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Introduction
A number of U.S.-aligned countries are “decoupling” or “de-risking” their economic and 
technological ties with China in some form. Yet this international trend is often seen primar-
ily through the lens of U.S. policy. Unilateral U.S. tools, like export controls, have enabled 
American officials to play an outsized role in isolating China from global supply chains—
and in inspiring, or forcing, other countries to follow suit. Although U.S. leaders frequently 
debate these moves with allied counterparts, many in Washington still tend to presume that 
friendly nations are fundamentally like-minded on overall decoupling strategy.

In reality, the loose coalition of countries involved in decoupling from China have varied 
approaches and perspectives. No other country fully shares all U.S. goals. Understanding 
these differences—and the historical, economic, and political factors that drive them—will 
be key to effective policymaking in Washington and elsewhere.

This paper compares how three key countries—Germany, Japan, and India—have managed 
their technological and economic ties with China in the last twenty years. These countries 
are the world’s biggest economies after the United States and China. They all play leading 
roles in various technology sectors. And each country has a distinct set of economic and geo-
political interests at stake in their relationships with China. Collectively, the three countries 
serve as valuable case studies to explore divergence and convergence within the U.S.-aligned 
world on how to handle decoupling.
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The case studies in this paper examine the decoupling trajectories of Germany, Japan, and 
India over time. When, how, and why did each government evolve in its approach to eco-
nomic and technological ties with China? What specific industries, policies, and moments 
were most important or illustrative? How have trend lines in the three countries compared 
with each other—and with the United States? To what degree has U.S. policy exerted an 
influence on the other countries or vice versa? Finally, what future conditions might cause 
further shifts in direction?

Overall Findings

•	 Germany, Japan, and India have each increased decoupling policies over the 
past five years. Generally, these countries deepened interdependence with China in 
the early 2000s and began to scale back engagement in the late 2010s. But instead 
of a uniform movement toward decoupling, each nation has experienced a complex 
interplay of fragmentation in some areas and engagement in others. For example, 
the German government has heightened scrutiny of inbound Chinese investment 
even as German automakers are increasing collaboration with Chinese electric 
vehicle companies. Likewise, India has aggressively banned Chinese apps from the 
Indian market but is importing increasing amounts of Chinese technology goods. 
Despite individualities, all three nations are currently moving in a more restrictive 
direction overall. 

•	 Each nation’s decoupling trajectory has been shaped more by its bilateral 
relationship with China than by U.S. influence. Although U.S. policymakers 
have at times pressured each nation to align with U.S. policy toward China, with 
varying degrees of success, these efforts have rarely been the decisive factor in any 
country’s policy stance. For example, in 2019 Germany rebuffed U.S. exhortations 
to ban Huawei, but it began to reconsider its Huawei policy in 2023 after escalating 
concerns about potential Chinese sabotage. Similarly, Japan’s intense security con-
cerns predate those of the United States and are driven by a historically adversarial 
political relationship with China and declining economic compatibility. 

•	 Unlike the United States, neither Germany, Japan, nor India has taken the 
initiative to thwart China’s technological advancement. The United States has 
actively sought to limit China’s progress in key sectors like advanced semiconduc-
tors, and Japan has sometimes implemented similar policies in response to U.S. 
leadership and pressure. But Japan’s own policy initiative is limited by its desire to 
avoid retaliation from China. Germany also views such antagonism as unnecessarily 



Joshua Sullivan and Jon Bateman   |   3

escalatory. India’s perspective is unclear, but New Delhi does not have control over 
any key supply junctures with which it might generate leverage over China. Overall, 
each of the three countries is more concerned with reducing its own vulnerability to 
Chinese influence or exploitation rather than actively hindering China’s capability 
development.

•	 Preventing a Chinese takeover of domestic industry is a key objective for each 
nation. Every nation studied, including the United States, has increased its inbound 
investment regulation in the past five years. Such decisions were often taken in 
response to an influx of Chinese investment and with the purpose of preventing 
Chinese ownership of key technology companies. Each nation has also sought to 
bolster the strength of its domestic industry through subsidies, tax incentives, or 
other favorable policies. 

•	 India is the only nation studied that approaches U.S. policy in overall restric-
tiveness. For every Japanese or German restriction against China, there is almost 
always a corresponding U.S. policy that is more restrictive. Although India has not 
enacted U.S.-style sanctions nor export controls targeting China, New Delhi has 
significantly restricted the market access of Chinese hardware and software products 
like Huawei phones and network technology, TikTok, and UC Browser—even more 
than the United States has. In fact, India’s decision to ban TikTok in 2020 was later 
cited by President Donald Trump as a rationale for a U.S. ban.1

•	 It is unlikely that Germany, Japan, or India will match or surpass U.S. restric-
tiveness toward China in the near future. Although the decoupling trajectories 
of all nations studied have accelerated over the past five years, U.S. policy toward 
China remains the most restrictive for reasons that seem unlikely to change. 
Germany does not share many of the United States’ security assessments about the 
threats emanating from China. Japan’s strategic intentions are more complex and 
unclear, but Tokyo has long held back from many restrictions out of fear of retal-
iation. And India has neither the capacity nor the desire to thwart China’s devel-
opment of and access to advanced technologies. Consequently, the United States 
will remain the primary driver of restrictive policy toward China for the foreseeable 
future. See box 1 for an overview of U.S. decoupling policy.
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Box 1. Overview of U.S. Decoupling Policy

The United States takes a more restrictive approach than any nation studied in this paper. 
Washington views the ascendancy of China with significant concern and, over the past ten years, has 
become increasingly worried that technological integration with China creates substantial vulnerabili-
ties for U.S. national security and global economic leadership. 

More than any nation studied in this paper, the United States enacts policies that implicitly target 
China’s technological development. The clearest such policies to date are the semiconductor export 
controls enacted in October 2022, which limit China’s ability to access and develop advanced semicon-
ductor technologies. Though nominally designed to prevent the technological outfitting of the Chinese 
military, these controls broadly limit China’s access to semiconductors for a variety of commercial and 
technological purposes. The United States has managed to encourage other countries, including Japan 
and the Netherlands, to align with portions of the U.S. controls, but no other country has taken such 
significant steps on its own initiative to thwart China’s access to advanced technologies. 

The United States also often assumes a leadership role in regulating China’s technological presence 
in domestic markets. For instance, the United States was the first country to restrict Huawei from out-
fitting domestic 5G networks and has enacted increasingly strict investment screening mechanisms to 
regulate both Chinese investment in U.S. companies and U.S. investment in Chinese technology firms. 
Some nations have followed suit, restricting Huawei telecoms equipment and limiting capital inflows 
from Chinese investors, but few have approached the United States’ level of restrictiveness. 

While many nations share some of Washington’s concern that China’s technological ascendancy may 
present a national security threat, Washington’s willingness to directly confront China and take mea-
sures that seek to limit China’s ability to access and develop advanced technologies are unique. Other 
nations might attempt to curtail their own reliance on China, but the United States is largely alone in its 
increasingly broad, proactive efforts to thwart China’s access to cutting-edge technologies.

For a more comprehensive analysis on the United States, see Jon Bateman, “U.S.-China 
Technological Decoupling: A Strategy and Policy Framework,” Carnegie Endowment for 
International Peace, April 25, 2022, https://carnegieendowment.org/research/2022/04/
us-china-technological-decoupling-a-strategy-and-policy-framework?lang=en.

https://carnegieendowment.org/research/2022/04/us-china-technological-decoupling-a-strategy-and-policy-framework?lang=en
https://carnegieendowment.org/research/2022/04/us-china-technological-decoupling-a-strategy-and-policy-framework?lang=en
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Case Study Summaries

Germany

Of all the nations studied in this paper, Germany is the least inclined to decouple 
from China. Unlike Japan and India, Germany does not have direct physical security 
considerations that animate its relationship with China. Consequently, the Sino-German 
relationship is shaped primarily by economic and trade-related factors. Germany deepened 
economic engagement with China during the 2000s under then chancellor Angela Merkel’s 
policy of “change through trade” but has grown increasingly skeptical about its ties to China 
since 2016. That year, the purchase of a leading German robotics manufacturer, KUKA, 
by Chinese conglomerate Midea Group caused Germany to view China increasingly as a 
competitor rather than a partner. Since 2016, German policymakers have grown concerned 
about the ability of German industries to compete with China in the long run, prompting 
some restrictions in investment policies and increasing skepticism about engagement.

Germany is also motivated to reduce the risk of potential Chinese sabotage. Russia’s 
invasion of Ukraine in 2022 and subsequent weaponization of German dependence on 
Russian energy created concern that China might exploit similar technology-related depen-
dencies during a crisis. Since then, Germany has reevaluated its interdependence with China 
by both restricting its regulation of investment in infrastructure and reconsidering the 
decision to allow Huawei to outfit German 5G networks. Despite these movements, German 
policy remains significantly less restrictive than U.S. policy, and Germany does not partner 
with U.S. initiatives to limit China’s access to sensitive technologies like advanced semicon-
ductor manufacturing equipment.

In the future, Germany will be an occasional ally rather than a staunch supporter of 
U.S. decoupling policies. Although Germany and the United States collaborated on some 
narrowly focused restrictions like revising investment policies, Germany infrequently aligns 
with U.S. restrictions. While Germany will remain open to collaborating with the United 
States on specific and explicit national security threats, Berlin is less persuaded by more 
generic U.S. arguments about the risks of engagement with China. 

Japan

Japan’s implementation of decoupling policies has accelerated significantly since 2018. 
In that time, Japan has banned Huawei from domestic networks, restricted its export of 
semiconductor manufacturing equipment to China, and instituted several policies designed 
to strengthen domestic resilience to outside coercion. This acceleration was sparked in part 
by an increasingly aggressive decoupling agenda set by the United States, which co-opted 
Japan into some policies and provided cover for Japan to address economic security concerns 
without unilaterally provoking China. 
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Unlike Germany, Japan has a lengthy history of economic and political confrontation 
with China that shapes its decoupling strategy. In 2010, China weaponized Japan’s 
reliance on Chinese rare earth imports hoping to win territorial concessions in the Senkaku/
Diaoyu Islands dispute. Since then, Japan has moved to diversify supply chains for critical 
materials, making domestic supply resilience a core component of its economic policy 
objectives. These concerns give Japan’s decoupling trajectory a sense of immediacy that 
is not present in German policy discourses. Japan’s China policy is more restrictive than 
Germany’s and is more cooperative with U.S. restrictions than either Germany’s or India’s.

Japan can curtail China’s access to advanced technologies, but it is unclear whether 
Japan shares the implicit U.S. goal of broadly limiting China’s technological advance-
ment. Japan has aligned with portions of the U.S. semiconductor export controls, albeit only 
after extensive negotiations. While Tokyo has significant concerns about Chinese investment 
in Japanese technology firms, Japan’s physical proximity to China—and the resulting desire 
to maintain economic and military stability—will continue to restrain Tokyo’s policy 
entrepreneurship.

