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This thesis investigates and explains EUs legislative response to the 

“Made in China 2025” industrial policy. Doing so, this thesis 

presents insights of the characteristics of the “Made in China 2025” 

strategy and how it has materialised in relation to the EU. The 

analysis illustrates sector specific FDI flows and thus analyses the 

legislative response relating to these sectors. Using historical 

institutionalism, the thesis argues that a very limited legislative 

response from the EU has taken place as a result of its institutional 

past. The thesis argues that this path dependence shapes EU’s 

ability to respond extensively to the “Made in China 2025” 

industrial policy.  
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Introduction 

In 2015 China announced the first part of its major industrial policy for lifting its economy from a 

manufacturer of quantity to a manufacturer of quality. The first part of this strategy goes by the 

name “Made in China 2025”. Governments unveiling ambitious industrial policies, designed to put 

them at the forefront of modern technology and productivity, is by no means a new occurrence. 

When one of the world’s fastest growing economies, and the most populous country on earth, 

unveils such an ambitious plan, the rest of the world takes note. The move by China, is not only 

interesting due to its economic power and scale of the country announcing it. The “Made in China 

2025” industrial policy also differs from the plans unveiled by similar countries.  

 

Not only does China have the capital and economic power to further its ambitions, the plan is also 

special, as it has a distinct outward focus. The plan is also outwards focused because one of the 

tools, set out by the strategy, is to make use of Foreign Direct Investments (FDI). These are used in 

order to acquire the technology and know-how, needed in the sectors, which the Chinese 

Communist Party has outlined as desirable high-tech sectors where it seeks to be on the absolute 

frontier by 2049. This practice of using FDI as a tool in an industrial policy, has not been seen on 

this scale in developing countries before. Furthermore, if any developing country has the 

resources to make it a reality, it would be China. The “Made in China 2025” industrial Policy is at 

the hearth of this thesis.  

 

We seek to understand the effect, which this unprecedented move by China, has had on the 

outside world. Specifically, the effect it has had on the EU. For the countries in the European 

Union, the Chinese industrial policy is already a debated topic, as the amount of Chinese money 

flowing into the EU, buying large companies, has dramatically increased. Therefore, we will 

specifically seek to understand the EU´s response to the “Made in China 2025” industrial policy. All 

this leads us to the following research question: 

 

How can the legislative response by the European Union to the “Made in China” industrial policy be 

explained? 
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In order to answer this wide research question, we will need to limit the sectors we will be looking 

at. This calls for an analysis of the actual inflows of Chinese money into the EU. Furthermore, we 

will examine the flow of FDI into the sectors designated as desirable by the CCP individually. We 

will determine this, by analysing both primary and secondary data on the Chinese FDI flows into 

EU countries. This will cover data both in aggregated form and distributed over sectors and 

recipient country. Moreover, we will need a usable typology of industrial policies, as to 

understand both the EU´s response and the Made in China 2025 industrial policy.  

 

Structure of the thesis  

This will be structured in the following way. We will start of by conducting literature reviews on 

the subjects of literature covering EU integration and industrial policy, respectively. Following 

these, we will present and discuss the research design of this thesis, as well as the chosen 

philosophy of science this paper is utilising. When these introductory sections are completed, we 

move on with laying out the Made in China 2025 industrial policy in greater detail. Next, the thesis 

briefly presents the structure and key treaties of the EU, as well presenting the argument for why 

the European Union was chosen as our unit of analysis.  

 

Following that section, we move into the analysis itself. We start with an in-depth analysis of the 

flows of Chinese FDI into the European Union in the interval of 2005-2019. The outcome of this 

analysis should lead to designating three sector of Chinese investments, which we will move on 

with. We will then analyse the EU response in the sectors identified by the FDI analysis. This will be 

with regard to both new legislation from the EU, as well as earlier treaties and the case law 

defining the possible uses of certain treaty freedoms. When we have shown our findings, we move 

on to an outline of the limitations inherent in the use of these conclusions. Then we conduct a 

discussion of the findings themselves. Finally, we make our conclusions and answer our research 

question  
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Literature Review  

This literature review is divided into two parts. The first part focuses of reviewing the literature of 

the European Union and how it behaves, while the second part focuses on reviewing the literature 

of industrial policies. Being the unit of analysis for this thesis, the following literature review 

presents and contextualises the academic debate surrounding the European Union. In order to 

explain why EU is acting as it does, in regard to its response of the “Made in China 2025”, it is 

necessary to look at different theories describing the behaviour of the EU. The first part of the EU 

literature review focuses on the European integration of neo-functionalism, liberal 

intergovernmentalism and the ‘new’ types of institutionalism. Though there are many other 

theories explain the integration process of the EU, these theories have been selected due to their 

historical development of the academic debate leading the theory of historical institutionalism, 

which will be applied as the theoretical framework explaining EUs response to the “Made in China 

2025” strategy. The second part of the EU literature review illustrates how there has been a shift 

in the academic perception of the EU as an institution. This shift is described as the governance 

turn, where scholars increasingly focus on the EU as a polity thus fostering governance approaches 

to the explanation of EU behaviour. Though this thesis does not apply these governance 

approaches to a large in the analysis of EUs response to the “Made in China 2025” strategy, it does 

utilise some of the academic findings described in this part of the EU literature review. 

 

EU Integration 

The academic debate surrounding the EU was initiated by Ernst Haas’ seminal work The Uniting of 

Europe from 1958 with the establishment of The European Economic Community (EEC) and 

European Atomic Energy Community (Euratom) (Wallace, Pollack and Young, 2015). At the 

beginning of this academic field, during the 1960s and 1970s, the primary focus of EU research 

was on the topic of European Integration and was a result of the creation of the creation of the 

European Community (EC) in 1957.  

 

Neo-functionalism  

Here Haas sets out the founding ideas of what is characterised as the neo-functional theory of 

regional integration (Wallace, Pollack and Young, 2015). One of the primary contributions to the 
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literature on European Integration was attempting at answering how cross-border cooperation 

between the members of the EC on single-policy areas can lead to an increased and further 

developed economic and political integration. To answer that question, Haas presented the 

concept of spill-over effect of international decisions, which he defines as “policies made pursuant 

to an initial task and grant of power can be made real only if the task itself is expanded, as 

reflected in compromises among the states interested in the task” (Haas, 1961). This initial concept 

of spill-over effect attempted at explaining further economic and political integration as a result of 

state cooperation between European countries within specific industries or policy areas, which 

was the case with the creation of the European Coal and Steel Community (ECSC) in 1952. Here 

the spill-over effect would explain why further integration has developed as a result of the 

creation of the ECSC, since it created pressures to integrate further in related areas such as 

currency rates. This type of spill-over has later been characterised as functional spill-over effect, as 

later developments of this concept has emerged.  

 

Developing this concept of spill-over Stephen George suggested a second type of spill-over – 

namely political spill-over effect. This concept emphasises the critical role of supranational actors 

in the EU, as for instance the European Commission, as well as sub-national actors, as for instance 

businesses or interest operating within member states (Wallace, Pollack and Young, 2015). The 

general idea is that the political spill-over pressure from the sub-national actors arises when 

businesses, interest groups etc., mobilise their interest to influence centres beyond national 

governments, which predominantly was the target prior to regional integration in the EU. Here 

these sub-national actors now target their interests towards supranational actors as the European 

Commission, if they perceive any benefits from further integration with their area of business. At 

the supranational level, these entities now push for further integration, which completes neo-

functionalists’ concept of political spill-over effect.  

 

Being one of the grand and most scrutinized theories on European Integration, neo-functionalisms 

academic roots is highly influenced by the pluralist and functionalist tradition (Hooghe and Marks, 

2019). Pluralist in its way of perceiving the political process as an arena of different societal actors 

as businesses and interest groups all pursuing own interest. And functionalist in its approach to 
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scale economics of public goods by allocating specific policy areas to specialized international 

entities rather than national entities (Hooghe and Marks, 2019). The two spill-over effects 

attributed to the neo-functionalist idea entails the understanding that European integration is a 

trend towards more and more regional integration, which arguably will result in a somewhat 

regional polity. This way, neo-functionalists emphasises the importance of path dependence as 

previous spill-overs, or integration, is critical for the outcomes of today within a given policy area 

(Hooghe and Marks, 2019). In the underlying assumption for this to hold, neo-functionalists 

accepts the characteristics of bounded rationality in the decision-making process of political 

actors, as they are not always able to foresee the future consequences of today’s integration, 

since the spill-over effect acts similar to snowball that keeps getting bigger and bigger.     

 

Being one of the first theories on European integration, neo-functionalism is very normative in its 

way of explaining and predicting European integration from a non-state point of view, which has 

contributed greatly to the understanding of the European integration process.  

 

Liberal Intergovernmentalism  

The emergence of the neo-functionalist theory of European Integration caused great academic 

debate within the sphere of International Relations (IR). One of the main critiques towards the 

neo-functionalist approach was the role of the nation state – or more precisely - the absent role of 

the state. Critics argued that the role of the states was downplayed to the extend where the state 

would become redundant as a unit of analysis in regard to the integration process of Europe. 

Consequently, a new approach to regional integration emerged with roots from 

intergovernmentalism. This new approach was initiated by Hoffmann (1966) who emphasised an 

intergovernmentalist approach which shifted the focus ‘back’ to traditional IR approaches of 

having the state as the main actor and unit of analysis. Other scholars supported this notion that 

the state should be the primary focus for regional integration research (Haas, 1975) (Milward, 

1992).  

 

 Building on the re-emergence of the importance of the states in the regional integration debate, 

another grand theory emerged – namely liberal intergovernmentalism. This approach is pioneered 
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by Moravcsik's (1998) three-step model which combines liberal theory, intergovernmentalism and 

rational-choice theory. At the first stage of this theory is the formation of national preferences, 

which take place with each country that is part-taking in the regional integration process. Here 

Moravcsik (1998) does not neglect the pluralist process of competing interests among different 

actors, but instead argues that the nation state aggregates these competing interests to form one 

national interest within a certain policy area. The outcomes of this process are issue-specific and 

are then put forward to higher political entities as the EU by the state. This stage constitutes the 

liberal part of the model, as states elevate issue-specific national agendas, beyond traditional 

realist notion of zero-sum competition and national security, to higher political entities.  

 

The second stage of Moravcsik's (1998) model constitutes the intergovernmentalist approach by 

emphasising the continuing bargaining, or cooperation, among states at a supranational level – 

the EU arena. Here the nation states compete utilising their relative power to further enhance 

their national interests, which was formed in the first stage of the model. The key emphasis at this 

stage of the model, is the intergovernmental focus of having sovereign states competing as 

opposed to having sub-national actors such as businesses and interest groups, which was argued 

by neo-functionalists.  

 

The third stage of Moravcsik's (1998) model constitutes the rational-choice leg of the model, as it 

describes how and why nation states voluntarily delegate sovereignty to supranational actors such 

as the EU by creating international institutions (Moravcsik and Schimmelfennig, 2019). According 

to the model, states delegate some of their sovereignty to form international institutions with the 

purpose of creating stronger commitment and cooperation between the member states. The 

argument is that setting up standardised mutual agreements creates a level playing-field, where 

the member states can operate more efficiently and thus reduce transaction cost (Moravcsik and 

Schimmelfennig, 2019). Consequently, the integration process according to scholars of 

intergovernmentalism is pushed by the state to empowering the state, which is contradicting to 

the neo-functionalist continuous spill-over effect.  
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As an oppose to the normative neo-functionalist approach to European integration, Moravcsik's 

(1998) theory is has greater empirical roots, as it, apart from being published over 30 years later, 

aims at explaining the evolution of the EU from 1955 to 1992 (Moravcsik and Schimmelfennig, 

2019). Additionally, this theory is built on two basic assumptions that 1; states are self-centred 

actors seeking to promote own interests and 2; that the state actions can be described as at least 

bounded rational (Moravcsik and Schimmelfennig, 2019). 

 

 ‘New’ Institutionalism 

As liberal intergovernmentalists argue that neo-functionalists are neglecting the role of the state, 

a ‘new’ approach to institutionalism in regard to regional integration emerged, with the argument 

that the role of institutions, and primarily EU institutions, was left out of the academic debate. The 

three dominant ‘new’ institutionalist approaches in regards to EU integration is the rational-

choices institutionalism, historical institutionalism, and sociological institutionalism (Wallace, 

Pollack and Young, 2015). Rational-choice institutionalism emphasises how EU actors pursue their 

individual goals as a result of the institutional setup. One example is Scharpf's (1988) study 

illustrating the inefficiency of EU policies as a result of the institutional rules in place. Sociological 

institutionalists underline the importance of the shaping of identities in various institutional 

actors.  

 

Between these two approaches is the historical institutionalist approach where the emphasis is 

upon the importance of institutions over time. Here historical institutionalist as Hall (1986) 

emphasises how established institutions influence or constrains the behaviour of the actors who 

established them (Wallace, Pollack and Young, 2015). This implies that intuitions established in the 

past might have great impact on the behaviour of actors today, hence the concept of path-

dependence is critical to this theory. Also, historical institutionalists underline the importance 

timing of specific events or alterations of institutions. One example is Pierson's (1996) study of 

path-dependence in the European integration process. Pierson (1996) argues that despite being in 

the establishment of EU institutions and policies, ‘gaps’ are likely to occur in national governments 

ability to control the development of these institutions. This is arguably a result of four reasons. 

One, national governments might trade long-term control of EU policies on national control in 
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return for short-term re-election. This scenario is also described as applying a high discount rate 

for the future. Two, if too low discount rates for the future are applied, ‘gaps’ that are too large 

may not be able to be closed in the future. Three, preferences of governments might change over 

time due change of event, political environment, election of new government etc. Four, pressure 

from institutions and actors above and below a certain EU institution may result in policies 

becoming locked-in.   

 

Historical institutionalism will be further elaborated on in the theory section of this thesis. 

 

EU Governance  

As European integration continued through the 1980s and 1990s – and especially with the ‘Single 

European Act’ of 1986, the academic debate of European integration also developed. As argued by 

Kohler-Koch and Rittberger (2006), there was a shift of academic focus towards EU governance 

and policy analysis as the EC developed closer and closer to becoming the European Union (EU).  

 

One of the grand governance approaches to the EU is the Multi-level Governance approach, which 

was conceptualised by Hooghe and Marks (2001). Hooghe and Marks's (2001) model emphasises 

the multi-level structure of the EU while highlighting how the decision-making authority is “not 

monopolized by the governments of the Member States but is diffused to different levels of 

decision-making – the sub-national, national and supranational levels” (Kohler-Koch and 

Rittberger, 2006). In terms of EU governance, the Multi-level Governance approach argues that 

national governments share rather than monopolise the decision-making process with sub-

national actors as businesses and interest groups. Consequently, one of the underlying 

assumptions of this approach is the acceptance of the EU as a polity. And on a theoretical level, 

the EU is now ‘given’ and thus constitutes the independent variable, which is contradicting to 

previous academic debate of having the European integration as a dependent variable. MORE??? 

 

While Multi-level Governance emphasises the structure of the EU and how this is utilised by 

various actors in the policy-making process, the Network Governance approach by Kohler-Koch 

and Eising (1999) argues that the state is vertically and horizontally integrated into a network in 
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the policy-making process. According to this framework, the role of the state has changed from 

allocating policies ‘from above’ to being an ‘activator’ of policies by building coalitions with 

relevant states and societal actors on a case-specific basis (Kohler-Koch and Eising, 1999). 

Additional insights of the network governance approach are the argument that regulatory policies 

dominate the policy-making process over for instance areas as redistributive policies due to the 

underlying orientation towards problem-solving over utility-maximisation.    

 

The ‘governance turn’ in the academic debate of European integration also led to increasing focus 

on the problem-solving capabilities of the EU as an institution. One empirical insight in regards to 

the effectiveness of EU’s problem-solving capabilities is presented by Scharpf (1999). He illustrates 

that the likelihood of creating new EU rules and legislation within a certain policy area is highly 

depends on what type of legislation it is by utilising the concepts of ‘negative’ and ‘positive’ 

regulatory integration. Here, Scharpf's (1999) definition of ‘negative’ integration refers to the 

removal of trade barriers and other challenges that distorts the competition whereas ‘positive’ 

integration refers to the reconstructing of a system of regulations at the higher EU level (Scharpf, 

1999). Scharpf's (1999) argues that ‘negative’ regulatory integration has been much more 

succesfull due to institutional set-up of the EU. On the other hand, Scharpf (1999) uses the same 

argument to emphasisive the lower success of the EU to agree on ‘positive’ regulatory integration. 

 

Summing up, this section of the literature review has illustrated shift of focus among scholars from 

primarily focusing on the integration process to instead perceive the EU as a polity and thus how 

this polity is governed.  

 

Industrial Policy Review 

We will now need a usable typology of industrial policies, as to operationalize both the EU 

response and the Made in China 2025 industrial policy. Furthermore, the idea is to use the 

typology in order to outline the key differences in the industrial policy of the EU´s response and 

the Industrial policy, which is the Made in China 2025 plan. The typology will also be used in order 

to confirm that especially the Chinese industrial policy is very wide-ranging and represents a new 

path for a developmental country.  
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Defining industrial policy 

There are several definitions of what constitutes an industrial policy. For instance, the World Bank 

consider industrial policies as a tool exclusively referring to the manufacturing part of an economy. 

More specifically, the World Bank defines industrial policies as “government efforts to alter the 

industrial structure to promote productivity-based growth” (Maio, 2014, p. 551). A broader 

definition of industrial policy, and the one adopted in this paper, is one from Organisation for 

Economic Co-operation and Development (OECD) which defines industrial policies as following:  

   

“Industrial Policy is any type of intervention or government policy that attempts to improve the 

business environment or to alter the structure of economic activity toward sectors, technologies or 

tasks that are expected to offer better prospects for economic growth or societal welfare than 

would occur in the absence of such intervention” (Warwick, 2013, p. 16). 

 

The choice of authors for this review, is made on the basis that they have written quite general 

papers on the body of literature. Furthermore, they are either leading in the field, or in Warwick´s 

case, representative of big international organizations such as the OECD. We would argue, that an 

author´s article is coming from a respected international institution lends it more credence, when 

dealing with industrial policies, as it is also here these are discussed by the involved parties.  

 

Scholars have argued for and against this definition of industrial policy, and are laid out by Maio 

(2014). The theoretical arguments for cases where industrial policy is preferred are based on three 

conditions. The first condition is the existence of some market failure i.e. when the private market 

show tendencies of not optimizing and allocation its resources efficiently. The second condition is 

that the specific industry or sector subject to the industrial policy is potentially competitive in 

international market competition at some point in the future. The third condition is that of the 

discounted future benefits of the adjustment must exceed the potential costs of the distortion. 

The argument against this relies on the assumption that even in imperfect markets, the national 

governments could not have enough information to correctly fix the market failures. Furthermore, 

there is no reason to believe that a national government can predict which sectors could have 
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potential for internationally competitiveness.  A national government is neither able to correctly 

estimate the costs and benefits of a given industrial policy. In short, the belief that the open 

market is always the best allocator of resources. Since governments are naturally limited in the 

information they have, optimal selectivity and estimation is impossible. Another argument against, 

is that governments, by instituting industrial policy, will create and environment wherein rents 

exist. Therefore, the rational firm will act with a rent-seeking behaviour in order to exploit these, 

even if it requires illegal means. This argument relies on the implication that such an environment 

is more prone to corruption and the unfair competition and inefficient allocation of resources that 

this brings.  

