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Abstract

Presented by the European Commission on 4 March 2026, the Industrial Accelerator Act (IAA)
marks the Commission’s most ambitious initiative to strengthen the Union’s industrial base, aim-
ing to raise manufacturing to 20% of EU GDP by 2035. Framed as a response to decarbonisation
pressures, geopolitical fragmentation and competitiveness concerns, the IAA combines, among
others, strategic sector designation, the creation of green lead markets, local content require-
ments (LCRs) and foreign direct investment (FDI) requirements. It thus marks a significant shiftin
the EU’s industrial policy paradigm towards more conditional and more geopolitically targeted
intervention.

This policy brief evaluates the economic coherence and proportionality of the IAA’s design. We
argue that the Act combines heterogeneous objectives on decarbonisation, geopolitical con-
cerns and competitiveness, without sufficiently distinguishing their respective economic ratio-
nales. This lack of precision is already visible in the definition of strategic sectors. In particular,
to pursue competitiveness and geopolitical goals, the IAA lacks a sufficiently forward-looking
approach. The newly introduced industrial policy instruments of LCRs and FDI requirements
primarily respond to China. Over the last decade, China has built up a rising industrial base
through state-coordinated industrial policy, thereby increasing competitive pressure on the Eu-
ropean economy. To limit risks associated with these new instruments, such as higher input
costs along value chains or retaliation under international trade rules, the I1AA requires clearer
objective prioritisation, more precise targeting of instruments and a continued commitment to
openness towards trusted partners within a rules-based trading system. At the same time, the
objective of raising manufacturing to 20% of EU GDP by 2035 is neither a meaningful economic
objective in itself nor one that the IAA is realistically designed to achieve.
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Abbreviations

Al Artificial intelligence

EEA European Economic Area

ETS  Emission Trading Scheme

EU European Union

FDI Foreign Direct Investment

FTA Free Trade Agreement

GPA  Agreement on Government Procurement
GATS General Agreement on Trade in Services
IAA  Industrial Accelerator Act

LCR Local Content Requirement

NACE Nomenclature of Economic Activities
R&D Research and development

U.S.  United States

WTO World Trade Organization



1 Introduction

Presented by the European Commission on 4 March 2026, the Industrial Accelerator Act (IAA)
marks the Commission’s most ambitious recent attempt to strengthen Europe’s industrial base
(European Commission, 2026b). It combines an explicit objective of raising manufacturing from
14.3% of EU GDP to 20% by 2035 with a broader effort to respond to decarbonisation pressures,
geopolitical concerns and competitiveness challenges. In this sense, the IAA is presented as a
strategic industrial policy initiative that seeks to address multiple structural challenges through
a coordinated policy framework.

Figure 1 places this ambition in a broader international context by showing the changing distri-
bution of global manufacturing value added over time. The geopolitical and economic backdrop
of the IAA is clear. As the figure illustrates, the relative decline of the European Union’s (EU)
share in global manufacturing value added is striking, while China’s marked rise over the past
two decades has fundamentally reshaped the global industrial landscape.
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Figure 1: Share of global manufacturing value added for China and the EU over time. Kiel Institute based
on World Bank (2026).

China has long pursued a state-coordinated industrial policy aimed at technological upgrading
and control over critical value chains (Bickenbach et al., 2024a). At the same time, the United
States (U.S.) has expanded its own industrial policy toolkit, most prominently through the Infla-
tion Reduction Act and related support for domestic clean-technology manufacturing (The White
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House, 2023). Under President Trump, U.S. economic policy has also become more protectionist
and less predictable, with a stronger reliance on tariffs, trade measures and unilateral trade ac-
tions, which has added to uncertainty in transatlantic economic relations (Mahlkow et al., 2025;
Hinz et al., 2026). In this context, EU industrial policy is no longer conceived primarily as a tool
to correct market failures, for example in climate policy, but increasingly also as an instrument
to strengthen industrial competitiveness and reduce external vulnerabilities.

To understand the focus of the IAA on clean technologies and the decarbonisation of energy-
intensive industries, it is important to recall its origins in the Industrial Decarbonisation Accel-
erator Act under the Clean Industrial Deal. While the reference to decarbonisation was later
dropped from the title to reflect a broader industrial ambition, this earlier focus remains visible
in the architecture of the final proposal. The core operative instruments concentrate on creating
lead markets for selected low-carbon products in energy-intensive industries, while also placing
strong emphasis on the automotive sector. Beyond accelerated permitting and coordination of
support schemes, the IAA introduces demand-side instruments in public procurement and links
both procurement and public support to low-carbon and Union-origin requirements. It further
establishes requirements for foreign direct investment (FDI) in selected emerging sectors, in-
cluding key green technologies.

At the same time, the IAA raises important questions about the design of European industrial
policy. In this policy brief, we distinguish between three broad objectives addressed under the
Act: decarbonisation, geopolitical concerns and competitiveness. The category of geopolitical
concerns covers objectives framed in the proposal in terms of economic security, resilience,
strategic autonomy and the reduction of strategic dependencies. Our core argument is that the
IAA combines these objectives under a common framework without sufficiently distinguishing
between them or aligning instruments accordingly. It is ambitious, but often insufficiently pre-
cise to support the fulfilment of a specific objective.

In the sections that follow, we analyse the IAA’s main design features and derive policy impli-
cations for the broader debate on European industrial policy. We begin with the definition of
strategic sectors and examine whether the final proposal provides a sufficiently focused ba-
sis for industrial intervention. We then turn to the economic rationale and limitations of local
content requirements (LCRs), before analysing the IAA’s proposed FDI requirements, which go
beyond traditional security screening by introducing conditional approval requirements in se-
lected emerging strategic sectors. Finally, we use China as the main country case to assess how
firms from today’s leading global manufacturing power may respond to these requirements in
practice.

Our central insights are threefold. First, the IAA’s strategic sector definition is broader than its
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operative instruments and risks blurring distinct policy objectives, while at the same time giving
insufficient space to future-defining technologies that are increasingly central to Europe’s long-
term competitiveness and geopolitical position. Engaging in the global competition for those
technologies will be unavoidable for the EU, but doing so effectively requires a more forward-
looking, precise and criteria-based approach to strategic designation that targets technologies
where Europe can build on its existing industrial and research strengths while including invest-
ments in necessary cross-cutting enabling technologies.

Second, LCRs can only be justified if they are tightly linked to clearly defined objectives. In
the IAA, they are implemented more selectively than under a general market-wide localisa-
tion regime and do not follow a purely Union-only logic, since certain partner countries may
be treated as equivalent to Union origin. Even so, if they are applied without clear objective pri-
oritisation, they may still generate higher input costs, administrative burdens and unintended
distortions. This is particularly important because these instruments are used not only in the
context of geopolitical goals such as resilience and dependency reduction, but also to pursue
competitiveness and decarbonisation goals.

Third, the proposed FDI requirements are institutionally significant, but their effectiveness and
proportionality remain uncertain. In practice, they are primarily designed with China in mind.
Rather than overburdening a single instrument with multiple goals, European industrial policy
should rely on a clearer distinction between objectives and a more careful matching of instru-
ments to the specific problems they are meant to address.

2 The Broad and Insufficiently Differentiated Scope
of Strategic Sectors Under the IAA

The definition of strategic sectors under the IAA is broad and heterogeneous. Annex | defines
the Act’s core sectoral scope and indicates which parts of the economy fall within its broader
scope of policy intervention. The Annex covers energy-intensive industries, the automotive sec-
tor and net-zero technologies. At the same time, the proposal presents the Act more broadly as
serving decarbonisation, competitiveness and geopolitical objectives. Table 1 summarises the
main policy instruments applied under the IAA and their relation to the designated sectors.’

What is missing in the final IAA proposal, however, is a clearer forward-looking angle to support
competitiveness and respond to geopolitical concerns. Earlier leaked versions of the IAA pointed

1. Art. 17(2) in Chapter V (Foreign Investment Contribution) contains an additional list of industries (emerging strategic sectors) for which FDI require-
ments shall apply. We discuss the list and the industrial policy tool in Section 4.
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to a broader strategic perimeter that also mentioned advanced technologies relevant to the EU’s
economic security, including semiconductors, artificial intelligence (Al), quantum technologies,
biotechnologies, robotics and advanced materials. Even there, however, these technologies were
not at the centre of the IAA’s practical design. The main instruments were already focused much
more clearly on energy-intensive industries, automotive and net-zero technologies, while the
advanced-technology category played a more supplementary and signalling role. In the final
proposal, these technologies are no longer part of Annex I.