India

India is distinctive in viewing global decoupling from China as an opportunity—
though New Delhi’s goals for this process are often in tension. India seeks to simul-
taneously reduce its dependence on China and to capture manufacturing market share as 
other nations look to diversify supply chains. But as India seeks to develop domestic manu-
facturing capacity, it finds itself increasingly dependent on imports of Chinese supply chain 
inputs. As a result, India’s domestic manufacturing initiatives have resulted in only marginal 
improvements in capacity and a ballooning trade deficit with China. Although India has 
taken important first steps in building a domestic manufacturing base, India probably 
cannot replace China’s role in manufacturing supply chains in the near future. 

India’s decoupling policies are also motivated by its border dispute with China. This 
physical security concern contributes to a hostile policy environment and greater skepticism 
about engagement. Indian policymakers are among the most hawkish in their assessments of 
China, and India has sought to curtail China’s presence in consumer markets, eliminating 
Huawei from 5G networks and banning a total of 321 Chinese apps since 2020.

India will likely play a peripheral role in the future of U.S. decoupling policy. India 
lacks the technological heft to significantly augment U.S. restrictions like export controls, 
and India does not control any key supply chain junctures for advanced technologies like 
semiconductors. Additionally, India is much more dependent on China for technologies 
than is China on India. Moreover, despite heavy investment, India is unlikely to serve as 
an alternative supply chain hub to China. Although some U.S. manufacturers are moving 
portions of their supply chains to India, these movements are incremental so far and focused 
on several nations—including Mexico, Thailand, and Vietnam—rather than exclusively on 
India.
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Terminology

There is no single term that clearly and accurately describes what this paper calls “decou-
pling.” In fact, decoupling is not the term of choice for all nations studied in this paper. For 
example, Germany prefers to characterize its actions as “de-risking.” This term connotes a 
more diplomatic approach and emphasizes the preferability of diversification and reliance on 
partners over autarky. Similarly, Japan labels its policies as enhancing “economic security,” 
shrouding the geopolitical nature of many of its policies in a narrative of domestic security 
concerns. India often throws around buzzwords like “resilience,” “diversification,” and 
“self-sufficiency” to describe its actions. 

Ultimately, these terms all reference a nation taking steps to reduce its technological and 
economic ties to China. In this paper, that phenomenon is referred to as decoupling. While 
decoupling is an imperfect term, it remains the most recognizable and explicit means of 
describing the broad set of phenomena.

This paper also uses the phrase “decoupling trajectory” to describe the evolution of a nation’s 
approach to economic and technological engagement with China. A decoupling trajectory 
consists of a set of policy priorities, economic trends, and political attitudes that shape the 
overall direction of a state’s past, present, and future technology relationship with China. 
The aim of the term “decoupling trajectory” is to provide a sense of change through time 
and to synthesize policies into a cohesive narrative. 

Germany’s Decoupling Trajectory
As the world’s third-largest economy, Germany will play a key role in shaping the future of 
global technology relations, including with China.

Germany’s foreign and economic policy is distinctive in that it operates at both the domestic 
and European Union levels. At the domestic level, Germany controls its foreign policy 
and state-to-state relations, but Berlin has ceded a significant amount of power to the EU, 
which dictates trade policy and helps set standards for European market access. At the 
same time, many of the European Union’s (EU’s) standards are enforced at the state level, 
giving Germany the opportunity to determine the extent to which it follows EU policy. For 
example, Germany continues to allow the use of Huawei technology in 5G networks despite 
EU regulations that discourage the purchase of Huawei equipment.2 This reality complicates 
the analysis of Germany’s relationship with China.

Broadly speaking, Germany has exercised its EU voice to argue for moderation and limited 
restrictions against China. While Germany’s efforts are not always successful, Berlin has 
significantly shaped the trajectory of the EU’s relationship with China. Specific examples, 
and the effects of this two-level policy dynamic, are discussed throughout the case study.
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Case Study Takeaways

•	 Germany’s approach to economic and technological integration with China 
has undergone two distinct shifts since 2005 while gradually moving in a 
more restrictive direction.3 Germany deepened ties with China in the 2000s, 
but it gradually grew skeptical about technological engagement with China and 
started to enact some narrowly targeted restrictions in 2016. German policy toward 
China began a second shift toward increased restrictions following the election of 
a new government in 2021. The current chancellor, Olaf Scholz, seeks to balance 
Germany’s traditional pro-engagement stance with Green party cabinet members’ 
calls for a diminished relationship with China. 

•	 Germany’s decoupling trajectory has generally been driven by increasing 
hawkishness in German politics, diminishing complementarity between the 
Chinese and German economies, and growing concerns about Chinese sabo-
tage during a crisis. While engagement with China was largely a consensus posi-
tion within the German government in the early 2000s, calls for restriction from 
within the Bundestag have increased, creating a more fractious China policy that is 
moving slowly toward increased restriction. Similarly, increased economic competi-
tion with China has fostered doubts about the long-term success of German indus-
try, leading some policymakers to sour on the idea of engagement. Last, Russia’s full 
invasion of Ukraine in 2022 and its subsequent weaponization of German depen-
dence on Russian energy served as a wake-up call for German officials, prompting 
concerns that China might exploit similar technology-related dependencies and 
leading Germany to reevaluate its reliance on potential adversaries.

•	 U.S. influence has not been a primary driver of Germany’s decoupling trajecto-
ry. U.S. decoupling policies have not inspired similar policies in Germany, and U.S. 
diplomatic pressure has rarely resulted in Germany enacting restrictions. Germany 
is also generally unpersuaded by U.S. claims of nonspecific security threats ema-
nating from Chinese companies. However, more detailed U.S. intelligence sharing 
has occasionally fostered cooperation between the United States and Germany in 
investment regulation.

•	 Germany is primarily concerned with insulating itself from the risks of depen-
dency on China rather than limiting China’s growth. Germany does not seek to 
thwart China’s technological development, which is the implicit goal of some U.S. 
policies.4 Instead, Germany aims to contain Chinese threats by enacting limited 
restrictions that target specific issue areas and do not jeopardize broad economic 
and technological exchange.
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•	 Although Germany, Japan, and India are each more concerned with domestic 
resilience than with thwarting China’s development, German policies remain 
less restrictive and less sensitive to U.S. influence than Japanese and Indian 
stances. Each nation has sought to protect domestic companies by regulating 
inbound investment, but Japan and India have moved considerably further toward 
decoupling than Germany has by restricting the activities of Chinese companies 
like Huawei and ByteDance, and, in the case of Japan, cooperating with the United 
States on export controls. 

•	 In the 2000s, the United States, Japan, and India incentivized industrial 
development through subsidies and tax credits, but Germany did not pursue 
similar policies.5 China’s economic rise led to the loss of manufacturing jobs in the 
United States, Japan, and India, but Germany was largely spared this phenomenon. 
Beginning in the 2010s, governments in the United States, Japan, and India prior-
itized state intervention in industry to recoup losses and support so-called national 
champions. German policymakers have taken the opposite approach, relying on 
market effects rather than subsidies and tax incentives to support the competi-
tiveness of German industry and minimize fiscal debt. However, in recent years, 
German officials have signaled interest in creating subsidies for some high-tech 
manufacturing areas like semiconductor chip production. Though subsidies have 
gained attention in public discourse, Germany’s tight fiscal restrictions make the 
future of such incentives uncertain.6 

•	 Germany does not believe it must choose a side in U.S.-China technology com-
petition. While the United States thinks of the rise of China in almost existential 
terms, Germany is broadly less concerned. German skepticism toward China has 
increased, and it now views China through the lens of economic competition rather 
than pure economic partnership, but its concerns fall well short of the comparative 
dread espoused by many U.S. policymakers. Germany is willing to continue to work 
with both the United States and China to support German economic growth and 
industry.

•	 Germany is unlikely to begin enacting policies specifically designed to curtail 
China’s development, but Germany will  likely continue to impose modest re-
strictions on China. Germany is unconvinced that China’s development represents 
a security threat and does not share the U.S. goal of limiting China’s technological 
growth. Consequently, Germany is unlikely to pursue American-inspired policies 
like sweeping export controls or outbound investment screening unless an immedi-
ate, incontrovertible security risk is present. But Germany’s historic implementation 
of modest restrictions in specific issue areas will continue. As a result, Germany’s 
regulations will likely remain significantly less restrictive than those of the United 
States in both the scope and scale of decoupling even as Germany seeks to detach 
from China in some areas. 
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2001–2015: Peak Engagement

The period from China’s accession to the World Trade Organization (WTO) in 2001 until 
2015 creates a yardstick for engagement against which later periods are measured. From 
2001 to 2015 Germany embraced deepened ties with China, driven by a flourishing eco-
nomic relationship and chancellor Angela Merkel’s policy of engagement. 

After China’s WTO admission, Germany and China enjoyed significant economic symbio-
sis. Germany’s export-driven economy benefited from China’s development, and the export 
of German goods to China ballooned from $11 billion in 2001 to $80 billion in 2015.7 
Germany experienced growth in sectors like high-tech manufacturing and was spared from 
the intense competition and industrial hollowing out that the United States faced during 
China’s rise.8 China also benefited from this win-win relationship. Germany promoted 
favorable economic conditions for China in German markets, opposing EU efforts to enact 
tariffs against Chinese solar panels in 2013 and elevating Germany’s relationship with China 
to an “extensive strategic partnership” in 2014.9 

Strong economic ties between Germany and China laid the groundwork for stable political 
relations. Merkel championed a foreign policy strategy of change through trade, hoping 
sustained economic interdependence with potential adversaries like China and Russia 
would encourage them to liberalize and become responsible stakeholders in the Western-led 
international order.10 This strategy was largely popular within the German establishment, 
which consisted mostly of politicians from the Christian Democratic Union and the 
Social Democratic Party.11 While smaller parties, including the Green party and the Free 
Democratic Party, had some concerns about engagement with China, these groups did 
not wield significant political power during this period.12 At the EU level, Merkel wielded 
her significant diplomatic influence to encourage stable ties with China and lobby for 
economic plans like the Comprehensive Agreement on Investment, which, if passed, would 
have expanded opportunities for investment between the EU and China and represented a 
significant diplomatic accomplishment.13 

But since 2016 the Sino-German relationship has cooled. Two gradual shifts, one beginning 
in 2016 and another starting in 2021, have led to a more restrictive set of German policies 
and the partial separation of some components of the German and Chinese technology 
ecosystems. 

2016–2021: Germany Grows Wary

Germany’s policy toward China began its first shift in 2016, when an influx of Chinese 
investment in German firms prompted an increase in Germany’s investment restrictions. 
German officials grew concerned about Chinese takeover of German firms and began 
to screen inbound investment more closely. Despite some concerns, Germany’s overall 
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economic and political relationship with China remained strong from 2016 to 2021, as 
evidenced by continued engagement in the auto industry and Germany’s policy toward 
Huawei, even as German wariness of China’s technological ascendancy led to increases in 
investment regulation. 

Three drivers shaped Germany’s decoupling trajectory during this period.

