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Abstract
Abstract

Political efforts to encourage companies to engage in so-called de-risking with regard to Chi-
nese suppliers have so far met with little success. Based on interviews with business associa-
tions and companies, this study examines possible reasons for the lack of de-risking, particu-
larly among Mittelstand companies. It shows that these companies are well aware of the risks
of dependency, but that measures to reduce their dependency are failing due to specific ob-
stacles (e.g., regulatory hurdles, costs).
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Executive Summary

The People’s Republic of China is one of Germany’s most important trading
partners. This strong economic interdependence is now viewed critically, as
China increasingly exploits trade relations as a means of political leverage. Con-
sequently, policymakers in Germany and the European Union (EU) are attempt-
ing to reduce unilateral economic dependencies on China. Despite supportive
policy measures such as the EU Critical Raw Materials Act (CRMA), companies
have so far engaged in so-called “de-risking” only to a very limited extent to
reduce their dependence on Chinese raw materials and intermediate goods.

Mittelstand enterprises are aware of existing dependencies

Mittelstand enterprises involved in trade with China are well aware of their de-
pendence on China and the resulting risks. However, this awareness tends to
be less pronounced among companies that are positioned toward the end of a
value chain or are part of highly complex value chains.

Companies weigh political and economic risks against one another

Mittelstand enterprises generally assess the current geopolitical risks in trade
with China as significant. However, they also recognize the economic risks as-
sociated with severing existing, long-standing business relationships and estab-
lishing new partnerships. From a Mittelstand perspective, de-risking is therefore
often merely an exchange of one risk for another. The latter is not necessarily
any smaller. Many Mittelstand enterprises consider this additional economic risk
to be more serious than their dependence on China.

Multiple hurdles stand in the way of de-risking

Even if entrepreneurs conclude that de-risking activities make sense, a variety
of hurdles stand in the way of translating them into practical measures. Some-
times this is simply the lack of available alternatives. However, such cases are
rare. The main obstacle is the high cost associated with de-risking, which, due
to price-sensitive demand on global markets, usually cannot be passed on to
customers. Sometimes, de-risking measures also involve a significant bureau-
cratic burden or are complicated—or even made impossible—by regulatory hur-
dles.
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Improve framework conditions instead of mapping dependencies

Many policy efforts, particularly at the European level, are focused on gathering
information about existing dependencies. This approach should be viewed criti-
cally. On the one hand, the value of this information is questionable; on the other
hand, collecting it entails (bureaucratic) compliance costs that companies incur
due to new monitoring obligations regarding their direct and indirect supply re-
lationships. Furthermore, they are sometimes counterproductive in terms of their
intended purpose—reducing the dependence on China. For example, attempts
at diversification can fail because new suppliers refuse to disclose information
about their supply chain.

Instead, the focus should be on improving the framework conditions. In particu-
lar, trade barriers with third countries should be reduced, raw material partner-
ships promoted, and regulatory hurdles (such as those for the trade of waste
within the EU) lowered. On the one hand, this improves the chances of tapping
into potential alternative sources of supply, and on the other hand, it can unlock
creative potential within companies to find innovative ways to reduce their de-
pendence on China.

It is also important to recognize that regulations in seemingly entirely different
policy areas—such as environmental protection or the health sector—can have
(negative) repercussions on companies’ de-risking efforts.



1 Introduction

The People’s Republic of China (hereinafter referred to as China) is one of Ger-
many’s most important trading partners. In 2025 alone, Germany imported
goods worth approximately 170.6 billion euros from China (cf. Destatis 2026).
For many years, both sides have benefited from closer economic ties. These
ties are now viewed more critically, however, because China is increasingly us-
ing trade relations as a means of exerting pressure, for example through export
restrictions on rare earths. As a result, the German government and the Euro-
pean Union are making efforts to reduce unilateral economic dependencies on
China.

As early as July 2023, the federal government of Germany presented a China
strategy calling for a “de-risking” in supply relationships (cf. Die Bundesregier-
ung 2023). The current government also intends to adhere to this goal (cf. Gillig
et al. 2025). The Critical Raw Materials Act (CRMA), which entered into force at
the EU level in May 2024, also contains a series of measures aimed at reducing
dependencies on critical and strategic raw materials (cf. European Union 2024).

Key players in this de-risking process are companies that decide whether and
to what extent they wish to continue sourcing raw materials or intermediate prod-
ucts from China. In principle, they have a range of options available to reduce
their dependencies and the associated risks. These include geographic diversi-
fication of procurement, increased use of recycled materials, material substitu-
tion, and expanded inventories. Despite this number of options and despite nu-
merous warnings about one-sided dependencies as well as political measures
such as the CRMA, there has been no substantial reduction in trade with China
to date. On the contrary, imports from China actually rose by 8.8% in 2025 com-
pared to the previous year (cf. Destatis 2026). Even if a supply relationship does
not per se imply dependence, it stands to reason that companies are engaging
in de-risking only to a very limited extent. This raises the question of the causes
behind this reluctance on the part of companies.