 

Various economic theories argue that government intervention via industrial policies can, 

however, be optimal in cases where an informational externality is present. These informational 

externalities arises due to differences between private and social benefits derived from 

investments in a new economic activity. In order to make the private and social benefits converge, 

the government is needed to take on some of the investment risk related to the new economic 

activity. For instance, informational externality arises when companies with large carbon foot-

prints do not “price in” their production of CO2 resulting in lower societal returns compared to the 

private returns. Another example where economic theory argues in favour of using  industrial 

policie, is when the market exhibits coordination failures, which emerges when investments in 

related activities within a sector are missing. Consequently, this is leading to private sector 

investments being sub-optimal. The last example of situations where government interventions 

are optimal, is when there is a positive externality i.e. introduction of new external technology 

(Maio, 2014).  

 

The History of Industrial Policy 

During the nineteenth and twentieth century, governments of the developed countries as the 

United States, United Kingdom, and Japan played an active role in supporting the industrialisation 

of their economy. After the Second World War, multiple governments of newly independent 

nations also actively supported the industrialisation of their national economy as well. Some had 

economy-wide industrial policies and state-owned enterprises, others only utilised trade focused 
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policies and production subsidies in order further develop industrialisation. Simultaneously, 

developed countries tried to counteract the developing countries’ extensive industrial policies 

(Maio, 2014).  

 

The Developmental State 

One of the greatest success stories of the utilising industrial policies to enhance economic growth 

and upgrading comes mainly from examples of the East Asian economies - South Korea, Japan, 

Taiwan and Singapore. The strategies utilised by these countries are, in academia, described as the 

“Developmental State” strategy. Though Japan was industrialised long before the development of 

the Asian Tigers, constituting South Korea, Singapore, Taiwan and Hong Kong, they utilised some 

of the same industrial policy instruments. Their sprint to industrialisation is even more prominent 

as these countries in the post war area of the 1950´s had very limited natural resources and high 

poverty rates. All the Asian Tigers – arguably not Hong Kong - also had just faced a tumultuous 

time of becoming sovereign nations in their own right. Some scholars attributed this rapid 

increase in living standards and industrialization to an adherence to the neoliberal ideals of a 

liberalization of markets and an opening up to the international economy. The story of the 

Developmental State is, however, more nuanced (Wade, 2018).  

 

The success of The Developmental State is underpinned by an ability of the East Asian countries to 

indigenously develop industries which at first served as first-tier supplier to already established 

Multinational Cooperation (MNC). These indigenously developed industries were even capable of 

competing with the MNCs head-to-head later. The industries were for example; chemicals, 

manufacturing of car parts, steel, ship building and electronics. How these industries were able ro 

evolve is according to Wade (2018) found in the political level, and perhaps more importantly, at 

the level of ideas. Also, neo-liberal scholars identified this political level as one where an elite 

consensus had emerged, which solidified the advantages of free markets and high international 

integration into the international economy at the highest level of the national governments. The 

proponents of the Developmental State theory also believe that the success of the East Asian 

countries was a result of and elite consensus but argues that it was not strictly built around 

adherence to neo-liberal values. Wade (2018) describes this view as a perceived elite consensus 
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around the following. Firstly, a high priority was given to attain, and sustain, a very high economic 

growth rate. Secondly, a very high rate of investment-to-GDP ratio was prioritized in order to 

secure a rapid movement to higher productivity activities. Thirdly, an elite consensus appeared 

around the need for the state to govern and coordinate this catch up strategy. This was achieved 

through the use of government-owned enterprises or a steering of private enterprises into sectors 

where productivity was high. Fourth, and perhaps most out of sync with neo-liberal values, a 

consensus around curbing the consumption rates of the urban labour force and farmers alike. This 

was done in order to secure a greater amount of capital ready for investment. The fifth element 

included in the elite consensus, was the willingness of the state to actively promote export of 

goods. The limited domestic consumption, due to the fact that these countries were relatively 

poor, the state promoted export in order to make its industrial policy investments profitable. This 

also meant that the Developmental State issued industrial policies designed to target 

replacements of imports and concentrate on importing capital goods, intermediate goods and raw 

materials. Notably, the industrial policy was used in order to avoid import of consumer goods, 

which arguably also challenges the neo-liberal ideals of free trade. This consensus highly inspired 

by Japan’s industrial upgrading 10-20 years earlier (Wade, 2018). 

 

As opposed to classical neo-liberal principles and ideas of good government, East Asian countries 

did not rely on democratic checks and balances between ministries, the government or an 

independent central bank. Hence, the Developmental State had a very high degree of centralized 

bureaucratic power. More specifically, this power was centralised in the top of core ministries 

such as the Ministry of International Trade and Industry in post-war Japan. Also, the financial 

sector was dominated by state-owned banks, which also practiced industrial policy by providing 

loans to strategically designated firms and industries. The senior members of the government-

controlled entities and ministries was also characterized by having a close relationship with 

capitalists, while still having the autonomy to discipline private industry. This was achieved while 

having sufficient feedback from the owners of capital to still get the corporate sector to “buy-in” 

on the overall project of the Developmental State. This is what Peter Evans called Embedded 

Autonomy (Evans, 1995).  
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Notably, the embedded autonomy of the bureaucrats does not include pressures from civil society 

such as labour unions. The Asian Tigers were, until transitioning to various forms of democracy – 

Singapore excluded - in the late 1980´s, forms of one-party states and military rules. Arguably, one 

of the downsides of the Developmental State are labour suppression and a general 

marginalisation of the working class. This was part of the Developmental State model  as was 

considered necessary in order to keep consumption and labour costs low (Wade, 2018). This is 

described as the elite consensus between the public and private elite in order to keep the state-

business vision for the future industrial upgrading on track. The violent turmoil in which these 

states were born, and an outside threat from e.g. the Soviet Union, China or North Korea, was 

contributing factors of the reason as to why the working class were marginalized in such a way.   

 

At the policy level, the Developmental State is characterised by using its power to push production 

into sectors with increasing returns and keeping a large share of the ownership of production on 

national hands. The industrial policies of the East Asian countries utilised various tools in order to 

push production where the state wanted it, using a wide array of credits and tax rebates. They 

also used directed credit and other fiscal incentives to designate high value-adding industries as 

well as trade protection through tariff-free imports of intermediate goods, but not consumer 

goods. The state also bargained with incoming MNCs to the country. This materialised in 

restrictions on FDI inputs as for instance local content requirements for production facilities built 

in the country. This trade protection put a weakened international competition and helped 

national producers meet quality standards and being able to compete with international 

producers’ superiority in the future.  

 

In short, the Developmental State can be identified as one with little natural resources, a low 

average income, a shortage of capital and an elite consensus about the idea of catching up, and 

industrial policies directing at national industries into designated sectors. Furthermore, the 

Developmental State uses policies in order to decrease private consumption in order to achieve 

high investment rates and re-investment rates while avoiding non-productive wealth 

accumulation and luxury consumption. Trade policy was used to insulate local production until it 

was able to compete with the quality and efficiency of international producers. All of this in a 
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setting of recent political turmoil, dictatorial government and perceived close enemies banding 

the country together (Wade, 2018).  

 

Renaissance for Industrial Policy 

After the financial crisis of 2008-2009 the academic literature, as well as use, of industrial policy 

can be said to have gone through some degree of “renaissance”. The collapse of the financial 

sector resulting in an economic crisis, questioned the arguments fostered in the neo-liberal period 

after the 1980s of the private market being the most efficient actor to allocate resources. The 

“renaissance” of the interest in industrial policies meant that the World Bank began actively 

researching the area, while the Bruegel policy review published the report “Rethinking Industrial 

Policy” (Aghion, Boulanger and Cohen, 2011) and the World Institute for Development Economics 

Research (WIDER) published the “New Challenges for Industrial Policy” (Naudé, 2010b). It was not 

only the international organizations and academics that began drawing their attention to 

industrial policies, a number of nations, both developing and developed, began exercising both 

short and long-term industrial policies. France established the Strategic Investment Fund and the 

Grand Loan to support growing businesses and help their economy after the recession. Netherland 

started the Top Sectors Initiative in 2010 and a newly formed Ministry of Economic Affairs, 

Agriculture and Innovation responsible of promoting new cohesive innovations policies over the 

top nine sectors. The UK set up the Strategic Investments Fund in order to strengthen the capacity 

for innovation, job creation and growth. This fund was later discontinued but was replaced by the 

Secretary of State for Business, Innovation and Skills affirming the UK government’s support for 

industrial policies. Although the US did not introduce any definitive industrial policies following the 

financial crisis, it did launch an “innovation strategy” which was also assigned to improve 

Information and Communication Technologies as well as education and public services. Lastly 

China also updated its industrial policy after the financial crisis (Warwick, 2013).  

 

Since late 1990s economists have recognised that a gap of knowledge are central to the 

understanding of why some countries developed and some are underdeveloped (Stiglitz, Yifu Lin 

and Monga, 2013). Furthermore, an acceptance of knowledge markets being fundamentally 

imperfect arose. This means, that what the Solow model had many years earlier shown, namely 
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that most increases in the standard of living will come from the acquisition of knowledge, meant 

issues with imperfection due to the imperfection on these markets. This is because markets, left 

on their own, fails to maximize knowledge. This leads to the conclusion, that in order for the 

economy to increase the standard of living, some correction is needed.  Furthermore, the areas 

where knowledge is of most importance tend to be imperfectly competitive, again hampering the 

optimal allocation of resources in the area of knowledge and learning. These arguments are 

significantly older than the crisis of 2008-2009. Their breakthrough, however, happened after the 

crisis forced even developed countries, with deep financial markets, to acknowledge the issue of 

market failure. (Stiglitz, Yifu Lin and Monga, 2013).  

 

Now that a history of the arguments for and against industrial policy have been explored, as well 

as the history of its use in both developed and developing nations. This paper needs a typology in 

order to operationalize its findings regarding China´s “Made in China 2025” policy and the EU´s 

response.  

 

A typography of Industrial Policy 

We will now need a usable typology of industrial policies, as to operationalize both the EU 

response and the “Made in China 2025” industrial policy. Furthermore, the idea is to use the 

typology in order to outline the key differences in the industrial policy of the EU´s response and 

the Industrial policy, which is the “Made in China 2025” plan. The typology will also be used in 

order to confirm that especially the Chinese industrial policy is very wide-ranging and represents a 

new path for a developmental country.  

 

In 2013, Ken Warwick published an OECD paper which sought to provide a typology of industrial 

policies, which was built upon the foundations of typologies of industrial policy research from 

Naudé (2010a), Cimoli et al. (2006) and Weiss (2013).  

 

This foundation categorises the range of industrial policies made by governments on a scale from 

the very narrow, such as quantifiable subsidies granted to specific industries or companies, to the 

very broad actions taken in order to improve the general business environment for all. Warwick 
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keeps this distinction between horizontal and selective policies. Specifically, the works of Naude 

(2010) and Cimoli et al (2009) where the typology distinguishes between policies dependent on 

where they are aimed and what instruments are being used. This can be seen Naude (2010) 

typology (see appendix 1).   

 

As opposed to the earlier works on creating typologies in order to categorise the industrial policies 

enforced by governments, Warwick seeks to distance his typology from the development 

literature from which these earlier examples are derived. Instead, Warwick seeks to utilise the 

natural typology inherent in the multi-factor productivity models as they are known from 

mainstream economics. This typology divides the instruments of industrial policy into the 

categories of product market, labour markets, capital and credit market, land markets and 

technology markets. This distinction is made while keeping the “traditional” groupings of the 

horizontal and the selective policies in a two-way approach. An example of the use of this typology 

could be that the efforts of the Danish government to facilitate the export of pork to China. This 

policy would fall under the selective policies in the domain of the products parked (Warwick, 

2013) (see appendix 2).   

 

As illustrated in Appendix 2, there is a final domain in the two-way typology named 

Systems/Institutions. Warwick defines it as the domain wherein the more generic horizontal 

policies such as support for entrepreneur ship, economy wide efforts to improve the flow of 

information as well as an overall competitiveness strategy would fit in the systems/institutions 

domain´s horizontal category. The systems/institutions domain can also be seen as a “catch all” 

failsafe in the typology.  

 

Warwick dives a bit deeper into the classification of the different types of industrial policies. 

Specifically, after designating a policy in the appropriate domain, and if the policy is selective, a 

further query should be made as to whether the policy is strategic or defensive/reactive. Warwick 

defines many of the “hold-over” policies in the wake of the financial crisis as policies which could 

be defined as defensive/reactive. This distinction is by Warwick depicted in the following Figure 1 

(appendix 3).  
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With regards to the policies which would instead fall in the strategic category of figure 1 (appendix 

3), a further distinction is made. The Warwick typoplogy defines two distinct difference between 

sector-specific industrial policies. These are either put into effect with a more long-term strategic 

goal instead of a more defensive/reactive one. These Strategic industrial policies should be 

distinguished by whether they are aimed at catching up or making new ground on the frontier of 

technological progress. In other words, whether they are aimed at using better existing technology 

or on building and innovating the next technological step. Furthermore, Warwick makes a 

distinction between comparative advantage following and comparative advantage defying policy. 

Specifically in the developmental literature, which is focused on industrial policies aimed at 

catching up, a debate about whether developmental countries should strictly follow policies 

adhering to their resource endowment and are comparative advantage following, or, like can be 

seen by the theory of the Developmental State, should not shy away from policies which are seen 

as comparative advantage defying. Warwick illustrates this in a two-by-two model as seen below 

in figure 2.  

 

The Sector Specific Strategic industrial polices of countries at the frontier are represented in 

quadrant A and B. The Comparative Advantage following policies would be those which 

consolidate the areas wherein the country is already at and advantage, e.g. the tax breaks for 

shipping companies in Denmark. The comparative advantage-developing quadrant would be those 

industrial policies which are meant to secure comparative advantages in the future, e.g. the 

Danish governments establishment of a Green Fund in order to establish a comparative advantage 

in this area for the future. Quadrants C and D are the Sector Specific Strategic industrial policies in 

countries trying to catch up. On the comparative advantage following policies are those meant to 

exploit existing advantages, such as a resource endowment. The comparative advantage 

developing policies would be those designed to build and protect infant industries meant to 

eventually compete internationally, this is what was successful in the theory of the Developmental 

State.  
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Research Design 

Philosophy of Science  

This thesis applies a critical realist approach of philosophy of science in order to answer the 

research question. This approach to philosophy of science has emerged by combining and 

developing the two dominant approaches to philosophy of science – namely the naturalist and the 

constructivist approach (Moses and Knutsen, 2012). Like these approaches, critical realism is 

distinguished by its ontological, which is the study of ‘being’ and the most basic elements of our 

existence, epistemological, which relates to the perception of knowledge and how knowledge is 

developed, and methodological features, such as what types of methods are used. These 

characteristics will be described in the following paragraphs.  

 

The ontology of critical realism is heavily influenced by naturalist ontological assumptions. Here, 

critical realists accept the naturalist perception that emphasises that true existence of a Real 

World apart from human interpretation (Moses and Knutsen, 2012). This means that there is a 

Real World ‘out there’ waiting for researchers to uncover. However, critical realist has developed 

this naturalist perception of a Real World by introducing the notion that it is layered or stratified 

(Benton and Craib, 2011). According to critical realists, reality is constructed of three layers, the 

real world, the actual level, and the empirical level, which are defined as following: 

 

• The real world is the realm of mechanisms, tendencies, powers etc., and is the layer that 

science seeks to discover.  

• The actual level of reality is the level of events that has taken place. These events can take 

place under experimental conditions or, as the case of this thesis, take place more complex 

and less predictive environments outside the laboratory. 

• The empirical level consists of observations and must only be subset of the actual level.  

 

According to critical realists, the aim of scientific enquiry is to uncover the mechanism of the real 

level of reality. On the actual level of reality, critical realists describe the events that have been 

caused by the mechanisms of the real level.  
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Critical realists also divided the world into open and closed systems. Closed systems are a systems 

or environments wherein scientific study can be completely isolated from any interference from 

other mechanisms that are causing an event to happen (Benton and Craib, 2011). The 

prerequisites for these systems are typically only present in a laboratory or similar controlled 

environments, which, according to critical realists, very rare circumstances and especially for 

research in social sciences. Hence, critical realists also emphasise the existence of open systems, 

wherein several mechanisms exist simultaneously and interferes with each other (Benton and 

Craib, 2011). This perception implies that it is very difficult to isolate only one mechanism causing 

an event to take place in an open system, thus emphasising that other and undiscovered 

mechanisms co-exists.  

 

In terms of the epistemological assumptions, critical realism shares common ground with the 

constructivist approach. Though critical realists do assume the existence of a Real World beyond 

human interpretation, they also acknowledge that science is a social practice and thus knowledge 

is a social product (Benton and Craib, 2011). This assumption is what critical realists describes at 

the transitive dimension and focuses on the question of “What must be the case for science to be 

possible?” (Benton and Craib, 2011). This transitive dimension implies the notion that knowledge 

is cumulative and thus is a product of its social and historical context. Consequently, critical 

realists avoid concepts as universal laws and universal mechanisms, as they are deliberately aware 

of the fact that these mechanisms might be wrong at a later stage. This implies that knowledge is 

never complete.  

 

In relation to the methodological assumptions, critical realism does not emphasise one set of 

methods to be correct. Instead, it argues that science should be driven by questions and not 

methods, which empowers the scholars to apply qualitative, quantitative or mixed methods in the 

pursuit of uncovering mechanism.  

 

Application of the Critical Realist Approach  

Applying the critical realist approach to philosophy of science enables the research of this thesis 

answer the research question and is achieved in various ways. Firstly, the ontological assumptions 
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of critical realism enable us to breakdown the different levels of reality of this thesis. At the actual 

level of reality, this thesis studies the events described in the analysis of this thesis, which are FDIs 

from China to EU countries and how the EU has responded to these FDIs. At the real level of 

reality, we utilise the framework of historical institutionalism to explain these events and thus 

enabling us to answer the research question. The empirical level of reality is not studied in this 

thesis, since the prerequisites described earlier were not accommodated as this study operates in 

an open system with multiple mechanisms unfolding at the same time, which makes it nearly 

impossible to isolate a single mechanism. The ontological assumptions of critical realism also 

enable the study of this thesis to utilise the theoretical framework provided by historical 

institutionalism in order to explain EUs response to the “Made in China 2025” strategy by focusing 

on the causal mechanisms of the response.  

 

Secondly, the epistemological assumptions of critical realism enable us to utilise historical 

institutionalism to narrow down the units of analysis for the thesis. This way, the research of this 

thesis is predominantly focused on institutions as the unit of analysis. However, as will be 

described later is this thesis, historical institutionalism acknowledges that institutions cannot 

serves as the only causal explanation of an event, but instead opens the possibility that other 

actors contribute to the outcome of an event. This characteristic of historical institutionalism is 

shared in critical realist’s assumption that knowledge is never definite and that there might be 

uncovered mechanism causing a certain event to take place – especially in an open system as the 

research of this thesis.  

 

Thirdly, critical realism enables the research of this thesis to utilise mixed methods as the 

methodology, which is elaborated on in the following paragraphs.  

 

Methods 

This thesis utilises mixed methods in order to analyse and explain EUs response to the “Made in 

China 2025” strategy. The analysis of this thesis uses quantitative methods to describe FDIs 

patterns from China into the countries of the EU, which serves as a building block for the rest of 

the analysis. The quantitative methods provide the justification for the thesis in general as it 
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highlights the ‘problem’ while also serves the justification for further analysis. Specifically, the 

quantitative methods used are simple descriptive statistics where raw primary data from The 

China Global Investment Tracker are analysed using graphs and simple regression analysis to 

illustrate the patterns of Chinese FDIs into the EU over a period of time. This part of the analysis 

sets the stage for the rest of the analysis as it uncovers what actually is happening in relation to 

Chinese FDIs into EU countries. 