1.	 Robust economic engagement moderated German movements toward in-
creased restriction. The German auto industry thrived in China, German exports 
to China increased, and German investment in China remained stable from 2016 to 
2021. Government officials sought to protect these close ties by forgoing restrictions 
like the Huawei ban advocated by the United States and proposed by hawkish 
members of the Bundestag.

2.	 U.S. attempts to convince Germany to copy U.S. decoupling policies were 
mostly unsuccessful. The United States also began to take a more restrictive 
approach to China in the late 2010s. Often, the United States encouraged Germany 
to join U.S. restrictions like banning Huawei and regulating Chinese investment 
in technology companies. U.S. diplomatic pressure was largely ineffective, but U.S. 
intelligence sharing did lead to some cooperation between the United States and 
Germany regarding investment screening. Importantly, Germany maintained a 
threat perception of China that was consistently lower than U.S. threat perceptions. 

3.	 China’s technological development threatened to overtake some German 
industries. Germany faced new levels of competition from Chinese firms in indus-
tries including solar panels, robotics, and advanced manufacturing. At the same 
time, Germany saw an increase in attempts by Chinese companies to acquire large 
stakes in German technology firms, which inspired greater scrutiny of inbound 
investment.

The Auto Industry

The auto industry has historically been central to the symbiotic Sino-German economic re-
lationship, accounting for nearly 30 percent of German exports to China.14 In Germany, the 
industry makes up 10 percent of gross domestic product (GDP) and 40 percent of research 
and development spending.15 

In 2009, China overtook the United States to become the world’s largest automobile market 
in terms of both vehicle production and sales.16 German carmakers have been one of the 
main beneficiaries of this growth: German automakers entered joint ventures with Chinese 
companies and invested heavily in production facilities in China to increase their presence 
in the growing market.17 From 2018 to 2021, four German companies—Volkswagen, BMW, 
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Daimler, and BASF—were responsible for 34 percent of all European foreign direct invest-
ment (FDI) in China.18 Automakers’ bets on China paid off. In 2021, German carmakers 
occupied a 20 percent share in China’s market, and one out of every three German cars 
produced was sold in China.19

In sectors like the auto industry, the Chinese and German economies were highly comple-
mentary: An increase in Chinese demand drove sales for German automakers, who sought 
to expand their market presence in China. German officials prioritized the concerns of 
German industry, allowing CEOs and industry officials to frequently accompany Merkel on 
visits to China and to participate in signing economic agreements.20 The climate was such 
that Daimler’s board chair referred to China as the company’s “second home” in 2016.21 

Huawei 

Strong economic relations encouraged stable political ties, and when U.S. president Donald 
Trump’s first administration (2017–2020) began cracking down on Huawei in 2019, 
Germany rejected a similar course.22 By and large German officials did not believe Huawei 
constituted a legitimate threat to German security. A 2018 test of Huawei’s network by the 
German Federal Office of Information Security found Huawei had met German standards 
and did not contain backdoors that might be exploited.23 Germany’s 2019 5G guidelines did 
not restrict the use of Huawei technology in domestic networks.24

While U.S. diplomacy led the UK and France to restrict Huawei’s presence in telecommu-
nications networks, U.S. efforts were not effective in Germany.25 Sometimes, U.S. officials 
took heavy-handed approaches, like former U.S. ambassador to Germany Richard Grenell’s 
warning that the United States would limit intelligence sharing if Germany allowed Huawei 
in its 5G networks. But this confrontational diplomacy likely pushed the Merkel chancel-
lery further from the U.S. point of view.26 And Grenell’s letter to the German Ministry 
of Economic Affairs and Climate Action (BMWK) about the risks of Chinese spying via 
Huawei probably rang false to a German government still feeling bitter after learning the 
U.S. National Security Agency had tapped Merkel’s cell phone.27 The Biden administration 
has reportedly encouraged German leaders in private conversations to remove Huawei equip-
ment, but this more diplomatic posture also failed to encourage Germany to ditch Huawei.28 

Like its diplomatic efforts, U.S. sanctions on Huawei did not impede the company’s global 
5G rollout. Although Huawei estimated sanctions would result in a loss of $10 billion for 
the company, those losses were mostly confined to its smartphone and consumer electronics 
units and did not limit its 5G equipment rollout in Germany.29 Not only were sanctions 
ineffective, but also, Huawei’s market share in Germany increased after U.S. restrictions.30 
By 2022, Huawei was more prevalent in Berlin than in Beijing, making up 60 percent of 
Germany’s 5G infrastructure.31
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Inbound Investment Regulations

Germany expanded investment scrutiny following an increase in attempted acquisitions of 
German technology companies by Chinese firms. In 2016, Chinese conglomerate Midea 
Group purchased KUKA, an industry-leading robotics manufacturer, prompting Germany 
to reevaluate its investment policy.32 

The KUKA sale was a turning point in Germany’s posturing toward Chinese investment in 
key technologies.33 German analysts feared similar acquisitions would cause Germany to lose 
control of its so-called national champions, pointing to similarities between Germany’s and 
China’s development plans for industry.34 For Germany, the Plattform Industrie 4.0. agenda 
aims to ensure German leadership in the fourth industrial revolution.35 The plan centers 
on digital transformation in high-tech manufacturing and creates an agenda for industrial 
development. Made in China 2025 details China’s industrial ambitions and sets milestones 
for industrial development in high-tech manufacturing. The same industries prioritized by 
Germany for domestic development under Industrie 4.0—including microelectronics and 
robotics—were also targeted by China’s strategy.36 The similarities between these plans 
caused some German analysts to view advances by Chinese companies into the German 
market with wariness.37 After the KUKA sale, German officials began to screen incoming 
Chinese investment more closely. 

Later in 2016, Fujian Grand Chip Investment Fund attempted to purchase German 
semiconductor firm Aixtron. BMWK suspended the deal after receiving what the deputy 
minister referred to as “previously unknown security-related information.”38 The German 
newspaper Handelsblatt reported that this “unknown information” was shared by U.S. intel-
ligence agencies.39 Shortly after, the U.S. Committee on Foreign Investment in the United 
States blocked the sale of a California-based subsidiary of Aixtron that produced technology 
used to upgrade the Patriot missile defense systems.40 After the suspension and the blocked 
subsidiary sale, the Chinese buyer withdrew its bid.41 In this situation, U.S. intelligence 
sharing was effective in increasing German investment screening. 

In 2018, Germany revised its inbound investment screening laws. BMWK lowered the 
threshold for scrutiny from 25 percent ownership to 10 percent for firms producing military 
equipment, IT security, or critical infrastructure, giving it greater jurisdiction over a wider 
swath of deals.42 Germany’s gradual movement toward restricting inbound investment 
demonstrates how policies of engagement were tempered by growing concerns about China’s 
technological development and takeover of German firms. 
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2021–2024: Germany’s Patchwork of Restrictions

The German elections in 2021 laid the groundwork for German policy’s second shift 
toward greater restriction. Scholz’s center-left Social Democratic Party overtook Merkel’s 
center-right Christian Democratic Union as the leading party and formed a coalition with 
the Green party and Free Democratic Party. Although Scholz promised foreign policy 
continuity during his campaign for chancellor, the Green party gained control of the foreign 
and economy ministries through the coalition agreement and have leveraged these positions 
to advocate for a range of restrictions toward China. Since 2021, Germany’s policies toward 
automakers, Huawei, and investment regulations have become more restrictive than they 
were at any point during the Merkel era, though Germany’s overall approach remains more 
limited than that of the United States.

Three main drivers shape Germany’s contemporary decoupling trajectory.

1.	 The current German government is significantly more divided on its approach 
to China than previous coalitions were. Although Scholz adheres roughly to 
Merkel’s policy of engagement, the Green party, led by Foreign Minister Annalena 
Baerbock, advocates for a foreign policy toward China based on “dialogue and 
toughness.”43 These rhetorical divisions create a fractious China policy.44 The 
coalition is often split along party lines, with Scholz advocating for engagement and 
Baerbock, along with her fellow Green member Economy Minister Robert Habeck, 
pushing for a diminished relationship with China. 

2.	 Competition between German and Chinese firms has intensified and is becom-
ing increasingly unbalanced. While some German industries, like solar panels, 
suffered from Chinese competition in earlier periods, these losses were more than 
offset by a high degree of complementarity between Germany and China in other 
sectors, like automobiles.45 But now, Chinese firms are threatening to take market 
share from traditional German industrial champions, especially auto companies, 
and these losses are not being matched by growth elsewhere. Despite this, the two 
economies remain heavily entwined. More than 1 million German jobs depend on 
trade with China, and 46 percent of German companies source supply chain inputs 
from China.46 

3.	 Russia’s invasion of Ukraine challenged Germany’s “change through trade” 
approach, causing Berlin to rethink its approach to China. Russia’s exploitation 
of German dependence on the Nord Stream pipelines threw a wrench in the long-
held German belief that becoming economically entwined would encourage Russia 
to liberalize politically. President Frank-Walter Steinmeier, one of the architects 
of the “change through trade” policy, admitted that supporting dependencies like 
the Nord Stream 2 pipeline was a mistake that allowed Russia undue leverage over 
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Germany.47 As Germany reeled from its dependence on Russian energy, German 
analysts began investigating parallel dependencies on China, growing concerned 
about potential Chinese sabotage during a crisis.48

The Auto Industry

Long the bastion of Sino-German economic engagement, German automakers are strug-
gling to compete with Chinese firms in the electric vehicle (EV) transition. While German 
automakers enjoyed a 20 percent market share for combustion vehicles sold in China in 
2022, they accounted for just 4 percent of EV sales.49 By 2023, domestic brands captured 
over 50 percent of the EV market in China.50 Chinese competition has also made landfall in 
Germany’s home market. Motor vehicle imports from China rose 75 percent in the first half 
of 2023, while German exports of vehicles to China dropped by 21 percent.51 

This influx of Chinese vehicles occurred throughout Europe, prompting concerns about 
the long-term competitiveness of European automakers. In 2024, the European Union 
levied new tariffs against Chinese EV imports, raising the tariff from 10 percent to up to 38 
percent.52 Germany lobbied strongly against this decision, concerned that EU tariffs might 
lead China to retaliate against European automakers, including German industry leaders.53 
Following the tariff announcement, the German auto association launched a lobbying 
effort to urge the EU to reverse its decision, citing potential counter-tariffs as the primary 
justification.54 

While Europe imposes tariffs, German automakers are investing in China’s EV innovation 
ecosystem to reclaim market share in China and remain competitive globally.55 Volkswagen, 
for example, invested $700 million in Chinese EV startup XPeng Motors in 2023 with 
the aim of jointly developing and producing EVs in China.56 This investment came as 
Volkswagen announced it planned to cut costs by $10.8 billion by 2026, a move that led to 
speculation about job loss in Germany.57 Similarly, in 2023 Bosch announced a $1 billion 
investment in a research and development center in China.58 Bosch also planned job cuts in 
Germany.59 

As the dominance of German carmakers wanes, the political interests of Germany and its 
automakers are starting to diverge.60 For example, in 2022, Germany denied Volkswagen’s 
request for investment guarantees for investment in Xinjiang over concerns about potential 
human rights abuses in the region’s labor market.61  Traditionally, governments use invest-
ment guarantees to signal to businesses that the government will pursue a favorable business 
climate in the recipient country and protect domestic investors from endogenous political 
risks, like expropriation, war, and payment embargoes.62 But German guarantees for in-
vestment in China plummeted in 2023. While Berlin issued $750 million in guarantees for 
investment in China in 2022, that number shrank to just $71 million in 2023.63 Despite this 
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decrease in protection for investments, total investment by German firms in China reached a 
record high in 2023.64 Although the government may be reluctant to back German invest-
ment, German industry still sees the Chinese market as highly lucrative. 