Based on interviews with industry associations and companies, this study ex-
amines possible reasons for the lack of de-risking on the part of companies. A
better understanding of these reasons is essential if future policy efforts to re-
duce dependency are to be more successful. Beyond the reasons applicable to
all companies, the study also focuses on reasons that are of particular relevance
to Mittestand enterprises. According to Pahnke et al. (2023), Mittelstand indus-
trial firms are somewhat less active in foreign trade than non-Mittelstand firms.
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However, since Mittelstand enterprises makes up the majority of companies in
Germany, their behavior will be decisive in determining the extent to which ex-
isting dependencies on China can be reduced.

In addition to their sheer numbers, it is worth taking a closer look at Mittelstand
enterprises, as specific characteristics of these businesses may influence their
decision to pursue or avoid de-risking. For example, an emphasis on independ-
ence or a strong preference for long-term supplier relationships could affect the
extent to which Mittelstand enterprises are dependent in the first place. On the
other hand, the generally smaller size of Mittelstand enterprises could limit their
options for action regarding de-risking.

The identified reasons why companies maintain supply relationships with China
can, in turn, help identify key obstacles to a more successful reduction of eco-
nomic dependencies at the national level and improve the design of policy
measures aimed at achieving such a reduction.



2 Dependencies on China and de-risking

The literature does not clearly indicate when “dependencies” exist at the macro-
economic level or when these should be classified as “critical.” For example, the
European Commission (2021) and Mejean/Rousseaux (2024) identify “strategic
dependencies” based on the concentration of imports in a few countries and on
the extent to which the imported products can be replaced by products manu-
factured in the EU.1 In this way, dependencies are identified both for products
that policymakers consider “critical” (e.g., rare earths) and for products to which
policymakers pay relatively little attention (e.g., artificial flowers or Christmas
decorations).2 Only then is a selection made as to which dependencies are
deemed relevant. In Flach et al. (2022), Baur/Flach (2022, 2024), and Matthes
(2025b), however, economic (or societal) significance is already part of the def-
inition of “dependency.” Arriola (2024) speaks of a “critical dependency” when a
product faces a high risk of supply disruptions, the product has high (economic
or societal) significance, and there are only limited substitution options. In addi-
tion to these import dependencies, strong concentrations on the export side can
also lead to dependencies that can be exploited politically (cf. Mejean/Rous-
seaux 2024). In the present study, we follow the current political focus and con-
centrate primarily on import dependencies.

The existence of (critical) dependencies not only presupposes a concentration
of trade flows in individual countries; it also requires a limited availability of al-
ternatives, both in terms of suppliers and potential alternative production op-
tions. The latter, however, are highly product- or even company-specific and
therefore difficult to quantify. Matthes (2024, 2025b) points out that the available
data can, at best, identify potential dependencies. He derives 225 product
groups with potentially critical dependencies3 on China (cf. Matthes 2025b).
Baur/Flach (2022, 2024) take a different approach, identifying industries with
high potential for dependencies.

Given these identification challenges, it is not surprising that there are significant
discrepancies in the quantification of the affected firms. Kolev-Schaefer et al.

1 Mejean and Rousseaux (2024) also require a so-called “stickiness”—that is, long-term sup-
plier relationships between firms—as these suggest that firms will be reluctant to abandon
existing supplier relationships.

2 See Table C2 in Mejean/Rousseaux (2024).

3 Matthes (2025b) includes in this category industry-related product groups as well as phar-
maceutical products with a share of imports from China of at least 50%.



(2025) estimate that approximately 15% of firms rely to a large degree on Chi-
nese inputs. Baur/Flach (2022) report that, depending on company size, be-
tween 28% (micro and small enterprises) and 54% (large enterprises) of the
manufacturing sector is affected. Regardless of what the actual percentage ulti-
mately turns out to be, it is clear that many companies are subject to these risks.
In light of this, the German federal government presented a China strategy in
2023 that aims to reduce existing dependencies through “de-risking” of supply
relationships (cf. Die Bundesregierung 2023).4 Companies, too, appear to in-
creasingly view a dependence on Chinese supplies as a risk and are acting ac-
cordingly. According to Baur/Flach (2024), the share of companies in the man-
ufacturing sector with “significant” inputs from China fell from 46% to 37% be-
tween 2022 and 2024. Aksoy et al. (2024) show that companies are taking var-
ious measures against potential supply disruptions. Significant differences can
be observed here depending on company size: large enterprises are focusing
more on diversifying their suppliers; SMEs are prioritizing expanding their inven-
tory. Overall, however, there is currently a downward trend in such de-risking
measures (see, e.g., Aksoy et al. 2024; DZ-Bank 2024).

Accordingly, after a brief but significant decline between 2022 and 2023, the
value of goods imported from China remained relatively constant in 20246 and
rose significantly again in 2025 compared to the previous year (cf. Destatis
2026). Despite the risks of a dependence on China perceived by companies, the
actual reduction of these dependencies thus appears to be reaching its limits.”

To understand the reasons behind this growing reluctance, it is worth consulting
the business literature that addresses the existence of supplier dependencies
and strategies for managing them (cf., e.g., Duan/Liu 2025). Although this

4 For a discussion of the “de-risking” concept, which focuses on reducing risk in trade with a
country, as well as a distinction from “decoupling,” which aims to completely sever trade
relations with a country, see Kloppelt et al. (2024).

S Kloppelt et al. (2024) also point out that the approach to and extent of de-risking can vary
significantly across industries and companies.