This narrowing may improve legal precision, but it also makes the IAA less forward-looking. To
be sure, EU industrial policy does not begin and end with the IAA. The EU already pursues future-
defining technologies through other policy initiatives beyond the IAA. But the IAA still stands out
because of the breadth of its stated ambition: it presents itself not merely as a sectoral instru-
ment, but as a response to decarbonisation, competitiveness and geopolitical pressures bearing
on Europe’s industrial base. Against that ambition, its weak focus on key future technologies is
striking. If European industrial policy is meant to strengthen long-term competitiveness and
reduce geopolitical vulnerabilities, it should not primarily be anchored in the support of incum-
bent industrial structures, but more clearly in those technologies potentially to shape future
productivity, innovation and strategic autonomy, especially in a global context in which such
technologies are already central to industrial policy in the U.S. and China.” However, rather than
simply mirroring the technological priorities set by other governments, the EU should ground
its strategic sector selection in a careful assessment that reflects it's interests regarding future
growth opportunities and resilience. In an era of intensifying global competition and active in-
dustrial policy, Europe risks becoming a bystander in emerging sectors once again by not making
them a priority in it's policy.

Looking more closely at the covered sectors, the breadth of this strategic perimeter raises eco-
nomic concerns. Sectors and technologies differ substantially in their technological maturity,
market structure, exposure to global competition and potential for learning spillovers. Applying
a common strategic label across such diverse activities risks diluting focus and weakening the
link between policy objectives and the instruments used to pursue them.

At the same time, the broad sectoral scope should not be conflated with automatic support.
Inclusion in Annex | does not mean that all firms in each sector benefit from subsidies, pro-
curement guarantees or localisation advantages. The IAA’s more interventionist tools remain
more selective. Product-specific low-carbon and Union-origin requirements apply only in de-

E EEEEEEEEEEEEERESR

2. Al and advanced computing infrastructure, semiconductors, quantum technologies, biotech as well as critical minerals and to a lesser degree ad-
vanced materials, autonomous systems and space technologies are top priorities for both the U.S. and China according to recent policy documents.
While China places more emphasis on new energy and advanced manufacturing, the U.S. has a stronger military technology focus, on which however
China might be less explicit in official documents (Xinhua, 2025; State Council of China, 2026; U.S. Congress, 2022; The White House, 2025a; The White
House, 2025b; National Science and Technology Council, 2024).
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fined cases under Annex Il and Annex Ill and strategic project designation requires additional
assessment at project level. The economic concern therefore does not arise from blanket sup-
port, but from the breadth of the strategic label relative to the more selective and conditional
operation of the Act’s instruments. This issue becomes visible across the three main Annex |
categories.

In energy-intensive industries, the strategic rationale is closely tied to decarbonisation and the
role of upstream materials in wider industrial value chains. Yet the proposal relies on broad two-
digit NACE categories, which group together firms with very different technologies, production
processes and decarbonisation challenges. Within basic chemicals, for example, activities range
from bulk chemicals with high process emissions and major green hydrogen or electrification
needs to other chemical products with very different cost structures, innovation dynamics and
strategic relevance.

This broad categorisation is also difficult to justify because parts of the policy rationale for
energy-intensive industries are already addressed through existing EU climate-policy instru-
ments, in particular the EU Emission Trading Scheme (ETS) and the Carbon Border Adjustment
Mechanism, which target decarbonisation incentives and carbon leakage more directly. Against
that background, defining entire two-digit sectors as strategic risks stretches the concept too
far. At that level of aggregation, the strategic label may cover activities with very different rele-
vance for industrial decarbonisation, while omitting firms outside the category that may be more
directly linked to specific decarbonisation bottlenecks.

In the automotive sector, the logic is different. Here, the IAA is less about broad sectoral classifi-
cation and more about direct intervention in a specific value chain. Annex IIl introduces Union-
origin requirements for certain vehicles and components, especially in the electric vehicle seg-
ment. Compared with the broader treatment of energy-intensive industries, this is more opera-
tionally targeted. At the same time, it illustrates a broader problem of the IAA: decarbonisation,
competitiveness and geopolitical concerns are addressed within a single strategic framework,
even though they may call for different policy tools.

Figure 2 and Figure 3 place Annex Il in an international trade context by showing how the share of
electric vehicles and batteries in total exports has evolved across major countries and regions.
The figures clearly illustrate the sharp rise of China’s export share in batteries and electric vehi-
cles, the two product areas most directly addressed by the IAA’s automotive-related Union-origin
requirements.

A related concern applies to the category of net-zero technologies. They are clearly central to
Europe’s decarbonisation strategy and long-term industrial competitiveness. However, the cate-
gory itself remains highly heterogeneous. It includes technologies with very different innovation
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Figure 2: Share of electric vehicles in total exports across major countries and regions. Kiel Institute
based on BACI (2026)
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Figure 3: Share of batteries in total exports across major countries and regions. Kiel Institute based on
BACI (2026)
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dynamics, scale economies and dependency structures. In economic terms, strategic relevance
often attaches not to an entire technology family, but to specific bottlenecks, key components,
advanced materials or process technologies. A broad strategic label may obscure where inter-
vention is most justified and where market-based sourcing remains more efficient.

Overall, the problem is therefore not simply that the IAA identifies a broad set of economically
relevant sectors. Rather, it combines decarbonisation, competitiveness and geopolitical goals
under a common framework without sufficiently distinguishing between them. At the same time,
the final proposal does not sufficiently cover future-defining technologies that are increasingly
central to global industrial competition. This creates a tension at the heart of the IAA: it is broad
in its sectoral scope, but not sufficiently forward-looking in relation to the technologies most
relevant for Europe’s future competitiveness and geopolitical position. Strategic designation
should therefore rely on more transparent and differentiated criteria that distinguish clearly
between decarbonisation, competitiveness as well as geopolitical goals and link each of them
to proportionate instruments.

This lack of strategic focus also casts doubt on whether the 1AA is well designed to achieve its
headline manufacturing objective to reach 20% of EU GDP by 2035. Missing this target would
not necessarily be a problem in itself. Europe’s future competitiveness may also be driven by
successful developments beyond the industrial base, including in high-value service sectors that
can likewise generate quality employment. For that reason, such aggregate sectoral targets have
limited economic value in themselves. They become even harder to justify considering the I1AA’s
comparatively weak focus on the future-defining technologies most likely to shape long-term
productivity and competitiveness.

Based on the discussion above, we derive the following policy recommendations for the forward-
looking design of industrial policy:

Policy recommendations: Drop the target that manufacturing represents at
least 20% of EU GDP by 2035.

Build industrial policy on a clear distinction between objectives relating to
decarbonisation, competitiveness and geopolitical concerns.

Define strategic sectors more narrowly and transparently, using objective and
activity-based criteria and placing greater emphasis on technologies than on
broad sectoral classifications.

Focus more strongly on future-defining technologies when pursuing compet-
itiveness and geopolitical goals, rather than primarily supporting incumbent
industrial structures.
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3 Local Content Requirements Defined in the IAA

Chapter IIl of the IAA introduces local content requirements (LCRs), which constitute the most
operationally significant element of the IAA’s ‘Made in Europe’ approach. Conceptually, LCRs re-
quire a defined share of domestic value added, production or sourcing as a condition for access
to public procurement, financial support schemes or, in certain cases, regulatory advantages. In
the IAA, this logic is operationalised mainly through a combination of low-carbon requirements
and Union-origin requirements. Importantly, Union origin also includes certain third countries,
as discussed in more detail in the next sub-section. These requirements are not applied hori-
zontally across all strategic sectors listed in Annex I, but primarily through Annex Il and Annex
[1l. Annex II links public procurement and public support to low-carbon and, for selected prod-
ucts, Union-origin requirements, while Annex Ill introduces detailed Union-origin thresholds for
electric vehicles and selected components of the battery value chain.

Through these provisions, the IAA ties EU public resources more closely to production within
the Union. This marks a shift from largely neutral framework conditions towards conditional
industrial support linked to geographic production patterns. For public support schemes, the
IAA also requires Member States to apply the relevant criteria to at least 45% of the national
budget covered by Annex Il schemes and to 100% of the national budget covered by Annex IlI
schemes (Art. 12(1)). At the same time, the proposal allows exceptions where compliance would
lead to disproportionate costs or significant delays and, in public procurement, also where it
would create technical incompatibilities or insufficient competition (Art. 11(3) and Art. 12(3)).

However, its broader significance lies in establishing localisation-related criteria more firmly as a
policy tool within the EU’s industrial policy architecture. The IAA’s localisation logic also reflects
a broader international trend towards conditional industrial policy, as seen for example in the
U.S., where the Inflation Reduction Act combines support for clean technologies with domestic-
content incentives and domestic manufacturing support (The White House, 2023).