Huawei

Germany’s energy dependence revealed by the Russian invasion of Ukraine dealt a blow 
to Germany’s “change through trade” approach and illuminated parallel dependencies on 
China. Two senior German intelligence officials likened continued use of Huawei to reliance 
on the Nord Stream pipelines, fueling concern that China could manipulate or restrict 
Germany’s telecoms networks during a crisis.65 Baerbock argued that Germany needed to 
learn from its reliance on Russia and limit critical dependencies on China.66 

In September 2023, Reuters reported that Germany’s Interior Ministry was considering a 
proposal that would restrict Huawei’s presence in networks to 25 percent by 2026, down 
from 59 percent currently.67 The leaked proposal did not contain incentives for German 
companies to restructure or compensation for removing Huawei equipment.68 According to 
the tech market research firm Light Reading, conservative estimates for the cost of replacing 
Huawei equipment in the three largest German networks run over $2 billion.69 

Inbound Investment Regulations

Since the 2016 KUKA deal, German screening of inbound investment has consistently 
grown more restrictive. BMWK blocked the sale of two semiconductor industry firms to 
Chinese buyers in 2022.70 Following the blocks, Habeck communicated that investment 
scrutiny would be a key component of Germany’s future economic policy.71

Also in 2022, BMWK began negotiations with Chinese shipping giant COSCO Shipping, 
which sought to acquire a 35 percent stake in the Port of Hamburg’s Tollerort container 
terminal, owned by HHLA.72 After opposition by some German lawmakers and extensive 
negotiations, COSCO obtained a 24.99 percent stake in the port.73 Notably, a 25 percent 
stake would have required the approval of the entire German cabinet, which would have 
been unlikely because of opposition from the Green party’s cabinet members. Critics argued 
that allowing COSCO a stake left Germany vulnerable to coercion, and Baerbock claimed 
the deal “disproportionately expands China’s strategic influence on German infrastructure.”74 
The United States also opposed Chinese efforts to acquire a controlling stake in the port and 
communicated this with Germany.75 

But German investment policy has not developed unidirectionally. In 2022 BMWK blocked 
a Chinese buyer’s attempt to acquire Heyer Medical AG, a medical equipment manufacturer, 
citing the significance of ventilator technology to national security during the ongoing 
COVID-19 pandemic.76 However, the Berlin Administrative Court, the highest authority 
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for administrative cases in Germany, overturned BMWK’s decision in 2023, ruling that 
BMWK had not allowed a proper hearing before blocking the acquisition.77 While the court 
did not make a ruling on substantive matters, the decision demonstrates Germany’s contin-
ued deliberation over investment policy. 

2024–2030: The Future of Germany’s Decoupling Trajectory

Over the next five years Germany will likely continue to head toward a modest decoupling 
by enacting increasingly restrictive policies, albeit slowly and less extensively than the 
United States. Emerging trends in the German auto industry, policy toward Huawei, and 
investment screening highlight the themes that will texturize Germany’s future decoupling 
trajectory.

Three drivers will continue to shape Germany’s decoupling trajectory throughout the 2020s. 

1.	 Domestic political divisions remain, but conversation has generally shifted 
away from the engagement of the Merkel era toward a shared skepticism about 
ties to China. The Green party along with the smaller Free Democratic Party 
continue to advocate for a diminished relationship with China, while Scholz and 
the Social Democratic Party attempt to balance continued engagement with a desire 
to be clear-eyed about security threats posed by China. These divisions mean that 
Germany’s policy debate surrounding China will likely continue to seesaw even as 
Germany moves slowly toward a more restrictive policy climate. Coalition tensions 
could become increasingly complex when Germany elects a new government in 
2025.78

2.	 There are ever-fewer areas for win-win economic exchange between Germany 
and China. Noah Barkin and Gregor Sebastian describe this trend as an end to 
“a decades-long period in which the German and Chinese economies were char-
acterized by a high degree of complementarity.”79 The full extent of Sino-German 
competition is yet to be seen, but the relationship is not as symbiotic as it once was.80 
As competition between German and Chinese firms becomes increasingly zero-sum, 
Germany will seek to thread the needle between protecting German competitive-
ness in sectors like automobiles and provoking a response from China that would 
hinder German firms operating there. 

3.	 Germany is gradually reaching a higher threat perception of China. This 
increased threat perception is not wholly due to any recent changes in Chinese 
behavior. Rather, an altered global context has intensified German concerns with 
long-standing threats from China. After all, Chinese bellicosity and so-called 
wolf-warrior diplomacy are quite familiar to German leaders. While Germany was 
historically willing to ignore such practices, a changing geopolitical zeitgeist brought 
about by Russia’s invasion of Ukraine has led Germany to restructure its “change 
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through trade” policy and decrease its tolerance for reliance on foreign adversaries. 
Germany is increasingly wary of technological ties to China and will seek to avoid 
replicating anything similar to German dependence on Nord Stream.

The Auto Industry

Changes in the auto industry highlight the uncertain future of the Sino-German economic 
relationship. Automakers are currently caught in a vice. Both in China and at home, 
German carmakers face increased competition from Chinese firms and a declining market 
share. EU tariffs on Chinese EVs would probably protect German automakers in Europe. 
But retaliatory tariffs enacted by Beijing would significantly undermine German automak-
ers’ efforts to reclaim market share in China, which is why there has been speculation that 
Germany will lobby the EU to abandon its EV tariffs.81 Thus far, China has signaled that it 
is considering counter-tariffs in areas like agriculture and aviation, which would predomi-
nantly target France, the key sponsor of the EU tariffs.82 However, China has also noted that 
it is considering a tariff of up to 25 percent on some vehicle imports, confirming the fears of 
German automakers.83

The investment of German automakers in Chinese EV innovation ecosystems could result 
in an increased market share for German joint ventures with Chinese firms. But it is not 
clear that German automakers can regain their former place of dominance in China. And, if 
current trends continue, more vehicle production jobs could move from Germany to China, 
which could increase friction between the German government and business.84 

Huawei

Germany’s Huawei policy is emblematic of Berlin’s decoupling trajectory as a whole: slow 
and limited, but gradually more restrictive. Years of pressure from the United States and 
some German lawmakers have slowly led to marginal movements toward restricting Huawei, 
but Germany has yet to take decisive action against Huawei. 

If Germany eventually decides to remove Huawei equipment from German networks, it will 
incur a significant cost. Estimates for replacing Huawei’s 5G equipment in Germany run 
into the billions of dollars, and if the U.S. experience with “rip and replace” is any lesson, 
actual costs will likely be higher than what telecommunications firms (telcos) anticipate.85 It 
will be significantly more expensive for Germany to ban Huawei now than if the country 
had made the decision to restrict Huawei in 2019. However, this may be a cost Germany is 
willing to bear. Paying a higher future cost might, in Germany’s mind, be a fair exchange for 
greater confidence in its security assessment. Germany may prefer a potentially costlier, wait-
and-see approach where it initially avoids regulation and is willing to pay more in the future 
if restrictions are needed, rather than enact restrictions that are later deemed unnecessary. 
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Investment Regulation

Germany’s investment policy demonstrates that the country’s decoupling trajectory is in 
flux and can become less restrictive as well as more so. Although BMWK has ramped up 
restrictions, administrative courts have overruled some BMWK decisions, suggesting that 
Germany’s investment regulatory frameworks are still under development. 

German debate on this topic is ongoing. In 2023, Habeck floated the idea of outbound in-
vestment screening mechanisms to regulate German investment in China.86 He lauded U.S. 
outbound screening mechanisms, saying Germany “should do the same.”87 However, the 
proposal was quickly nixed following outrage in the business community. Any such controls 
would face opposition in the Bundestag where lawmakers including Scholz oppose outbound 
investment regulations.88

Implications for the United States

Germany will be an occasional ally rather than staunch supporter of U.S. decoupling 
policies. Differences in German and U.S. policy are driven most clearly both by differing 
security assessments of the risks posed by China and by each nation’s level of willingness 
to jeopardize business opportunities in China. German policy lags U.S. policy in terms of 
restrictiveness, and Washington should not expect Berlin to take a leading role in areas such 
as export controls. Still, U.S. diplomacy has at times been influential in spurring Germany 
onward, primarily when accompanied by specific intelligence information, and Germany 
may respond more favorably to some actions than others. As U.S. policymakers navigate the 
complex interplay between the decoupling trajectories of Germany and the United States, 
they should keep the following in mind.

•	 Germany will not likely be a strong partner for U.S. efforts to thwart China’s 
technological development. Germany’s decoupling policies seek to reduce 
dependencies without provoking retaliation against German firms operating in 
China. Because of this, Germany will not play a significant role in augmenting or 
reinforcing U.S. policies designed to limit China’s growth. For example, Germany 
has resisted adopting measures similar to the 2022 U.S. unilateral export controls 
on semiconductors and manufacturing equipment. While the United States restricts 
the export of some semiconductor manufacturing chemicals to China, Germany so 
far continues to export chip manufacturing chemicals to China.89

•	 Broad U.S. claims about security threats are unlikely to be significant determi-
nants of German policy. Years of warnings from the United States about Huawei’s 
threat to network security did not influence Germany’s Huawei policy. The German 
government did not seriously consider restricting Huawei until officials arrived at 
their own independent security conclusions, and even with a heightened sense of 
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risk, Germany has not yet moved against Huawei. More generally, German officials 
do not seem to believe that what the United States labels a “security threat” should 
automatically be seen as a threat to German security.

•	 Germany is likely to respond more favorably to intelligence sharing regarding 
specific, immediate security risks. For example, U.S. information that Aixtron 
technology was used in Patriot missile weapons systems led Germany to halt a 
proposed acquisition by a Chinese firm. Such intelligence sharing provides an 
important opportunity for Germany and the United States to collaborate to enact 
narrowly targeted restrictions. 

•	 How to balance industrial investments and avoid a subsidy race remains 
an open question for the United States and Germany. Though not discussed 
at length in this paper, many policymakers are concerned that European and 
American industrial investments may lead to a subsidy race between the two. 
Europe has expressed frustration with the United States Inflation Reduction Act, 
which the EU worries is an anti-competitive subsidy designed to unfairly support 
American industries. 90 Dialogue between the United States, Germany, and the EU 
on how best to foster domestic industry while remaining engaged in transatlantic 
trade is ongoing.91

Japan’s Decoupling Trajectory
Japan is the world’s fourth-largest economy, an important player in many technology sectors, 
and the closest U.S. ally in East Asia. Japan, and its relationships with the United States 
and China, will play a critical role in shaping the future of global technology ecosystems. 
This case study charts the evolution of Japan’s technological decoupling from China and the 
interplay of U.S. and Japanese decoupling policies across three distinct phases from 2000 to 
2024. 