6 The value of goods imported from China fell by 0.3% in 2024 compared to the previous
year. However, the volume of goods imported from China rose by approximately 9% in
2024. The discrepancy with the value trend suggests price reductions or a devaluation of
the Chinese currency (cf. Matthes 2025a).

7 While Kloppelt et al. (2024) argue that de-risking does not necessarily mean less trade with
China, this is contradicted by the fact that the key measures of de-risking according to
Kldppelt et al. (2024)—in particular, a greater localization of value creation (“in China for
China”) or greater diversification of suppliers without completely abandoning imports from
China—cannot be implemented without a reduction in trade with China.



literature tends to focus on a company’s dependence on specific suppliers, the
underlying principles can be applied to the situation under discussion here. Ac-
cording to Duan/Liu (2025), a concentrated supplier base does indeed result in
an increased risk of disruption and greater bargaining power for the supplier. On
the other hand, a concentrated supplier base enables a more effective exchange
of information and closer cooperation, which can mitigate other supply risks.
There is thus a trade-off between different risks. If deliveries from China are
associated with an increased risk of disruptions for political reasons, companies
will factor this into their decision for or against suppliers from China. However,
numerous other criteria, such as quality and price, are also of considerable im-
portance (cf. Wilson 1994, Verma/Pullman 1998). An increased default risk may
therefore be acceptable to companies as long as other advantages of Chinese
suppliers outweigh it (cf. Matthes 2023).



3 Methodology

In the course of the study, we sought to engage in discussions with entrepre-
neurs as well as representatives of trade associations from sectors in the man-
ufacturing industry for which supplies from China are significant.8 In addition,
we interviewed experts from the foreign trade agency German Trade and Invest
(GTAI) and the German Mineral Resources Agency (Deutsche Rohstoffagentur,
DERA). We discussed with these interviewees the reasons for the lack of or
declining efforts to reduce dependence on China. Between June and October
2025, a total of nine interviews were conducted with representatives of business
and industry associations (see Overview 1) and five interviews with companies
(see Overview 2).

Overview 1: Business associations interviewed

Business association

Association for Supply Chain Management, Procurement and Logistics (Bundesverband Ma-
terialwirtschaft, Einkauf und Logistik, BME e.V.)

e Professional association representing the professions of purchasing, logistics, and supply chain
management

e Approximately 9,750 members—ranging from sole proprietorships to Mittelstand enterprises to
large corporations—from all industries and sectors

e Most strongly represented industries: automotive and its suppliers, plant and mechanical engi-
neering, tool manufacturers, and the pharmaceutical and chemical processing industries

General Association of the German Knitwear Industry (Gesamtmasche e.V.) as the repre-
sentative of the Confederation of the German Textile and Fashion Industry (Gesamtverband
der deutschen Textil- und Modeindustrie)

¢ Represents the interests of German manufacturers of knitwear, lingerie, and knitted fabrics
e The association has 78 members, predominantly Mittelstand enterprises

General Association of the German Machinery and Equipment Manufacturing Industry (Ver-
band Deutscher Maschinen- und Anlagenbau e.V., VDMA)

e Represents companies in the mechanical and plant engineering sector
e 3,500 members ranging from family-owned businesses to publicly traded corporations

Pharma Deutschland e.V.

e Approximately 400 member companies—in addition to global pharmaceutical companies and
SMEs, the membership also includes pharmacists, lawyers, publishers, agencies, and market
research institutes; however, the core of the membership consists of Mittelstand enterprises

e Members supply nearly 80% of the over-the-counter medications and nearly two-thirds of the
prescription medications sold in pharmacies, as well as a large portion of the medical devices
and dental products for patients.

8 The selection was based on relevant literature (see, e.g., Baur/Flach 2024), a review of
comments on the CRMA draft (cf. European Commission 2023), as well as participation in
relevant symposia and expert interviews.



Continued overview 1

Business association

German Association of the Automotive Industry (Verband der Automobilindustrie e.V., VDA)

e More than 600 members, including approx. 18 final manufacturers, 70 body and trailer manufac-
turers, and approx. 500 suppliers
e Many members also have their own production facilities in China

German Chemical Industry Association (Verband der Chemieindustrie e.V., VCI)

e 2,400 member companies (including 600 from the pharmaceutical sector); the majority of mem-
bers (2,300) are traditional Mittelstand enterprises

e The VCI represents more than 90% of German chemical companies and German subsidiaries
of foreign corporations.

German Electro and Digital Industry Association (Verband der Elektro- und Digitalindustrie,
ZVEl e.V.)

e Approximately 1,100 member companies

e China is the largest supplier to the German electrical market. Approximately 30% of all imports
of electrical products to Germany in 2024 came from China.

Association of the Potash and Salt Industry (Verband der Kali- und Salzindustrie e.V., VKS)

e The industry extracts and processes potash and salt in fourteen mines and six saltworks.
e The VKS had a total of ten members in 2025.

Association of German Metal Traders and Recyclers (Verband Deutscher Metallhdndler und
Recycler e.V., VDM)

e Represents approximately 250 companies in the steel and metal recycling industry in Germany
and Austria, covering around 90% of the metal market in both countries.

e Members include smelting and refining companies as well as dealers, recyclers, brokers active
on the London Metal Exchange, and other specialists in the metal industry.

© IfM Bonn

Source Own representation.

