magnets. In addition, each commercial customer of this company must then apply for its own license from MofCom. In theory, this also applies to
every further sale to commercial customers. That way China gains information (and control) over the entire supply chain.

Why is this important?
The Chinese Ministry of Commerce has emphasized that it is again not imposing an export ban on rare earths, but is only extending the licensing procedure.
However, this statement should be treated with caution. According to the European Chamber of Commerce in China, only 19 of 141 applications had been
approved by September 9 – five months after the introduction of the first licensing procedure. This led to seven instances in August in which companies
had to cease production, with a further 46 closures that were expected in September. According to the Commissioner for Trade and Economic Security,
Maros Sefcovic, around half of the applications have not been approved to date, which is why there have been repeated reports of production losses
in Germany recently.
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The main problem is that the application process remains complicated, and people who want to apply have to give a lot of information, including some
information that is very private. It is also completely opaque. According to reports, many of the forms are only available in Mandarin, which is likely to
be a particular problem for companies that have previously only sourced products from other non-Chinese companies and are now forced to fill out an
application. In addition, companies are sometimes required to provide their customer lists and construction plans as well as photos of their products in
order to justify the exact use of rare earths. This obviously jeopardizes the intellectual property of these companies. And thirdly, it is still unclear whether
a company will be notified if its application is rejected. This means that companies are often left in uncertainty as to whether their application has been
rejected or is “only” delayed. One thing is clear, however: the Chinese Ministry of Commerce has expressly emphasized that any application in which rare
earths could be used in the defense industry will be strictly rejected.

According to Chinese foreign trade data, exports of permanent magnets containing rare earths have recovered in recent months from the slump in April
and May. However, this years' exports have so far been below exports during the same period last year (chart 1).

Moreover, no distinction is made between the different types of permanent magnets. The most commonly exported permanent magnet consists of a
neodymium-iron-boron (NdFeB) alloy, whereby neodymium is one of the rare earths that is explicitly not affected by the Chinese licensing procedure.
However, dysprosium or terbium are often used to improve the properties of NdFeB magnets. Both belong to the subgroup of heavy rare earths and are
affected by the licensing procedure. In particular, NdFeB magnets used in motors almost always contain amounts of dysprosium or terbium that exceed
the limit set by the Chinese Ministry of Commerce.

Chart 1 - Exports of permanent magnets down sharply

Annual Chinese exports of rare earth permanent magnets (HS 85051110) in % YoY (2025: in % YTD YoY)

-20

-10

0

10

20

30

40

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Source: GACC, CEIC, Commerzbank Research

While it is often said that rare earths are not rare, this is unfortunately only half the truth. Although there are deposits of light rare earths worldwide,
heavy rare earths occur in commercially viable quantities much less frequently. Currently, heavy rare earths are only mined on a large scale in China
and Myanmar, and are processed almost exclusively in China (see title chart). As things stand today, it is therefore almost impossible to obtain high-
performance NdFeB magnets that do not contain heavy rare earths from China.

It is also important to note that NdFeB magnets are not a niche product. In addition to their use in electric motors for electric cars, they are also used in
consumer electronics, wind turbines, air conditioning technology, hard drives, loudspeakers, and robotics. Thirty-five percent of all NdFeB magnets used
worldwide are used in cars with combustion engines. It should therefore not be assumed that only electric mobility is dependent on these magnets.

What are the implications?
Much remains unclear, including whether the licensing procedure will actually be tightened on December 1. According to media reports, China and the US
are already in talks on this issue, and US President Donald Trump and Chinese President Xi Jinping are scheduled to meet at the end of October. However,
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even if the US and China reach an agreement, the licensing procedures for European companies would not necessarily be suspended or accelerated.
According to media reports, there are also talks between the EU and China, but their chances of success are uncertain.

If the licensing procedure comes into force on December 1 as currently announced, delivery problems are likely to arise again. Four effects on the German
economy therefore seem conceivable:

• China could use the licensing procedure as leverage against the EU to get it to lower import tariffs on Chinese electric cars, which

the EU has imposed due to extensive government subsidies for car companies. In this case, there could be a price war for electric

cars in Europe similar to that in China, which would put pressure on the European and hence German automotive industry.

• If China supplies fewer rare earths and permanent magnets to Europe, the prices of these products in the EU would likely continue

to rise, while prices in China would actually fall slightly. This would increase material costs for companies manufacturing in Europe

and make their products less competitive compared to Chinese competitors.

• The licensing procedure applies to rare earths in the form of oxides, in alloys, and in magnets, but not to products in which the

magnets are installed. This means that a German machine manufacturer needs a license if it requires a permanent magnet for its

machine manufactured in Germany, but not if it has the same machine manufactured locally in China and exports it to Germany. The

licensing procedure is thus a further incentive to invest in China rather than in Germany.

• Germany plans to significantly increase its investments in the defense sector in the coming years. The general export ban on

Chinese rare earths for defense purposes therefore poses a risk to these investment plans. Although a few large companies have

already stated that they have sufficient stockpiles to last several years, this is certainly not the case for all small and medium-sized

enterprises.

Another point that may not have an immediate impact, but will certainly have an effect in the medium to long term, is that it is still unclear to what extent
applications for research will be approved by the Chinese Ministry of Commerce.

Regardless of how the recent tightening of the licensing procedure will now affect actual imports of rare earths and permanent magnets in the coming
months, this should be a clear signal to the German government and the European Union to continue working intensively on diversifying supply chains
for critical raw materials.
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