Case Study Takeaways

•	 Japan’s implementation of decoupling policies has accelerated considerably 
since 2018. Since 2018, Japan has enacted a number of restrictive measures includ-
ing effectively banning Huawei from domestic networks and regulating the export 
of semiconductor equipment to China, while also implementing policies designed 
to strengthen domestic resilience. This acceleration was sparked by an increasingly 
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aggressive decoupling agenda set by the United States, which co-opted Japan into 
policies such as semiconductor export controls and provided cover for Japan to 
address economic security concerns without unilaterally provoking China. 

•	 Japan prioritizes policies designed to limit susceptibility to coercion. Japan 
has made domestic economic resilience a hallmark of its foreign policy agenda. By 
pursuing duplicative supply chains, building strong domestic industry, and limiting 
Chinese dominance in key Japanese markets, Japan has sought to reduce China’s 
potential to leverage Japanese dependence during a crisis. 

•	 It is unclear whether Japan shares the U.S. goal of preventing China from 
developing advanced technologies. Although U.S. policymakers avow otherwise, 
Washington’s increasingly broad and aggressive use of tools like export controls, in-
vestment restrictions, and the blacklisting of Chinese companies suggest the United 
States desires to limit China’s general technological development.92 Japan’s objectives 
in this area are less clear; Japan may feel caught between avoiding retaliation from 
China and working alongside the United States. Japan cooperated with some U.S. 
restrictions, like semiconductor export controls, but did so only after pressure from 
the United States. Notably, Japan has not initiated similar restrictions on other tech-
nologies and has not sanctioned Chinese companies targeted by the United States.93

•	 Japan tends to enact policies designed to promote domestic resilience more 
quickly than the United States, but when passing similar policies, the United 
States tends to allocate more resources for policy implementation. The United 
States, while sometimes taking significantly longer than Japan to develop domestic 
resilience measures, often eventually brings a proverbial bazooka to the gunfight. 
For example, while Japanese telcos began quietly replacing Huawei 4G infrastruc-
ture in 2018, the United States was slow to adopt similar measures in its domestic 
networks. But when the U.S. Federal Communications Commission (FCC) intro-
duced what is now called the “rip-and-replace” mandate in 2020, it also created 
a multibillion-dollar replacement fund while Japan had no comparable removal 
incentives.

•	 Japan has been somewhat successful at supplementing China’s role in supply 
chains, but it is not clear if Tokyo has achieved what it considers to be adequate 
resilience. Policies aimed to decrease reliance on China have been a central compo-
nent of Japan’s decoupling initiatives. However, Japanese efforts to diversify supply 
chains for rare earth metals, personal protective equipment, and manufactured 
goods have been more successful in supplementing than eliminating dependence 
on China.94 It is unclear whether Japan believes the degree of diversification it has 
obtained will immunize Japan from future supply shocks, or if diversification efforts 
will need to continue. With a longer time horizon and substantial resource alloca-
tion, Japan could further reduce dependence on China, but cutting China out of 
supply chains will be neither quick nor cheap. 
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•	 Japan’s decoupling policies have been more restrictive than those of Germany 
and more effective than those of India. Unlike Germany, Japan has cooperated 
with some U.S. restrictive measures, and has gone to significant lengths to insulate 
its domestic economy from dependence on China. In areas where Germany has 
enacted regulations, like investment screening, Japanese policy is consistently more 
restrictive than German policy. Unlike India, Japan has the economic capacity to 
pursue serious relocation and diversification efforts. While India harbors the most 
adversarial approach to China, it lacks the economic and bureaucratic heft necessary 
to successfully implement decoupling policies like creating alternative supply chains.

2000–2009: Hot Economics, Cold Politics 

The Sino-Japanese relationship during the early 2000s is often characterized by the phrase 
“hot economics and cold politics.”95 By separating the economic and political components 
of their relations, China and Japan pursued deep economic integration in the face of an 
adversarial political climate.

As China developed rapidly in the early 2000s, Japan invested heavily in China, and trade 
between the two blossomed. Japan sought access to a burgeoning manufacturing ecosystem 
in China, and China saw Japanese consumers as a key export market. Bilateral trade surged 
from $72 billion in 2000 to over $200 billion in 2009.96 In 2002, China became Japan’s 
largest trading partner, and Japan was China’s second-largest trading partner following the 
United States.97 The makeup of trade also evolved as lower-value-added products, like textiles 
and footwear, made up a steadily smaller share of China’s overall exports to Japan while 
trade in manufactured technologies like computers, telecommunications equipment, and 
machines increased significantly.98 

Japanese policy during this period supported economic engagement. Japan was the first 
industrialized country to approve China’s bid for WTO membership in 1999, Japan and 
China agreed to a currency-swap partnership to facilitate bilateral investment, and Japan 
led a robust Official Development Assistance (ODA) program providing aid to China.99 The 
ODA program was particularly significant for Sino-Japanese economic relations. Part repara-
tions for Japanese occupation during the 1930s and 40s, part development aid, Japan’s ODA 
program provided billions of dollars in low-interest loans to China for infrastructure and 
economic development between 1979 and 2008.100 Japan’s Ministry of Finance pointed to 
the loans as an instrumental part of China’s rapid development and a pillar of Sino-Japanese 
relations in the late twentieth and early twenty-first centuries.101

But even as economic exchange boomed, political tensions remained significant. 
Rapprochement was limited by several relational sore points, including: a long-standing 
dispute over ownership of the Senkaku/Diaoyu Islands, an uninhabited atoll claimed by 
each nation; enduring concerns about historical narratives surrounding Japan’s invasion and 
occupation of China in the twentieth century; and increasing feelings of animosity between 
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the Japanese and Chinese citizenries.102 Flare-ups in political tensions surrounding these 
points were common during this period.103 For example, frequent visits by Japanese leaders 
to the Yasukuni Shrine, a Shinto shrine in Tokyo that serves as a memorial for Japanese 
soldiers, caused outrage in China, which perceived such visits as religious veneration of 
deceased Japanese war criminals.104 And in 2005, the Japanese government’s decision to 
authorize a history textbook that downplayed Japanese aggression during World War II led 
to mass demonstrations in China.105 Nevertheless, economic relations flourished in the early 
2000s despite political tensions.106

But since 2010, the economic and political components of the Sino-Japanese relationship 
have become increasingly tangled. China’s weaponization of trade reliance in 2010 prompted 
Japan to reconsider its ties to China, and the United States’ increasingly aggressive posturing 
toward China, coupled with Japan’s close security and economic partnerships with the 
United States, have together pulled Japanese policy in a more restrictive direction.

2010–2017: Economic Tensions Grow

In 2010, Japan began to view its economic relationship with China as a potential security 
vulnerability, but despite increasing threat perceptions Japan enacted relatively few decou-
pling policies from 2010 to 2017. Japan’s decoupling trajectory during this period was shaped 
by two important events. First, the balance of power in the Sino-Japanese relationship 
shifted in favor of China as the Chinese economy surpassed Japan’s in 2010. While this had 
long been expected, the event was symbolically important, placing the faltering Japanese 
economy in sharp relief with the ascendance of China’s.107 This shift corresponded with 
growing hostility between the Japanese and Chinese governments and the sentiments of 
their citizenries.108 Second, and perhaps related to the first, China sought to exploit Japan’s 
economic reliance on Chinese supply chains to achieve political goals. China flouted the 
“hot economics, cold politics” distinction of prior years by leveraging its control over rare 
earth supply chains to coerce the Japanese government. China’s decision exposed Japanese 
vulnerabilities, and Japan quickly sought to reduce reliance on China to limit susceptibility 
to Chinese sabotage during future crises. The rare earths crisis would prove a harbinger of 
things to come: The economic tensions revealed by China’s weaponization of trade simmered 
throughout the 2010s, laying the groundwork for decoupling initiatives to accelerate begin-
ning in 2018.

Rare Earths Crisis

In 2010 China exploited Japan’s reliance on Chinese rare earth supplies to obtain leverage 
over Japan during a territorial dispute. In September 2010, Japanese authorities detained 
a Chinese fishing vessel that had rammed into a ship from the Japan Coast Guard off the 
coast of the disputed Senkaku/Diaoyu Islands.109 In response, China disrupted rare earths 
shipments to Japan, which at the time relied on China for over 80 percent of its rare earth 
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imports.110 This coincided with China’s decision to significantly reduce its global rare earth 
exports throughout 2010 and 2011, which led to global price increases.111 To avoid similar 
exploitation in the future, Japan mobilized the state-backed Japan Oil, Gas and Metals 
National Corporation (JOGMEC) to build alternative supply chains.112

In early 2011, JOGMEC reached an agreement with the Australian mining company Lynas 
Rare Earths to design a supply chain independent from China’s control. JOGMEC agreed 
to invest $250 million in Lynas, and Lynas committed to providing at least 8,500 metric 
tons of rare earths to Japan per year, amounting to about 30 percent of Japan’s consumption 
in 2011.113 Japan also provided funds to begin stockpiling some rare earth metals, improve 
domestic capacity for rare earth recycling, and develop technologies to use alternative 
materials.114 Through these efforts, Japan reduced its reliance on Chinese rare earths from 90 
percent of total imports in 2008 to 58 percent in 2018.115 This diversification, while import-
ant, was costly. Japan allocated about $1.2 billion for diversification initiatives, including 
the $250 million investment in Lynas, which Japan continued to support by deferring and 
then forgiving interest payments.116 Japan’s experience suggests that while building resilience 
into supply chains is possible, it requires highly coordinated efforts and significant resource 
allocation. Even after these efforts, Japan still imports most of its rare earths from China, 
suggesting that completely cutting China out of certain supply chains is probably an unreal-
istic goal in the short to medium term. 

The United States also faced supply shortages in 2011 but did not pursue a similar diver-
sification strategy. Despite a 2010 Department of Energy report indicating that rare earth 
shortages posed a critical vulnerability to the U.S. economy and that reducing dependence 
on Chinese imports could take up to fifteen years, the United States did not begin diversi-
fication and instead turned to the WTO for resolution during the rare earths crisis.117 The 
United States, joined by Japan and the EU, argued to the WTO that China’s export quota 
reductions violated WTO rules. In 2014 the WTO agreed, and China removed its restric-
tions. 118 Although U.S. reliance on China had declined from 87 percent of imports in 2010 
to 54 percent in 2012 amid the rare earths crisis, the United States gradually resumed high 
dependence on Chinese rare earth imports after the WTO ruling.119 In this instance, Japan’s 
policies did not influence U.S. decisionmaking. But later in the 2010s, U.S. decoupling 
policies inspired similar Japanese actions. 