Using a snowball sampling method (cf. Patton 1990), companies familiar with
the topic were recruited for interviews through the industry associations. Three
of the companies surveyed are located in a more upstream position of value
chains. Among other things, they process metallic raw materials and convert
them into electrical components, which they supply to manufacturers in the me-
chanical and automotive engineering sectors as well as in electrical, defense,
and medical technology. They source both raw materials and intermediate prod-
ucts from China. Two companies are end manufacturers of pharmaceuticals and
apparel, respectively, whose own global production networks rely on a small
number of suppliers in one case and a large number in the other. Both are heav-
ily dependent on inputs from China.



Overview2 :  Characteristics of the interviewed companies
Industry Number of Ownership Position in Direct im- Presence
employees in  structure/ma- the value ports from in China
Germany nagement chain China
Metal and
plastics pro- Intermediate
cessing/elec- | 100 to 499 Family-owned products and  Yes No
trical engi- materials
neering
Metalwor- :
) . Intermediate Sales
Iélng./EIec_trlcaI Under 100 Family-owned products and Yes offices, no
ngineering materials production
Metalwor- M log INtermediate Producti
king/Electrical | Over 1,000 anager-ie products and  Yes roduction
Engineering company materials facilities
Pharmaceuti- Final manu-
cals 500 to 999 Family-owned facturer (me- Yes No
dicines)
Apparel ma- Final manu-
nufacturing 100 to 499 Family-owned facturer Yes No
(clothing)
© IfM Bonn

Source: Own representation.

The interviews were conducted using a structured guideline and were subse-
quently coded and analyzed to identify operational barriers to further reducing
dependence on China and potential related factors (size, Mittelstand status, in-
dustry, etc.).



4 Perceptions and reactions of Mittelstand enterprises regarding de-
pendencies on China

From a business perspective, the identification and assessment of dependen-
cies form the basis for deciding whether and which de-risking measures should
be implemented. In business perception theory, the process of information pro-
cessing is typically divided into three core phases, drawing on classical models
from cognitive science (cf. Daft/Weick 1984; Kiesler/Sproull 1982):

e Perception: The detection of internal or external signals regarding (potential)
dependencies. This involves solely the collection and selection of data from
the environment.

e Evaluation (interpretation): The analysis of the collected data in the context
of corporate objectives. Here, the risks associated with the dependency are
assessed.

e Action (Reaction/Action): The derivation and implementation of concrete
(de-risking) measures or strategies based on the preceding evaluation and
taking into account the benefits and costs associated with (potential)
measures.

4.1 Perception of (import) dependence on China from a corporate per-
spective

A company’s position within a value chain is of considerable importance when it
comes to the perception of existing dependencies. Companies that have direct
contact with Chinese suppliers—e.g., as direct importers or with a branch in
China—generally perceive dependencies® more directly and are better informed
than companies operating at downstream stages of the value chain—all the way
to the end manufacturer—and are thus further removed from the procurement
process.

When making their initial sourcing decisions, direct importers compare various
sources of supply or importing countries in terms of the associated opportunities
and risks. Regularly, cost advantages turn out as the deciding factor for China:
According to the surveyed companies, the price-performance ratio of raw mate-
rials and intermediate goods sourced from China is very good. Strong price

9 In the first phase, the assessment of dependencies primarily focuses on whether the com-
pany sources certain intermediate inputs (almost) exclusively from China and whether
there are no, few, or only very expensive alternatives in the short and medium term.
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competition in China also ensures favorable purchase prices. Chinese suppliers
are further characterized by high quality, precision, agility, and reliability. (Po-
tential) dependencies were of comparatively little relevance in decision-mak-
ing—especially when entry into the Chinese market had taken place some time
ago—since geopolitical conflicts only developed and intensified over time. If
market entry had occurred more recently, this aspect was more important.

Once they have entered the market, factors such as the often long-standing and
close business relationships with their Chinese partners also play an important
role for Mittelstand import companies. However, they do keep a close eye on
global market trends and supply conditions for their imported products on a reg-
ular basis. Key sources of information include on-site visits to business partners,
networking with other import companies and business associations, as well as
trade fairs, trade exchanges, and the media. Currently, many production and
finishing processes cannot be conducted in other countries at the same price,
quality, and reliability as in China. Even though direct importers are well aware
of the extent of their (input-specific) dependence on China and the resulting
risks, they currently see no economically viable alternative to China.

The extent to which companies at downstream stages of the value chain
perceive their dependence on Chinese intermediate goods is much more difficult
to assess. This is not least because the intermediate goods imported from China
are further processed by companies at various stages and across many different
economic sectors. The broad spectrum ranges from companies that engage in-
tensively with their dependencies on one end, to those that are not even aware
that the intermediate products they procure are based on imports from China
and are therefore unaware of these dependencies on the other. Overall, the fol-
lowing (partially interdependent) underlying trends can be identified:

a. The further removed a Chinese supplier is from a company’s own position in
the value chain, the more difficult it is to recognize that the purchased (inter-
mediate) products contain any Chinese inputs at all. Consequently, depen-
dencies are identified only inadequately.

b. The more complex the value chain and the respective supplied components
are, the more difficult it is to recognize the dependence on Chinese imports.

c. The more significant the intermediate inputs imported from China are for the
company’s own product, the more likely companies are to strive to identify
and reduce dependencies.



