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Horst Lochel

Fitness test and 
opportunities

Digitalization and green transformation of 
economies are long-term developments that 

offer great scope for China and Germany

T he economic relation-
ship between Germany 
and China has been 
mutually beneficial for 

both countries for many decades. 
It is a classic win-win situation 
for the companies and citizens 
involved. Trade and investment 
are the driving forces.

Already in 2022, China was 
Germany’s most important trad-
ing partner for the seventh con-
secutive year, although the 
volume has declined due to the 
mediocre performance of the 
global economy and geopolitical 
tensions. The value of goods 
traded between Germany and 
China rose from 25.8 billion 
euros ($27.8 billion) in 2002 to 
64.7 billion euros in the first 
quarter of 2023.

Around 1 million jobs in Ger-
many depend on exports to Chi-
na, and imports from China help 
Germany’s domestic economy in 
two ways: they support lower 
price levels for consumers and 
high value-added production for 
companies. For China, German 
imports contribute to the devel-
opment and upgrading of Chi-
nese industry, especially in the 
manufacturing sector. 

German companies in China 
have been deeply involved in the 
Chinese market for many dec-
ades in terms of investment, 
production, and sales. According 
to the data from Deutsche Bun-
desbank, Germany’s central 
bank, German companies con-
tinued investing in China in 
2022, with their total investment 
reaching 11.5 billion euros, with 
over 5,000 German companies 
active in China. As an emerging 
middle-income country with 
around 400 million well-off citi-
zens, the Chinese market has 
also become attractive as a sales 
market and no longer just as a 
production location for cheap 
labor.

The Chinese car market is a 
good example. As the largest 
market in the world, it has been 
generating high sales and profits 
for the leading German car man-
ufacturers for many years. The 
same applies to other sectors 
such as electronics, chemicals, 
sports and software.

The growing innovative power 
of Chinese companies is also 
important for the business devel-
opment of German companies in 
China. While competition gets 

tougher, it is also an incentive to 
become more competitive them-
selves. In a way, China is a kind of 
fitness test for German compa-
nies. And it pays off. In 2023, for 
example, German companies 
sold almost 50 percent more 
electric cars in China than in the 
previous year, according to a 
study by global accounting com-
pany PricewaterhouseCoopers.

The case of Volkswagen is 
instructive for the innovation 
approach. At the Shanghai auto 
show last year, the company 
announced that it would invest 
around 1 billion euros in an elec-
tric car development and busi-
ness center in Hefei, Anhui 
province. This was followed by 
the acquisition of a 4.99 percent 
stake in Xpeng worth $649 mil-
lion euros. The two companies 
have agreed to jointly develop 
and produce two mid-size elec-
tric cars for China.

Such innovative joint ventures 
are expected to shape the future 
of Sino-German business cooper-
ation. They also have the advan-
tage of local branding. Seeing the 
attractiveness of the Chinese 
market, German companies are 
increasingly pursuing a localiza-
tion strategy, not only in terms of 
supply chain but also in terms of 
setting up legal entities.

A recent business confidence 
survey conducted by the Ger-
man Chamber of Commerce in 
China showed that more than 90 
percent of the companies sur-
veyed have no plans to leave Chi-
na. On the contrary, 54 percent 
plan to increase their invest-
ment in China over the next two 
years. This was particularly the 
case in the automotive and elec-
tronics industries, as well as in 
the business services sector. The 
majority of German companies 
see China as an innovative mar-
ket where they need to be 
present.

Although geopolitical tensions 
are still high, the risk of investing 
in China is actually not that high. 
Experience shows that most 
investments pay off within a few 
years. Moreover, the reputation 
of German companies and Ger-
man products and services is still 
very good in the Chinese market. 
It seems that the biggest risk for 
German companies is to not 
invest in China.