The objectives underlying this approach are heterogeneous. LCRs are expected to strengthen
European value chains, reduce strategic dependencies and support industrial competitiveness.
In the context of the green transition, they are also intended to create lead markets for low-
carbon products, facilitate learning-by-doing and scale effects in emerging industries and anchor
critical segments of new value chains within the Union. In addition, the instrument is often
framed as a response to foreign subsidies and perceived unfair competition.

From an economic perspective, these rationales are distinct. The justification for LCRs depends
fundamentally on the type of objective being pursued: addressing geopolitical concerns, decar-
bonisation or competitiveness. Each objective implies different design requirements and differ-

IP Lab Policy Brief | No. 01 | March 2026 12



ent benchmarks for success. Combining these aims without explicit prioritisation risks overbur-
dening a single instrument and weakening its effectiveness.

In the following, we discuss major caveats of the LCRs set out in the IAA and the economic risks
associated with their implementation. While our analysis focuses on the IAA in its current form,
we also consider the broader implications of embedding localisation-related criteria more firmly
within the EU’s industrial policy framework.

Defining Union origin: a central design question

A foundational issue in the implementation of LCRs concerns the definition of what qualifies as
Union-origin content. In the IAA, this question is operationalised through the concept of Union
origin. Determining whether a product meets a ‘Made in Europe’ criterion therefore requires the
specification and verification of value-added thresholds or component origin shares. In globally
fragmented value chains, where production stages are distributed across multiple jurisdictions,
such measurement is technically complex and administratively demanding. The calibration of
threshold levels, the treatment of intermediate inputs and the verification procedures will de-
termine both the effectiveness and the cost of the instrument.

Beyond administrative feasibility and its bureaucratic burden, the definition of Union origin has
strategic implications. A narrow interpretation that strictly limits eligibility to production located
within EU territory would effectively amount to a protectionist instrument. Even though the I1AA
adopts a broader approach, earlier stages of the debate pointed in the direction of a tighter
definition, which underlines that the precise scope of Union origin remains politically relevant
while negotiations continue. By contrast, the IAA provides that, in public procurement and cer-
tain forms of public intervention, content originating in selected third countries may be treated
as equivalent to Union origin. This is a central clause. It opens the possibility of a differentiated
approach that preserves openness towards closely integrated partner economies rather than
applying a rigid Union-only logic.’

Figure 4 provides an overview of the EU’s trade agreements and their current status where rele-
vant for the respective instruments of the IAA. The map illustrates that the EU maintains a broad
network of trade agreements, with particularly dense coverage across parts of Africa, Latin Amer-
ica and East Asia. Closely integrated partners such as Turkey and the European Economic Area
(EEA) states are linked to the EU through different forms of deep economic integration, including

E E EEEEEEEEEEEEREESR

3. See Articles 7, 8(1)-(2) and 9(1)-(2) of the IAA proposal. Article 7 defines Union origin. Article 8 provides that, in public procurement, content originating
in third countries with which the Union has concluded a free trade agreement or customs union, as well as countries party to the Agreement on
Government Procurement (GPA) where relevant Union obligations exist, shall be deemed to be of Union origin, subject to possible exclusion by delegated
act. Article 9 provides equivalent treatment for other forms of public intervention for third countries with which the Union has concluded a free trade
agreement or customs union, again subject to possible exclusion by delegated act.
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the customs union in the case of Turkey and single-market participation in the case of the EEA
(European Commission, 2026a). Beyond trade agreements, Article 8 extends Union-origin equiv-
alence in public procurement to countries that are parties to the WTO Agreement on Government
Procurement (GPA), which notably includes the U.S. and Australia, two strategic partners that cur-
rently lack a free trade agreement with the EU.” At the same time, the trade arrangements of the
EU differ substantially in the depth of trade and investment liberalisation they provide. As a
result, the precise definition of Union origin might shape the scope for relocating production
stages within value chains and, with it, the balance between openness and localisation.

EU Trade Agreements and GPA Membership
All agreement types by status as of 2026

| 3
NP
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. »&.

¥
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/’
I Eu I Trade agreement in place GPA party with no trade agreement
Customs Union, EEA & OCT Adoption/ratification ongoing No agreement and no GPA party

Figure 4: Overview of EU trade agreements and their current status. Kiel Institute based on European
Commission (2026a) and WTO (2026)

From an economic and strategic perspective, maintaining openness towards trusted partners is
essential. The EU’s industrial base is deeply embedded in global value chains and supported by
trade agreements with partners such as South Korea, Japan and Canada. As Figure 4 illustrates,

E EEEEEEEEEEEEERESR
4. Hong Kong's status as an independent GPA party could theoretically allow Chinese firms to route production through the territory to obtain Union-

origin equivalence in EU public procurement. However, Article 8(2) of the IAA provides the Commission with delegated authority to exclude any third
country from origin equivalence, including on grounds of supply security concerns, which would close such potential loopholes. A similar logic could
also matter for future partner countries. For example, although EU-India FTA negotiations were concluded in January 2026, India would fall under
Articles 8 or 9 only once such an agreement is in force or provisionally applied and to the extent that relevant commitments exist. Even then, the
Commission could exclude India, in whole or in part, by delegated act under Articles 8(2) or 9(2), for example in narrowly defined cases involving
serious supply-security concerns or insufficient national treatment under the relevant agreement.
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the EU is also advancing trade agreements and partnerships across a wide range of regions. This
isan important direction and should be intensified further to build a broader alliance committed
to a rules-based trading system. Important partners and markets in this regard include India,
Mercosur, Indonesia and African countries, most notably Nigeria. Taken together, these regions
represent substantial economic weight and significant market opportunities for the EU. A rigid
localisation requirement, whether under the IAA or more broadly in EU industrial policy, that
excludes partners committed to rules-based trade would risk raising input costs, weakening
strategic partnerships and undermining resilience through greater fragmentation.

Policy recommendations: To define Union origin, continue to follow a prag-
matic ‘Europe plus trusted partners’ approach, ensuring that trade-related
benefits are preserved while taking geopolitical realities into account.

Deepen trade agreements and strategic economic partnerships to build a
broader alliance committed to rules-based trade, expand market opportu-
nities and strengthen resilience through diversification.

Objective coherence and proportionality

The relevance of how Union origin is defined illustrates the importance of clear and coherent
objectives. Across the three underlying goals, addressing geopolitical concerns, decarbonisation
and competitiveness, openness towards trusted partners remains important. For geoeconomic-
related objectives such as security or supply chain resilience, the relevant benchmark is not
autarky, but risk diversification and reduced vulnerability to coercion. This implies that ‘local’
should not be defined narrowly as EU-only, but rather as EU plus trusted partners.

For decarbonisation, abstracting from transport-related emissions, the climate impact of a tech-
nology does not depend on its geographic origin. From a global emissions perspective, it is not
decisive whether low-carbon aluminium is produced in Europe or elsewhere. For competitive-
ness objectives, access to a larger integrated market is essential to realise scale effects, foster
competition and sustain innovation. A restrictive origin definition may therefore undermine,
rather than strengthen, the very competitiveness it seeks to promote.

A central design challenge of the IAA’s localisation requirements therefore lies in aligning the
instrument with clearly defined objectives. If LCRs are justified on resilience grounds, their cali-
bration should be based on measurable dependency risks, such as import concentration, substi-
tutability and geopolitical exposure. If justified on competitiveness grounds, they should target
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segments characterised by learning-by-doing, scale economies or coordination failures. If jus-
tified on climate grounds, they should complement, rather than distort, the EU ETS.

Without such differentiation, localisation requirements risk being applied as a general industrial
support tool rather than as a targeted response to clearly identified vulnerabilities or market
failures. This raises concerns about proportionality. The broader and less differentiated the
application of LCRs, the greater the risk that they are applied to sectors where resilience risks are
limited, learning effects are weak or support may slow structural change towards more future-
defining activities.

Policy recommendation: If LCRs are applied, each of them should be linked
explicitly to a clearly defined objective, whether to address geopolitical con-
cerns, competitiveness or decarbonisation, and justified ex ante based on
measurable criteria.

Risk of higher input costs and downstream distortions

LCRs can increase production costs if Union-origin suppliers are more expensive than interna-
tional alternatives. This risk is particularly relevant in sectors characterised by global scale
economies and intense price competition. However, under the current design of the IAA, lo-
calisation criteria are primarily tied to public procurement and certain public support schemes
rather than imposed as a general market-wide obligation. The immediate price effects are there-
fore likely to be concentrated in publicly supported transactions rather than affecting the entire
market.