2018–2024: The United States Outpaces Japan

U.S. restrictions against China helped accelerate Japan’s decoupling agenda, inspiring similar 
policies and allowing Japan to act on established security concerns without unilaterally 
provoking China. While Japan continued to scale back supply chain reliance on China 
independently of the United States, U.S. decisions to ban Huawei, restrict the export of 
semiconductor manufacturing materials, and revise investment screening protocols preceded 
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similar decisions by Japan. Although Japan cooperated with some restrictive U.S. measures 
targeting China’s access to technologies, Tokyo seemed reluctant to pursue policies that 
could be construed as attempting to thwart China’s development. 

During this period, Japan committed to domestic economic resilience as a guiding policy 
priority. Japan leaned further into the supply chain diversification efforts of previous eras, 
passed regulations for screening inbound investment, and created a comprehensive economic 
security agenda. 

Huawei

Following the rare earth crisis, Japan became increasingly concerned about technological 
reliance on China throughout the 2010s, and in 2018 Japan moved to restrict Huawei’s 
access to domestic networks. Concerned that allowing Huawei equipment would provide 
China leverage over Japan and an access point to siphon off sensitive data, the Office of the 
Prime Minister issued telecommunications procurement guidelines that amounted to a de 
facto ban on Huawei for government contracts.120 This decision was reportedly motivated in 
part by security intelligence shared by the United States, which had issued a similar ban on 
Huawei a few months prior.121 

Although Japan did not explicitly ban Huawei for private use, the largest Japanese telcos an-
nounced they would not use Huawei equipment in their 5G networks.122 Japanese firms also 
moved quickly to replace Huawei equipment in their 4G networks, even without assistance 
from the Japanese government. SoftBank, one of the largest Japanese telcos, reported in 
2018 that it would begin replacing its Huawei 4G infrastructure with equipment produced 
by Ericsson and Nokia, based in Sweden and Finland, respectively.123 SoftBank’s decision 
to remove Huawei equipment came well before the U.S. FCC instituted its rip-and-replace 
program. But when the FCC did mandate the replacement of Huawei technology in 2020 
in the United States, it allocated $1 billion to help small telcos replace Huawei equipment.124 
The figure has since been expanded to $1.9 billion, and the FCC has received over $5.6 
billion in funding requests from telcos.125 The Japanese government has not sponsored the 
removal of Huawei telecom equipment. So while the United States did not move as quickly 
as Japan to replace Huawei equipment in domestic 4G networks, when Washington officials 
did decide to act, they did so with much greater scope than Japan, allocating billions of 
dollars to replace equipment. 

But while the United States sanctioned Huawei and sought to reduce its market share else-
where, Japan did not pursue similar actions. In early 2019, the Trump administration added 
Huawei to the Entity List, an export control tool that limited exports to Huawei.126 Japan 
did not pursue a similar decision, and it is unclear the extent to which Japan shared the goal 
of limiting technology access to Huawei. It is possible that, in the eyes of Japanese officials, 
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U.S. controls were sufficient to limit the flow of technology to Huawei. The U.S. Foreign-
Direct Product Rule, which restricts the export of goods made abroad with the benefit of 
controlled U.S. technologies, led to a 40 percent reduction in Japan’s exports of related goods 
to China.127

Supply Chain Relocation

In the aftermath of the COVID-19 pandemic, Japan pursued additional supply chain 
diversification efforts. Japan’s imports from China fell by nearly 50 percent in the early 
months of the pandemic because of supply chain failures, disrupting everything from 
household consumption to industrial manufacturing in Japan.128 To address these failures, 
Japan created an offshoring fund to incentivize Japanese companies to open new production 
centers outside of China.129

In 2020, the Shinzo Abe administration devoted $2.2 billion to the offshoring fund, claim-
ing that Japan had “become dependent on China” and needed to “make supply chains more 
robust and diverse, broadening our supply sources and increasing domestic production.”130 
The Washington Post reported that eighty-seven Japanese companies received relocation 
assistance through this program to open new production facilities in Japan and Southeast 
Asian nations.131 The companies receiving assistance were concentrated in manufacturing of 
medical and personal protective equipment, textiles, and some automobile equipment.132 But 
the relocation effort was more successful in building redundancies into supply chains than in 
eliminating reliance on China. For example, Iris Ohyama, a household goods manufacturer 
and one of the flagship companies for the relocation incentive, used the subsidy to begin 
manufacturing face masks in Japan while at the same time expanding production in China.133 
These efforts were consistent with Japan’s relocation strategy following the rare earths crisis. 
In both cases, diversification was possible but expensive, and it resulted in supplementing 
rather than eliminating reliance on China.

Here, Japan outpaced U.S. supply diversification efforts and did not inspire similar policies 
in the United States. Washington reportedly considered a $25 billion reshoring fund, but 
such a proposal never gained significant political traction.134 Instead, the Trump and Biden 
administrations opted for a string of loose executive orders encouraging U.S. federal agen-
cies to purchase U.S.-produced goods. The orders do not include funding or incentives for 
production relocation.135

Economic Security Legislation

In the late 2010s, Japan began to cement economic security as a key policy priority and 
implemented several regulations designed to promote domestic economic resilience while 
also scaling back technological ties with China.
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In 2019 Japan amended its inbound investment policies to expand investment screening 
and cap foreign investment in Japanese companies related to national security at 1 percent 
ownership.136 Although the regulations made no mention of China, they were widely viewed 
as an effort to limit technology leakages to Chinese and other foreign investors.137

U.S. policy seemed to influence Japan’s decisions. In 2018 the United States passed the 
Foreign Investment Risk Review Modernization Act, which expanded the jurisdiction of the 
Committee on Foreign Investment in the United States to review investment and framed 
investment screening as a national security priority.138 Japan’s Ministry of Finance noted that 
the U.S. passage of the bill played an important role in framing Japan’s decision to make 
national security a critical component of FDI screening.139 

In 2022, Japan expanded its economic security initiatives beyond investment screening, 
codifying several policy priorities and creating a new cabinet position for Minister of 
Economic Security through the 2022 Economic Security Promotion Act. While the bill 
does not reference China, some observers viewed the bill as a response to Sino-Japanese tech-
nological tensions.140 The bill outlines an agenda focused on improving critical infrastructure 
security, stabilizing supply chains, expanding public-private collaboration on technological 
innovation, and protecting intellectual property and patent rights.141 Under the act, private 
companies can apply for grants, loans, and subsidies to assist with supply chain securitiza-
tion, stockpiling goods, and research funding.142 Nikkei Asia reported that Japan’s budget 
for 2022–23 provided $7.8 billion toward the costs of assistance under the economic security 
law.143 The law also includes provisions designed to limit technology leakage and created a 
classified patenting system that allows the Japanese patenting office to apply a “secret” label 
to patents that contain information deemed relevant to national security.144 This provision 
was widely viewed as a response to China’s past theft of intellectual property.145

These regulations seem to be in line with Japan’s preference for a subtle policy agenda. While 
these laws do not specifically target China, they lay the groundwork for future restrictions 
and allow Japan to gradually detach itself from China. 

Export Controls

As the United States pursued increasingly restrictive policies designed to limit China’s 
technological development, Japan often cooperated with these policies, most notably by im-
plementing restrictions on the export of advanced semiconductor manufacturing equipment. 
In March 2023, following lengthy consultations with the United States and the Netherlands, 
Japan imposed regulations on twenty-three products related to semiconductor manufactur-
ing.146 Japan’s regulations were not specifically aimed at China and instead required Japanese 
companies to obtain an export license from the Ministry of Economy, Trade and Industry 
(METI) before exporting any of the listed semiconductor manufacturing pieces to any 
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country. Export license applications are simpler for entities that Japan has long coordinated 
with under the 1996 export control regime known as the Wassenaar Arrangement, including 
the United States, South Korea, and the EU.147 

Japanese export controls differ from U.S. controls in two main ways. First, unlike the United 
States, Japanese law does not restrict the reexport of controlled items. METI can enter into a 
goodwill agreement with exporters to limit the reexport of controlled items, but METI does 
not have the ability to enforce these agreements through legal action.148 Second, Japanese 
controls do not restrict Japanese nationals from working in the Chinese semiconductor 
industry, while U.S. controls do restrict U.S. persons’ involvement.149

After announcing the regulations, Yasutoshi Nishimura, the head of METI, made clear 
that Japan’s controls “are not in line with the US measures taken in October last year.”150 
Nevertheless, the restrictions were viewed by China as an extension of U.S. controls.151

2024–2030: The Future of Japan’s Decoupling Trajectory

Several themes will shape how Japan’s decoupling trajectory evolves in the future. First and 
most importantly, the extent to which Japan desires to limit China’s access to key technol-
ogies remains unclear. On the one hand, Japan has reinforced U.S. semiconductor manu-
facturing export controls, which is a significant step in hampering China’s development of 
critical technologies. However, Japan has not initiated similar policies and has attempted to 
distinguish its regulations from U.S. restrictions. Two competing interpretations of Japan are 
possible. On the one hand, Japan may not want to broadly limit the flow of technologies to 
China and therefore will only cooperate with such U.S. controls under substantial pressure 
and with significant reservations. On the other hand, perhaps Japan gladly accepts U.S. lead-
ership so that both countries can then enact restrictions against China while Washington 
takes the heat. If fear of retaliation is Japan’s primary inhibition, then cooperating with U.S. 
policies may allow Japan to avoid attracting China’s ire.

This highlights a second key theme: The extent to which China retaliates against restrictions 
will likely be a major factor in Japan’s willingness to enact decoupling policies. So far, Japan 
has been able to cooperate with U.S. controls without facing significant backlash from 
China. But China is probably more likely to retaliate against the smaller partner, Japan, 
rather than taking the U.S. head-on. While the United States has the buffers of physical 
distance and a more diversified set of trading partners, Japan is without these luxuries and 
likely feels it must tread more lightly when enacting restrictions. China’s recent restrictions 
on graphite exports, which are a key input for lithium-ion batteries, are illustrative of this 
point. In late 2023, China restricted the export of graphite to Japan and the United States, 
possibly in retaliation for increased U.S. restrictions on semiconductor manufacturing 
equipment that occurred around the same time. But while Japan experienced a 42 percent 
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reduction in imports of Chinese graphite, U.S. imports fell by just 20 percent.152 This 
reduction may not be entirely due to export restrictions—for example, demand may have 
also decreased—but such episodes demonstrate how Japan may be first in the line of fire if 
China chooses to retaliate.

Finally, the strength of U.S.-Japan bilateral economic and political engagement will affect 
Japan’s willingness to cooperate with U.S.-initiated restrictions. Despite a strong security and 
economic partnership, the relationship is not without tensions. The Biden administration’s 
stated intention to block the acquisition of the company U.S. Steel by Japan’s Nippon Steel 
Corporation could strain the alliance and limit coordination on China.153 U.S. President-
Elect Donald Trump also stated during his campaign that he would not allow Nippon Steel 
to acquire U.S. Steel.154 While some observers have suggested these claims were more the 
result of U.S. election-year politics than actual economic security concerns, such decisions 
could communicate that U.S. protectionism extends well beyond China and also applies to 
partners and allies.155 If Japan believes that U.S. protectionist policies will be applied against 
Japan, it may be more reluctant to assist with enforcing similar policies against China.

