
Where Germany depends on China

German industry continues to be heavily dependent on intermediate goods from China. We
have analyzed around six thousand imported goods from China and show which goods
Germany is particularly dependent on. A trade war between the countries would not only disrupt
production in Germany, but would also significantly restrict investment activity. This is because
many of the goods imported from China flow into the German economy as investments.

 Dr. Vincent Stamer AC

Chinese supply chains are becoming increasingly important for Germany
Since China began controlling exports of rare earths, it has become clear how dependent Germany is on these raw materials – and on the goods
produced with them, such as permanent magnets. The automotive industry is also dependent on supplies of intermediate products such as
semiconductors from China. This dependence has steadily increased over the last 25 years (title chart). Today, every product manufactured in Germany
for export contains around 2% added value from China. For every 100 euros earned from exports, two euros flow back to China. At first glance, that
doesn't sound like much. However, this share has roughly quadrupled over the past twenty years. In addition, this share conceals many intermediate
products that are difficult to replace and yet are important for complex goods such as cars.

We analyze the product groups in which China particularly dominates the supply chains.

The dependency in electronics is particularly high.
Dependence in the economic sense is defined by two conditions: First, imports must be important for consumers or producers – such as
pharmaceuticals or semiconductors. Second, they cannot be replaced in the short term by other sources or similar products. While the importance of
goods for everyday life and production can still be assessed based on personal experience (Christmas decorations from China are less essential for
everyday life than pharmaceuticals and computers), this is more difficult when it comes to substitutability. After all, goods from other countries or from
German production could be a substitute. In addition, consumers and companies could switch to related products.

To quantify the degree of dependence, we analyze imports of nearly 6,000 goods that Germany imports from China. The higher the absolute import
volume of a product, the more essential it is likely to be for Germany. The higher China's share of the total import volume of this product, the more
difficult it could be to replace the goods from other countries. Chart 1 shows those imported goods from China for which dependence is likely to be
highest.[1].
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Chart 1 - Germany depends on many products from China

Vertical axis: China's share of German imports by product group, in percent; horizontal axis: import volume from China in 2024 in

millions of US Dollar
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Overall, China dominates the electronics sector in particular. Germany imports around ten billion US Dollars worth of laptops, as well as up to ten
billion US Dollars worth of smartphones and telephone equipment from the People's Republic each year. As around 65% of smartphones and 84%
of imported laptops imported into Germany come from China, a large portion of the German demand is met by Chinese supply. But Chinese imports
are not only important in consumer electronics. Many goods such as touchscreens, batteries, radio technology, computer technology, loudspeakers,
monitors, and other electronic goods also originate mainly from the People's Republic and are needed by German industry. In addition to electronics,
Chinese suppliers also play a very important role in permanent magnets, certain antibiotics and other organic chemicals, and the raw materials graphite
and magnesium.

China dominates the entire global market for electronics
German importers could in theory replace goods from China with goods from other countries. This would significantly reduce dependence on the
products analyzed in the event of a trade war. However, our analysis also shows that China not only accounts for a high proportion of German imports,
but also of all global imports [2]. Not only do 84% of laptops imported by Germany come from China, but so do around 72% of laptops imported
worldwide. Of the 37 product groups analyzed above, China exports at least half of the globally traded goods for around two-thirds of the products.
German importers are therefore unlikely to be able to access alternative sources of supply – especially if other countries are also trying to replace
Chinese laptops, for example.
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Chart 2 - China also dominates the world market for specific goods

China's share of imports by the world's 40 largest importers, in percent
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China could significantly hinder investment in Germany
The above analysis shows a clear dependency on certain products. However, it remains unclear how a shortage of these products would manifest itself
in Germany.

In principle, goods are used in different ways in the economy: Chinese products can be consumed or invested directly as end products (such as
Christmas decorations or finished tools), or they can be further processed from intermediate products into consumer goods, capital goods, or exports.
We use so-called “input-output tables” to measure the total share of Chinese value added in the various expenditure areas of Germany [3]. According
to this, China has become significantly more important for all German economic sectors over the last 25 years (Chart 3). The peak in 2022 and the
subsequent decline are mainly due to the fact that China's export prices fluctuated greatly in the aftermath of the pandemic. Overall, China's importance
is likely to have remained stable over the last five years.

In addition, there is a significantly higher dependence of German consumer and investment demand on Chinese supply chains than of German
production on Chinese supply chains. Of every 100 euros for a physical good consumed or invested in Germany, around 7 euros come from China.
This is also due to the fact that both intermediate and end products from China are included in consumption and investment. In contrast, by definition,
only Chinese intermediate products are included in the production of export goods.

Against the backdrop of the “investment offensive” proclaimed by the German government, the high dependence on China is particularly precarious.
This is because a trade war and a shortage of capital goods would at least severely hamper the German government's efforts.
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Chart 3 - China could hinder investment activity in Germany

Percentage of value added originating in China in goods sold in Germany in various sectors
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A trade war with China would hit Germany hard
If a trade war were to break out between the EU and China, the German economy would be hit hard. A complete shortage of important intermediate
goods from China would likely lead to a more severe supply chain crisis than the one in the aftermath of COVID-19. The impact on private consumption
and investment would be even greater, partly because prices would rise significantly.

However, dependency also has a temporal dimension. In the long term, companies can build up their own production capacities and consumers
can switch to alternative goods. Ultimately, German importers and producers themselves know best which supply chains are dependent on China
and whether alternatives exist. Companies will have to decide whether it makes sense to secure alternative sources of supply now. The European
Commission should also continue to monitor China's subsidy policy and, if necessary, respond to distorted trade with countervailing duties (anti-
dumping duties), as in the case of electric cars. The German government could promote recycling or, if possible, domestic production of important raw
materials.

[1] Of the 5,600 imported goods at the 6-digit classification level of the Harmonized System, we filter out those 106 goods for which either the import volume in 2024 was higher

than US$100 million and China accounted for at least 50% of imports, or the import volume was between US$10 million and US$100 million and China supplied at least 80% of

the imported goods. From these 106 goods, we select 37 essential product groups or combine individual groups. For example, we combine the two groups “metallic” and “non-

metallic” permanent magnets into permanent magnets. (Back)

[2] As an approximation for the global market, we use the imports of the 40 largest economies. These are estimated to account for around three-quarters of the global market. We

use the same selection of products for Chart 3 as for the previous chart. (Back)

[3] We use the OECD's input-output tables, which cover the period up to 2022. For 2023 and 2024, we extrapolate the dependency based on import trends for consumer,

intermediate, and capital goods. Value added from China includes both directly imported value added and value added from China imported indirectly via third countries. (Back)
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