 

After utilising quantitative methods to set stage for the analysis and illustrating the ‘problem’, a 

qualitative approach is then used in order to uncover the response of the EU in regard to the 

“Made in China 2025” strategy. This is done by using best fit cases, as the cases described in this 

thesis are selected upon the requirements that they need to reflect the actual policy of the “Made 

in China 2025” strategy. Analysing these cases are achieved by using ‘desk’ research, where we 

search previous legal cases and case-law in order to see earlier judgements.  

 

Data Collection 

The data relating to how much FDI flows into Europe from China can generally be categorized into 

two distinct sources. There is one source from within the EU system, namely Eurostat´s statistics 

on EU direct investment flows, named “breakdown by partner country and economic activity” 

(BPM6). These are however muddled by the fact that only net flows are counted in this statistic. 

This means, that the absolute flow of investments from the China, can vanish in counter-flows 

from EU countries to China in the same industries. This will also be the case when the data takes 

into account intra-company flows after an acquisition (Eurostat - Data Explorer, nd). The second 

source for data on Chinese investment flows into Europe is the data collected by the Chinese 

Ministry of Commerce (MOFCOM). The problem here, is that the figures presented by MOFCOM 

for Chinese investments into the EU are much larger than those reported by Eurostat. A Report by 

the European Think-tank Network on China (ETNC) speculates, that this discrepancy is a 

consequence of the flows from China to Europe being subjected to significant channelling of the 

funds through other countries or Hong Kong. An example of this could be the practice of 

establishing European holding companies when engaging in large M&As for tax reasons (Seaman 

et al., 2017). For example, in the mega deal involving Supercell and Tencent, the money was 
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channelled through a holding company in Luxembourg. This aspect is believed to be better capture 

by datasets compiled using the Ultimate Beneficial Owner principle (UBO) than in the traditional 

methods used by both Eurostat and the Chinese government. 

 

The general trend in the datasets are however robust. Hence the increase of FDI inflows into 

Europe up until the peak year in 2016 and the following falling FDI flows from China into the EU in 

both 2017 and 2018 can be seen across all sources. It is the magnitude which differs.  It is  on the 

basis of a modified approach to the numbers from the both Eurostat and the Chinese government 

that the report (Thilo, Mikko and Kratz, 2019), we will use, has been compiled by the Mercator 

Institute of China Studies. It should however be noted that neither the MOFCOM or data compiled 

using the UBO principle are impenetrable to the distortions created by the channelling of funds 

and the use of special purpose entities to “round trip” money in order to utilise lucrative tax 

incentives around the world. The way this problem is somewhat rectified by the reports used in 

this paper, is by using compiled data based on the ultimate beneficial owner (UBO) principle. This 

records data based on the ultimate owner of a foreign investment vehicle instead of the 

immediate owner. However, as said before, even this method is not free from the distortions 

arising from “round tripping” and special purpose entities. The 2017 European think tank report 

therefore concludes, that an entirely holistic picture of FDI flows are next to impossible to 

accomplish. This paper relies on the data collected by the Rhodium group and the Mercator 

Institute for China studies, however, since these are made by the private company Rhodium 

Group, the exact method is proprietary knowledge (Seaman et al., 2017). 

 

When it comes to the dividing the Chinese FDI inflows onto European sectors, the reports from 

the Rhodium Group and the Mercator Institute for China Studies are not well suited for the 

purpose of this paper. We will also not be using numbers based of the Chinese Ministry of 

Commerce´s data as a next best solution. Instead, this paper will seek to use the China Global 

Investment Tracker, which was launched by the Heritage Foundation and is now hosted by the 

American Enterprise Institute (AEI).(China Global Investment Tracker | American Enterprise 

Institute - AEI, no date). This dataset is compiled based on the ultimate beneficial owner principle 

much like the reports coming from the Rhodium Group and the Merics Institute for China Studies. 
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These figures are, however, not comparable to the traditional method of Balance of Payments 

(BOP) which the Chinese Ministry of Commerce and Eurostat compiles data from. This is a caveat, 

which will have to be kept in mind. It is still important to note that the overall trends of the FDI 

flows are very much robust, and represented over the different datasets  (Seaman et al., 2017).  

 

Made in China 2025 

 

Overall Strategy of “Made in China 2025” 

On March 5th 2015, China’s Prime Minister presented the “Report on the Work of the Government 

(2015)”, revealing for the first time a national strategy to develop China from being a manufacture 

of quantity to a manufacture of quality (The State Council - The People’s Republic of China, 

2015a). This strategy was officially issued two months later on May 19th 2015 with the name of 

“Made in China 2025”. As the name suggest, this strategy for the future of China’s manufacturing 

is a ten-year plan with maturity in 2025. However, this ten-year plan actually only constitutes a 

third of the overall “Mand in China”-plan that is scheduled to run all the way to 2049 – marking 

the 100th anniversary of the founding of the People’s Republic of China. Hence the 2025-plan is 

only the first step of three for the grand “Made in China” strategy, which seeks to place China as 

the leading manufacturing power by the year of 2049. At the heart of the “Made in China 2025” 

plan was the nine key areas of prioritisation made by the Chinese government. These nine tasks 

are the following:  

 

“Improving manufacturing innovation, integrating technology and industry, strengthening the 

industrial base, fostering Chinese brands, enforcing green manufacturing, promoting 

breakthroughs in ten key sectors, advancing restructuring of the manufacturing sector, promoting 

service-oriented manufacturing and manufacturing-related service industries, and 

internationalizing manufacturing” (The State Council - The People’s Republic of China, 2015b). 

 

As the press release illustrates, this plan was not just a small development of China’s 

manufacturing, but a complete reformation of every aspect of its economy. On an industry-
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specific level, the Chinese government have identified ten key sectors wherein the primary focus 

for this plan is:  

 

“1) New information technology, 2) High-end numerically controlled machine tools and robots, 3) 

Aerospace equipment, 4) Ocean engineering equipment and high-end vessels, 5) High-end rail 

transportation equipment, 6) Energy-saving cars and new energy cars, 7) Electrical equipment, 8) 

Farming machines, 9) New materials, such as polymers, and 10) Bio-medicine and high-end 

medical equipment (The State Council - The People’s Republic of China, 2015b).  

 

With the nine areas of foci including the ten industries, an overall goal of the “Made in China 

2025” strategy is revealing; “(…) to turn China into a global hub for high-tech industries” (Zenglein 

and Holzmann, 2019). China is trying to leapfrog developed countries in high-tech industries in 

order to reach and pioneer the fourth industrial, which is characterised by labels as “Industry 4.0” 

(Germanys label), “Industrial Internet” (US’s label) and “Smart Manufacturing” (China’s label). This 

new industrial paradigm is characterised by advanced communication technologies embedded 

into intelligent machines (Wübbeke et al., 2016a). This way, machines are connected and will be 

able to communicate with each other using data, sensors to make decision in order to optimise 

production processes. This forth industrial revolution is currently in the making among advanced 

economies that already have experienced the earlier stages: 

 

• 1st revolution: Started in the late 1700 by the invention of mechanical production which 

was powered by steam and water.   

• 2nd revolution: Started in the 1800 with the emergence of electricity to power machines 

resulting in mass production. 

• 3rd revolution: Started in the 1970s with industrial robots and the emergence of 

information technology as computers. 

 

Though China are currently the number one manufacture hub in the world, they face enormous 

challenges if they want to become the world leading high-tech manufacture pioneering smart 
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manufacturing by 2049. Thus, the following section seeks to describe briefly the China’s current 

level of industrial development.  

 

China’s developmental stage  

In 1990 Chinas shared of global manufacturing accounted for 2.7 percent of global manufacturing, 

in 2014 this share had increased to 25 percent (Zhang et al., 2016). During this period, China 

became the number one manufacturing country in the world by having a comparative advantage 

over other countries. These comparative advantages include for instance easy access to cheap 

manual labour as a result of a large labour force, low wages, poor working conditions etc., and 

cheap raw materials. Though labour costs are still moderate compared to China’s neighbouring 

countries, its yearly wages have increased significantly since the 1990s (see tables). Another trend 

of the China’s economy is that China’s industrial production has slowed down almost year-after-

year since 2010 (see table). Also, China’s annual GDP growth has since 2007 fallen steadily from 

14,23% of annual GDP growth in 2007 to 6,57% in 2018 (World Bank, 2020b).Following these 

trend, China is concerned about falling into the so-called ‘middle-income trap’ which is described 

by Garrett (2004) as a not being able to compete with advanced economies due to lack of 

technological progress while also being unable to compete with less developed economies 

because of domestic labour costs being too high.  

 

According to Wübbeke et al., (2016) China’s current level of manufacturing progress is for the 

most part characterized by the tools of the second industrial revolution, while some sectors have 

just started integrating third industrial revolution tools. This challenge for upgrading China’s 

economy today can be attributed to various reasons.  

 

Firstly, R&D funding level in China is lower than competing countries as the US and Germany (see 

graph). Moreover, China only spends one-fourth the amount of basic research compared to 

developed countries (Zhang et al., 2016). This is has resulted in a lack of innovation in core 

technologies, which is the second challenge the China’s manufactural upgrading is facing. The lack 

of innovation of core technologies is illustrated by the fact that only 3 of 10.000 Chinese 

enterprises had independent intellectual property rights in core technologies (Zhang et al., 2016). 
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This means that even though lots of technology is produced in China, the ownership of these core 

technologies usually belongs to multinational companies originated from developed economies. 

Consequently, the core technologies processed in China are imported and not a result of domestic 

innovation.  

 

A third challenge facing China’s manufacture industry is its low levels of information technology 

embedded into the production process compared to developed economies as Germany and the 

US. One illustration of that is the fact that China landed a on place 62 in the Networked Readiness 

Index in 2014 whereas the US was number 7 and Germany number 12 (Bilbao-Osorio, Soumitra 

and Lanvin, 2014). This index ranks the developments and usage of information technology within 

a country and is crucial if China wants to advance and pioneer the fourth industrial revolution. 

Another characteristics is, according to Zhang et al. (2016), China’s large gab among different 

sectors, when it comes to the integration of information technology in the manufacturing process. 

Here industries as petrochemical and the steel industry has significantly higher degree of 

information technology embedded when comparing to other industries as for instance the 

garment industry (Zhang et al., 2016). Also, on firm-size level there are gabs to the degree of 

informatisation, which is the extent to which a sector, economy or like, are information-based and 

thus more reliant on communication technologies. Here the level of informatisation is higher at 

medium-sized state-owned manufacturing enterprises than compared to small and micro 

enterprises (Zhang et al., 2016).  

 

A key characteristic of China’s economy is its low levels of labour productivity (see graph). As 

illustrated in the graph, China’s labour productivity is significantly lower than US’s, Germany’s and 

the European Union as a whole. This is partly a result of that fact that labour productivity is 

measured as the GDP per employed, which challenges China as a large part of its GPD is derived 

from low-added value activities as for instance low-added production and manufacture. Another 

reason causing China low levels of productivity comes from the fact that China’s level of 

automation is very low compared to advanced economies as the US and German (see graph). The 

low level of automation is a product of Chinese enterprises becoming less and less willing to 

purchase new equipment for their production and manufacturing lines (see graph). 
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To conclude, even though China is the largest manufacturing country in the world, trends of 

slowing down the economy and manufacturing has revealed itself. Hence, the following section 

describes China’s effort to accommodate these challenges by investigating the “Made in China 

2025” plan in practice.  

 

Made in China 2025 in Practice 

Since the “Made in China 2025” plan was presented in 2015, the strategy has evolved from policy 

design to reality. This is manifestoed with release of the “Made in China 2025” Key Area 

Technology Roadmap that was published in September of 2015 and later revised in 2018. This 

roadmap is the guiding principles and goals for the implementation of the strategy. Being a top-

down strategy, the “Made in China 2025” was designed at the highest governmental levels and 

then developed downwards through lower levels of governments. At the level of the Chinese 

provinces, 28 out of 31 provinces has presented an implementation plan for how they can 

materialise the strategy of the “Made in China 2025” (Zenglein and Holzmann, 2019). These plans 

typically includes a focus for how the province will advance and upgrade specific industries For 

instance, the city of Yuhao in the province of Zhejiang is focused on advancing its industries for 

new equipment, information technology, energy and materials (Zenglein and Holzmann, 2019).  

 

Central to materialising the “Made in China 2025” strategy is creation of innovation centres and 

pilot demonstration projects. The pilot demonstration projects are state-driven sector-specific 

projects that allows the government to introduce new and cutting-edge technology as a way to 

speed up the technology in the real economy (Zenglein and Holzmann, 2019). As of 2019, around 

4000 pilot demonstration projects have been announced where the majority has been distributed 

across the following industries: 

  

• Green manufacturing: 1646 pilot demonstration projects 

• Smart manufacturing: 845 pilot demonstration projects 

• Manufacturing & Tech innovation: 599 pilot demonstration projects 

• Manufacturing & internet integration 388 pilot demonstration projects 
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• Industrial champions: 390 pilot demonstration projects 

(Zenglein and Holzmann, 2019) 

 

These pilot projects are typically located in the 31 pilot cities that the “Made in China 2025” 

established in August 2016. The pilot cities have since then developed into what Prime minister Li 

Keqiang in July 2017 characterised as National Demonstration Zones (NDZ). These NDZs are 

upgraded pilot cities and are now forming city clusters (Zenglein and Holzmann, 2019), which 

serves similar purpose as the pilot projects of being real-life cases of developing new technological 

progress. The effects of these NDZs have been quite successful as 65% of China’s most promising 

smart manufacturing hubs are emerging from within these zones (Zenglein and Holzmann, 2019). 

Also, from 2016 to 2019, the “Made in China 2025” plan has fostered 12 innovation centres across 

China and planning to add 3 more by the end of 2020. The idea behind establishing innovation 

centres is to maximise innovation within a specific industry This is achieved by leveraging 

cooperate alliances in order to optimise and develop every stage of the innovation chain. As of 

2019, the following 12 innovation centres in 9 locations have been established: 
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City (Province) Industry Innovation Area 

Beijing  Batteries 

Shenyang (Liaoning) Robots 

Xi‘an (Shaanxi) 3D printing 

Yantai (Shandong) (Automotive) light-weight material forming 

technology & equipment 

Zhuzhou (Hunan) Advanced railway transportation equipment 

Guangzhou (Guangdong) Print & flexible displays 

Luoyang (Henan) Smart agricultural machinery 

Shanghai (Shanghai) Three innovation centres: 

1. Chips 

2. Smart sensors 

3. Maritime equipment 

Wuhan (Hubei) Two innovation centres: 

1. Information & optoelectronics 

2. Digital design 

Source: (Zenglein and Holzmann, 2019) 

 

Another way the “Made in China 2025” plan has materialised is the role of the State-Owned 

Enterprises (SOE). The SOEs are pressured by the government to increase the current low levels of 

productivity, which is primarily achieved through exposure to private-sector companies. This way, 

SOEs are at an increasingly frequency competing with privately-owned companies for contracts as 

a way to promote higher levels of productivity. Another way that the government pushes the 

“Made in China 2025” plan is through strategic decision-making as for instance promoting 

partnerships and mergers of critical SOEs if mutual benefits can be achieved. One example is the 

merger of two of China’s largest nuclear SOEs into China National Nuclear Corporation which in 

2018 (Zenglein and Holzmann, 2019). 

 

Being one of the most comprehensive industrial policy initiatives to date, the “Made in China 

2025” plan is estimated to cost several trillion CNY and is funded in a number of different ways. 
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Most commonly, China is using various financial tools to fund the upgrading of it manufacture by 

introducing insurance compensation schemes, tax incentives, providing finance for small and 

medium enterprises (SME), and direct funding through direct funding for pilot projects and 

demonstration zones (Zenglein and Holzmann, 2019).  

 

Some of China’s largest banks has pledged to help financing of the “Made in China 2025” 

initiatives. One of them being the China Development Bank (CDB) that pledged 300 billion CNY 

from 2016 to 2021 for “Made in China 2025” initiatives. Also, the Chinese government has created 

over 1800 government industrial investment funds with an aggregated size of 3 trillion CNY 

(Zenglein and Holzmann, 2019). These investment funds are divided across the different level of 

the Chinese governmental levels and serves the purpose of providing capital to pilot projects and 

other innovations.  

 

One last key feature of the “Made in China 2025” plan is its outwards-looking dimension. So far 

the description of the strategy mainly been domestically focused, but “Made in China 2025” is 

actually also a very aware of how it can advance its domestic manufacturing by looking abroad. In 

the original presentation of the “Made in China 2025” initiative, the plan revealed the following 

about strategy for multinational Chinese enterprises: 

 

“We will encourage Chinese companies to participate in overseas infrastructure development 

projects and engage in cooperation with their foreign counterparts in building up production 

capacity. We will work to increase the international market share of Chinese railway, electric 

power, communications, engineering machinery, automobile, aircraft, electronics, and other 

equipment, and encourage the metallurgical, building materials, and other industries to invest 

overseas” (The State Council - The People’s Republic of China, 2015a). 

 

Consequently, the “Made in China 2025” strategy is not only a domestic industry policy, but also 

focuses on how to upgrade by looking at foreign companies. In this aspect, China is distinguishing 

between three categories of foreign companies and thus implying methods of how to close the 

technology gab between Chinese companies and foreign companies, where the underlying 
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assumption is that Chinese companies are less developed when it comes to technology and 

productivity.  

 

The first category is Bargaining chips and are foreign companies that operates in sectors that has 

low prioritisation in the “Made in China 2025” strategy. This is for instance consumer good, retail, 

restaurants etc. (Zenglein and Holzmann, 2019). The second category is Willing Tech Partners and 

are companies that the Chinese government hopes to convince foreign companies to move their 

most sophisticated parts of their production to China in order to upgrade domestic industries 

(Zenglein and Holzmann, 2019).  This category is, according to Chinese government, the preferred 

one. The last category is Hard-to-get Tech Targets, which constitutes leading foreign tech 

companies that are operating is key areas of the “Made in China 2025” strategy. These companies 

are most difficult to convince, which is why the Chinese government typically resorts to one of the 

two following tactics; attract or acquire.  

 

Attracting a foreign company to engage in the high-tech activities in Chinas is typically a process 

where the foreign company is offered attractive conditions of operating. One example is a 

contract offered to General Electric and Rolls Royce to deliver airplane engines to China’s aircraft 

manufacture CRAIC on the condition to manufacture the engines in China (Zenglein and 

Holzmann, 2019) (Reuters (China), 2018). If this attracting foreign companies to invest does not 

work, then acquiring is typically the next step. Here, Chinese companies obtains new technology 

by simply buying it in the foreign market. In 2018, 58% of China’s foreign direct investments (FDI) 

in Europe, in both numbers and value, was is attributed to the core industries of the “Made in 

China 2025” strategy (Thilo, Mikko and Kratz, 2019).  
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EU structure – policy making 

The analysis of thesis applies a historical institutionalist approach to uncover the mechanisms that 

explains the EUs response to the “Made in China 2025” plan. This implies that the unit of analysis 

will be the EU institutions. Hence, it is necessary to briefly describe the key EU institutions and 

legislative process, which the following paragraphs will do.  