11

d. The more companies are generally aware of the significance of dependen-
cies (for example, in the context of “just-in-time” production), the more likely
they are to actively engage in identifying them.

e. The smaller the companies are, the fewer personnel and financial resources
they generally have available to identify dependencies, which can result in
dependencies remaining unrecognized.

In principle, while company size is positively correlated with the perception of
dependencies, numerous other parameters are relevant in this context. It is
therefore insufficient to attribute the (lack of) perception solely to company size.
For example, in the textile industry and parts of the pharmaceutical industry,
there are SMEs that, as end manufacturers in manageable value chains, are
well-informed about their dependencies. Furthermore, companies at down-
stream stages of the value chain and within complex supply chains can also gain
an overview of potential dependencies through risk monitoring measures. Of
particular note here is the use of IT-supported tools, which ideally map the entire
supply chain and can identify critical dependencies or bottleneck factors. Even
though these tools are more commonly used in large companies due to the costs
associated with their implementation, they have established themselves among
medium-sized suppliers as well.

4.2 Evaluation of (import) dependency on China from a corporate per-
spective

Assuming companies are aware of their dependence, they assess (explicitly or
implicitly) the associated risks in a second step. Here, two overarching risk cat-
egories can generally be distinguished: economic risks and (geo-)political risks.
In the following, we first outline the considerations of direct importers regarding
these two risk categories. We then address any special factors affecting com-
panies at downstream stages of the value chain.

Traditional economic risks (default, price, and quality risks, as well as transport
and logistics risks) are of little relevance to most Mittelstand direct importers.
This is primarily due to the close business relationships—often long-standing—
that these Mittelstand enterprises maintain with their Chinese partners.10 This

10 For interchangeable, less complex intermediate inputs, e.g., metal-containing or chemical
precursors, importers sometimes also purchase on spot markets. However, even for stand-
ardized goods, long-standing business relationships are often maintained in order to
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is even more true when the Chinese partners are also family-owned businesses,
creating a shared set of values.1! This also reduces the risk that economic de-
pendencies on the Chinese partner companies will be exploited unilaterally.12
Furthermore, cooperation based on personal contacts ensures quick and flexi-
ble responses when needed (e.g., during the COVID-19 pandemic). Mittelstand
enterprises therefore invest a significant amount of time in selecting and devel-
oping their suppliers and local sales representatives in China. Both German im-
porters and Chinese suppliers have—despite current geopolitical tensions—a
strong interest in maintaining business relationships that are mutually beneficial
and well-established. Chinese partner companies also serve as a key source of
information for Mittelstand companies, such as in cases of difficulties with au-
thorities, potential delays, or other transport challenges. Accordingly, such con-
tacts and firsthand knowledge of economic realities in China and transit re-
gions—gained through personal observation and experience—are crucial for
economic risk assessment. Other factors, such as company size or industry, are
of secondary importance by comparison.

The situation is somewhat different for companies at downstream stages of the
value chain. With the exception of acute delivery difficulties, they generally do
not maintain personal contacts with Chinese suppliers (or German direct import-
ers). Often, they do not even know about their Chinese partners. Due to this
information disadvantage, they tend to find it more difficult to assess the eco-
nomic risks of sourcing intermediate inputs from China. End-product and com-
ponent manufacturers, in particular, have a vested interest in reducing depend-
encies where the failure of Chinese intermediate inputs could potentially lead to
costly, prolonged production stoppages.

According to affected Mittelstand enterprises, the economic dependencies on
China that have developed over time derive their “dangerous” nature primarily
from the changed, more confrontational geopolitical context and the resulting
increase in political risks. Of particular note here is the potential for the Chinese
government to exploit existing dependencies for power-political purposes. This
could take the form, for example, of an interruption of existing supply

ensure, for example, security of supply for end manufacturers until the end of the product
life cycle (e.g., automotive components, magnets, or semiconductor chips).

11 In contrast to the Anglo-American corporate culture, which is more short-term and profit-
oriented, the (Mittelstand) cultures in Germany and China—based on long-term thinking,
personal contacts, and trust—exhibit greater compatibility.

12 In the case of custom-made products, mutual dependencies may also exist.
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relationships or tying them to disadvantageous conditions. In this context, the
information advantages of direct importers described earlier are of only limited
help. Chinese suppliers have recently become significantly more cautious when
it comes to assessing and communicating political risks. They are reluctant to
share information about the Chinese government’s policies. If companies have
their own production facilities or sales representatives in China, these can trans-
mit “on-site” assessments and evaluations to corporate headquarters. However,
these are not always reliable either, as employees working in China or inde-
pendent sales representatives sometimes have an interest in maintaining eco-
nomic relations and therefore tend to downplay risks. Other potential sources of
information include (German) partner companies, business associations, media
coverage, or government information agencies. 13 Specifically large companies
that import (directly or indirectly) product groups from China or Taiwan have also
been increasingly monitoring geopolitical risks for several years as part of their
risk management, sustainability reporting, or in preparation for supply chain due
diligence laws.