Nevertheless, even procurement-based localisation requirements may have indirect effects along
value chains. If publicly supported demand is redirected towards higher-cost suppliers, this may
influence market structures, investment and innovation incentives as well as relative price sig-
nals.

Higher input costs may in turn weaken the competitiveness of downstream and export-oriented
industries. More generally, restricting access to lower-cost imports may slow parts of industrial
transformation and, with it, the pace of the green transition.

From a structural perspective, localisation requirements may also affect the allocation of re-
sources across sectors. If comparative advantages lie elsewhere due to place-based factors such
as energy costs, resource endowments or established industrial clusters, conditioning public de-
mand on domestic production may slow reallocation towards more competitive segments. While
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this may be justified in cases of clearly identified strategic vulnerabilities, it risks preserving in-
cumbent production structures where efficiency gains are limited.

The proposal itself acknowledges these trade-offs by allowing exceptions where compliance
would cause disproportionate costs or significant delays and, in public procurement, also where
it would create technical incompatibilities or insufficient competition. In procurement, cost dif-
ferences above 25% may be presumed disproportionate, while in support schemes this threshold
is 30%; delays beyond seven months may be presumed significant (Art. 11(3) and Art 12(3)).

The cost and delay exceptions make the IAA less binding than a strict localisation regime. In
sectors where foreign suppliers retain a large cost advantage, they may substantially limit the
practical effect of Union-origin requirements. At the same time, the IAA still gives these require-
ments a formal legal basis and concrete operational role in procurement and public support
schemes.

Risk of reduced competitive pressure and innovation

Especially in technology- and knowledge-intensive sectors, firms need to cooperate with leading
partners and institutions worldwide and remain exposed to international competition. Overly
restrictive localisation requirements and the protection of incumbents may weaken competi-
tive pressure and reduce incentives to innovate, increasing the risk of rent seeking rather than
strengthening long-term competitiveness.

Maintaining or creating overly closed value chains in Europe, or across countries treated as
equivalent to Union origin, can also impose significant costs. A key source of value creation
in global value chains is that different locations contribute their respective advantages at differ-
ent stages of production (Dohse et al.,, 2019). Even the more limited objective of ensuring that
value chains are controlled from Europe may be costly, since welfare gains from participation in
global value chains can arise without control over all stages of production.

Administrative and compliance burdens

The implementation of LCRs requires verification, documentation and monitoring of origin shares
and value-added thresholds. In globally fragmented value chains, these requirements can gen-
erate substantial compliance costs, particularly for small and medium-sized enterprises.

Reducing bureaucratic burdens while simultaneously introducing detailed origin and content
verification systems is administratively challenging. The effectiveness of LCRs therefore depends
not only on their economic rationale, but also on administrative feasibility and enforcement
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capacity. More broadly, if some sectors benefit from accelerated administrative treatment under
the IAA, capacity constraints within public administrations may also create indirect delays and
uneven treatment elsewhere.

Retaliation and legal risks under international trade rules

Institutional constraints further shape the feasible design of LCRs. Their compatibility with Single
Market principles, consistency with World Trade Organisation (WTO) obligations and the differen-
tiation between trusted and non-trusted trading partners impose legal and political boundaries
on their application.

Overly restrictive localisation requirements may trigger retaliatory measures from trade part-
ners, complicate ongoing trade negotiations and undermine the EU’s credibility as a defender of
a rules-based trading order. Even if the IAA aims to align with WTO rules, the practical design of
origin thresholds and procurement conditions will determine whether the instrument remains
defensible under international law.

Resilience should therefore not be equated with economic isolation. A strategy based on di-
versification and trusted partnerships is more advantageous for achieving both geoeconomic
objectives and long-term competitiveness.

4 Foreign Direct Investment Requirements Under the IAA

In addition to LCRs in public procurement and support schemes, Chapter IV of the IAA introduces
foreign investment requirements in selected emerging strategic manufacturing sectors. While
the immediate scope of this chapter is narrower than that of the localisation provisions, its in-
stitutional significance is considerable. It marks a shift from a purely security-oriented screening
approach towards a more strategic alignment of FDI with broader industrial objectives, including
knowledge and technology transfer as well as the reduction of geopolitical dependencies.

Scope and legal design

The FDI chapter applies to FDIs exceeding EUR 100 million in four defined emerging strategic
manufacturing sectors:

m battery technologies and its value chain for battery energy storage systems;
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m pure electric vehicles, off-vehicle charging hybrid electric vehicles and fuel cell electric
vehicles, including components related to electrification and digitalisation;

m solar PV technologies;

m and extraction, processing and recycling of critical raw materials (Art. 17(2)).

It applies where more than 40% of global manufacturing capacity is held by the third country
of which the foreign investor is a national or undertaking. Investments within scope may not
be implemented unless explicitly approved by the designated Investment Authority or, in some
cases, the Commission. The IAA therefore introduces a formal ex ante authorisation requirement
for qualifying transactions.

At the same time, the chapter is not designed as a general foreign investment control system. It
does not apply horizontally to all strategic sectors listed in Annex I, but only to the narrower set
of emerging strategic manufacturing sectors set out in Article 17. It also excludes investors and
investments covered by economic partnership agreements and free trade agreements in force or
provisionally applied by the Union, to the extent relevant commitments have been made under
those agreements, as well as services investments and portfolio investments (Art. 17(3)). These
exclusions reflect an attempt to preserve differentiated treatment of partner countries and to
remain compatible with the Union’s international commitments.

A further important design feature is that the IAA does not merely require notification and re-
view. Investment Authorities shall approve covered investments only if they fulfil four out of six
value added FDI requirements (Art. 18(2) and Art.18(3)). These include limits on ownership and
control, the possibility of joint ventures with Union entities, licensing and co-ownership rules
for intellectual property and know-how, minimum research and development (R&D) spending in
the Union, workforce requirements and commitments to strengthen Union value chains through
local sourcing. One of these conditions, that at least 50% of the workforce be made up of Union
workers across all workforce categories, is mandatory for approval in all cases.

Figure 5 illustrates the global distribution of manufacturing capacity across the emerging strate-
gic sectors covered by the IAA. The blue colour refers to the manufacturing capacity of the EU
and the red colour to that of China. In addition, the horizontal line marks the 40% benchmark
set by the proposal. At first glance, the figure strongly suggests that the chapter is primarily de-
signed with Chinese investment in mind. China dominates manufacturing capacity across most
value chain segments in solar, batteries and electric vehicles. The picture is more differentiated
for critical raw materials, where resource-rich countries such as Australia are highly significant
at the extraction stage, while China remains dominant in refining and processing. Here, how-
ever, the legal design leaves some ambiguity. The proposal refers to more than 40% of global
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manufacturing capacity in the sector concerned, but does not fully clarify how this should be
assessed across heterogeneous value chain segments. If concentration in one segment were
sufficient, countries such as Australia could in principle fall within scope for parts of the critical
raw materials supply chain. On the basis of the current treaty framework, Australia does not ap-
pear to be excluded under Article 17(3), which applies only to investors covered by an economic
partnership agreement or free trade agreement in force or provisionally applied by the Union,
to the extent that relevant commitments have been made.

Taken together, the design of the FDI chapter indicates a targeted and conditional regime rather
than a comprehensive investment control system. The distinctive feature of the final proposal
is not only that it screens investments, but also that it conditions approval on their contribution
to industrial upgrading within the Union.

From screening to conditional alignment

The European Union already coordinates an FDI screening framework aimed at protecting secu-
rity and public order. That framework is primarily defensive. It allows Member States and the
Commission to assess and, where necessary, block acquisitions that pose security risks. The IAA
goes beyond this logic. Rather than merely preventing undesirable transactions, it introduces a
rule-based authorisation regime designed to steer foreign investment towards specific forms of
contribution to the Union economy. In this sense, the Act complements security screening with
industrial policy conditionality.

The focus on countries holding more than 40% of global manufacturing capacity in a given sec-
tor signals that the concern is not only firm-level behaviour, but also systemic dependency and
global production concentration. At the same time, the six approval conditions show that the
chapter is not confined to resilience alone. It also seeks to shape ownership structures, retain
knowledge and intellectual property, increase R&D development spending in the Union, support
Union employment and strengthen local value chains. The chapter therefore combines geopolit-
ical and competitiveness objectives within a single investment regime, with industrial upgrading
acting as one of the main intended channels.