India’s Decoupling Trajectory
In many ways, India plays a vastly different role in the global community than the United 
States, Germany, or Japan. India is a developing economy, a traditionally nonaligned nation, 
and the self-described “voice of the Global South.”156 The Indian outlook on economic 
and technological relations with China is fundamentally different from the stance of 
major developed economies. Although India shares some of the security concerns of other 
nations, it is also working to capitalize on movements toward geoeconomic fragmentation, 
recognizing that for India there is something to be gained in the context of global economic 
restructuring. 

Case Study Takeaways

•	 Since 2020, India has accelerated its attempts to reduce its technological ties to 
China. Beginning with a series of restrictions on Chinese apps and software, India 
has attempted to limit citizens’ use of Chinese consumer technology and has tried 
to eliminate Chinese investment and hardware in sensitive sectors. India also sought 
to incentivize investment in domestic manufacturing for technologies like mobile 
handsets and semiconductor chips to fulfill the dual goal of increasing its global 
manufacturing market share and reducing its reliance on China. 
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•	 India’s recent push toward decoupling is perhaps unsurprising because the 
Indian and Chinese economies have been more competitive than complemen-
tary since at least 2000. Competition between the Indian and Chinese economies 
likely constrained the development of India’s manufacturing sector.157 Although 
India developed a strong tech sector fueled by software and information technology 
service exports, these products never enjoyed high market penetration in China. 
Indian policymakers have been consistently frustrated by India’s substantial trade 
deficit with China and the lopsided degree of Indian dependence.

•	 India potentially stands to gain from geoeconomic restructuring. Conventional 
macroeconomic wisdoms suggests that China, the United States, and other major 
economies will experience significant losses from economic restructuring and face 
trade-offs between resilience and efficiency, at least in the short to medium term. 
India, however, might benefit from any global decoupling from China. Specifically, 
if India can capitalize on supply chain diversification efforts and China Plus One 
initiatives, it could experience growth above standard projections.158

•	 Paradoxically, some of India’s attempts to increase domestic manufacturing 
have broadly resulted in higher dependence on China. India increasingly 
attempts to become self-reliant for technologies like mobile phones, semiconductor 
chips, and telecoms equipment, but in doing so, finds itself increasingly dependent 
on China for supply chain inputs. India’s domestic manufacturing efforts have 
resulted in a larger trade deficit with China and higher imports of some technolo-
gies. While a large bilateral trade deficit is not always harmful, it runs counter to the 
goals of many Indian policymakers to reduce reliance on China.159 Indian policy-
makers seem aware of this conundrum but are still deciding how best to combine 
Chinese investment and imports with domestic desires for self-sufficiency.160

•	 It is unclear which further ties to China India can afford to cut. India has 
limited its reliance on China by banning apps and restricting Chinese presence in 
key industries at a relatively low cost to itself. But its attempts to limit reliance on 
China for consumer technology and supply chain inputs have been thwarted by the 
lack of an economically viable alternative. 

•	 India cannot fully or quickly replace China’s role in global manufacturing 
supply chains. Despite heavy investment in India’s manufacturing ecosystem, 
development has been difficult and is mostly limited to the final stage of production, 
assembly. India will probably move up the value chain in manufacturing but faces 
significant structural impediments and lacks a competitive edge to claim manufac-
turing market share. At least in the near future, global companies will not be able to 
move large portions of their supply chains from China to India.161 
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2000–2020: India’s Disgruntled Dependence

The Sino-Indian relationship has been consistently tense across the period studied in 
this paper. Political relations between the two states are complicated by a long-standing 
territorial dispute over the shared 2,100-mile border known as the Line of Actual Control 
(LAC). China and India competed to develop infrastructure along the LAC, created military 
outposts, and resisted incursions by the other side.162

Sino-Indian economic ties have historically been a mixed bag for India.163 Unlike China’s 
relationship with the United States and other developed economies, there was never a period 
of high complementarity without intense competition between India and China. Instead, 
the two have been locked in an economic race. Although both economies grew at relatively 
similar rates during the 1990s, China’s growth began to outstrip that of India in the early 
2000s.164 In 1990, India’s GDP was $320 billion, slightly below China’s GDP of $360 bil-
lion.165 But by 2020, China’s GDP of $17.8 trillion was over five times the size of India’s $3.2 
trillion GDP (see figure 1). And while trade between the two nations increased dramatically 
from 2000 to 2010, this growth was disproportionately driven by an increase in Chinese 
exports and an expanding Indian trade deficit.166

Figure 1. China’s GDP Growth Has Far Outpaced India’s

Source: World Bank, “GDP (current US$) - India,” accessed November 21, 2024, https://data.worldbank.org/indicator/NY.GDP.MKTP.
CD?locations=IN; World Bank, “GDP (current US$) - China,” accessed November 21, 2024, https://data.worldbank.org/indicator/
NY.GDP.MKTP.CD?locations=CN.
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China’s massive growth in manufacturing sectors out-competed India’s own manufacturing 
development, leading to an industrial hollowing out of India’s emerging manufacturing 
infrastructure.167 India pivoted away from manufacturing, toward services, which came to 
form the backbone of its tech economy. Manufacturing as a share of value-added to India’s 
overall GDP sat at just 14 percent in 2020, compared to 48 percent for India’s services 
sectors.168 Technology services played a significant role as India’s information and commu-
nications technology exports made up about 50 percent of its services exports.169 But despite 
this specialization, Sino-Indian trade grew more imbalanced.

As India’s trade deficit ballooned, India grew more dependent on Chinese technology 
hardware, importing roughly 90 percent of its semiconductors, 75 percent of its computers, 
and 60 percent of its integrated circuits from China in 2020.170 But this tech dependence 
was not mutual: India’s information technology and software development services have 
never enjoyed high market penetration in China.171 As India grew increasingly dependent on 
China, China relied on India for relatively small amounts of commodities and basic goods.172 

This imbalance was a source of frequent frustration for Indian policymakers. Throughout 
this period, India pursued several protectionist policies, often targeting China. During the 
2000s India maintained higher barriers to market entry for foreign companies and stricter 
FDI rules than did Southeast Asian nations and China. In 2016, India introduced tariffs 
on imported steel from China, Japan, and South Korea.173 And between 2000 and 2020, 
India initiated 104 separate anti-dumping allegations against China in the WTO, accusing 
China of overproducing goods domestically to sell at a below-market value in India and gain 
market share.174 One study noted that no other country was targeted so often by a trading 
partner as China was by India.175 In 2014, the newly elected Narendra Modi administra-
tion launched an ambitious agenda to increase manufacturing through its Make in India 
program. Despite significant subsidies, tax cuts for businesses, and bureaucratic reforms 
to increase navigability for industry, most analyses conclude the initiative has not shown 
significant effect.176

Although these policies were particularly concerned with India’s trade deficit with China, 
they were also largely consistent with India’s treatment of other nations and appeared more 
motivated by protectionist philosophies than by unique security concerns about China.177 

2020–2024: Accelerated Decoupling

Since 2020, India’s approach to technological engagement with China has become increas-
ingly restrictive and is driven primarily by security dynamics rather than economic consider-
ations.178 This shift was motivated by two distinct concerns.

First, during the summer of 2020, long-standing border tensions worsened along India’s 
northern border in the Ladakh region and altercations between Chinese and Indian forces 
led to the death of at least twenty Indian soldiers.179 In addition to sparking national outrage 
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in India, this event catalyzed movements toward decoupling. Just days after the clash, the 
Indian government banned dozens of Chinese apps, cracking down on the market penetra-
tion of Chinese technologies. 

Second, China’s handling of the pandemic and weakening of Indian supply chains, coupled 
with India’s nationalistic desire to increase domestic production, led to the creation of 
government funding schemes called Production Linked Incentives (PLIs). Through these 
efforts, India also sought to mobilize investment in its domestic manufacturing capacity and 
to capitalize on growing global skepticism about overreliance on Chinese supply chains and 
diversification efforts. 

Limiting China’s Market Access

Since 2020, India has sought to curtail China’s reach into Indian consumer markets and 
dominance in key technologies. First by revising investment policies, later by banning 
certain apps, and last by eliminating the use of Huawei equipment in telecommunications 
networks, India has undertaken a concerted effort to decouple sensitive domestic markets 
from China.

In April 2020 India enacted new inbound investment controls designed to “curb opportu-
nistic takeovers/acquisitions of Indian companies.”180 The regulations prohibited investment 
from countries bordering India, a veiled attempt to limit Chinese investment in India. The 
new rules also prohibited investment from beneficial owners in neighboring countries, which 
could be used to further limit Chinese investors’ market access.181 Prior to this rule, Indian 
investment regulations were rather liberal, requiring government approval only in certain 
sectors, like atomic energy, or for high levels of ownership.182

Following the May 2020 Ladakh border clash, India banned fifty-nine Chinese apps, in-
cluding TikTok and WeChat, saying that the apps were “engaged in activities . . . prejudicial 
to sovereignty and integrity of India.”183 India also banned the popular UC Browser, devel-
oped by Alibaba, which at one point captured a 60 percent share of India’s browser market.184 
Although the bans were initially marketed as temporary measures in the wake of the border 
clash, India extended them indefinitely in 2021.185 App bans continued over the next several 
months, and by February 2022 India had banned a total of 321 Chinese apps.186 

These actions may have been a motivating factor for the United States to consider similar 
restrictions on Chinese apps. In 2020, Trump issued an executive order calling for an 
analysis of the security threats posed by TikTok. The order noted the precedent established 
by India in banning the app and suggested the United States may want to follow suit.187 This 
is one of the few examples of an outside nation influencing the decoupling approach of the 
United States.
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Alongside these actions, India joined with U.S. initiatives to prevent the use of Huawei in 
its domestic networks. In 2019, India invited telecoms providers, including Huawei and 
ZTE, to participate in 5G “trials.”188 However, in 2021, India announced that only Nokia, 
Ericsson, Samsung, and its own public sector Centre for Development of Telematics would 
be allowed to participate in a further round of trials.189 Later that year, the Indian govern-
ment instructed telecommunications providers to source equipment only from companies 
that had been deemed “trusted sources,” effectively banning Huawei from use in 5G 
networks.190 

But despite these restrictions, India remains limited in the actions it can take to limit the 
penetration of Chinese technologies without disproportionately harming itself. India’s 
reliance on China has changed little since 2020, and India remains almost entirely de-
pendent on China for advanced technologies such as semiconductor chips and integrated 
circuits, and for supply chain inputs like rare earth metals.191 Attempts to regulate these 
items and similar products have been largely unsuccessful. In August 2023, India restricted 
imports of computers and required import licenses for all computers, hoping to incentivize 
an increase in domestic production.192 The controls faced immediate backlash from the U.S. 
Trade Representative, who noted the restrictions would impact U.S. companies like Dell 
and Apple.193 The Indian business community had its own concerns that it would no longer 
be able to purchase computers from China, which at the time supplied about 75 percent of 
India’s computer imports.194 Following the backlash, the Indian government quickly rescind-
ed the regulation, noting that officials would closely monitor inflows without restricting 
imports.195

Production-Linked Incentives

In response to growing concerns about dependence on China and a desire to improve 
domestic manufacturing abilities, the Modi government launched the PLI scheme in 2020 
to fund investment in domestic manufacturing. The plan augments investment by providing 
a subsidy of 6 percent of the value of additional sales for companies manufacturing certain 
products in India.196

The PLI for mobile phones has received significant attention since it began in 2020. Xiaomi, 
a Chinese handset maker and the largest seller of smartphones in India, partnered with 
Taiwan’s Foxconn to begin producing in India in 2015. After the PLI, Xiaomi increased 
production in India.197 Now, Xiaomi says that 99 percent of its smartphones are assembled 
in India.198 Similar developments occurred for other smartphone companies. 