 

As stated in Article 13 of the Treaty on European Union there are seven institutions that make up 

the institutional framework of the EU and are; the European Parliament, the European Council, 

the Council of the European Union (typically referred to as ‘the Council’), the European 

Commission, the Court of Justice of the European Union, the European Central Bank, and the 

Court of Auditors (source). These institutions each have their own jurisdiction and role. For 

instance, the Council sets the overall direction of the EU and is comprised of the Heads of States of 

the EU member states and the European Commission President. The European Parliament 

represents the citizens of the member states as they are elected directly. The European 

Commission represents the interest of the EU as a whole and are divided into 27 policy areas 

where each member state has one commissioner. Lastly, the Council represents the interests of 

Source: (Trading Economics, 2020b) 

China Industrial Production (1994-2019) Level of Automation in China as of 2015 

Source: (Wübbeke et al., 2016a) 
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the national governments and is comprised of the ministers of each member state government 

depending on what policy areas that are being discussed. These institutions are established by EU 

treaties that defines the roles and responsibilities of each EU body and institution. The main EU 

treaties are: 

 

Year  Treaty  Purpose 

1952 Treaty establishing the 

European Coal and Steel 

Community 

To create interdependence in coal and steel so that 

one country could no longer mobilise its armed 

forces without others knowing. This eased distrust 

and tensions after WWII. The ECSC treaty expired in 

2002. 

1958 Treaties of Rome: EEC 

and EURATOM treaties 

To set up the European Economic Community (EEC) 

and the European Atomic Energy Community 

(Euratom). 

1965 Merger Treaty - Brussels 

Treaty 

creation of a single Commission and a single Council 

to serve the then three European Communities (EEC, 

Euratom, ECSC). Repealed by the Treaty of 

Amsterdam. 

1987 Single European Act To reform the institutions in preparation for 

Portugal and Spain's membership and speed up 

decision-making in preparation for the single 

market. Extension of qualified majority voting in the 

Council (making it harder for a single country to veto 

proposed legislation), creation of the cooperation 

and assent procedures, giving Parliament more 

influence. 

1993 Treaty on European 

Union - Maastricht 

Treaty 

To prepare for European Monetary Union and 

introduce elements of a political union (citizenship, 

common foreign and internal affairs policy). 

Establishment of the European Union and 
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introduction of the co-decision procedure, giving 

Parliament more say in decision-making. New forms 

of cooperation between EU governments – for 

example on defence and justice and home affairs. 

1999 Treaty of Amsterdam To reform the EU institutions in preparation for the 

arrival of future member countries. 

2003 Treaty of Nice To reform the institutions so that the EU could 

function efficiently after reaching 25 member 

countries. 

2009 Treaty of Lisbon More power for the European Parliament, change of 

voting procedures in the Council, citizens' initiative, 

a permanent president of the European Council, a 

new High Representative for Foreign Affairs, a new 

EU diplomatic service. 

(The European Union, 2020) 

 

EU legislation is divided into two categories – primary and secondary. Primary legislation consists 

of the treaties that lays out the responsibilities of the different EU institutions. Secondary law 

consists of regulations, directives and decisions within a specific policy area (source). The 

secondary law is drafted and proposed by the Commission to the Parliament and Council where 

the proposal needs to be approved by both bodies.   

 

Why the EU? 

The answer to this question is twofold. The first retains to why we have chosen to analyse the EU´s 

response as opposed to choosing other big economies, such as the United States, or countries 

with even closer economic ties to China such as South Korea or Japan. Firstly, we chose to look at 

the response of a great economic power, such as the European Union, due to these having leading 

roles in shaping how the rest of the world can deal with the outward expansion of China´s 

economic power. The fact that the actions and the institutions, are relatively more created and 

driven by the larger economies, combined with the fact that they are more prevalent in the 
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standard setting institutions on trade, such as the World Trade Organization, leads us to this 

decision. In short, we chose to analyse a large economic power due to its response having a 

greater effect on the rest of the world. We choose the European Union as the large economic 

power due to it being one of the actors, which are the most influenced by China´s “Made In China 

2025” industrial policy (see figure below). 

 

 
 (Wübbeke et al., 2016b) 

 

The other part of the question is, why chose the European Union as the unit of analysis and not 

the individual countries within the Union? This again relates to our assumption that the way in 

which the world addresses the “Made in China 2025” strategy will be largely determined by the 

response of the large economies. There are most definitely economies within the EU, such as 

France or Germany, that could have been interesting to analyse on their own. However, on the 

world scale, the European Union´s internal market is the second largest economy in the world, 

only beat by the United States. This means that it is not only interesting how large EU countries’, 

such as France and Germany, seeks to address the “Made in China 2025” strategy, it is equally 

important how these intentions will translate in the European Union context. In other words, we 

argue that the EU´s response is far more interesting, as it also entails the responses of many large 

economies. Furthermore, it will be interesting to analyse how a Union created with the intentions 
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of removing trade barriers and promoting less restrictions on capital movement, will deals with 

pressures to reinstate trade barriers and restrict the movement of capital.  

 

Analysis  

 

Chinese FDI in the EU28 

We need to get an overview of the actual FDI inflows into Europe from China, if we are to identify 

which sectors we should be using in the case based analysis of EU case law. The FDI analysis will 

also serve as guidance, as to what sectors defined in the Made in China 2025 industrial policy has 

the most importance in the EU context. In other words, we will be identifying which EU sectors are 

“hardest hit” by Chinese capital acquiring major industrial actors. The analysis will also pinpoint 

which geographical parts of the EU sees most of the Chinese investments.  

 

FDI overall and development 

In 2017 China´s global outward FDI flows entered a new era. After rapid expansion throughout the 

earlier decade the outward flows took a sharp decline in 2017 and the current numbers from 2018 

seems to show that this is not an outlier, but the start of a new strategy by the Chinese central 

government. This observation is echoed in the official Chinese statistics showing similar levels of 

aggregated outbound FDI. However, the numbers accumulated by Bloomberg seems to show an 

even more steep decline in the value of completed global M&A transactions by Chinese 

companies. (Hanemann, Thilo (Mercator); Huotari, Mikko; Kratz, 2019, p. 8 Figure 1). This is 

accompanied by Chinese companies, not only slowing down overall outward FDI, but also selling 

overseas assets in 2018 valued at tens of billions of dollars. There is an important caveat in these 

figures, namely, that the total amount could be a lot higher since stakes under 10% is not included 

in the numbers. The core reason for this apparent change in strategy is to be found on two fronts, 

firstly, in Chinese national policies and second, the response of the rest of the world. This paper is 

only focused on the response from the EU (Thilo, Mikko and Kratz, 2019). 
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Domestically, the Chinese government in Beijing has tightened the grip on the outbound capital 

flows. This has been achieved with tools such as pressuring highly leveraged firms to sell of their 

overseas assets, ostensibly, in order to curb the gearing of said firms. The Chinese central 

government has also reduced the available liquidity in the financial system and performed a 

general clean-up of the financial sector through its nationally owned banks. Naturally, this 

financial tightening of the available liquidity has led to a decline in outward FDI from Chinese 

companies and nationals. The second reason for the decline of the outbound FDI from China, is 

the political backlash and possibly new regulation imposed around the globe against Chinese 

capital. This paper will, more specifically, focus on the legislation enacted by EU in order to stem 

the tide of the Chinese FDI. There are also parts of this general backlash this paper will not cover 

extensively. One of these are that many emerging economies are revaluating the benefits and 

costs associated with receiving from older initiatives such as the Chinese belt and road initiative, 

which provides money for infrastructure. Secondly, in advanced economies, regulation is also 

targeted at preventing the Chinese inflow of FDI from becoming a security threat. This is followed 

by general concerns about the Chinese model of State-Capitalism and its compatibility with the 

modern western markets (Thilo, Mikko and Kratz, 2019). 

 

FDI by countries 

In order to further map the Chinese FDI inflows of FDI in the European Union, it is important to 

note that not all countries are equally popular, for Chinese capital inflows into European 

businesses. First, we will look at the FDI flows, divided on countries in the EU28.  

 

The distribution of the Chinese FDI in terms of countries in the EU has followed the same pattern 

for numerous years. This was not only the case where FDI skyrocketed, but also in the beginning of 

the downwards trends for the FDI investments. The biggest FDI flows from China has always been 

to what has earlier been dubbed the “Big Three” in the European Union, both in terms of their size 

and the size their economy, namely the UK, Germany and France. In the flows in 2017 their piece 

of the Chinese FDI were 71% of the total. In 2018 this fell dramatically to 45% of the total Chinese 

FDI. The biggest recipient of the “Big Three”, and overall, is the UK. Their share in 2018 was again 

the biggest, sitting at 4.2 billion euros. This was driven primarily by the Chinese consortium 
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“Strategic IDC”´s Investment in Global Switch, a leading owner, operator and developer of large 

scale, carrier and cloud neutral multi-customer data centres across Europe and Asia-Pacific (Data 

Centres across Europe and Asia-Pacific | Global Switch, no date). The second driver of Chines FDI 

into the UK was Huadong Medicine´s buying the company called Sinclair Pharma, a company 

involved with  complementary aesthetics technologies with a focus on collagen stimulation (A Pure 

Play Aesthetics Company - Sinclair Pharma plc, no date). Second of the “Big Three” and third of all 

the EU economies in 2018 was Germany. Their total was 2.1 billion euros of Chinese FDI, most 

notably Kerui Tiancheng´s acquisition of Biotest, a company working in areas of haematology, 

clinical immunology and intensive care medicine (Biotest, no date) and Ningbo´s takeover of 

Grammer, a company specialised in developing and manufacturing of components and systems for 

car interiors as well as driver and passenger seats for off-road vehicles, trucks, buses, and trains 

(Grammer.com/company, no date). France received the least Chinese FDI of the “Big Three” and 

was fifth in the EU overall. They received 1.6 billion euros in Chinese investments, the most 

notable acquisitions were Beijing Sanyuan Foods buying St Hubert, a restaurant chain (Bienvenue 

chez St-Hubert ! | Restaurant St-Hubert, no date) and CITIC´s buying Axilone Plastique, a company 

which provides plastic products (Axilone Plastique SASU - Company Profile and News - Bloomberg 

Markets, no date).  

 

Apart from the traditional “Big Three” the top five countries receiving the most FDI in form of 

Chinese investments in 2018 was Sweden and Luxemburg. In the second position, only behind the 

UK, was Sweden. Here the Chinese investments totalled 3.4 billion euros. This is, however, almost 

entirely driven by the Chinese company Zhejiang Geely, which made a 3-billion-euro investment 

into the Swedish car manufacturer Volvo AB. Luxembourg had a total of 1.6 billion euros of 

incoming Chinese FDI and this was attributable to Legend´s buying the Banque Internationale á 

Luxembourg. This means that not only did the Chinese investments target the traditional big three 

in 2018, but was also, albeit via single major acquisitions, target both the Benelux region and 

northern Europe. (Thilo, Mikko and Kratz, 2019).  

 

In 2018 southern Europe only accounted for about 13% of the Chinese FDI. Most of this was again 

due to few, but very large investments such as Orient Securities buying a stake in the Spanish 
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company Imagine Media Audiovisual, which operates as a film and interactive content producer. 

Imagina Media produces audio-visual content, administers and distributes sporting events and 

post-production services (Imagina Media Audiovisual SA - Company Profile and News - Bloomberg 

Markets, no date). SARI bought the Italian NMS Group, which is the largest company in Italy 

committed in innovation and oncology (NMS Group - Nerviano Medical Sciences | LinkedIn, no 

date). Also in Italy, a Chinese group of investors bought the company Esaote SpA, which produce 

biomedical diagnostics equipment, such as ultrasound imaging, magnetic resonance imaging and 

non-imaging diagnostic cardiology, as well as neurology instrumentations systems (Esaote SpA - 

Company Profile and News - Bloomberg Markets, no date). The Chinese inflow of FDI into southern 

Europe is in 2018, however, also defined by a deal which did not happen. Namely, the Chinese 

company Three Gorges´ attempted acquisition of the Portuguese utility company Energia de 

Portugal SA. This deal did not happen, but if it had, southern Europe would have jumped 

considerably in the statistics depicting Chinese investments in the EU. It is, however, worth noting 

that Energia de Portugal is still looking to sell of part of its business in 2020 in order to free up 

capital to invest in green technology (Exclusive: EDP readies sale of electricity generation assets in 

Portugal - sources - Reuters, no date). The design of the Made in China 2025 industrial policy, 

meaning it is focused on green energy production and not the part the company is selling leads us 

to consider it unlikely that a future buyer will be a Chinese company (Thilo, Mikko and Kratz, 

2019). 

 

The part of the EU which have received least of the Chinese FDI inflows is eastern Europe. Again in 

2018 the amount of Chinese investments declined, as the region is not managing to attract 

significant amounts of Chinese FDI. Eastern Europe only accounts for 1,5% of the total FDI inflow 

from China to the EU. Although this number fell again in 2018, there was some pockets of growth 

in terms of greenfield investment in the region originating from China. These greenfield 

investments focused particularly on areas of manufacturing, research and development and 

projects related to renewable energy projects. These include the Unisun´s solar farm in Hungary, a 

R&D facility owned by Great Wall Motors in Austria and a plant owned by the Chinese company 

Nutech, a company specializing in nuclear pharmacy services such as diagnostic 

radiopharmaceuticals, in Poland. (Nutech Inc - Company Profile and News - Bloomberg Markets, no 
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date) (Thilo, Mikko and Kratz, 2019). The most interesting thing about the Chinese FDI inflows in 

eastern Europe is however their lacking presence. This, in and of itself, is also a significant signal.  

Now that the Chinese inflows of FDI into Europe form 2018 has been mapped, the next step is to 

analyse the accumulated value of the Chinese investments in European economies. Fortunately, 

the Merics organization and the Rhodium group´s report on the subject, also has data on the 

Chinese Cumulative value of FDI transaction in the EU by country. These data have some 

interesting insights and is presented by the following map. 

 

 
(Thilo, Mikko and Kratz, 2019) 

   

The most immediate difference when looking at the cumulative FDI transactions is the fact that 

Italy actually has cumulatively 1 billion euros more in Chinese FDI than France, although France is 

in the past decade one of the countries labelled as the big three and has gotten the lion’s share of 

the Chinese FDI inflows. It is also interesting to note, that the UK has double the amount of 

cumulative FDI transactions in the EU country by country, than the nearest number 2, namely, 

Germany. Even though the northern Europe, namely Sweden was amongst the top receivers in 

2018 of the Chinese FDI, the cumulative number makes it clear that from 2000-2018, the single 

deal involving Volvo makes up for half of the country’s total of received Chinese FDI inflows. It is 

0
5

10
15
20
25
30
35
40
45
50

U
K

G
er

m
an

y
Ita

ly
Fr

an
ce

N
et

he
rla

nd
s

Fi
nl

an
d

Sw
ed

en
Po

rt
ug

al
Sp

ai
n

Ire
la

nd
Lu

xe
m

bo
ur

g
H

un
ga

ry
Be

lg
iu

m
G

re
ec

e
Po

la
nd

D
en

m
ar

k
Cz

ec
h 

Re
pu

bl
ic

Au
st

ri
a

Ro
m

an
ia

M
al

ta
Bu

lg
ar

ia
Sl

ov
an

ia
Cr

oa
tia

Cy
pr

us
Es

to
ni

a
Li

th
ua

ni
a

Sl
ov

ak
ia

La
tv

ia

Bi
lli

on
 E

UR
 

Countries

Chinese FDI transactions from 2000-2018



 46 

also noteworthy that there have been very significant inflows into both the Netherlands and 

Finland. Almost the entirety of the cumulative FDI transactions in Denmark stems from Geely´s 

acquisition of Saxo Bank in 2018 for 1 billion euros. (Thilo, Mikko and Kratz, 2019). It is also 

interesting to note, that already in 2017, the cumulative Chinese FDI into Europe had caught up 

with the cumulative European FDI into China. In 2017 these numbers were respectively 132.3 

billion euros in FDI from Europe to China and 131 billion euros of FDI from China to Europe (Thilo 

and Mikko, 2018). This picture is more interesting, in regard to Made in China 2015, when it is 

divided upon sectors in2018.  

 

The mix of industries and sectors which received the Chinese investments in 2018 was remarkably 

diverse. This is, in part, also a consequence of the new policies instituted by the Chinese central 

government, which dries up liquidity in the country and push the highly geared Chinese companies 

to sell assets held overseas. Naturally, this has led to a significant curbing of mega deals, seen in 

the previous years. These are mega deals such as the Chinese buyout of Logicor, a real estate 

company which engages and leases a portfolio of logistics and distribution facilities (Logicor Ltd - 

Company Profile and News - Bloomberg Markets, no date). The Chinese acquisition of the Italian 

tiremaker Pirelli in 2015 for the sum of 7. billion euros, almost half of the total cumulative FDI 

inflows from China in Italy (Pirelli & C SpA - Company Profile and News - Bloomberg Markets, no 

date) (ChemChina to buy Italian tire maker Pirelli in $7.7 billion deal - Reuters, no date). An lastly, 

the Chinese acquisition of the Finnish game developer Supercell for 7.7 billion euros in 2016 

(China’s Tencent buys ‘Clash of Clans’ maker Supercell for $8.6 billion - Reuters, no date)(Supercell 

Oy - Company Profile and News - Bloomberg Markets, no date). This absence of mega deals made 

for a more diverse investment pattern in 2018, where no single industry accounted for more than 

20% of the total Chinese FDI inflow into the European Union. The biggest industries, in which the 

Chinese companies invested, was the information and technology sector (ICT), the automotive 

sector and the financial and business sector. The strong growth in the automotive sector was 

primarily drive by Geely´s buying Volvo, and the growth in the financial services sector was 

primarily driven by Legend´s acquisition of Banque Internationale á Luxembourg and Geely´s 

acquisition of Saxo Bank. The increase in Chinese FDI to the ICT sector was more spread out across 

deals. The Health and Biotechnology sector also saw growth in 2018, driven by Kerui Tiancheng 
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buying Biotest. The automotive industry, the ICT sector and the Health and Biotechnology sector 

are all named as key sectors in China´s Made in China 2025 industrial policy. (Thilo, Mikko and 

Kratz, 2019) 

 

Chinese FDIs EU Sectors 

If we want aggregated data on how the Chinese FDI divided in sectors, the Rhodium and Merics 

report cannot help us. We will therefore compile such data ourselves. We will do this by using the 

China Global Investment Tracker compiled by The American Enterprise Institute and The Heritage 

Foundation (China Global Investment Tracker | American Enterprise Institute - AEI, no date) as 

mentioned earlier.  

 

We will now examine the aggregate investment patterns into Europe relating to the 10 priority 

sectors set out in the “Made in China 2025” strategy. Here we will, once again, state that the 

figures we get here are not necessarily directly comparable with the data from the Rhodium 

Group and Mercator Institute for China Studies above. It can however be compared to the more 

robust overall trend lines. The following dataset is compiled using the Ultimate Beneficial Owner 

(UBO) principle and not the more broadly used Balance of Payments (BOP) principle. The excel 

data sheet is available in the excel-file attached in the hand-in of the thesis.  

 

Energy Sector 

Firstly, we will take a look at the Energy sector as defined by the China Global Investment Tracker 

over the years 2005 to 2019. The lack of better data with more detailed sector selection means 

that the Energy sector in the data will have to serve as a proxy for the Green energy sector and 

power equipment, as these are the ones named a priority in the Made in China 2025 industrial 

policy. 

The total sum of these investments are 35,1 billion dollars. The investments over time looks as 

such: 
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The investments into Energy firms, seems to follow the overall trend fairly well, meaning that it is 

trending downwards, however, the record year overall in 2016 is not represented as well and the 

slowdown in investments seems to be apparent already after the Energy sector´s record year in 

2011. It is also important to note, that the development in the energy sector does not seem to 

allude to a fundamental change in the Chinese investment strategy, as the trend is not very 

strongly downwards trending. This would seem to show that the financial tightening in the 

Chinese home market is not as apparent in 2017 as it is in the overall trend line.  

 

The investments into the Energy sector divided on the EU recipient country looks like this.    
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The big European economies are again apparent in the recipient countries. Particularly the major 

inflows from China into the UK shows the same trend as were observed in the overall trends from 

the Rhodium Group and Mercator Institute for China Study´s report, detailing the accumulative 

FDI flows into the EU. The investments in the energy sector does, however, seem to be more 

targeting Italian and French companies than in the overall data, and targeting Germany less than 

in the overall data. Notably, Portugal has received comparably more FDI into the energy sector 

than into the rest of its economy.  