Overall, companies perceive the current situation as highly uncertain. Due to the
complexity, cultural differences, and lack of transparency surrounding China’s
political, economic, and societal developments, many companies find it difficult
to assess China’s behavior and fundamental strategic direction. Many direct im-
porters who have been cooperating with China for a long time and are interested
in local conditions perceive increasing authoritarianism on the part of the Chi-
nese leadership, growing economic problems (including a real estate crisis,
weak growth, ruinous price competition, and overcapacity), as well as a less free
societal climate in China. In general, the Chinese government is characterized
by a long-term and strategic approach, as a result of which it systematically re-
duces its own dependencies while simultaneously building up foreign depend-
encies as a strategic instrument for (trade and power) policy. The detailed infor-
mation on customers, manufacturing processes, and intended uses that must
be provided when importing “dual-use” goods is causing concern among af-
fected companies that this information could be used by Chinese competitors to
poach customers and acquire sensitive production know-how. However, a

13 Government information providers such as Germany Trade & Invest (GTAI) or the German
Mineral Resources Agency (DERA) are often not well known, particularly among smaller
companies; however, they are appreciated once companies become aware of the infor-
mation they provide (for example, through referrals from their trade associations).
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potential escalation of the Taiwan conflict is viewed as the greatest threat to their
own and global economic relations with China.14

With regard to the strategic positioning of the EU and German policy, there is
broad consensus among German importers that independent political maneu-
vering room—primarily due to existing de facto dependencies—is relatively lim-
ited. Most Mittelstand enterprises would like to see a pragmatic, more interest-
driven “raw materials diplomacy” that strives to achieve long-term cooperation
with the Chinese leadership on an equal footing and with a (fair) market-oriented
approach. A policy that, in misjudging global power dynamics, relies strongly on
a morally grounded foreign trade policy will ultimately achieve few measurable
improvements, especially given differing (political) cultures. Despite all current
uncertainties, the prevailing hope among most Mittelstand enterprises is that
emerging trade conflicts and export controls are only temporary in nature and
that, ultimately, the (economic) self-interest of all involved actors in economic
relations that are as free and market oriented as possible will prevail. 19

4.3 Corporate calculation: de-risking

If a company views its existing dependencies on Chinese inputs as critical, it
can employ various measures to reduce these dependencies (“de-risking”). Pos-
sible measures include:

a. Geographic diversification of procurement,

b. Increased use of recycled materials,

c. Substitution with other materials purchased from other countries,
d. Expanded inventories.

The extent of adaptation required within a company can vary significantly de-
pending on the specific circumstances. For instance, when utilizing alternative
sourcing channels, potential differences in cost or quality, as well as the costs

14 However, this was rarely explicitly addressed in the expert discussions. Under certain cir-
cumstances, this could be interpreted as an indication that overarching (geo)political risks
tend to play a lesser role in the risk perception and assessment of German (import) com-
panies.

15 Not least in light of the current economic difficulties in China and the great importance of
economic success and increased prosperity for the Chinese government’s domestic legiti-
macy, some import companies hope that China, too, has a vested interest in the (preferably
amicable) continuation of economic relations with Western industrialized nations, espe-
cially since these countries absorb a large portion of China’s economic output (exports)
and thus contribute to the creation of jobs and prosperity there.
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associated with switching suppliers, must be taken into account. However, the
complete replacement of a raw material or intermediate product through material
substitution requires further adjustments within the company and in downstream
value-added stages (changes in purchasing, adjustments in product design,
and, if necessary, new certifications). Measures a. through c. are of a funda-
mental nature and, due to the high adjustment costs, usually reduce existing
dependencies only in the medium to long term. Only strategic inventory man-
agement can bridge the consequences of a supply disruption in the short term.
However, it is mostly helpful in cases of temporary disruptions. 16

When selecting the scope and type of de-risking measures, the company weighs
the benefits of de-risking against its costs. This is described in Kolev-Schaefer
et al. (2025, p. 14, own translation) as follows:

“...adapting the value chain [is] usually associated with high costs [...]. A trade-off must
therefore be made between the costs incurred now to make the value chain more re-
silient and thus insure against potential disruptions in the future, and the decision not
to implement adjustment measures—and thereby risk future costs due to the potential
occurrence of external shocks or crisis situations. This trade-off is a business decision
and depends on numerous factors [...].“

Our interviews also revealed that companies weigh a number of factors when
deciding whether, to what extent, and how they want to pursue de-risking (see
Figure 1)

In the specific case, the benefit of de-risking lies in avoiding future losses due to
supply disruptions from China. How high this benefit is estimated depends on
the companies’ risk perception and assessment (see Sections 4.1 and 4.2).

If imports from China account for only a small portion of total revenue or profit,
the company’s own dependence is low (or non-critical), and the incentive to in-
vest in de-risking measures is correspondingly limited. If, on the other hand,
Chinese inputs are essential for the company’s own business, taking more ex-
tensive measures may be justified. The assessment—especially in Mittelstand
enterprises—takes into account aspects that go beyond purely economic

16 Under this inventory strategy, safety stocks of goods are proactively built up to enable a
response to both unexpectedly high demand and disrupted supply chains.
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considerations, such as a sense of responsibility toward customers or the com-
pany’s own commitment to reliability.