Intended objectives

The FDI provisions appear to pursue several interconnected objectives:

m Enhancingresilience in sectors characterised by high global manufacturing concentration;

m strengthening European value chains in emerging clean technologies;
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Distribution of Global Manufacturing Capacity

Divided by value chain segment for the emerging strategic sectors in 2024
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Figure 5: Distribution of Global Manufacturing Capacity for the defined emerging strategic sectors,
divided by value chain segments. Kiel Institute based on IEA (2022); IEA (2024a); IEA (2024b); IEA (20250);
IEA (2025b); IEA-PVPS (2025); Rhodium Group (2025); USGS (2025); Statista (2024)
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m supporting technological upgrading and innovation capacity;

m and aligning foreign investment with broader industrial policy goals.

Implicitly, the regime also reflects concerns about systemic dependencies, global production
concentration and the strategic use of investment in globally highly concentrated sectors. From
an economic perspective, however, these objectives are heterogeneous. The rationale for FDI
requirements differs depending on whether the primary goal is dependency reduction, com-
petitiveness or industrial policy coordination. Each objective implies different benchmarks for
evaluating effectiveness and proportionality. The proposal’s design does not clearly separate
these rationales. Instead, it relies on one common set of approval conditions to pursue several
goals at once.

Economic considerations and effectiveness conditions

FDI can generate substantial benefits for host economies, including technology transfer, produc-
tivity spillovers and integration into global value chains (Alfaro, 2017). These effects, however,
are not automatic. They depend on domestic absorptive capacity, competitive markets that al-
low spillovers to materialise, and the broader institutional and economic environment in the
host economy. Where governments seek to tie FDI to specific policy conditions, effectiveness
may additionally depend on credible monitoring and enforcement mechanisms.

In the European context, these conditions are likely to be only partially met. The EU market
is large and attractive, which strengthen its bargaining power. At the same time, its openness
and dense network of trade agreements allow firms to serve the EU market from third countries,
which may weaken the leverage created by conditionality. If the regime becomes excessively
restrictive, some investment could be redirected to neighbouring economies or partner countries
with preferential access to the Union market.

The design of the approval criteria also raises more specific economic questions. Some of the
conditions, such as R&D spending, licensing of intellectual property, workforce commitments
and local sourcing strategies, may under certain circumstances support domestic capability
building. But they are also demanding and potentially costly. Their effectiveness will depend
on whether they respond to genuine market failures or strategic vulnerabilities and on whether
they can be economically monitored and enforced over time. It should also be kept in mind
that, while conditionality may foster spillovers, there is a risk that the regime imposes substan-
tial conditions on investments without consistently generating the intended spillovers.

The governance of the regime is institutionally demanding. Member States must designate In-
vestment Authorities, while the Commission may issue opinions, require more detailed assess-
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ment where national decisions diverge from its view and in specific cases undertake the as-
sessment itself, including for investments above EUR 1 billion or where several Member States
are affected. Effective implementation will therefore depend on close coordination between
national authorities and the Commission.”

Preliminary assessment in the context of the IAA

The final proposal does not create a blanket prohibition on foreign investment in strategic sec-
tors. Its scope is limited to specific sectors, investment sizes as well as origin criteria and
it excludes some partner-country investments as well as services and portfolio investments.
Nevertheless, the regime goes well beyond the current FDI screening framework. It conditions
the approval of covered investments on a mandatory set of value-added requirements, thereby
treating FDI not only as a source of capital, but also as an instrument for advancing industrial
policy objectives within the Union.

This makes the FDI chapter one of the most economically sensitive parts of the IAA. Its insti-
tutional significance should therefore not be underestimated. At the same time, its economic
justification depends critically on objective clarity and proportionality. Where geopolitical con-
cerns are central, the focus should be on clearly identified dependency risks and coercion vul-
nerabilities. Where competitiveness is the objective, the case for intervention should rest on
demonstrable spillovers, learning effects or coordination failures. Without such differentiation,
the regime risks overburdening one instrument with several goals and weakening both openness
and effectiveness.

Policy recommendation: Preserve the EU’s openness to foreign direct invest-
ment to sustain knowledge transfer, spillovers and integration into global
value chains. Where geopolitical concerns arise, apply clearly defined and
proportionate conditions linked to measurable vulnerabilities and ensure
that any investment requirement remains narrowly targeted, transparent and
consistent with existing screening mechanisms.

E E EEEEEEEEEEEEREESR

5. See Arts. 18, 20 and 21 IAA proposal. Article 18 requires Member States to designate Investment Authorities. Article 20 allows the Commission to
issue opinions and requires more detailed assessment where national authorities diverge from those opinions. Article 21 allows the Commission, in
specific cases, to undertake the assessment itself, including for investments above EUR 1 billion or where the investment has significant effects across
more than one Member State. Article 19(6) also requires coordination where targets or assets are located in more than one Member State.
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China as an FDI source country under the IAA

In assessing the EU’s proposal to introduce conditions on foreign investment as part of the effort
to accelerate European industrial capacity, a key question is how foreign investors would respond
to these new requirements. Although Chinese investments account for only a relatively small
share of total inward investment in the EU, the Chinese case warrants particular attention. China
differs markedly from Europe in its political system and in the role of the state in economic
governance. It is precisely these features that make its likely response especially relevant. In
addition, ongoing concerns about strategic dependencies and the legacy of the ‘China shock’
further reinforce the importance of this assessment.

In China’s political system, the state plays a central role in planning, coordinating and steering
economic and industrial development. This party- and state-led governance model has been fur-
ther reinforced under President Xi Jinping, through the call to build a ‘new type of whole-nation
system’ (FrEIZEE K 4I) in 2022 (NDRC, 2023). While often discussed in the context of innova-
tion policy, the concept more broadly reflects the intensification of centralised Party leadership
in mobilising and coordinating national resources to achieve strategic development objectives
and safeguard national security.

Against this background, Chinese firms’ outward investments cannot be understood solely as
business- or market-driven decisions. The Chinese government possesses a wide array of regula-
tory and economic instruments through which it can influence, guide, constrain or promote firms’
overseas investment behaviour. These instruments shape both the approval and the financing
of outward investment. Outward investment projects are subject to registration and approval
procedures, during which firms that apply for investment approval must report on the poten-
tial implications of their investments for national interests and security (NDRC, 2017). Country-
specific guidance catalogues and sectoral policy documents further shape investment priorities.
Capital controls and a tightly regulated financial system limit the free movement of funds, while
China’s major commercial and policy banks are state-owned or state-controlled and operate
within governance and regulatory frameworks aligned with national development strategies. In
addition, the planned development of a National Comprehensive Overseas Services System to
support Chinese firms’ international activities (MOFCOM, 2025) is likely to further strengthen the
state’s capacity to coordinate and steer outward investment.

Recent investment developments illustrate the relevance of these policy mechanisms. Rising
Chinese outward investment into countries participating in the Belt and Road Initiative (e.g., Du
et al.,, 2018) and into sectors designated as priorities under the Made in China 2025 strategy (e.g.,
Zenglein et al., 2019; Xia et al., 2021) suggest a close alignment between China’s policy objectives
and outward investment patterns. More recently, amid intensifying technological tensions with
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the U.S., particularly in the semiconductor sector, China’s 2023 government report presented out-
ward investment in mining and critical raw materials as a strategic priority (Bickenbach et al.,
2023). These examples suggest that overseas investment decisions are embedded in broader
state-led development strategies rather than being driven solely by firm-level commercial con-
siderations.

Future Chinese investmentin Europe, and its response to the proposed IAA, must therefore be as-
sessed not only through corporate cost-benefit calculations, but also in light of China’s broader
strategic development agenda. This is particularly relevant where the IAA conditions approval on
ownership structures, technology-related provisions, local employment and supply-chain com-
mitments. For the period 2026-2030, China’s overarching development objectives include ad-
vancing ‘high-quality development’ and strengthening technological self-reliance. In this con-
text, the Chinese leadership has emphasised the need to manage overseas investments more
effectively, promote the integration of trade and investment and guide the orderly cross-border
development of industrial and supply chains (State Council of China, 2026).

This policy orientation suggests that outward investment is expected to contribute to the inte-
gration of trade and investment and to the orderly cross-border development of industrial and
supply chains. In practical terms, overseas investment is encouraged where it helps Chinese
firms serve foreign markets more effectively and stabilise trade relations. This approach is con-
sistent with the current economic context, which is characterised by rising geopolitical tensions
affecting Chinese exports, weak domestic demand and overcapacity in several industrial sectors
(Bickenbach et al., 2023; Bickenbach et al., 2024b). Under these conditions, outward investment
can also facilitate the relocation of parts of production abroad in order to preserve market access
and alleviate domestic pressures.