 

Technology Sector 

Again, the lack of data with a comparable quality as well as more in depth sector description 

means that this Technology Sector will have to serve as a reasonable proxy for the sectors defined 

in the Made in China 2025 plan as Information Technology and Robotics. 

The total volume from 2005 to 2019 in this sector comes to a total of 25.5 billion dollars. Over 

time it looks as such 

 

 

 

 

 

 

 

 

 

In the figures for the technology sector, the overall trend´s peak year in 2016 is a lot more visible. 

The Chinese tightening of the financial sector is however not very apparent in 2018 as this, 

contrary to overall trend, is the next biggest year for Chinese investments into the technology 

sector. What is even more surprising is the upwards general trend the technology sector FDI is 

continually showing. This is contrary to an overall downwards trend underlining that China is 

laying of its very expansive buyout strategy as a result of the international outcry. This data on the 

technology sector is even more telling, as the general idea of the “Made in China 2025” plan is to 



 50 

evolve technologically, and this specific sector in the China Global investment Tracker, may be 

overall best proxy for the Chinese industrial policy. Furthermore, as this is data is based on the 

UBO principle. 

 

If we take the investment flow from China into the EU technology sector and divides it into the 

recipient countries, the figure looks like this 

 

 

 

 

 

 

 

 

 

 

In the technology sector, Chinese companies seem to be more interested in Germany, 

Netherlands, Britain and to some extend France. This looks like the overall trends, although Italy is 

not a favoured destination when it comes to technology FDI and greenfield investments as it is 

when it comes to energy. The big outlier seems to be the Netherlands, which were not present in 

the figures on Energy investments. The Chinese investments into the Netherlands´ technology 

sector seems to be focused on semiconductors, with multiple buy-ins into the Dutch company NXP 

semiconductors as well as wholesale acquisition of its power unit division (NXP Semiconductors 

Sells Unit to Chinese Firm for $1.8 Billion - WSJ, no date). Notably, the investments into 

Netherlands´ technology sector begins from 2015. This figure also shows that in the technology 

sector, Chinese investments are overwhelmingly ending up in western European countries. 

Southern Europe – specifically Italy and Portugal- was more of a destination in the energy sector.  
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Health Sector  

The China Global investment dataset has the category Health, and this sector description will work 

as a good proxy for the Made in China 2025´s targeted sector of medicine and medical devices. 

This sector seems to be a much smaller investment target for Chinese businesses into the EU, as 

the total volume of investments accumulated from 2005 to 2019 only sums to 5,9 billion dollars. 

Over time, it looks as such: 

 

 

 

 

 

 

 

 

 

In the health sector we see yet another upwards trending line, as opposed to the downwards 

trend observed in the overall data. Secondly, it is notable that except in 2010, the interest from 

Chinese firms in EU owned companies working within the health sector, only began very late in 

the time period analysed here. Specifically, the unveiling of the “Made in China 2025” seems to 

have had a large impact on the investments flows, as approximately 85% of the total investments 

into this sector is made after 2015. The tightening of the financial policy internally in China is not 

overly visible in this data either, while the record year for investments was reached in 2018, when 

the overall investment pattern were already showing significant downtrends for the second time 

since 2016. When drawing these conclusions, it is, however, important to note that the total of 

the investments is significantly smaller than those seen in the previous sectors we analysed. 

 

 If the we take the data on the health sector and looks at it by country, it looks something like this.  
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Here we see, that both the traditional centres of investment, namely Britain and Germany still get 

the lion’s share of the investments from China into the EU health sector. Notably, France only gets 

3% of the investments and Ireland sees 11% of the investments. Italy with 12%, a level it lies on 

fairly often, and Portugal with 10% of the Chinese investments. In this sector we can see a more 

balanced picture between northern Europe and southern Europe, as 25% of the investments are 

towards southern Europe in Italy, Portugal and Spain. Interestingly, eastern Europe is also 

represented with 2% going to Poland. Even though the total level of investments into this sector is 

relatively low, it is also spread out over more deals in the period and is not comprised of a few 

mega deals. Only two investments into the health sector has been above 1 billion dollars and 

these are respectively; the 1.19 billion dollars investment in 2016 into the British company Bio 

Products Laboratory and the 1.15 billion dollars investment into the German Biotest in 2018. The 

newcomer in the data, Ireland, is also interesting. The country is a favoured tax haven within the 

EU and the China Global investment dataset cannot give any indication as to who the receiving 

company was. The only data available on the Chinese investments into Ireland is that there was 

two, one in 2018 and one in 2019, both made by the Chinese company WuXi Pharma tallying at 

390 million dollars and 240 million dollars respectively. Therefore, one should be careful when 

drawing conclusions related to the investment location using the 11%, which ostensibly ended up 

in Ireland. 
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Transportation Section 

The Made in China 2025 industrial plan also designates green vehicles as a priority sector, here the 

China Global Investment dataset has an usable proxy named transport. This covers the 

investments into all transport related companies, however, not companies working purely with 

logistics, this makes it a good proxy since it entails the sector producing vehicles, not driving them. 

This sector also encompasses companies related to shipping and aviation. The “Made in China 

2025” plan also designates ocean engineering, high-tech ships, railway equipment and aerospace 

technology as priority sectors, so the transport designation will serve as a proxy for all four. The 

total of Chinese investments into the EU transport sector is 53.9 billion dollars over the period of 

2005-2019. This distribution looks like this.  

 

 

 

 

 

 

 

 

 

Again, the data shows an upward trending curve. Since the total volume of investment is very high 

in this sector, it would seem that it is one of the most important designated priority sectors for the 

Chinese “Made in China 2025” plan. At least with regard to the need for outside know-how and 

technology. This trend also does not show the record year of 2016, but here the top point occurs 

earlier in 2015. The financial tightening from the Chinese government is not apparent here either, 

as also 2018 shows a very high investment volume of 14 billion dollars. The year 2018 is however, 

as mentioned before, characterized by the huge investments from Geelys into the Swedish and 

German auto companies Daimler and Volvo. These two investments alone accounts for 12.2 billion 

dollars’ worth of investment.  
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When we look at the Chinese investments into the EU´s transport sector, divided over recipient 

country, the picture looks like this.  

 

 

 

 

 

 

 

 

 

 

 

This shows the expected picture, wherein Germany is a major site for Chinese investments in the 

transports sector, most of these in the auto industry. Britain is also represented with 10% of the 

investments from China and Sweden, primarily the investment in Volvo, is also fairly well 

represented. Luxembourg is the big outlier here, with the second biggest share of the Chinese 

investments. This primarily relates to the 2016 Chinese acquisition of the Luxembourg based DH 

services, a major supplier of automation technology to the auto industry. (Weichai Power unit 

KION in US$2.1 billion European acquisition | South China Morning Post, no date). Another 

unexpected insight from this data, is that the French and Italian transport industries only received 

3% and 5% of the Chinese investments respectively. Both countries have major companies on the 

transportations sector, but the Chinese investments seems to have singled out Germany. This is an 

interesting bit of information, when examining the reasoning behind the EU´s response. Overall, 

this data again points towards a Chinese focus on the industries in western Europe. Southern 

Europe and Eastern Europe based investments are represented in the data, but only in what is, 

comparably, very limited volumes.  
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Agriculture  

We now move on to the priority sectors in the made in China 2025 industrial policy, which does 

not have any immediately obvious proxy industries in the China Global Investment dataset. These 

are the designated sectors of farming equipment and new materials. This means that the following 

sector analysis are not as reliable as the proxy is worse. Firstly, we look at the agriculture sector of 

the China Global Investment tracker and uses it as a proxy for farming equipment. The total 

investment into this sector this is 10.6 billion dollars, and the development over time looks as 

such.  

 

 

 

 

 

 

 

 

 

 

This again shows an upward trend line from 2005 to 2019, but it has been in decline since 2014, 

where this sector had its top year as opposed to the overall record year in 2016. The record year 

was, however, also 2016 in this sector if only data from after 2015 where the “Made in China 

2025” industrial policy was made public. The Chinese tightening of liquidity availability and the 

financial sector in general is not obviously apparent here either, as the 2018 total is almost as big 

as the 2017 total. The downwards trend since 2016 is however still very apparent. This sector is 

also characterized by few large investments. For example, the record year in 2014 is comprised of 

only two deals. Only one of these would fit the designated farming equipment sector, namely 

COFCO´s 2-billion-dollar investment into the Dutch agriculture company Nidera, although this 

company does not exclusively produce farming equipment and refinement but does also deal in 

e.g. vegetable oil and rice. This investment in followed by another 1.4 billion dollar investment in 

2016 (Nidera Inc - Company Profile and News - Bloomberg Markets, no date). The second large 
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deal in 2014 illustrates the problems inherent in using agriculture as a proxy for farming 

equipment, as this is Legends 1.5-billion-dollar investment into the British PizzaExpress. Arguably 

not a company producing farming equipment (PizzaExpress Ltd - Company Profile and News - 

Bloomberg Markets, no date). 

 

If we take a look at the investments into the EU agriculture sector divided on countries looks like 

this.  

 

 

 

 

 

 

 

 

 

 

As can be seen these investments are heavily directed towards western Europe with the notable 

absence of Germany. Secondly, Netherland has received a comparably large part of the 

investments. The biggest share of these investments tracks back to the COFCO´s two-legged 

takeover of Nidera. The biggest part of the Chinese investments was once again placed in Britain, 

however, these investments are not necessarily relevant to the designate sector of farming 

equipment as the largest parts of them are the before mentioned investment into PizzaExpress 

and a second large 2-billion-dollar-investment made by Bright Foods into Weetabix. Weetabix 

being a producer and seller of wholegrain breakfast cereal, and not particularly specialized in the 

designated sector farming equipment. (Weetabix Ltd - Company Profile and News - Bloomberg 

Markets, no date). The investments into France, notably consist of a higher number of small 

investments, seemingly all in companies with holdings related to farming equipment of some 

sorts. Furthermore, southern Europe is only represented by the 4% into Spain and eastern Europe 

is wholly absent in the investment destinations.  
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New Materials  

The designated sector of new materials is even harder to use a proxy for than the preceding 

sectors. According to the description used on the Chinese government website for the ZhangJiang 

national innovate industrial zone, the new materials industry entails companies which are 

developing High Performance Electronics, membrane or new types of ceramics, as well as high-

performance carbon fibre. Furthermore, this sector also entails companies involved in advanced 

high quality special steel, high temperature alloy and engineering plastics as well as low cost 

environmentally friendly composite materials.(New materials industry, no date) Some of this 

sector have been captured in the examination of the technology sector earlier, however the China 

Global Investment dataset has a designated sector for metals and it is also possible to single out 

the textile industry. This combined with the chemicals sector of the dataset, may serve as a 

passable proxy for China´s investments into what the Chinese government would define as the 

new materials industry. The total investment into this proxy come to 8.5 billion dollars, and over 

time it looks as such: 

 

 

 

 

 

 

 

 

 

This timeline shows a somewhat upwards trending line since 2005. However, the investments into 

the EU are sparse, and in several years, there is no investments made from China to Europe. The 

investments have its record year in 2011, four years earlier than the publication of the “Made in 

China 2025” plan, after the plans unveiling, the top year is 2016. This is also the top year in the 

overall data. This data does not show the apparent effect of the Chinese financial tightening in 

2018, as this is a comparable high year for investments in this sector. 2016 is characterized by a 

1.5 billion dollar investment into the French textile firm SMCP. The year 2018 is, however, 
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characterized by smaller investments into mostly the textiles industry in France and Germany as 

well as the Metal industry in the Netherlands and the Chemical industry in the Netherlands. The 

record year in 2011 is characterized by a large 1.6 billion dollar investment into BorsodChem a 

Hungarian chemicals company. The smaller scale of investments in this sector also means that the 

differences between e.g. the record year of 2011 and the year 2016 is actually not that large. The 

difference is “only” 700 million dollars. This also means that the years 2016 and 2018 are 

comparable close to each other.  

 

If we divide the investment out upon the recipient countries it looks like this.  

 

 

 

 

 

 

 

 

 

 

Western Europe is also well represented here, with Britain, France, Sweden and Germany. In this 

sector France gets the biggest part of the investments mostly in textiles and a bit in chemicals. The 

investments into Britain is primarily into the metal sector with investments into Anglo-American 

and Kalahari Minerals of roughly equal size. The investments into Germany are mostly into metals 

as well. More specifically, it is investments into the aluminium company Aluminiumwerk and the 

steel company ThyssenKrupp. Some of the investments into Germany, roughly 1/3, is into the 

textiles industry, specifically Chequers Capital. In the Netherlands the Chinese investments are 

centred around chemicals with an investment into Fibrant and in metals with an investment into 

Louis Dreyfus. Eastern Europe is also well represented in this sector. This is solely due to the 

investments into the Hungarian chemicals sector, most prominently the earlier mentioned 

investment into BorsodChem. The Chinese investments into the EU sectors, which may be dealing 
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with new materials, seems to be focused on western Europe lead by France, but with a significant 

interest in eastern Europe, represented by the Hungarian chemical sector.  

 

Finding three focus sectors – using FDI data 

In order to identify the most important sectors, we will use three factors in order to determine 

them. We single out three sectors, as these will be subject to closer examination in the analysis of 

the EU response. The first factor is volume, meaning the actual aggregated size of the Chinese 

Investments into the EU over sectors. The second factor helping us determine, which sectors are 

most important, is whether or not the “Made in China 2025” industrial policy can be observed in 

the data. In other words, is the volume of the investments primarily before, after or equally 

distributed around the 2015 mark. The third, and last, factor, is relating to the trend of the 

investments volume. It explores whether the sectoral investment trend lines are decreasing over 

the time period we have to analyse, or is it in an overall incline? Whether the China Global 

Investments dataset, has a quality proxy when examining the 10 designated industries will also be 

considered. However, it is not a factor in itself, as it has already been briefly discussed under each 

sector.  

 

By volume 

The largest sectors measured by volume is the transport sector. Being a proxy for the Chinese 

designated sectors of green vehicles, ocean engineering, high-tech ships, railway equipment and 

aerospace technology, the transport sector is also one of the more encompassing proxies which 

will also have an effect on its volume. The overall volume of the transport sector investments is 

53.9 billion dollars from 2005-2019. This is more than double the volume of the 2nd largest sector. 

This is taken as evidence that its size is not only due to it spanning the most designated sectors. It 

is also worth mentioning that it seems the ten designated sectors by the Chinese governments has 

an overweight in transport related industries. The transport sector designated is considered a 

good proxy, as the logistics sector has its own designation in the China Global Investment dataset, 

hence not corrupting the picture here.  
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The second largest sector is the energy sector. This sector serves as a proxy for the designated 

sectors of the Green energy and the power equipment sector. The total volume here is 35.1 billion 

dollars over 2005-2019. This sector only encompasses two designated sector and does so well. The 

biggest caveat here, is that the green energy designated sector in the Made in China 2025 can also 

be interpreted as part of the green vehicles sector, as these two have a natural overlap in the case 

of electrifying vehicles. This is unfortunately not possible to infer upon the designations from the 

China Global investment dataset. Overall this serves as servable proxy for the green energy sector 

and a good proxy for the designated sector of power equipment.    

 

The third largest sector is the technology sector. The total volume of investments for that is only 

slightly less than for the energy sector, and totals to 25.5 billion dollars worth of investment from 

2005-2019. This serves as a proxy for the designated sectors of the Information Technology sector 

and the Robotics sector. It serves as good proxy for the two designated sectors which it 

represents, albeit the designation can seem a bit broad. This is also a part of the Chinese “Made in 

China 2025” policy most discussed in the western countries, as it is seen as one of the universal 

sectors wherein the growth of the coming decades will originate. The biggest problem with this 

sector designation is the generic term technology. One could reasonable argue that investments 

into the automotive industry and energy industry is also partly technology investments. The China 

Global Investment dataset´s designation does, however, cover primarily companies working in 

fields applicable to the IT sector and Robotics sector. Overall, despite the generic name, this is a 

good proxy for its designated sectors in the dataset.  

 

The fourth largest sector is the agriculture sector serving as a proxy for the designated sector of 

farming equipment. It totals at 10.6 billion dollars’ worth of investment from 2005-2019. This 

sector is not a particularly good proxy for the designated farming equipment sector as can also be 

read from its part of the analysis. Several large investments which entails a good portion of the 

10.6 billion dollars, are made into companies which can be assumed to not be optimal targets, if 

China is seeking to expand its know-how on farming equipment.  
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The fifth biggest is the new materials sector. This is the proxy for the sector, as it is defined by the 

Chinese authorities. It totals to 8.5 billion dollars’ worth of investments. As previously mentioned, 

the China Global investment dataset does not have such a designation. With the use of the 

Chinese government designation we developed a proxy reliant on investments into chemicals, into 

steel and into textiles. This proxy may not be large enough, as the new materials sector is quite 

expansive. We do, however, believe that this is as close as we can get with the China Global 

Investment dataset. If the proxy holds up, this would seem to show that this sector is not one 

where China is particularly focused, or at least not outwardly oriented in its focus. The fact that 

the Chinese description of the sector comes from a government website detailing a specified 

industrial area for its purpose, seems to corroborate with this argument. (New materials industry, 

no date).  

 

The smallest sector by volume is that of the health sector, with “only” 5.9 billion dollars worth of 

investment. This serves as a proxy for the Made in China 2025 designated sectors of medicine and 

medical devices. For this purpose, the China Global Investment dataset´s health designations serve 

as a very good proxy. The small volume invested does, however, suggest that either it is not a 

focus point by the Chines companies and government. Alternatively, it is one where the biggest 

parts of the development are made without the need, or availability, of using outward FDI 

investments in order to acquire patents and know-how.  

 

By size, the top contenders are transport, although it serves as a very broad proxy for many 

designated sectors. The energy sector, although is serves may have some overlap with the 

transport sector due to the nature of some green vehicles also being electric. Lastly the technology 

sector, which despite its generic name seems to be a good proxy for the IT sector and Robotics as 

well as being highly topical in the discussion surrounding the Made in China 2025 industrial policy. 

 

By Effect of Made in China 2025´s publication in 2015 

In the energy sector, the distribution of investment over time shows that there does not seem to 

be any direct link between the publication of the “Made in China 2025” in 2015 and the 

investment behaviour of the Chinese investments into the EU. Investments does however peak in 
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2011 and is also notable in 2014 only one year before the publication. However, only 32 pct. of the 

investments in the period has taken place after the 2015 publication. This seems to argue against 

the sector being affected by the Made in China 2025 industrial policy. However, if an assumption 

is made, that before making the plan public, it was already part of the Chinese governments 

overall plan, we can take the high year of 2014 as part of this plan. This means that 54 pct. of the 

overall investments is part of the Made in China 2025 industrial policy. This assumption is however 

strengthened by the fact that two of the major acquisitions in this year was made by the Chinese 

sovereign wealth fund “SAFE limited” and the Chinese publicity owned company “State Grid”. In 

conclusion the effect from the “Made in China 2025” industrial policy on the investments into the 

energy sector is not outright clear. By country this sector is notable focused on westerns Europe.  

 

In the technology sector there seems to be a clear indication of the effect by the “Made in China 

2025” industrial policy. As can be seen in the analysis, 80 pct. of the investment are made after the 

publication. This seems to argue that there is a definite focus on the technology sector as a result 

of the industrial policy and means that this characteristic strongly argues that the technology 

sector should be one of the three sectors where the EU´s response should be independently 

investigated. When analysed by country, this sector was also highly focused on western Europe. 