Figure1 : Determinants of a decision for or against de-risking
Company characteristics, e.g., Framework/external conditions, e.g.,
» Mittelstand status + Competitive, esp. cost pressure
» Size (resources) * Regulatory requirements in Germany and China
e Industry » Market concentration in upstream and
» Position in the value chain downstream markets
» Direct connection to Chinese supplier » Technological possibilities
*  Presencein China *  Economic-policy measures
Risk assessment and assessment of alternative courses of action

Benefits Costs/hurdles

- Higherresilience to supply disruptions - Missing/inadequate alternatives

- Limited by uncertainty, network externalites -  Cost increases

- Expanded by self-image/own standards of - Regulatory hurdles

reliability - Risk associated with new/untried supply

relationships

Nollittle de-risking
* Continuation of existing

De-risking via
Geografic diversification

supply relationships »  Substitution
»  Possibly monitoring * Recycling
-1 Extended stockpiling

© IfM Bonn 26 982503 03 ===

Source: Authors’ own illustration.
But what factors stand in the way of implementing de-risking measures?

The most obvious hurdle is simply their unavailability. This is often illustrated by
the example of geographic diversification in the procurement of so-called heavy
rare earth elements. Here, China has effectively established a monopoly, mean-
ing that opportunities for diversification - at least for now -do not exist. Smaller
Mittelstand enterprises, in particular, also face the problem that they cannot take
advantage of alternatives - even if they were generally available - because sup-
pliers sometimes insist on minimum purchase quantities. This effectively rules
out (geographic) diversification of procurement for smaller Mittelstand enter-
prises. 17 The use of recycled materials can also fail because they are not (yet)

17 This aligns with findings in Aksoy et al. (2024), according to which smaller firms, compared
to large firms, rely more heavily on expanded inventory holding than on diversification when
selecting measures. The “Joint Procurement Mechanism” planned by the EU for Europe-
wide bundled procurement of critical raw materials could provide a solution here. However,
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available in sufficient quantities. Substitution may be impossible or only possible
to a limited extent because the raw material or intermediate product used must
possess certain material properties. Expanded stockpiling is sometimes hin-
dered by the fact that the relevant raw materials or intermediate products have
limited shelf life. Furthermore, China monitors exports of certain raw materials
and actively takes steps to prevent expanded stockpiling.

However, experts and companies alike emphasized that the use of de-risking
measures is generally less often hindered by a lack of alternatives than by the
costs incurred—combined with customers’ unwillingness to accept the resulting
higher prices. If customers desire a low price even at the cost of accepting cer-
tain dependencies, a company cannot ignore this if it wishes to operate suc-
cessfully in the market.

There are various possible reasons for this. First and foremost is the uncertain
benefit of de-risking measures coupled with very concrete costs: Given the high
level of uncertainty regarding future political developments, it is difficult to predict
the likelihood of supply disruptions, as well as their extent and duration—and
thus, ultimately, the benefit of any de-risking measure.

Furthermore, de-risking activities can give rise to so-called network externalities
(see, e.g., Elliott et al. 2022, Acemoglu/Tahbaz-Salehi 2024): particularly in com-
plex supply chains, multiple suppliers may be affected by supply disruptions at
the same time. If just one of these suppliers fails to implement de-risking
measures, the end manufacturer may have to scale back or even halt produc-
tion, and the (costly) measures taken by the other suppliers will be in vain.

Furthermore, buyers may themselves be competing with Chinese companies,
which can naturally take advantage of the cost benefits of Chinese suppliers
without having to fear geopolitically driven supply disruptions.18 To keep pace

strong reservations regarding the protection of intellectual property were expressed in the
interviews. The information on the demand for specific raw materials and intermediate
products that would need to be reported would allow conclusions to be drawn about pro-
duction methods and thus intellectual property. There were doubts as to whether confiden-
tiality would be maintained.

18 Companies in industries facing intense competitive pressure currently even see incentives
to increase their purchases in China, as the current fierce competition among Chinese
suppliers is driving down prices in China, thereby making purchasing there even more at-
tractive.
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with Chinese competitors at their own level of the value chain, they therefore
have no choice but to also use Chinese suppliers.

Finally, in specific industries with highly regulated markets—public healthcare
being a prime example—passing on cost increases may fail due to regulatory
requirements, such as price caps on generic drugs.

Regulatory hurdles are another obstacle to increased de-risking. Specifically,
existing or planned documentation requirements were cited in the interviews as
a specific barrier to establishing new supply chains. To meet these information
requirements, a company relies on suppliers’ willingness to share the necessary
information. However, suppliers are generally only willing to do so once a certain
order volume is reached. Achieving such a volume is particularly difficult for
smaller Mittelstand companies, especially i—as part of a diversification strat-
egy—they have to split the required quantities of raw materials and intermediate
products among multiple suppliers. The increased use of recycled materials is
also limited by regulatory hurdles. Particularly in the metal and plastics sectors,
cost-effective recycling often requires large quantities of waste, which are cur-
rently difficult to obtain within the EU. Regulatory hurdles to cross-border trade
in waste within and outside the EU make it difficult for recycling companies to
purchase the volumes necessary for scaling up. However, without scaling—i.e.,
reaching a minimum size—a competitive price cannot be achieved. Regulatory
hurdles can also stand in the way of product substitution. Some products with
legally mandated properties require, for example, specific metals in safety tech-
nologies or specific active ingredients in medications. Even when substitution is
possible, it often requires a new approval process involving corresponding test-
ing, reporting, and approval obligations. This is particularly true in the pharma-
ceutical industry, where costly, multi-year testing phases and the associated risk
of failure deter smaller Mittelstand companies from pursuing substitutions.