Such investment, however, is not intended to weaken China’s domestic industrial base, but
to support its upgrading through the controlled expansion and restructuring of value chains.
More concretely, cross-border industrial and supply chains are expected to be configured in
ways that remain consistent with China’s domestic industrial policy goals: strengthening con-
trol over key value chains, increasing technological self-reliance, fostering advanced manufac-
turing clusters at home and supporting the development of strategic emerging industries such
as next-generation information technology, new energy, new materials, intelligent connected
new-energy vehicles, robotics, biomedicine, high-end equipment and aerospace (State Council
of China, 2026). Investments that would significantly weaken China’s technological position or
undermine these objectives are unlikely to receive policy support.

From this perspective, the EU remains an attractive destination for Chinese investment because
of its large market size and relatively high purchasing power. This attractiveness matters not
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only at the firm level but also from the standpoint of the Chinese government, which has an
interest in maintaining access to advanced markets. Stricter European requirements concerning
ownership structures, technology transfer, local employment or supply-chain integration may
therefore not automatically deter Chinese investment.

However, the response of Chinese firms, potentially supported by state coordination, could take
several forms. Firms may comply selectively, for example by localising production while limiting
the transfer of frontier technologies. Alternatively, investment strategies may shift toward third
countries such as Morocco or Turkey, from which firms can continue to serve the EU market while
potentially facing lower regulatory constraints and production costs. In such cases, the direct
impact of the IAA on China’s broader industrial and trade strategy may be more limited than
anticipated.

5 Discussion

The IAA reflects a timely ambition to strengthen Europe’s industrial base in a context of decar-
bonisation, geopolitical tensions and intensifying international competition. At the same time,
the analysis in this policy brief suggests that the Act faces important design and implementa-
tion challenges. Its central weakness is not a lack of ambition, but a lack of precision. The I1AA
combines decarbonisation, geopolitical and competitiveness goals under a common framework
without sufficiently distinguishing their respective economic rationales or aligning instruments
accordingly.

The first challenge concerns the broad and heterogeneous scope of the strategic sectors covered
by the IAA. The final proposal defines a wide strategic perimeter, while no longer giving a promi-
nent place to key future-defining technologies that are increasingly central to global industrial
competition. This creates a tension at the heart of the Act: it is broad in sectoral scope, but
insufficiently forward-looking in relation to the technologies most relevant for Europe’s future
competitiveness and geopolitical position. Strategic designation should therefore rely on clear
and more transparent criteria, both to define what is strategic and to distinguish more consis-
tently between decarbonisation, geopolitical and competitiveness goals. In addition, there will
be no way around for the EU then to engage in the competition for the emerging technologies
that both the Chinese and U.S. governments have signalled as primary interests. However, this
does not make every single one of these technologies a necessary strategic priority for the EU.
There will be no-regret options such as cross-cutting enabling technologies like Al and its un-
derlying infrastructure with semiconductors, datacenters, and cloud services. Moreover, areas
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such as biotechnology, robotics, aerospace or advanced materials could built on strong existing
ecosystems already present across Europe. Yet, the identification of strategic emerging sectors
and technologies requires a thorough and honest assessment grounded in clear and transpar-
ent criteria that needs to be precise and reflect Europe’s own industrial and research strengths,
dependencies and long-term interests.

A second challenge concerns the use of local content requirements (LCRs). In the IAA, these are
mainly operationalised through low-carbon and Union-origin requirements in public procure-
ment and certain support schemes. While their immediate scope is narrower than a general
market-wide localisation regime, they still mark a significant shift towards more conditional in-
dustrial support. Particularly in Annex Ill, these instruments are also best understood against
the background of China’s growing strength in electric vehicles and the battery value chain. Such
instruments may be justified under specific conditions, for example where lead markets are
needed to support the scaling of emerging technologies or where measurable dependency risks
are present. However, their justification depends fundamentally on the objective pursued. A
geopolitical rationale differs from a competitiveness-oriented rationale, just as both differ from a
decarbonisation rationale. Without such differentiation, localisation requirements risk increas-
ing input costs, weakening downstream competitiveness and creating administrative burdens
without effectively addressing the specific policy problem they are meant to solve. Preserving
openness towards trusted partners remains essential, since resilience is better achieved through
diversification than through rigid Union-only approaches.

A third challenge concerns the IAA’s new foreign direct investment (FDI) requirements. These are
limited to selected emerging strategic manufacturing sectors and therefore much narrower than
a general investment control regime. Yet their institutional significance is considerable. In prac-
tice, these requirements are best understood as being designed primarily with China in mind. The
chapter moves beyond the current FDI screening framework by conditioning investment approval
on a set of value-added requirements linked to ownership structures, intellectual property, re-
search and development, employment and local sourcing. In this way, the IAA treats FDI not only
as a source of capital, but also as an instrument to advance industrial-policy objectives within
the Union. This is a significant step, but one where economic justification depends critically on
objective clarity and proportionality. If geopolitical goals are central, the focus should be on
clearly identified vulnerabilities and dependencies. If competitiveness is the primary objective,
it remains unclear whether the FDI requirements support knowledge and technology spillovers
or instead hamper them by creating barriers to FDI inflows.

The case of China illustrates these limits particularly clearly, not least because the newly intro-
duced FDI requirements, and to some extent also the LCRs under Annex Ill, are best understood
against the background of China’s growing role in strategic manufacturing sectors. In China,
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where outward investment is embedded in a broader state-coordinated development strategy,
stricter EU conditionality may not simply deter investment. It may instead lead to selective com-
pliance, limited technology transfer or investment diversion towards third countries that still
offer access to the European market. This underlines that the effectiveness of the IAA depends
not only on its legal design, but also on how foreign investors may adapt in practice.

Overall, the IAA points to a broader shift in European economic policy towards more targeted
and more conditional industrial policy intervention. That shift is understandable in light of ris-
ing geopolitical tensions and economic competition pressures. But successful industrial pol-
icy requires more than ambition. It requires a clear distinction between objectives, a careful
matching of instruments to those objectives and a continued commitment to openness where
this strengthens rather than weakens Europe’s long-term competitiveness.

IP Lab Policy Brief | No. 01 | March 2026 28



Industrial
Policy Lab

REFERENCES

Alfaro, L. (2017). Gains from foreign direct investment: Macro and micro approaches. In: World
Bank Economic Review 30, pp. 2-15. DOI: 10.1093/wbher/lhw007.

BACI (2026). Data von der HS 2017 Klassifikation. Accessed 13.03.2026. https:/ / www.cepii.fr/
DATA_DOWNLOAD/baci/doc/baci_webpage.htmlttreference.

Bickenbach, F. and W.-H. Liu (2023). Wie China internen und externen wirtschaftlichen Heraus-
forderungen begegnen will. In: Wirtschaftsdienst 7, pp. 484-490. https:/ /www.wirtschaftsdienst.
eu/inhalt/jahr/2023/heft/7/beitrag/wie-china-internen-und-externen-wirtschaftlichen-
herausforderungen-begegnen-will.html.

Bickenbach, F, D. Dohse, R. J. Langhammer, and W.-H. Liu (2024a). Foul play? On the scale and
scope of industrial subsidies in China. Tech. rep. Kiel Policy Brief. https://www.kielinstitut.de/
publications/foul-play-on-the-scale-and-scope-of-industrial-subsidies-in-china-17562/.

Bickenbach, F. and W.-H. Liu (2024b). Widerspriiche in Chinas neuer Wachstumsstrategie. In:
Wirtschaftsdienst 9, p. 656. https:/ /www.wirtschaftsdienst.eu /inhalt /jahr /2024 [ heft/9/
beitrag/widersprueche-in-chinas-neuer-wachstumsstrategie.html.

Dohse, D., G. Felbermayr, H. Gorg, S. Kooths, W. Lechthaler, and C. Trebesch (2019). Zeit fiir eine
neue Industriepolitik? Positionspapier des Kieler Instituts fiir Weltwirtschaft (IfW) zum Entwurf
einer Nationalen Industriestrategie 2030. Tech. rep. Kiel Policy Brief. https:/ /www.kielinstitut.
de/de/publikationen/zeit-fuer-eine-neue-industriepolitik-13257/.

Du, J. and Y. Zhang (2018). Does One Belt One Road Initiative Promote Chinese Overseas Direct
Investment? In: China Economic Review 47, pp. 189-205. pol: 10.1016/].chieco0.2017.05.010.

European Commission (2026a). Negotiations and agreements. Accessed 11.03.2026. https:/ /
policy.trade.ec.europa.eu/eu-trade-relationships-country-and-region/negotiations-and-
agreements_en.