  

The investments into the EU health care sector does also seem to show an indication, that the 

Made in China 2025 industrial policy has had a positive effect on the volume of investments 

directed from China. An astonishing 85 pct. of the investments are made after the 2015 

publication. This also shows a clear argument for the health sector being interesting as a unit of 

analysis for the EU´s response. Again, this sector is also characterized by a focus on western 

Europe.  

 

The investments into the EU´s transport sector seems to also see an increase in volume after the 

2015 publication of the industrial policy. As it can be seen, 82 pct. of the investments into this 

sector, which is notable the biggest by investment volume as well as concentrated in Germany, is 

made after the 2015 publication. This is another clear argument for including this sector into the 

ones of interest when looking at the EU´s response.  
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In the agriculture sector the distribution of investments before and after 2015 seems to be more 

nuanced. Only 39 pct. is made after the 2015 publication of the “Made in China 2025” industrial 

policy. Here we will again have to consider that the period after and including 2015 is only around 

36 pct. of the period. Although this would also be a relatively increase after the announcement of 

the Chinese government’s plan, it also shows that this effect is seemingly much less than in the 

previously mentioned sectors. This argues against the agriculture sector being one of the sectors 

where the EU´s response should be independently analysed. This goes along with the fact that this 

sector is not one of the highest volume sectors, and that the China Global Investment dataset does 

not seem be have a robust proxy for the Made in China 2025 designated sector of farming 

equipment. By country the investments into this sector is also very focused on western Europe.  

 

The new materials sector is also characterized by not showing a definitive effect of the publication 

on the volume of investments after 2015. It is, however, seemingly more affected than the 

agriculture sector with 41 pct. of the investments in the period including and after 2015. This is of 

course also relatively more than usual, as this period is only 36 pct. of the overall period. Even 

though this is the case, the same arguments as against the agriculture sector applies here. This 

argues against it being chosen as one where the EU´s response should be independently 

investigated. It shows a smaller effect of the industrial policy than the previous, it does not have a 

relatively large volume and the proxy is not robust for the new materials designated Made in 

China 2025 sector. By Country, this sector is also seemingly very focused on companies in Western 

Europe.  

 

In this factor´s conclusion there is a clear argument for the sectors technology, health care and 

transport, as these show the strongest signs of being affected by the 2015 introduction of the 

Made in China 2025 industrial policy. The effect of the policy in the, by volume, second biggest 

sector of energy is more nuanced. It does show a relative increase in the volume from 2015 and 

after, but it is not as apparent as it is in the other three. The sectors of agriculture and new 

material shows this same pattern, although, these also have arguments against being used, due to 

them not necessarily being robust proxies for their designated Made in China 2025 sectors. 
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Agriculture and new materials are also notably smaller sectors for investment by volume. All of the 

sectors do also seem to be focused on westerns Europe. This is somewhat unfortunate, as there 

might be interesting insights to gain from seeing the response from the EU qualified by which 

member states are the “hardest hit” by Chinese investments.  

 

Slope of the development 

In the energy sector, we can see the downwards sloping curve which is also apparent from the 

overall development as described in the report from the Rhodium group and the Mercator 

institute for China studies. This points to a declining interest over the last couple of years from 

Chinese companies in the EU energy sector. This speaks against the sector being used as one to 

look at the EU´s response independently afterwards.  

 

The technology sector is upwards sloping on when looking at the entirety of the analysed period 

from 2005 to 2019. When taken from 2015 and forwards, this upwards sloping curve is still 

present, which is due to the two biggest years being 2016 and 2018. This argues for using the 

technology sector when looking at the EU´s response independently.  

 

In the health sector we also see and upwards sloping curve when looking at the entirety of the 

analysed period.  When looking at the data from 2015 we also see the upwards sloping curve. This 

is due to the investments almost being absent into this sector until 2016, which was the first year 

with over 1 billion dollars’ worth of investment. This argues for using this sector in relation to the 

EU´s response.  

 

The transport sector is also upwards sloping when looking at the entire period. This is not the case 

when looking only at 2015 and beyond. This is, however, mostly due to the record year being in 

2015. Furthermore, the downwards slope is also not very sharp after 2015. All in all, this argue 

slightly against using this sector when looking at the EU´s response.  

 

The agriculture sector is also upwards sloping when looking at the entirety of the period. When 

looking from 2015 and beyond, the slope is clearly downwards sloping. The upwards slope over 
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the entire period is mostly due to the record year of 2014 and many years in the 2000´s not having 

any investment activity from China to the EU at all. This does, all in all, argue against using the 

agriculture sector when looking at the EU´s response.  

 

The new materials sector also has a somewhat upwards sloping curve, when looking at the entire 

period. When looking only from 2015 and beyond, it is somewhat downwards sloping. Here it is 

important to mention that the curves are only slightly upwards trending and downwards trending. 

This is because the new materials have a pattern of big gaps in investments in 2008-2009 and 

2013-2015, but with somewhat equal volume on either side of these gaps, with, of course, the 

before mentioned curves trending up and down. Overall this argues slightly against using this 

sector when we turn to the response from the EU.  

 

Summary 

Overall this has showed that in terms of volume the three with the best result are the energy 

sector, the technology sector and the transport sector. With respects to the seen effect of the 

2015 publication of the Made in China 2025 industrial policy, there is only three which does not 

show a clear effect. These are the agriculture sector, the new materials sector and the energy 

sector. Due to the disadvantages of the agriculture and new materials sectors not being as robust 

proxies for their designated sectors, we will not be moving on with these two. The health sector is, 

after this, also a contender for being one of the three sectors this paper will be moving on with. 

We can now conclude that the technology sector and the transport sector will be two of the 

sectors we will be moving on with in the analysis of the EU´s response. The question becomes 

whether the third should be the energy sector or the health sector. In volume, the energy sector 

has shown much greater investments, but in both effect of the “Made in China 2025” and slightly 

in the slope of the curves over the analysed period, the health sector has shown to be the better 

option. With regards to the slope factor, this is only a small advantage, as the energy sector also 

has an upwards sloping curve from 2015 and beyond. This is combined with the major difference 

in volume – also a very important factor – means we will be analysing the energy sector. The EU´s 

response in regard to the health sector will also be discussed, more briefly, with regards to the 

recent developments involving communications from the Commission of the European Union due 
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to the corona virus and the corona crisis. In conclusion, the agriculture and new materials sector 

will not be further analysed. The health sector will be briefly discussed with regards to the corona 

virus, and the energy, transport and technology sectors will be further examined with regards to 

the EU´s response to the inflow of investments from China into these sectors.  

 

The policy response of the European Union 

The policy response of the European Union to the perceived threat of third country companies 

buying critical technology or structural resources in the EU has been defined by its recent 

regulation 2019/452, establishing a framework for the screening of foreign direct investments into 

the Union. (European Parliament and European Council, 2019). This regulation was adopted in 

March 2019 and is to be implemented as soon as October 11. 2020. The regulation established a 

framework for the actual screening of foreign direct investments into the union due to perceived 

threats to security or public order. Secondly the regulation also establishes a mechanism for 

cooperation between the individual member states and a mechanism for the cooperation 

between member states and the Commission. Lastly, it includes the possibility for the Commission 

to issue opinions on investments likely to affect security or public order. It is, however, important 

to note, that nothing in the regulation limits the right of the Member States to decide on which 

particular foreign direct investments to screen or not to screen.   

 

When considering whether a foreign direct investment is likely to affect security and public order, 

the factors which may be taken into consideration by the Member States and the Commission are 

defined in article 4 of the regulation. They are described as the following. 

 

If the foreign direct investment from a third country has potential effect on critical infrastructure 

such as energy, transport, water, health, defence and sensitive facilities. The critical infrastructure 

described here can also be of virtual character such as communication, media, data storage and 

processing or electoral or financial infrastructure. Furthermore, critical infrastructure can also 

relate to land and the real estate which may be involved in the use of critical infrastructure. 

(European Parliament and European Council, 2019). Foreign investments into critical technologies 

including artificial intelligence, robotics, semiconductors, cybersecurity, aerospace and the 
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technology related to energy storage, quantum and nuclear technologies and nano- and 

biotechnology. (European Parliament and European Council, 2019).  

 

The regulation is more specific when pointing out that potential effects on supply of critical inputs 

such as energy, raw materials and food security as well as access to sensitive information including 

personal data or the ability to control this information, are reason for screening.  Lastly the 

regulation also specifically designates effects on the freedom and pluralism of the media as 

reasons for screening (European Parliament and European Council, 2019 Article 4 1, (c, d ,e)).  

 

According to the regulation, not only the sector in which the foreign direct investment is made 

should be considered a factor, when deciding if an investment should go through screening. The 

factors surrounding the investor itself is also something the Member States and the Commission 

may consider. An investment can be a target for screening if the foreign investor is directly or 

indirectly controlled by a national government, such as state bodies or armed forces. Furthermore, 

the investments can be screened it the foreign investor has already been involved in activities 

affecting security or public order, as well as if there is a serious risk that the foreign investor 

engages in illegal or criminal activities. (European Parliament and European Council, 2019) 

 

In addition to being urged to establish the national screening programs in each Member State, the 

EU countries are also needed to, each year, submit an annual report over the preceding calendar 

year´s information of foreign direct investments that took place in the Member State´s territory. 

This should be done on the basis of all information available to them, as well aggregated 

information from requests received from other Member States following the cooperation 

mechanism in the regulation. Moreover, in each reporting period the Member States maintaining 

screening mechanisms shall also provide the aggregate data on the application of their screening 

mechanism. The Commission shall then provide an annual report on the implementation of the 

screening mechanisms. This report will in turn be presented to the European Parliament and the 

Council and afterwards made public. (European Parliament and European Council, 2019) 
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When a member state decides to make a foreign investment undergo the screening process, the 

cooperation mechanism instituted by the regulation comes into effect. The Member State 

undertaking the screening shall then provide a notification to the European Commission and the 

other Member States. Here, the Member State conducting the screening of the foreign direct 

investment, shall indicate whether the investment is likely to fall within the Merger regulation of 

the EU Regulation (EC) No 139/2004. This is the regulation wherein the Commission can declare a 

concentration, i.e. a single entity becoming too big, as incompatible with the common market. 

This is part of the EU anti-trust laws; this paper will not delve further into this section EU law. It 

should, however, be noted that the competencies of the EU Commission in the anti-trust 

legislation is significantly higher than in the regulation regarding the screening mechanism. (The 

Council of the European Union, 2004). When the Member State conducting a screening has 

notified the Commission and other Member States it must also provide specific information that 

are also described in the regulation (European Parliament and European Council, 2019 Article 

6(1)). This information entails the ownership structure of the foreign investor and the ownership 

structure of the target for the foreign investment, more importantly it must also entail 

information on the ultimate investor and the participation in the capital. The Member State 

screening the investment must also entail information on the approximate value of the 

investment and what the activities of the foreign investor entails, as well as what the activities of 

the targeted undertaking are. In other words, what product services and business operations both 

the foreign investor and the targeted undertaking is involved in. If the foreign investor or targeted 

undertaking are multinational enterprises present in more countries, the screening Member State 

must also provide information on which other Member States may be involved. Lastly, and 

possibly one of the more tricky requirements imposed by the screening process, Member States 

must provide information, to the best of its ability, about the source of the funding involved in the 

investment (European Parliament and European Council, 2019). 

 

Member States considering the foreign investment under screening to also affect its security and 

public order, or has additional information regarding the investment, may provide comments to 

the Member State conducting the screening. These comments will also be simultaneously sent to 

the Commission. The Commission then notifies the other Member States of the comments made. 
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Similarly, if the Commission considers the foreign investment to affect the public order and 

security of other Member States, or has additional information, it may issue an opinion to the 

Member State making the screening. This opinion may be issued regardless of whether other 

Member States has provided any comments. The Commission is, however, bound to issue such an 

opinion if more than 2/3 of the Member States considers the foreign investment to be likely to 

affect their security and public order. The Member State conducting the screening can also 

request and opinion from the Commission or comment from other Member States. Crucially, the 

Member State conducting the screening shall give due consideration to comments made by the 

other Member States and opinions issued by the Commission, but the final decision in the 

screening is unilaterally taken by the Member State responsible for the screening process. This 

highlights, that the regulation is focused communication and does not provide additional authority 

to the EU institutions (European Parliament and European Council, 2019).  

 

The regulation also institutes a cooperation mechanism where a foreign investment is not 

undergoing a screening process. This means that other Member State which considers an 

investment to affect its security and public order, may make comments to the Member State 

wherein the investment takes place irrespective of whether a screening process is ongoing. The 

same applies to the Commissions ability to issue an opinion.  A Member State or the Commission 

can the request information on the investments, this applies to the same information mentioned 

earlier. The request for information does however need to be justified and necessary to provide a 

comment or issue an opinion. The request for information, also has to be proportional to the 

request, and not unduly burdensome to deliver. Interestingly, the Member States and the 

Commission can also take this action, even if the foreign investment has already been completed. 

However, this only applies to foreign investments completed after the 10th of April 2019. Member 

States and the Commission can therefore not make comments, or request information, on older 

investments. This ability to retroactively to make comments and opinions is somewhat undercut 

by the fact that the Member State, wherein in the investment took place, still has complete 

authority on its screening and acceptability (European Parliament and European Council, 2019). 
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 The regulation establishing a framework for the European screening process also has an article 

stipulating what governs the approach to foreign direct investments, which are likely to affect 

projects or programmes in the entire Unions interest. This can be activated at the Commission’s 

prerogative or by the Member States. If the European Commission, or Member States, consider an 

investment to be likely to affect projects and programmes of the Union, on the same grounds as 

earlier, namely security or public order, the Commission can issue an opinion, or the Member 

States a comment. This will be addressed to the Member State wherein the investment takes 

place as per the usual procedures set out earlier. In the case of a Commission opinion, the 

language used in this article is more severe. Namely, article 8 says that the Member State wherein 

the investment takes place has to take “the utmost account” of the Commissions opinion. If the 

Member State does not follow the Commission´s opinion, it must, contrary to the earlier 

procedures, provide an explanation to why the Commission´s opinion is not followed. Programmes 

and projects in the Unions interest are defined as either being those involving a substantial or a 

significant share of EU funding. Or it can be those which are covered by EU law for critical 

infrastructure or critical inputs essential for security or public order. Notably, the European 

Commission can amend the list of these programmes using delegated acts. Delegated acts being a 

tool, wherein the Commission can amend EU law without the Parliament or Council, if neither has 

any protests. Furthermore, the Commission will have to consult experts designated by the 

Member States. The last note on the Regulation for establishing the screening mechanism is, that 

the Commission starting on October 12th  2023, and every five years following, shall evaluate the 

screening  mechanism in a report to the European Parliament and the Council (European 

Parliament and European Council, 2019).  

 

Restrictions on capital movement.  

The regulation on the framework for the EU screening mechanism does not provide tools as to 

make actual restrictions of capital based on public security and public order. It is notably only a 

framework for the screening and cooperation within the EU when it comes to possibly problematic 

foreign direct investments. The ways, which the EU allows for restrictions on capital movement, 

comes from the Treaty on the Functioning of the European Union (TFEU), the articles relating to 
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these are the backbone to the response the EU allows, if e.g. the recent policy of a screening 

framework finds an investment problematic. 

 

Firstly, Article 52 describes that measures can be undertaken by the Member States providing for 

special treatment of foreign nationals on grounds of public policy, public security or public health. 

Article 65 describes that the functioning of the European Union shall not prohibit Member States 

to make the relevant provisions when it comes to distinguishing between taxpayers which are not 

in the same situation, with regard to their place of residence, as to where their capital is invested. 

More interestingly, is also retains the rights for the Member States to take measures in order to 

prevent infringements on national law and regulations, or to lay down procedures on capital 

movements in order to get administrative or statistical information, and crucially, to take 

measures which are justified on the grounds of public policy or public security (The European 

Union, 2012 Article 65 and Article 52).  

 

In article 66 it is stated that in exceptional circumstances movements of capital from a third 

country, which threatens to cause serious difficulties for the economic and monetary union, the 

Council, on a proposition from the Commission and after consulting with the European Central 

Bank, may take safety measures. These are, however, limited to a period not exceeding six months 

(The European Union, 2012). This means, that article 66 may not be overtly relevant for the 

response to foreign direct investments in the long run. The article is, however, of great importance 

when it comes to managing effects of shocks to the economy such as the corona crisis. Specifically, 

how the EU is equipped to react to a perceived greater threat of problematic foreign direct 

investment in times of low prices on e.g. the stock market. The options afforded to the Member 

State in accordance to EU law in the long run, is best seen in article 65 affording the right to take 

measures justified by public policy or public security.  

 

Article 143 and 144 deals with the possible actions, which can be taken by countries with serious 

problems with their balance of payments. Article 143 states that where such difficulties are liable 

to jeopardize the functioning of the internal market, or common commercial policies for the EU. 

The Commission is to state what measures it recommends the Member State should take, after 
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investigating the position of the Member State of course. If these measures are not sufficient to 

amend the situation, the Commission shall, after consulting the Economic and Financial 

committee, recommend the Council to grant mutual assistance. The Council should then adopt 

directives or decision, which among other things, could avoid trade deflection where the Member 

States with balance of payments reintroduces quantitative restrictions against a third countries. If 

the Council does not adopt the necessary directives or decisions as well as mutual assistance, the 

Commission is to authorise the Member State in difficulties to take protective measures. This 

authorisation can, however, be revoked by the Council (The European Union, 2012). Article 144 

then authorises a Member State faced with a sudden crisis in its balance of payments to take 

immediate protective action. These protective actions should, however, be abolished after the 

events described in article 143 has run its course. The immediate actions taken by a Member 

States must cause the least disruption possible to the internal market as possible, and not be 

wider in scope than what is strictly necessary (The European Union, 2012).  

 

In conclusion, the measures, which the EU is capable of granting when it comes to measures 

restricting the movement of capital, can come into effect for two reasons. One is problems with a 

Member State´s balance of payments, the other is that investments may affect the country´s 

public policy or public security. It is the last of these reasonings this paper will take a closer look at 

as the response from the EU. One can rightly imagine that what entails effects on public policy and 

public security can be debated. This is also why the case-law from the European Court of Justice is 

of interest. It is needed if we are to further define where the articles dealing with restrictions on 

capital movement can be used by the Member States or the Union as a whole. More specifically, 

which sector they comparatively stronger or weaker.  

 

A Communication, which is an official statement, from the Commission from the 25th of March in 

2020 outlines which areas are by the European Court of Justice earlier defined as places where the 

freedoms granted in the above-mentioned treaty has found use. The Communication from the 

Commission´s message is, that the Commission sees the corona crisis a possible catalyst for an 

unwanted sell-off of Europe´s business and industrial actors - including SME´s. The Commission 

sees this as a possible problem, due to volatility and a perceived current undervaluation of the 
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European stock markets originating in the uncertainty the pandemic has caused. The Commission 

therefore reminds the Member States of the soon to be implemented screening framework we 

have laid out earlier, as well as the freedoms in the treaties which allows for protective measures. 

The Commission writes that the sector of public health has earlier been recognized by the Court of 

Justice of the European Union as an overriding reason in the general interest and thereby falls 

within the scope of public policy and public security. The Commission also details that other 

overriding reasons in the general interest entails protecting consumers, preserving the financial 

equilibrium of the social security system and achieving social policy objectives. The 

communication also states that the grounds for justification of capital restrictions are broader 

when transactions involves third country parties, than what is the case with intra-EU capital 

movements (European Commission, 2020).  