Ultimately, especially for Mittelstand enterprises, the importance of long-term,
close supplier relationships based on trust can also become an obstacle to de-
risking, as established and functioning supplier relationships are not easily
abandoned, given their unique culture of trust. During our discussions, it became
clear that many Mittelstand enterprises maintain precisely such long-standing
and well-functioning relationships with their Chinese suppliers. Abandoning
these long-term partnerships due to increasing political risks in favor of new sup-
pliers with whom they have no prior experience would entail their own business
risks. Ultimately, this would simply amount to an exchange of risks.
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In summary, it should be noted that from a business perspective, de-risking is
associated with uncertain benefits, while entailing very concrete costs and hur-
dles. Consequently, it is hardly surprising that such measures are used only to
a limited extent in Mittelstand enterprises.
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5 Conclusion

Given that China increasingly views close trade relations as a political lever and
is building and utilizing them accordingly, policymakers in Germany and the EU
are striving to reduce economic dependencies on China. However, the options
available to policymakers for implementing such measures are limited. In a mar-
ket economy, it is ultimately up to economic actors—that is, customers and,
above all, companies—to take appropriate measures to reduce dependencies.
Recent import trends suggest that many (Mittelstand) companies are engaging
in de-risking only to a very limited extent, if at all.

Yet most Mittelstand enterprises are well aware of the risks that can result from
these dependencies. While this awareness tends to be more pronounced
among direct importers, for example, than among companies positioned at the
end of the value chain, the latter are by no means “unaware.” Mittelstand enter-
prises involved in trade with China thus generally recognize the (political) risks
posed by dependencies and also view them as problematic.

But why, then, do companies prefer to accept these risks rather than actively
counteract them?

First, it should be noted that, in addition to the risks mentioned, other economic
considerations also influence companies’ decision-making. Here, factors such
as maintaining long-standing and close business relationships play a major role
—especially for Mittelstand enterprises, which often place a strong cultural em-
phasis on reliability, continuity, and long-term commitment. This is all the more
true when their Chinese partners are also family-owned businesses that share
similar values. Breaking away from these established processes may indeed
reduce the risks posed by politically motivated supply restrictions. However, the
restructuring of supply chains required to do so exposes them to significantly
increased economic risk, as long-standing, dependable partners would have to
be replaced by unknown suppliers who have yet to prove their reliability.

And even if de-risking measures are considered desirable by Mittelstand enter-
prises, numerous hurdles stand in the way of their practical implementation.
While the benefits of reduced dependencies remain uncertain, the costs of re-
ducing dependencies are very real. Typically, these costs cannot be passed on
to customers through higher prices. Furthermore, de-risking measures are
sometimes associated with considerable bureaucratic burden or are simply im-
possible to implement.
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It is therefore by no means a lack of knowledge or risk awareness on the part of
Mittelstand enterprises, but rather economically rational considerations that
stand in the way of de-risking in most cases. Policymakers should accept this
and not attempt to force diversification through new regulations, as is currently
being discussed in the EU, at least for large companies (cf. European Commis-
sion 2025, p. 13). This would impair companies’ competitiveness in international
markets and would also entail new, additional bureaucracy. The latter would be
a considerable burden, particularly for SMEs due to their limited (human) re-
sources, and must be avoided at all costs.

Efforts at the EU level to systematically compile information on existing depend-
encies should also be viewed critically. Regardless of the questionable benefits
of such a centralized information-gathering effort, it primarily leads to additional
bureaucracy, which—as experience with existing reporting requirements shows
—indirectly burdens even smaller, formally exempt companies due to their sup-
ply chain connections. Ultimately, such approaches can even be counterproduc-
tive and hinder the reduction of dependencies through geographic diversification
if, for example, new suppliers outside China refuse to provide the relevant infor-
mation.

But what could policymakers do to reduce dependencies on China at the macro-
economic level? One approach, which is already being pursued to some extent,
is the (financial) promotion of selected de-risking measures, such as, in particu-
lar, the improvement of recycling options. While funding programs must gener-
ally be critically scrutinized due to well-known drawbacks such as demarcation
problems or windfall effects, they would be more justifiable in this case because
companies are being encouraged, to promote a societal goal, to do something
that is not economically viable for them. The network externalities sometimes
associated with de-risking measures can also justify such support.

Above all, however, the focus should be on improving the framework conditions.
This could facilitate diversification efforts and reduce dependence on China by,
for example, lowering trade barriers with third countries, promoting partnerships
for raw materials, or reducing regulatory hurdles (such as those for the trade of
waste within the EU). Such an approach does not require new reporting obliga-
tions and would also be beneficial for other reasons (e.g., creating new growth
potential through an improved international division of labor). Furthermore, pol-
icymakers need to recognize that there are often interactions between seem-
ingly disparate policy areas, which must always be taken into account. Thus,
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political efforts to reduce dependencies are frequently thwarted by regulatory
requirements and policy measures in other sectors: Higher environmental stand-
ards, higher electricity prices in the wake of the green transition, and stricter
safety requirements sometimes pose significant hurdles to companies’ de-risk-
ing efforts. Here, the German government’s planned “National Economic Pro-
tection Strategy,” which is intended to place greater emphasis on improving
framework conditions and integration (cf. Deutscher Bundestag 2026), could be
a step in the right direction.
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