European Commission (2026b). Proposal for a Regulation of the European Parliament and of
the Council establishing measures for industrial capacity and decarbonisation in strategic
sectors and amending Regulation (EU) 2018/1724, (EU) 2024/1735 and (EU) 2024/3110. https:
| | single-market-economy.ec.europa.eu/document/download/9bc8eb85-4d43-4025-be7b-
c86b9f3648ec_en?.

Hinz, J., A. Lohmann, H. Mahlkow, and A. Vorwig (2026). America’s own goal: Who pays the tariffs?
Tech. rep. Kiel Policy Brief. https:/ /www.kielinstitut.de / publications /americas-own-goal-
who-pays-the-tariffs-19398/.

International Energy Agency (2022). Solar PV Global Supply Chains. https:/ /www.iea.org/reports/
solar-pv-global-supply-chains.

IP Lab Policy Brief | No. 01 | March 2026 29


https://doi.org/10.1093/wber/lhw007
https://www.cepii.fr/DATA_DOWNLOAD/baci/doc/baci_webpage.html#reference
https://www.cepii.fr/DATA_DOWNLOAD/baci/doc/baci_webpage.html#reference
https://www.wirtschaftsdienst.eu/inhalt/jahr/2023/heft/7/beitrag/wie-china-internen-und-externen-wirtschaftlichen-herausforderungen-begegnen-will.html
https://www.wirtschaftsdienst.eu/inhalt/jahr/2023/heft/7/beitrag/wie-china-internen-und-externen-wirtschaftlichen-herausforderungen-begegnen-will.html
https://www.wirtschaftsdienst.eu/inhalt/jahr/2023/heft/7/beitrag/wie-china-internen-und-externen-wirtschaftlichen-herausforderungen-begegnen-will.html
https://www.kielinstitut.de/publications/foul-play-on-the-scale-and-scope-of-industrial-subsidies-in-china-17562/
https://www.kielinstitut.de/publications/foul-play-on-the-scale-and-scope-of-industrial-subsidies-in-china-17562/
https://www.wirtschaftsdienst.eu/inhalt/jahr/2024/heft/9/beitrag/widersprueche-in-chinas-neuer-wachstumsstrategie.html
https://www.wirtschaftsdienst.eu/inhalt/jahr/2024/heft/9/beitrag/widersprueche-in-chinas-neuer-wachstumsstrategie.html
https://www.kielinstitut.de/de/publikationen/zeit-fuer-eine-neue-industriepolitik-13257/
https://www.kielinstitut.de/de/publikationen/zeit-fuer-eine-neue-industriepolitik-13257/
https://doi.org/10.1016/j.chieco.2017.05.010
https://policy.trade.ec.europa.eu/eu-trade-relationships-country-and-region/negotiations-and-agreements_en
https://policy.trade.ec.europa.eu/eu-trade-relationships-country-and-region/negotiations-and-agreements_en
https://policy.trade.ec.europa.eu/eu-trade-relationships-country-and-region/negotiations-and-agreements_en
https://single-market-economy.ec.europa.eu/document/download/9bc8eb85-4d43-4025-be7b-c86b9f3648ec_en?
https://single-market-economy.ec.europa.eu/document/download/9bc8eb85-4d43-4025-be7b-c86b9f3648ec_en?
https://single-market-economy.ec.europa.eu/document/download/9bc8eb85-4d43-4025-be7b-c86b9f3648ec_en?
https://www.kielinstitut.de/publications/americas-own-goal-who-pays-the-tariffs-19398/
https://www.kielinstitut.de/publications/americas-own-goal-who-pays-the-tariffs-19398/
https://www.iea.org/reports/solar-pv-global-supply-chains
https://www.iea.org/reports/solar-pv-global-supply-chains

Industrial
Policy Lab

International Energy Agency (2024a). Global Critical Minerals Outlook 2024. https://www.iea.org/
reports/global-critical-minerals-outlook-2024.

International Energy Agency (2024b). Global EV Outlook 2024: Moving Towards Increased Afford-
ability. https://www.iea.org/reports/global-ev-outlook-2024.

International Energy Agency (2025a). Global Critical Minerals Outlook 2025. https://www.iea.org/
reports/global-critical-minerals-outlook-2025.

International Energy Agency (2025b). Global EV Outlook 2025: Expanding Sales in Diverse Markets.
https://www.iea.org/reports/global-ev-outlook-2025.

International Energy Agency Photovoltaic Power Systems Programme (2025). Snapshot of Global
PV Markets 2025. https://iea-pvps.org/wp-content/uploads/2025/04/Snapshot-of-Global-
PV-Markets_2025.pdf.

Mahlkow, H., F. 0. Semrau, F. Steglich, S. Pahl, and V. Stucki (2025). Resilient Global Supply Chains
in Times of Escalating Trade Costs. Tech. rep. 26. Issue No. 26. United Nations Industrial De-
velopment Organization (UNIDO). https:/ / www.unido.org / sites / default / files / unido -
publications/2025-10/11D%20Policy%20Brief%2026%20-%20Resilient%20global%20supply %
20chains%20in%20times%200f%20escalating%20trade%20costs.pdf.

Ministry of Commerce of the People’s Republic of China (2025). The Ministry of Commerce
and four other departments jointly issued the ‘Guiding Opinions on Further Improving the
Overseas Comprehensive Service System. (Bf& & 5 I 1BHESHNE (CEFH—FHEiEIE
EREEEPIESEERY ). https: / / www . mofcom . gov. cn [/ xwfb [ rexwfb [ art /2025 [ art _
36874dc56c0b42579dccf32aa8b1e02c.html.

National Development and Reform Commission (2017). Administrative Measures for Enterprise
Overseas Investment (fMkiESM T EE B0 E). Order No. 11. Dec. 26, 2017. hitps:/ /www.ndrc.
gov.cn/xxgk/zcfb/fzggwl/201712/t20171226_960849.html.

National Development and Reform Commission (2023). Important Expositions by General Secre-
tary Xi Jinping on Innovation-Driven Development (JiEE R Hi2 X F SIHIEzhE BRI EEISR).
https://www.ndrc.gov.cn/xwdt/ztzl/ NEW_srxxgcjjpjjsx/jjsxyjgk/zyjh /dt/202401/120240116_
1363457.html.

National Science and Technology Council (2024). Critical and Emerging Technologies List Up-
date. Fast Track Action Subcommittee on Critical and Emerging Technologies. https: / /
bidenwhitehouse . archives. gov / wp - content / uploads / 2024 / 02 / Critical - and - Emerging -
Technologies-List-2024-Update.pdf.

Rhodium Group (2025). Global Clean Investment Monitor: Electric Vehicles and Batteries. https:
/ [ rhg.com [ wp-content/ uploads /2025 /06 / Global-Clean - Investment - Monitor - Electric-
Vehicles-and-Batteries.pdf.

State Council of China (2026). The Draft Outline of the 15th Five-Year Plan for National Economic
and Social Development of the People’ s Republic of China (i A\ REFIEERZFIHLSER