 

Response in the Energy sector 

When and where capital movement restrictions can be asserted with regard to the energy sector 

has been discussed by the European Court of Justice in the 2009 case between the Commission 

and the Italian Republic. In this case, the Italian Republic had passed legislation allowing its sitting 

government to be granted special powers, in order to oppose acquisitions made of companies 

directly or indirectly owned by the state in the sectors of defence, transport, telecommunications, 

energy resources and other public service sectors. These powers make the state capable of 

denying acquisitions of shares which represent at least 5% of the voting rights, the power to 

oppose collusion between shareholder representing at least 5% of the voting rights and the power 

to veto resolutions for the dissolution, merger, transfer abroad or altering of the company’s 

objectives. The powers are to be restricted to usage in cases where there is a serious threat to the 

minimum national supply of e.g. energy or other resources essential to the public as a whole. The 

Commission then challenged this legislation on the grounds that the proportionality of the 

measures was not in line with the declared goal of the above-mentioned special powers. 

Essentially, the Commission held, that the concept of something being a real and serious risk, 

which is needed for the powers to activate, is potentially numerous, undetermined and 

undeterminable, leaving the legislation as not proportional. The European Court of Justice ruled in 

favour of the Commission.  
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This case does, however, have some interesting statements and referrals to earlier cases shedding 

a light on how the EU institutions handle the legality of restrictions on capital movement. First of 

all, in the case, the Commission states that restrictions on capital movement is definitely 

warranted when it comes overriding reasons of public interest. The Court also refers to an earlier 

case, stating that when dealing with bodies operating in oil, electricity or the telecommunications 

sector, securing the supply of such service may constitute a reason of overriding public interest, 

that much is clear. The capital restrictions made by individual EU countries are, however, 

dependent on the lack of Community harmonising measures, i.e. EU law, providing the necessary 

protection already. As can be seen by our research into the EU legislation dealing with restrictions 

on capital movement, no such Community harmonising measures are in effect. The fact that these 

are mentioned at all does, interestingly, point to the EU institutions recognising that the option 

regulating this through EU law. The case also shows, that the voting shares needed in order for an 

intervention being possible, and therefore a threat to supply security, is as low as 10%. This is from 

a case involving Belgium´s energy sector, where the Commission lost the case against the Member 

State. In conclusion, the Italian legislation was not seen as incompatible with EU law due to the 

goal of the legislation, namely protection the supply in strategically important sectors, it was 

found to be incompatible due to questions of proportionality (InfoCuria Case-Law, 2009b). 

 

Response to the health sector.  

The health sector can be examined using another Commission V the Italian Republic case. This 

case is also from 2009 and revolves around the Italian governments right to only allow trained and 

licensed pharmacists to own and operate pharmacies. The Commission believed that this was 

incompatible with the right of establishment, as non-pharmacists could not own pharmacies. The 

Italian Republic had other EU countries interject on their behalf, namely, the Hellenic Republic, the 

Kingdom of Spain, the French Republic, the Republic of Latvia and the Republic of Austria. These 

countries have similar rulesets surrounding the right to own and operate pharmacies. As in the 

previous case, it was not the right to have restrictions on the right of establishment directly in 

question, but whether this kind of legislation actually protects the public health. The argument for 

having such rules in the name of public health, is that the training and knowledge of the drugs, 
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which trained pharmacists have received, renders them less likely to make decisions which would 

have an adverse effect on health in the name of economic profit. Owners of pharmacies not 

trained in the subject, would be more likely to put economics ahead of health.  The arguments put 

forwards by the Commission is, that such rules do not necessarily improve public health. In other 

words, the assumption that the medicinal training alters the actions one takes when faced with 

economic decisions, is based on an incorrect assumption. The European Court of Justice ruled in 

favour of the Italian Republic, as the Commission could not show a more proportional way of 

securing public health. This case has one interesting finding relating to other cases. Here the court 

ruled that an earlier case revolving around opticians in Greece, which the commission wanted to 

submit as case-law was not relevant. In the case relating to pharmacies the court also states that 

human health ranks foremost in the treaties and is therefore its own subject where the scope for 

intervention is broader. Essentially, the health sector has strong case-law arguing that the right of 

establishment can be side-lined in favour of public health (InfoCuria Case-Law, 2009a).  

 

Response in the Technology Sector 

When finding the relevant case-law, this paper has utilised the Guide to the Case Law of the 

European Court of Justice on Articles 49 et seq. TFEU (European Commission, 2017). This is full of 

excerpts from the case-law relevant to the treaty bound Freedom of Establishment. This is 

relevant due to the fact that we did not find any case-law directly testing the meaning of security 

and public policy exemptions related directly to technology driven case-law. We make the 

assumption that this guide comprised by the European Commission is comprehensive. Although 

there is no direct case law treating the rather broad sector of technology, the sector is somewhat 

represented in the case relating to energy, as telecommunications was also mentioned in the 

action. As this action showed, the telecommunications sector qualifies as one where the 

restrictions on outside capital investment can be stopped without being incompatible with EU law. 

Furthermore, there are obvious exceptions in the area of technology directly relating to military 

tech. As stated before, this paper does not seek to explain the EU´s response of China´s 

investments in military driven technology. The fact that the legislation on technology has not been 

directly tested overall is interesting in itself.  It is one of the most discussed topics in the EU as it is 

considered important for keeping industrial actors, which are critical for the future production 
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capabilities in the Union, and it is still to be tested in the EU courts. Not only has the sector been 

subject to public discussion, our analysis of Chinese FDI into the European Union also showed it as 

an important part of the “Made in China 2025” industrial policy both by volume, effect of the 

industrial policy and overall upwards trending investment curve. This absence would point 

favourable towards the hypothesis that following historical institutionalism and path dependency 

the EU does not have institutions adept at restricting free trade and investments, but rather 

institutions more adept with breaking down barriers of trade. This shall be viewed in conjunction 

with the recent Communication from the Commission and the existence of the screening 

framework, as these clearly shows that the EU finds third party FDI to be possibly problematic. 

This conclusion on the technology sector must again be seen in respect to the use of a proxy 

sector for the “Made in China 2025” designated sectors as well as the limitations inherent in FDI 

data generally. 

 

Response in the Transport sector 

In the Guide to the Case Law of the European Court of Justice on Articles 49 et seq. TFEU 

(European Commission, 2017) the sector of Transport does not have a dedicated action 

determining its overall compatibility with the exception from the treaty freedom of establishment. 

The transport sector is, however, mentioned in the case relating to energy and petroleum along 

with telecommunications. This mentioning originates in the Italian legislation which the action 

revolved around, so we cannot assume that the proxy of a transport sector we are using in our FDI 

analysis is comparable to what is mentioned in this case. We would argue that the transport 

mentioned in the case around energy and petroleum supply is actually referring mostly to the area 

of logistics. This is contrary to the section analysis, where we used transport as a sector where it 

only stands for the production part of transportation, and distinctly, does not include logistical 

companies. This is why we assume that the transport mentioned in the case-law as one of the 

sectors where exemptions from the treaty freedom of establishment can be applied is not part of 

the “Made in China 2025” designated sector or analysed here. The case-law found in the Guide to 

the Case Law of the European Court of Justice on Articles 49 et seq. TFEU does touch upon 

production of vehicles. This is only in the form of road safety already being recognised as an 

overriding reason in the public interest by the European Court of Justice. The case where this 
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originates, is that of the Attanasio Group Srl v Commune de Carbognano revolving around 

whether mandatory distances between road service stations constitute a restriction of the 

freedom of establishment and is justified by the objectives of road service and the protection of 

health and the environment. The European Court of Justices ruled that in this case, mandatory 

distance between service stations did constitute a restriction to the freedom of establishment not 

justified (InfoCuria Case-Law, 2010). The reason behind the lack of cases, with respect to 

manufacturing of aerospace equipment, shipping and auto vehicles could be argued as being due 

to the fact, that the large manufacturing companies in this sector are largely state owned, and 

therefore the EU and its Member States does not see these as possible takeover targets.  

 

Car manufacturing on the other hand is not represented but is definitely discussed by the Member 

States as a possible target for Chinese takeover, specifically by Germany, which has also seen the 

lion’s share of Chinese investments into this sector. In fact, the German Government has already 

vetoed one Chinese acquisition in the German auto industry (Germany Blocks China Deal to Buy 

Machine Tool Manufacturer | IndustryWeek, no date).  Furthermore, Chinese investments has 

already bought controlling shares in the Swedish car giant Volvo. This would lead to the 

conclusion, that a testing of the compatibility of this behaviour and the EU legislation is overdue. 

That this has not happened yet, would seem to also argue in favour of the hypothesis that the EU 

institutions are bound by path dependency into primarily seeking to remove trade restrictions.  

 

 

Explaining EUs response to the “Made in China 2025” industrial policy strategy 

 

Warwick´s typology on the response of the European Union 

The placement of the EU´s screening framework regulation will be made using Warwick´s 

typology. We will take the Domains of the typology in order and discuss where the regulation from 

the EU fits in First, we have the Domain called the Product market. The EU response does not 

seem to fit within either as a horizontal policy or as a selective policy in this area. With the 

examples of policies, which Warwick states, there is not a direct match, although this is of course 

not an exhaustive list. Furthermore, the screening framework regulation does not seem to be 
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particularly directed at companies which are to be found in the production sector. The second 

Domain, called Labour and Skills, is again not a match on either the horizontal policy or the 

selective policy axis. This is due to it not having any direct interaction with what economists would 

dub the labour market. Next is the third Domain, the Capital markets. Here, the screening 

framework regulation does not directly apply, either as a horizontal policy, or as a selective policy. 

This is the case, as even though it is made to observe capital movements and investments, the 

regulation does not directly interact with the capital market in the hands-on-approach manner, 

which Warwick is alluding to with his examples of e.g. emergency loans, strategic investment 

funds or loan guarantees and the like. The regulation does however have an indirect effect on the 

capital markets, as an investment screening framework would be a part of a country´s overall 

investment regulation. Therefore, the regulation can be seen as having a limited fit under the 

horizontal policies on the capital markets.  

 

In the fourth Domain of Land, the regulation does not fit in either the horizontal policies row or 

the selective policies row. In the technology Domain, the regulation does not fit either it has. This 

is because it has no direct relation to either. Finally, in the systems/institutions Domain, is where 

the screening framework regulation would fit the best. Specifically, it can be defined as a selective 

policy in this Domain. Although its cooperation part clearly serves as a way of distributing 

information in the EU´s internal market between the Member States, it is also one directed as the 

selective part of the systems and institutions dealing with foreign investments. An example of an 

EU horizontal policy in the Systems/institutions domain would be the Unions merger regulation, as 

this serves equally as a system whether and investment is coming from a Member State or a third-

party country. This identification tells us, that the regulation is likely to be highly intertwined with 

the EU institutions and systems. This is a result of Warwick´s typology placing it in that Domain 

This discovery would seem to further, the argument, that the EU´s response to the Chinese 

investments is best analysed using the theory of historical institutionalism.  

 

When something has been identified as a selective policy, Warwick´s typology goes further into 

qualifying the policy as either strategic or reactive/defensive. Warwick states that 

reactive/defensive policies are e.g. those instituted in the wake of the financial crisis and the 
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Communication from the Commission in the wake of the corona crisis referring to this legislation 

could seem to identify the legislation as more fitting for this category. If the legislation was to 

qualify as a strategic policy in Warwick´s typology, it would have to fit on the comparative 

advantage following quadrant, B, in the next part of the typology. It would have to fit here, at the 

EU is clearly not building comparative advantage on the frontier of the catching up spaces, 

therefore ruling out square D and A. The fact that the EU actors, which this regulation can be 

assumed to protect, would be on the frontier of their field technologically, the square C would also 

be ruled out. However, the regulation does not fit in square B called the consolidating on frontier 

strength, as this paper would argue, that such policies would have to come with a strengthening to 

the EU frontier comparative advantage-following companies, such as e.g. a more built in sectoral 

competitiveness strategy. Therefore, the Warwick typology would place the EU’s screening 

framework regulation as a selective reactive/defensive policy. In Warwick´s typology, it is clear 

that he does not see these types of policies as particularly productive and if this opinion is 

assumed to be correct, it would again strengthen the argument that the EU does not have the 

optimal institutional structure in place, in order to productively dealing with problems which is 

perceives as threats best dealt with using policies relying on capital restriction and trade barriers.  

 

Warwick´s typology on the China´s Made in China 2025 policy 

In classifying China´s “Made in China 2025” policy, we will again use Warwick´s typology in order 

to gather the insights that this might yield. When going over the Domains in which this policy is 

most in accordance with, we will again start with the product market. The Chinese policy does 

have some similarities with the selective policies mentioned under the product market as national 

champions have been somewhat pointed to by the Chinese government. This is, however, a 

subsection of a much more wide-ranging industrial policy which the Made in China 2025 definitely 

is. In the labour and skills Domain, there is not any substantial arguments, as to why China´s 

industrial policy would fit the best in here. Although, there may be some targeted skill selective 

policies at the lower levels of the vast industrial policy, we do not see it fitting in this category, as 

we are evaluating the policy as a whole. The same applies for the capital markets Domain, here 

certain parts of the policy would probably be able to fit within, however, we are again seeking to 

place the policy in the Warwick typology as a whole.  
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Within the capital markets such fitting policies within the Made in China 2025 policy which may fit, 

would be selective policy initiatives dealing with strategic investment funds or loan guarantees 

etc. We know that certain selective policies within the land Domain is definitely used by the 

“Made in China 2025” strategy. We have earlier touched upon the Chinese selective policy use of 

place-based clusters policy and enterprise zones as examples. The same applies to the technology 

Domain as can be seen in examples of development of centres of expertise and selective 

technology funding. We would place the wide-ranging industrial policy Made in China 2025 in the 

Domain of systems/institutions, more specifically, in the selective policy part of the Domain. We 

argue that this is the correct positioning for the policy as a whole, due its wide-ranging nature and 

definite use of identifying strategic sectors, clusters policy and a sectoral competitiveness strategy. 

This wide-ranging nature of the “Made in China 2025” policy is further seen in the fact that part of 

it could potentially be placed in all of the Domains mentioned by Warwick. The clearest 

classification the typology leads us to, is that the policy is most certainly using selective policies.  

 

The next step of the identification process is whether the policy is strategic in nature or 

reactive/defensive in nature. We would argue, that due to its long ranging objectives and 

outwards oriented approach to some of the technology acquisitions i.e. the Chinese classification 

as Hard-to-get Tech Targets, wherein part of the strategy is to acquire foreign companies. The 

policy is to be classified as a one of a strategic nature. This brings us to the next figure in the 

Warwick typology. The Chinese “Made in China 2025” policy is not seeking to be comparative 

advantage following. As we have mentioned earlier, China´s comparative advantage has been due 

to the cheapness of its labour. The goal of the policy is not to further this comparative advantage, 

but to develop new ones by combating the problem the country is facing with low levels of labour 

productivity and comparatively low levels of R&D funding. This rules out the quadrants of C and B 

in the Warwick typology. Secondly, we argue that China is actually seeking to build comparative 

advantages on the technologically frontier. We base this on the fact that all of the sectors 

designated in the “Made in China 2025” industrial policy are areas on the technological frontier. In 

other words, the Chinese industrial policy is not seeking to catch-up to the more developed 

western economies, but its goal is to leap-frog these. This places the “Made in China 2025” 
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industrial policy firmly in quadrant A, defined as seeking strategic advantage in new areas 

(Warwick, 2013).  

 

Historical institutionalism 

Utilising a historical institutionalist approach, we argue that the explanation of EUs legislative 

response is a result of path-dependence. More specifically, in the sectors of technology and 

transport, the EU´s response is comparatively weak, due to the lack of strong case law. 

Furthermore, the regulation on establishing a framework for the screening process of foreign 

investments is only a regulation, which provides a cooperative system in the EU, when dealing 

with foreign direct investments. It does not afford either the EU institutions or the Member States 

any further legislative power to reject foreign direct investments that is found problematic. We 

argue that this result is at odds with how seriously the EU institutions and, large Member States 

seem to take this problem.  

 

The structure of treaties laying the foundation for the European Union shows that one of the 

fundamental goals of the EU is the free movement of goods, people and capital. According to the 

concept of path dependency from historical institutionalism, this means that the European Union 

is locked in a “path” which makes it less efficient at introducing legislation, not compatible with 

the foundation of the Union is built upon. Further restrictions on capital movement would be such 

legislation. We therefore argue that path dependency can explain the uncovered weak response 

from the EU, in terms of the screening framework put in place. Furthermore, it can explain the 

case law, or lack thereof, in the areas of technology and transport, where case law does not secure 

the Member State´s power to make restrictions on capital movement. In the sectors of Energy and 

Health, we find that the EU is not as bound by its path dependency as these have comparatively 

stronger case law allowing for capital restrictions. The conclusion remains that the new and more 

general legislation enacted by the EU in response to the increased inflows of foreign capital, can 

be explained by path dependency. 

 

The use of the Warwick Typology, is seemingly also supporting our argument about the 

Institutions constituting and surrounding the European Union are better equipped at dealing with 
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issues where their preferred answer correlates to the path dependency dictating a Union more 

capable of tearing down barriers to trade than putting them up.  

 

Limitations  

Before we move on to the discussion of the findings and the subsequent conclusions made by this 

paper, we will discuss its limitations. More specifically, the limitations to what can be concluded 

on the basis of the findings in this paper, and what cannot be concluded.  

 

First in the limitations, as to what can be concluded based of our findings, we will look at the FDI 

analysis conducted. It is important to mention, that our FDI analysis, wherein three sectors are 

identified as being key to the Chinese investments into Europe, cannot make inferences about the 

overall importance of the designated sectors in the Made in China 2025 plan. We can only see, 

which of the sectors has the largest effect via investments into Europe. Secondly, we do not make 

any arguments as to whether or not the direct investments from China actually are a real “threat” 

to the EU. The reason the EU perceives it as such, may as well be grounded in simple 

protectionism. We only analyse how the EU response is affected by path dependence. Although 

part of the FDI analysis was to identify the recipient European country of FDI flows, we cannot use 

this as a direct means of identifying which countries see these flows as problematic. When this 

paper has not carried out an investigation of how the screening framework was formed, through 

for example the use of process tracing, we cannot make credible conclusions as to which 

individual EU countries pulled in which individual direction. The ones we can pinpoint as highly 

targeted by the FDI flows from China in our analysis, is not necessarily those which would argue 

for further restrictions. Conclusions on the individual countries´ stance when the screening 

framework regulation was formed, would have been an outcome of far more factors than FDI 

volume. Therefore, we can only make conclusions based on the aggregate level of EU activities.  

 

Thirdly, we do not seek to make conclusion, as to what is the “best practice” approach for the EU 

to take, when faced with this perceived problem. This leans close to the limitation, that we do not 

seek to uncover versus the threat is actually credible, or if the EU´s actions are simply 

protectionism. Lastly, this paper only analyses FDI flows from China to the EU. We do not focus on 
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FDI flows from other countries, for example, Russia into the EU. We do, however, make the 

assumption, that the EU´s response to the FDI flows are primarily driven by the Chinese 

investments. We make this assumption, due to the magnitude of the Chinese investments and 

their status as being a relatively new problem for the EU. Furthermore, we only make conclusions 

based on the EU´s policies designed to stop investments into the civil sector. In other words, the 

conclusions of this paper cannot necessarily be extrapolated onto the EU´s ability to allow 

protectionist measures in areas of military defence. We would, however, assume some overlap.  

 

Discussion  

We will not discuss the findings we have made, as well as discussing possible implications of the 

Corona crisis and China´s growing economic power. 