The government claimed the scheme was a success, and the Indian Minister of Electronics 
and Information Technology announced in 2023 that 99 percent of all smartphones sold in 
India were made in India.199 However, former Reserve Bank governor Raghuram Rajan has 
argued that these claims are misleading, because India is involved almost exclusively in final 
assembly of handsets while component sourcing and early manufacturing occur elsewhere.200 
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As India’s production and exports of smartphones increased after 2020, so too did its 
imports of smartphone components like semiconductors, displays, cameras, and batteries.201 
Rajan argues that, rather than becoming independent, India’s trade deficit with China and 
reliance on Chinese tech goods increased because of the PLI.202 A PwC report estimated that 
assembly accounts for just 2 percent of value addition in the manufacturing process, suggest-
ing that the 6 percent subsidy paid for companies to produce in India costs more than the 
value added to the Indian economy.203 

The PLI for mobile phone manufacturing also attracted Apple. In 2021, Apple produced 
only 1 percent of iPhones in India; that figure climbed to around 7 percent in 2023, and 
a JP Morgan analysis suggested the number will be close to 25 percent of global iPhone 
production by 2025.204 Some projections anticipate that Apple will produce $12 billion 
worth of iPhones in India by the end of 2024.205 Here too, production in India is concen-
trated in assembly, and while Apple may assemble $12 billion worth of iPhones in India, 
assembly only accounts for about 3–6 percent of final value.206 For now at least, India is 
likely subsidizing production at a value greater than the value added to the Indian economy.207 
However, operating at a net loss in the short term could yield long-term gains for India, 
and increasing output to 25 percent of global iPhones in just five years is an impressive feat. 
When the manufacturing subsidies expire in 2026, India could find itself with a developed 
assembly infrastructure that could support growth in other areas of the supply chain.208 
Apple is seeking local Indian factories to produce batteries for new iPhone models and hopes 
to expand components sourcing to further diversify from China.209 In the meantime, Apple 
supply chains remain heavily dependent on China for components sourcing and assembly. 

India’s plan to begin with assembling iPhones and move down the supply chain mirrors 
China’s development. In 2010, China imported components from Japan and South Korea 
and only assembled iPhones, accounting for about 4 percent of the final value. But by 
2019, China had expanded its production of components and accounted for 25 percent 
of the iPhone’s manufacturing value.210 If India is able to chart a similar course, then it 
could perhaps serve as a viable alternative to Chinese production in the future, but such a 
one-to-one comparison may not be grounded. India faces several structural impediments to 
rapid industrial development, including a complex FDI regulatory framework, a shortage of 
skilled factory labor, and relatively underdeveloped infrastructure.211 All these things can be 
remediated, but such projects will probably be addressed in the long run rather than in the 
immediate future. 

In 2021, the Indian government introduced a similar scheme amounting to around $10 bil-
lion in subsidies to fund semiconductor development.212 In 2024, the government used the 
majority of that funding to subsidize a partnership between the Indian firm Tata Electronics 
and the Taiwan company Powerchip Semiconductor Manufacturing Corporation (PSMC) 
to build a semiconductor fabrication facility in Gujarat.213 But subsidization does not 
guarantee India can build a strong end-to-end semiconductor supply chain.214 India also 
attempted to incentivize domestic semiconductor manufacturing in 2007 and in 2013, 
but both incentive plans were largely unsuccessful because the business environment was 
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deemed too difficult to navigate, and subsidies were insufficient incentives. One researcher, 
Konark Bhandari, argues that for the new subsidy scheme to be effective, India will need to 
make significant strides to improve the ease of navigation of its business regulations, build a 
supplier ecosystem, and cultivate manufacturing talent.215

2024–2030: The Future of India’s Decoupling Trajectory

India simultaneously finds itself increasingly dependent on Chinese imports and desiring to 
diversify supply for the sake of economic security and domestic industry. Beyond reducing 
reliance on China, India seeks to take advantage of the current geoeconomic moment and 
capture manufacturing moving away from China. These goals are often in tension. India 
will have difficulty becoming a manufacturing power without remaining deeply connected 
to China for supply chain inputs, manufacturing expertise, and electronic goods. As India 
seeks to achieve both goals, several factors will impact its technological relationship with 
China.

Supply Chain Substitution

While India’s production of some tech goods has increased, so too has its reliance on China 
for electronic imports and supply chain inputs.216 India might be proficient in assembling 
goods, but it has a long way to travel up the manufacturing value chain before becoming 
a powerful player at higher-value levels of manufacturing. Consequently, it is unlikely that 
India will be able to provide an alternative to Chinese supply chains in the near future.217 
However, several factors might accelerate India’s advancement as a manufacturing power and 
enable it to capitalize on the global economic restructuring currently underway. 

First, India’s labor force participation rate among female workers is very low in comparison 
to neighboring nations and those of similar economic development.218 Low labor force par-
ticipation among women leads to a higher cost of labor, which is one possible reason for why 
India has struggled to capture a larger share of manufacturing supply chains.219 This shortage 
of labor is especially prevalent in the manufacturing sector.220 If Indian policymakers are 
able to incentivize a higher labor force participation rate for women, then an expanded labor 
market could help lower manufacturing costs and support India’s industrial advancement.

Second, bureaucratic and regulatory reform could enhance India’s ease of navigability for 
foreign enterprises, which would bolster industrial expansion into India. Some level of 
regulatory reform is important as India will have to compete with other nations for por-
tions of China’s manufacturing. A report to the Indian Parliament written by the Indian 
Committee on Commerce noted that India had not taken full advantage of international 
market movements toward a China Plus One production chain (where firms seek to limit 
dependence on China by pairing production in China with production in another country, 
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too).221 The report stated that Vietnam, Thailand, and Malaysia had captured a larger share 
of production because of their cheap labor, lower corporate taxes, and willingness to sign free 
trade agreements.222 India, the report reasoned, needs to revise taxing practices and pursue 
trade agreements with investing countries to attract manufacturing diverted from China. 
Such reforms could make India the preferred destination for supply chain relocation.

Border Tensions

India’s decoupling trajectory is also shaped by security concerns. The ongoing border ten-
sions between India and China are at constant risk of escalation. Following the 2020 clash, 
India chose to ban hundreds of Chinese apps from Indian markets. India might consider 
similar actions in the event of future altercations. Foreign Minister S. Jaishankar frequently 
reiterates the need to reduce reliance on China in response to border provocations, but if 
further armed clashes do occur, it is not immediately clear which economic levers India 
might pull for retaliation and self-protection.223 India has already cut many of the ties to 
China that it can afford to cut without significant economic cost. 

Although less likely, the opposite could also occur. Indian Defense Minister Rajnath Singh 
recently stated that border discussions had been “progressive and satisfactory.”224 Cooling 
Sino-Indian tensions along the border could foster greater economic cooperation, or at least 
discourage further fragmentation.225

Conclusion
Navigating the evolution of global economic and technological engagement with China 
is a deeply complex policy challenge. This paper has sought to expand the discourse sur-
rounding policy priorities and economic objectives for global economic restructuring. The 
United States remains an extraordinarily active player in the decoupling conversation, but its 
perspective is far from the only relevant viewpoint. Policymakers would do well to recognize 
the diversity of thought on China that exists even among close U.S. partners. 

One of the most significant conclusions drawn in this paper is that U.S. partners generally 
do not share Washington’s implicit goal of broadly limiting China’s progress in advanced 
technologies. Many in Washington are probably intuitively aware of this, but the domi-
nating sentiment is that U.S. partners are gradually waking up to the risks posed by China 
and will eventually come around fully to the U.S. way of thinking. This paper complicates 
that assumption. Some nations, like Japan and India, have security concerns that predate 
those of the United States, yet these same nations do not currently show the willingness and 
capability to proactively kneecap China.  Instead, each of the nations studied has unique 
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considerations that inform its approach to China. Although each is broadly less restrictive 
toward China than the United States, U.S. policymakers would do well to recognize this as 
the result of differing security assessments and economic objectives, not naivete. 

The implications of this extend well beyond the three nations studied in this report. 
Germany, Japan, and India can offer generalizable insights into how other nations might 
behave by serving as loose archetypes for groups of similar-minded countries. 

Germany’s high-powered industrial economy and relative geographic distance from China 
mean the Sino-German relationship is predominantly shaped by economic and trade 
concerns. Germany has no immediate physical security threats stemming from China and 
does not desire to choke off China’s access to advanced technologies. On the other hand, 
Germany also incorporates a human rights focus into its foreign policy and frequently 
references Chinese mistreatment of minorities in the Xinjiang region—common ground 
with China hawks in Washington and a potential basis for further decoupling in the future.226 
While not mirror images, Canada, France, and the United Kingdom largely share these 
characteristics, which inform their relationships with China. 

Japan, unlike Germany, does have immediate physical security concerns that stem from its 
geographic proximity to China. Japan’s political relationship with China borders on hostility 
even as economic exchange remains high, although increasingly competitive. China has 
attempted to leverage economic interdependence in the past to extract political concessions, 
which makes Japan highly wary of continued dependence on China. Australia, South Korea, 
and Taiwan all have similar physical security and economic coercion concerns, and Japan’s 
trajectory may help inform policymakers’ understandings of these nations as well. 

India attempts to balance concerns about overreliance on China with the desire to develop 
manufacturing potential to capitalize on supply chain restructuring. For India, decoupling is 
more of an economic opportunity than an unfortunate reality. India’s balancing act parallels 
the considerations of nations like Mexico, Thailand, and Vietnam, which each face trade-offs 
between capturing increased manufacturing share and the potential costs of close association 
with China. 

Last, this paper makes clear that bilateral relationships with China, not U.S. influence, 
drive the behavior of all three countries. While U.S. lobbying may have some effect, U.S. 
policymakers should recognize the larger factors animating these countries’ strategic decou-
pling trajectories. Expecting partners to fall in line with U.S. China policy is not realistic. 
Instead, policymakers should do a better job of understanding the concerns and objectives of 
other states. And perhaps in investigating these goals, U.S. leaders might reflect inward on 
America’s own priorities for decoupling, which are still in desperate need of refinement. 
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