IP Lab Policy Brief | No. 01 | March 2026 30


https://www.iea.org/reports/global-critical-minerals-outlook-2024
https://www.iea.org/reports/global-critical-minerals-outlook-2024
https://www.iea.org/reports/global-ev-outlook-2024
https://www.iea.org/reports/global-critical-minerals-outlook-2025
https://www.iea.org/reports/global-critical-minerals-outlook-2025
https://www.iea.org/reports/global-ev-outlook-2025
https://iea-pvps.org/wp-content/uploads/2025/04/Snapshot-of-Global-PV-Markets_2025.pdf
https://iea-pvps.org/wp-content/uploads/2025/04/Snapshot-of-Global-PV-Markets_2025.pdf
https://www.unido.org/sites/default/files/unido-publications/2025-10/IID%20Policy%20Brief%2026%20-%20Resilient%20global%20supply%20chains%20in%20times%20of%20escalating%20trade%20costs.pdf
https://www.unido.org/sites/default/files/unido-publications/2025-10/IID%20Policy%20Brief%2026%20-%20Resilient%20global%20supply%20chains%20in%20times%20of%20escalating%20trade%20costs.pdf
https://www.unido.org/sites/default/files/unido-publications/2025-10/IID%20Policy%20Brief%2026%20-%20Resilient%20global%20supply%20chains%20in%20times%20of%20escalating%20trade%20costs.pdf
https://www.mofcom.gov.cn/xwfb/rcxwfb/art/2025/art_36874dc56c0b42579dccf32aa8b1e02c.html
https://www.mofcom.gov.cn/xwfb/rcxwfb/art/2025/art_36874dc56c0b42579dccf32aa8b1e02c.html
https://www.ndrc.gov.cn/xxgk/zcfb/fzggwl/201712/t20171226_960849.html
https://www.ndrc.gov.cn/xxgk/zcfb/fzggwl/201712/t20171226_960849.html
https://www.ndrc.gov.cn/xwdt/ztzl/NEW_srxxgcjjpjjsx/jjsxyjqk/zyjh/dt/202401/t20240116_1363457.html
https://www.ndrc.gov.cn/xwdt/ztzl/NEW_srxxgcjjpjjsx/jjsxyjqk/zyjh/dt/202401/t20240116_1363457.html
https://bidenwhitehouse.archives.gov/wp-content/uploads/2024/02/Critical-and-Emerging-Technologies-List-2024-Update.pdf
https://bidenwhitehouse.archives.gov/wp-content/uploads/2024/02/Critical-and-Emerging-Technologies-List-2024-Update.pdf
https://bidenwhitehouse.archives.gov/wp-content/uploads/2024/02/Critical-and-Emerging-Technologies-List-2024-Update.pdf
https://rhg.com/wp-content/uploads/2025/06/Global-Clean-Investment-Monitor-Electric-Vehicles-and-Batteries.pdf
https://rhg.com/wp-content/uploads/2025/06/Global-Clean-Investment-Monitor-Electric-Vehicles-and-Batteries.pdf
https://rhg.com/wp-content/uploads/2025/06/Global-Clean-Investment-Monitor-Electric-Vehicles-and-Batteries.pdf

Industrial
Policy Lab

E+HEANRENR NE (BZR) ). https://npcobserver.com/wp-content/uploads/2026/03/15th-
Five-Year-Plan-Draft_NON-FINAL.pdf.

Statista (2024). Global Hydrogen Fuel Cell Electric Vehicle Sales in 2023, by Country or Region.
Accessed 10.03.2026. https:/ / www.statista.com / statistics / 1454512 / annual-fcev-sales-by-
country-or-region/.

The White House (2023). Building a Clean Energy Economy: A Guidebook to the Inflation Reduction
Act’s Investments in Clean Energy and Climate Action. https://bidenwhitehouse.archives.gov/
wp-content/uploads/2022/12/Inflation-Reduction-Act-Guidebook.pdf.

The White House (2025a). National Security Strategy of the United States of America. https://
www.whitehouse.gov/wp-content/uploads/2025/12/2025-National-Security-Strategy.pdf.

The White House (2025b). Winning the Race: America’s Al Action Plan. Office of Science and Tech-
nology Policy. https:/ /www.whitehouse.gov/wp-content/uploads/2025/07/ Americas-Al-
Action-Plan.pdf.

U.S. Congress (2022). Creating Helpful Incentives to Produce Semiconductors and Science Act of
2022 (CHIPS and Science Act). Public Law 117-167, 9 August 2022. https://www.congress.gov/
117/ plaws/publ167/PLAW-117publ167.pdf.

U.S. Geological Survey (2025). Mineral Commodity Summaries 2025. pol: 10.3133/mcs2025.

World Bank (2026). Manufacturing value added: Worldbank data, in current $USD, Indicator
NV.IND.MANF.CD. Accessed 13.03.2026. https://data.worldbank.org/indicator/NV.IND.MANF.CD.

World Trade Organization (2026). Agreement on Government Procurement. Accessed 15.03.2026.
https://www.wto.org/english/tratop_e/gproc_e/gp_gpa_e.htm.

Xia, X. and W.-H. Liu (2021). China’s Investments in Germany and the Impact of the COVID-19 Pan-
demic. In: Intereconomics — Review of European Economic Policy 56.2, pp. 113-119. https://
www.intereconomics.eu/contents/year/2021/number/2/article / china-s-investments-in-
germany-and-the-impact-of-the-covid-19-pandemic-6523.html.

Xinhua News Agency (2025). Recommendations of the Central Committee of the Communist Party
of China for Formulating the 15th Five-Year Plan for National Economic and Social Development.
https:/ /www.bai.gov.cn/en/baiencpc/baienundercpc/202512/P020251224377204763792.pdf.

Zenglein, M. J. and A. Holzmann (2019). Evolving Made in China 2025. China’s Industrial Policy in
the Quest for Global Tech Leadership. In: MERICS Papers on China 8. https://merics.org/sites/
default/files/2020-04/MPOC_8_MadeinChina_2025_final_3.pdf?.

IP Lab Policy Brief | No. 01 | March 2026 31


https://npcobserver.com/wp-content/uploads/2026/03/15th-Five-Year-Plan-Draft_NON-FINAL.pdf
https://npcobserver.com/wp-content/uploads/2026/03/15th-Five-Year-Plan-Draft_NON-FINAL.pdf
https://www.statista.com/statistics/1454512/annual-fcev-sales-by-country-or-region/
https://www.statista.com/statistics/1454512/annual-fcev-sales-by-country-or-region/
https://bidenwhitehouse.archives.gov/wp-content/uploads/2022/12/Inflation-Reduction-Act-Guidebook.pdf
https://bidenwhitehouse.archives.gov/wp-content/uploads/2022/12/Inflation-Reduction-Act-Guidebook.pdf
https://www.whitehouse.gov/wp-content/uploads/2025/12/2025-National-Security-Strategy.pdf
https://www.whitehouse.gov/wp-content/uploads/2025/12/2025-National-Security-Strategy.pdf
https://www.whitehouse.gov/wp-content/uploads/2025/07/Americas-AI-Action-Plan.pdf
https://www.whitehouse.gov/wp-content/uploads/2025/07/Americas-AI-Action-Plan.pdf
https://www.congress.gov/117/plaws/publ167/PLAW-117publ167.pdf
https://www.congress.gov/117/plaws/publ167/PLAW-117publ167.pdf
https://doi.org/10.3133/mcs2025
https://data.worldbank.org/indicator/NV.IND.MANF.CD
https://www.wto.org/english/tratop_e/gproc_e/gp_gpa_e.htm
https://www.intereconomics.eu/contents/year/2021/number/2/article/china-s-investments-in-germany-and-the-impact-of-the-covid-19-pandemic-6523.html
https://www.intereconomics.eu/contents/year/2021/number/2/article/china-s-investments-in-germany-and-the-impact-of-the-covid-19-pandemic-6523.html
https://www.intereconomics.eu/contents/year/2021/number/2/article/china-s-investments-in-germany-and-the-impact-of-the-covid-19-pandemic-6523.html
https://www.bai.gov.cn/en/baiencpc/baienundercpc/202512/P020251224377204763792.pdf
https://merics.org/sites/default/files/2020-04/MPOC_8_MadeinChina_2025_final_3.pdf?
https://merics.org/sites/default/files/2020-04/MPOC_8_MadeinChina_2025_final_3.pdf?

APPENDIX

..z Industrial
Policy Lab

Table 1: Strategic sectors and targeting instruments under the Industrial Accelerator Act (Annex I)

Category

Sector / Technology

NACE Code / Descrip-

tion

Main Instruments Applied under IAA

Energy-intensive indus-
tries

Automotive industry

Net-zero technologies

Paper and paper products

Coke and refined petroleum
products

Chemicals and chemical
products

Rubber and plastic products

Other non-metallic mineral
products

Basic metals

Motor vehicles, trailers and
semi-trailers

As defined in Article 4(1) of
Regulation (EU) 2024/1735

c17

Cc19

Cc20

C22

C23

C24

C29

Cross-reference

Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration. No product-specific Annex II
requirement directly tied to this sector as such.

Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration. No product-specific Annex Il
requirement directly tied to this sector as such.

Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration; possible future demand-side
requirements for selected chemical products by delegated act.
Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration. No product-specific Annex Il
requirement directly tied to this sector as such.

Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration. Annex Il includes product-
specific low-carbon and Union-origin requirements for concrete and
mortar.

Inclusion in Annex | for industrial manufacturing acceleration areas;
potential administrative acceleration. Annex Il includes product-
specific low-carbon requirements for steel and low-carbon plus
Union-origin requirements for aluminium.

Union-origin requirements for electric vehicles in procurement and
support schemes (Annex I11); component-level thresholds; super
credits for small zero-emission vehicles; inclusion in Annex | for
industrial manufacturing acceleration areas.

Inclusion in Annex | for industrial manufacturing acceleration areas;
amendments to Net-Zero Industry Act rules on public procurement
and resilience; origin requirements in auctions and other forms

of public intervention under the amended Net-Zero Industry Act
framework.
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