 

Discussion of findings  

FDI findings 

The approach of using FDI data compiled by the China Global investment dataset, instead of using 

the data from Eurostat or Chinese government agencies, has already been discussed in the section 

relating to discrepancies in the data. We argued that the use of higher quality data collected using 

the Ultimate Beneficial Owner (UBO) principle, outweighs the negative impact of having to 

construct proxy sectors for the designated areas mentioned in the Made in China 2025 policy. This 

approach will of course have to be critically accessed in relation to the findings we have made. The 

three sectors, which this paper moved on with, namely energy, technology and transportation as 

well as a quick investigation if the health sector, is subject to criticism based on this mode of data 

collection. We do not find considerable weaknesses due to data collection with regard to the 

applied factor of investment volume.  

 

The arguments against this way of qualifying the Chinese investments, has to be based on the 

imperfect choice to use proxies for the actually designated sectors. The finally chosen sectors for 

further analysis were all reasonably robust proxies. Weakest among them is the technology sector, 

as this could be seen as rather broad compared to what is actually designated in the “Made in 
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China 2025” plan. Furthermore, the use of investment volume as predictor of importance in the 

technology sector may be flawed due to the theoretically high disruption potential some smaller 

tech start-ups may have. Hence, our findings relaying, that the technology sector is of significant 

importance, should be seen in this light as well. This also means that our findings regarding to the 

EU not showing particularly strong case-law allowing for restrictions on capital movement into 

high-tech companies could, theoretically, be a result of the EU not perceiving foreign investments 

into this sector, as specifically important, and not, as we suggest, due to institutional path 

dependency. We would argue that the discussion of Chinese takeovers and the implications arising 

from high tech on Chinese hands, such as the discussion surrounding Huawei, seem to strengthen 

our findings, placing the foreign investments into the technology sector as of significant 

importance for the EU system.  

 

The factors we used in order to identify three key sectors can also be discussed. We argue that the 

approach of using the effect of the “Made in China 2025” publication is well suited, as it indicates 

a relationship between investment and the publication of the plan by the Chinese central 

government. This approach can be challenged on the basis that it does not convey any causality, 

only a positive relationship between the publication and the subsequent investment volume. We 

argue, that the strong rule of the Chinese government would argue that what the central 

government communicates also makes its way, reasonably unscathed, into reality. Especially, 

when keeping in mind the Chinese government’s strong hold on the capital market, due to the 

presence of many state-owned large banks and other state-owned capital institutions. Although 

historical data cannot necessarily predict the future, we still hold that the factor applied, using the 

slope of the investment curve as evidence for the Chinese prioritization of certain sectors, is still 

the best option we have in approximating this.  

 

EU findings 

When collecting the data needed for the showing of the European Union´s response. It was for the 

most part based on the actual regulation, putting in effect the framework for screening of foreign 

direct investments, and the Commission Guide to case-law relating to the right of establishment. 

The merits of using an already compiled guide to the case-law, instead of searching the EU´s vast 
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databases ourselves, can be discussed. We make the assumption, that the guide to case-law is 

comprehensive, this can hypothetically be incorrect. This can bring into question our findings, 

which are, that the EU seem to have stronger case-law supporting the right to make restrictions 

on capital flows into the energy and health sectors, than what is the case for the transportation 

and technology sectors. We argue, that the guide is up to date and comprehensive, as the 

communication made by the Commission, sent out recently regarding the possibilities to avoid 

cheap foreign buyouts of EU companies due to the corona crisis, not making references to cases, 

which cannot also be found in the guide to the case-law.  

 

Our overall findings identifying the sectors China is seemingly prioritising the highest, with regard 

to investments in the EU being technology, transport and energy. As well as observing that the EU 

only seems have made new policy through the screening framework regulation, which does not 

directly address possibilities for the introduction of capital restrictions, and lastly,  EU case-law 

only providing explicit possibilities of protective measures in the sectors relating to health and 

energy, can also be discussed. We infer that the reasoning behind what we see is a perceived 

problem for the EU and the lack of decisive legislation and case-law allowing the EU to institute 

capital restrictions in order to protect itself against this problem, is ultimately path dependency 

found in historical institutionalism. We know from articles, as well as our FDI analysis which 

countries are getting the highest volume of Chinese investments. These are the forces within the 

EU perceiving this as a problem and wanting to find European solutions. Specifically they are the 

classically powerful forces of western European pro EU countries, such as Germany (Germany 

Blocks China Deal to Buy Machine Tool Manufacturer | IndustryWeek, no date). The fact that the 

EU has not proven a decisive instrument in this problem solving, again, seems to indicate a path 

dependency of the institutions surrounding it. This leads us to the question of whether the EU is a 

forum where the solution for this perceived problem can even be found. However, if the EU 

countries want to have a lasting impact on the rest of the world, the EU is the classical way to 

achieve this. Furthermore, the question whether the EU is the right forum is also one, which 

would seem to strengthen us inferring path dependency as to the ineffectiveness of the EU when 

dealing with these perceived problems. Especially since the solutions would fundamentally go 

against its core values of freedom of trade and movement. 
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Corona as a critical juncture? 

In the historical institutionalism literature, it is assumed that the only way for institutions to 

diverge from their current path dependency is through the so-called critical juncture. A critical 

juncture opens up different paths the institutions can take. This critical juncture would typically be 

attributed to events which are external to the set of institutions in question. As we have 

mentioned before, however, the actual definition of the concepts in historical institutionalism, 

such as critical junctures, is still debated in the literature. We move on with the definition just 

mentioned.  

 

With the findings we have made in this paper, the need for a critical juncture in order for the 

European Union to be more adaptable and efficient at making restrictions on capital and trade is 

apparent. Especially in areas such as technology and transport. This leads us to the question, as to 

whether or not the outbreak of corona and the following ongoing crisis would qualify as such an 

opportune critical junction. A critical juncture where the institutions in and surrounding the 

European Union is capable to “choose and new path” so to speak.  

 

On the one hand, the corona virus, and following crisis, would most certainly qualify as an event 

external to the European Union, and definitely one which represents a massive chock to nations, 

institutions and economies alike. We find the strongest argument is, that it serves as a critical 

junction for the specific institutions dealing with public health. More specifically, the systems and 

institutions, which govern the response mechanism in various individual countries. The argument 

stating that it could also serve as a critical junction for the EU institutions governing relations with 

third countries as well as capital restrictions and trade, is more debatable. Our findings seem to 

show, that on the matter relating to public health and security, as well as energy security, the EU 

case-law indicates an already strong advocation for the restrictions of capital in these areas. This 

shows, that the institutions of the EU regulating these sectors, may not necessarily need a critical 

juncture in order to be put on the path of more restrictive free trade and flows of capital. 

However, the communication laid out by the Commission, did refer to all important industrial 

actors as possibly qualifying as critical infrastructure, and hence open for capital restrictions. 
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Whether this has been tested in the EU courts system and institutions or not, it certainly shows 

intent by the Commission to let the debate on self-sufficiency in the health area, spill over into the 

general foreign direct investments area. Having established that the corona crisis seemingly 

qualifies as an external and critical event, and that parts of the EU system is somewhat interested 

in “switching paths”, we must look at the theory of historical institutionalism, in order to check if it 

offers any guidance on whether or not this move will be successful.  

 

The theory on historical institutionalism is generally vary of the idea of spill-over effects. As we 

mentioned in the literature review on historical institutionalism, this is one of critiques the 

literature aims at the neo-functionalist’s approach. Specifically, its emphasis on spill-over effects 

being the driver of more European integration carried out as a result of the European Union. The 

idea that the current corona crisis acting as a critical juncture in the health area, creating a spill-

over effect into other parts of the EU system of institutions, would seem to be contrary to one of 

the core ideas in historical institutionalism. In other words, in the contest between factors of path-

dependency in the area of capital restriction on the one hand, and the spill-over effect of the 

critical juncture on the other hand, historical institutionalism would be in favour of the already in 

place path dependency prevailing. This argument is further strengthened by our findings of the 

already strong support in the EU case-law for restrictive measures, when it comes to public health. 

In conclusion, this would mean, that the guidance offered by historical institutionalism, and the 

findings of this paper, states that the corona crisis will not serve as a critical juncture indicating a 

possible shift from the path dependency keeping the EU towards less restrictions on capital and 

removing trade barriers.  

  

Whether the corona crisis will actually serve as a critical juncture in this way, or in any way at all, 

can only be categorically denied or accepted in the future. The development of the EU´s stance on 

restrictions to trade in the transport and technology sectors specifically, will also serve as a good 

indication of whether the predictions made in this paper qualify as actually good approximations.  
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China as the new High-Tech Superpower? 

Another interesting point that the analysis of this thesis raises, is the development of China as a 

potential high-tech superpower in 2049, or maybe even sooner, as a result of the “Made in China 

2025” strategy. This scenario is already a hot topic in today’s mainstream political debate as it will 

be a radical change of today’s world order.   

 

As the analysis in this thesis illustrates, China wants more than just becoming the leading 

manufacturer of technologically advanced products, they also want to own these technologies. In 

Warwick´s typology, China want to be at the frontier quadrants. Consequently, many concerns 

arise from the perspective of the EU countries if China become the new high-tech superpower. 

Central to most of these concerns is the fact that China is very different compared to western 

countries that constitutes the high-tech superpowers today. Today’s high-tech superpowers as for 

instance the United States, Germany, Japan and South Korea all have embedded liberal democracy 

as form of government. Here, liberal values, civil rights and rule of law are the foundation of these 

democracies. This foundation is shared among all developed countries – including most of the 

member states of the EU. Critiques are worried that these values will not be respected if China 

were to become the pioneer in the high-tech industry. This concern has already materialized as of 

today in multiple cases.  

 

One of them is the case of 5G network, which is the next generation network. Here, the Chinese 

tech giant Huawei is pioneering the development of this 5G network, both in terms of actual 

technological performance but also in terms of competitiveness among other competitors. In fact, 

the largest Danish telecommunications company TDC originally signed an agreement with Huawei 

where TDC would integrate the 5G network developed by Huawei. However, media and political 

pressures resulted in TDC withdrawing the agreement with Huawei and instead sign a strategic 

partnership with the Swedish telecommunications company Ericsson. The main argument for 

discarding the agreement with Huawei was the uncertainty in regard to the role of the Chinese 

government and how much influence and access it would have. Critiques questioned how Huawei 

would handle all that data and whether the Chinese government would have access to these data 

thus enabling them to spy on the users of the 5G network. The outcome of this case was a direct 
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result of the lack of trust in the Chinese government and institutions, as they are not founded on 

the same liberal institutional values as for instance Sweden are. By using the Swedish Ericsson to 

develop the 5G network infrastructure in Denmark, TDC can confidently ensure that Ericsson is not 

forwarding the data to the Swedish government as these relationships are laid out in the 

democratic institutions.  

 

The TDC/Huawei case illustrates a number of challenges from a western point of view. One of 

them, as described being the possible threat of being involuntarily spied on by a foreign 

government. This challenges the liberal civil rights that for the most part is respected by western 

democratic governments. It also challenges EU regulation in terms of consumer protection. More 

specifically, the EU has some of the most extensive regulations in terms of data protection of 

consumers. Here, consumers are protected under the EU regulation called “General Data 

Protection Regulation” (GDPR). In order for companies to fulfil the requirements of the GDPR, they 

need to state explicitly how they manage user’s data and what they do with the data. Even though 

large tech companies as Huawei ensures that their practices are GDPR compliant, they still have 

not succeeded in convincing foreign companies and governments. Another challenge that this case 

presents, is the security element of placing central infrastructure in the hands of a foreign and 

sometime hostile country.    

 

The security element that a case like the TDC/Huawei poses are becoming one of the largest 

challenges of western countries. Governments across the world are building up its defence 

mechanism towards critical digital infrastructure. One of these critical infrastructures are 

communications lines that possibly could run on the future 5G network. Hence, a country’s ability 

to communicate could essentially be endangered if a foreign hostile actor has the capabilities of 

controlling it. Also, governments are increasingly aware of the cyber-threats that are posed by 

China, which contributes to the argument of not placing critical digital infrastructure in the hands 

of major Chinese corporations.  

 

A last element that the TDC/Huawei case pose in not related to national security or consumer 

protection, rather it focuses on the security of employees. Suppose that Chinese companies are 
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buying up western companies, which we have illustrated in the analysis of this thesis, how are the 

security of the employees affected? Though it is difficult assess at this point whether employees’ 

freedoms are affected by Chinese money taking over the ownership of a company, it does propose 

some concerns. One of them is whether or not employees can be able speak freely in and out of 

working situations. Second, does the Chinese ownership spread the of Chinese anti-democratic 

values and propaganda? These are concerns that are too soon to answer for now, but are raised 

and must be accounted for in the future as Chinese FDIs are more frequent then ever since the 

initiation of the “Made in China 2025” strategy.  

 

As the case of Huawei and its 5G network illustrates, China is at the very forefront of emerging 

technologies that will build the future digital infrastructures. This has fostered lots of speculations 

and worries of where this trend is leading to. However, are these dystopic forecasts for the future 

really realistic or is just political discourse? Hence, the following paragraphs discusses how likely 

the “Made in China 2025” strategy is.  

 

One of the strengths of the “Made in China 2025” strategy is the fact that it is a Chinese industrial 

policy. The Chinese form of government allows decision-making to become more long-term 

oriented rather than being vulnerable to short-term political pressure. This way, the Chinese 

decision makers are able to invest and develop enterprises that traditional market competition 

would not develop since long-term result are too uncertain. This was also the case in the 

development of the Asian Tigers and especially South Korea, where the national industrial policy 

securing development of industries where short-term profit would be very difficult to achieve. 

Hence, the ability to make long-term decision by decision-makers have shown very successful in 

earlier industrial policy strategies.  

 

Another strength of the “Made in China 2025” strategy is large government-backed funding that 

Chinese state-owned and private enterprise are entitled to get. As described previously in this 

thesis, Chinese-owned banks and investments funds are allocating hundreds of billions CNY in the 

development of emerging technologies and smart manufacturing. The financial capabilities will 

inevitably increase the speed of innovation in the core industries. Additionally, the large amount 
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of funding available also helps establishing and developing the polit projects and creation of 

National Demonstration Zones wherein China is aiming a building clusters of innovation. 

Establishing clusters of knowledge seems to be a good strategy for development of innovations. 

Across the world today, these clusters of knowledge are present in many industries as for instance 

in the financial industry where clusters as emerged in New York, London, Singapore etc., whereas 

a technological cluster has developed in Silicon Valley in California. Hence, China’s strategy of 

establishing smart manufacturing and technological clusters could further enhance the success of 

the “Made in China 2025” strategy.  

 

On the other hand, China also faces some critical challenges that can impact the implementation 

of the “Made in China 2025” strategy significantly in a negative direction. One of these challenges 

are the top-down catch-all approach that the Chinese government are pursuing with the “Made in 

China 2025” strategy. Though the top-down approach does entail some benefits – especially in 

terms of coordination, funding and overall direction of the industry policy, it also comes with 

challenges. One of them is the possibility of overlooking existing Chinese enterprises that are not 

capable of developing the innovations set out in the “Made in China 2025” strategy. These 

companies are the ones that today produces low-tech manufacturing with very little 

automatization. Another challenge is the possibility of neglecting the inherent learning and 

development of companies. This implies that, suppose a company receives large government 

funding, it can miss out on the benefits of learning from own procedures and thus resulting in 

inefficiencies, which ultimately can affect the competitiveness of the company. Lastly, the large 

government funding can also result in cases where investments are allocated inefficient in 

comparison to marked-based investments. The top-down strategy also challenges the 

entrepreneurial characteristics of advanced economies, as some of the most innovative and 

cutting-edge technologies have been developed by a single person sitting in a garage.  

 

 Apart from the design of the “Made in China 2025” strategy itself, China also faces some inherent 

economic challenges that will affect the successiveness it. One of them is the slowdown of the 

economic development, which is illustrated in the decreasing annual GDP growth rates. Here 

China can be tempted to prioritize investments in short-term outcome such as infrastructure 
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investments in order to maintain or avoid a decline in the growth rates. Another challenge is 

China’s deficiency in skilled labour. The shortage of skilled labour is one of the core threats facing 

the successiveness of the “Made in China 2025” strategy, as China need to educate and build a 

large amount of skilled labour in record time in order to innovate in existing and emerging 

technologies. Suppose China succeeds in building a large shared of skilled workers, it will be 

challenged by what to do with its existing large share of low-skilled labour. How should China 

employ these people into an advanced economy? Additionally, the current stage of development 

of the Chinese economy lied somewhere between the 2nd and 3rd industrial revolution according 

to XXX, whereas advanced economies as the US and German ones have utilised the technology of 

the 3rd industrial revolution for many decades as of now.  

 

Summing up, the success of the “Made in China 2025” strategy is still to be determined. China’s 

form of government is to a large degree a strength that will foster innovation and industrial 

upgrading in some sectors. However, whether this will result in a complete re-design of its 

economy to enter the 4th industrial revolution is very questionable at the moment due to the 

many inherent challenges that China faces.  
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Conclusion 

As a consequence of out literature reviews, we decided to rely on the collection of literature 

constituting a historical institutionalist approach. This theory helped us explain the weak response 

from the EU to the perceived threat, consisting of Chinese FDI acquiring key industrial actors 

within the EU. Secondly, we decided to use the typology on industrial policies, compiled by 

Warwick, in order to gain further insights into the actions of China, as well as actions of the EU.  

 

Our analysis of the FDI flows from China to the EU showed a recent decrease in the overall volume 

of the Chinese investments into Europe. More than half of the overall FDI in 2018 could, however, 

be attributed to the sectors designated in the “Made in China 2025” industrial policy. The further 

analysis, wherein the FDI´s was divided onto proxy sectors for the sectors designated sectors in 

China´s industrial policy, we found that the most relevant sector were the proxies of technology, 

energy and transport. We also noted that a smaller investigation of the Health sector was called 

for.  

 

With regard to the EU legislation on the incoming FDIs, we looked at the recent regulation 

detailing a new framework for the screening of foreign investments. More specifically, it was 

apparent that this seemed a rather weak protective regulation, at least compared to the scale of 

the Chinese FDI problem, perceived by the EU. Consequently, we dove into the case law 

surrounding the three identified important proxy sectors, as well as the health sector. Here we 

found stronger case-law supporting restrictions on capital in the health sector and the energy 

sector, than in the transport sector and technology sector. Parts of the technology sector is, 

however, protected by stronger case law, namely the telecommunications sector.  

 

Consequently, this thesis concludes that the EU´s weak response to the “Made in China 2025” 

industrial policy and the increase in foreign direct investment could be explained by path-

dependencies in the EU institutions. This insight implies that EU is capable of acting more decisive 

in areas where the goal is to lift trade barriers and/or capital restrictions. This path dependency is 

originating from one of the Union´s core purposes, being ensuring free movement of goods, 

people and capital within its Member States. In the sectors of energy and health, the EUs 
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institutional path is slightly different when comparing to the transportation and technology sector, 

as previous case-law are stronger. These conclusions are subject to the limitations mentioned in 

the limitations section, as well as those inherent in the ontology and epistemological assumptions 

in critical realism.  

 

We also found relevant points of discussion in the possibility of the ongoing corona virus being a 

critical juncture, capable of breaking the EU´s path dependency and allowing its institutions to 

take a new path. Furthermore, we also found interesting discussion points with regard to the 

possible threats to consumer protection and freedom of speech, following a further expansion of 

China´s economic power. These are both interesting topics for further research. Lastly, we believe, 

that conducting a process tracing analysis of the formulation of the EU regulation establishing a 

framework for screening of foreign investments, could further enlighten the mechanisms leading 

to the EU´s response. Such an analysis would, however, not have as much representativeness on 

the entire EU system 
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Figure 1. Warwick - A typology of industrial policies by policy orientation 

Source: Warwick (2013) Page 29. 
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Figure 2. Warwick - Two-way classification of strategic 
industrial policies  

Source: Warwick (2013) 
page 30. 