Digitalization and green tran-
sition are the most important 

areas for the future of China-Ger-
many business cooperation. Both 
German and Chinese manufac-
turers are in the process of digi-
talizing and automating their 
production. In addition, the 
financial industry is also digitiz-
ing its services. The most promi-
nent example is FinTech. The 
successful third China-Germany 
High-Level Financial Dialogue 
held in Frankfurt last autumn 
underlined the importance of 
Sino-German cooperation in this 
field.

This also applies to the devel-
opment of sustainable finance to 
support the green transition in 
both countries. At the meeting 
between German Chancellor 
Olaf Scholz and Chinese Premier 
Li Qiang in Berlin last summer, 
both sides agreed to place the 
fight against climate change at 
the heart of China-Germany 
cooperation. 

A core element for business is 
the development of green energy 
technology and industrial 
upgrading, especially for the 
“new three”: solar cells, batteries, 
and electric vehicles. There are 
already many Sino-German deals 
underway in this area. For exam-
ple, a huge solar park near Ber-
lin, which produces emission-
free photovoltaic energy, uses 
inverters from a Chinese compa-
ny to ensure stable and efficient 
operation of the energy system. 
And just at the end of last year, 
Beijing E-Town signed a strategic 
cooperation agreement with the 
Steinbeis Global Institute in Tub-
ingen, Germany, on Sino-Ger-
man cooperation in the green 
energy industry.

The digitalization and green 
transformation of economies is a 
long-term development that will 
take decades. It is the biggest 
economic change in the past one-
hundred years or so. The digitali-
zation and the transition toward 
an emission-free economy offer 
new opportunities for German 
businesses in China.

The author is a professor of eco-
nomics and co-chairman of the 
Sino-German Center at Frank-
furt School of Finance & Manage-
ment, Germany. The author 
contributed this article to China 
Watch, a think tank powered by 
China Daily. The views do not 
necessarily reflect those of China 
Daily. 
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Solving the security dilemma
Middle East countries should make development 

the priority of their national strategies 

T he Middle East has long 
suffered from a serious 
security deficit due to geo-
political conflicts and 

interference from outside powers. 
The region has been mired in turbu-
lence as a result of intertwined tra-
ditional and nontraditional security 
threats, deteriorating development 
deficit and governance deficit, and 
hostilities among regional coun-
tries. 

Since the so-called Arab Spring 
swept the Middle East in 2011, 
countries including Yemen, Syria, 
and Iraq have been plunged into 
chaos and civil wars triggered by 
intensifying sectarian and ethnic 
clashes. The latest flare-up in the 
Israel-Palestine conflict has cast a 
shadow over the security situation 
in a region which had witnessed a 
wave of rapprochement catalyzed 
by the Iran-Saudi Arabia reconcilia-
tion. 

The latest war between Israel and 
Palestine, the most deadly conflict 
between the two sides over the past 
five decades, stems from the failure 
to implement the two-state solution 
owing to intervention from outside 
powers. The recent outbreak of the 
Israel-Palestine frictions, a funda-
mental problem plaguing the region 
for decades, clearly exposes the vul-
nerability of the security architecture 
of the Middle East. 

Internally speaking, the security 
deficit in the region has complex rea-
sons, including inefficient govern-
ance, a regional economy highly 
dependent on Western countries, 
and immature nation building. The 
state system of the Middle East is a 
legacy of colonialism, and regional 
countries have been highly depend-
ent on the West in political and eco-
nomic terms. 

The United States is to blame for 
the security dilemma in the Middle 
East. The US gives one-sided support 
to Israel and ignores Palestinian peo-
ple’s rights to survival and statehood. 
By seeking to broker peace deals 
between Arab countries and Israel, 
the US eyes forging an alliance 
against Iran in the region while con-
taining Russia and China, which has 
led the Middle East peace process 
onto a wrong path. The ongoing Isra-
el-Palestine war is the very conse-
quence of the failure of the US’ 
Middle East policy. 

In March 2023, Saudi Arabia and 
Iran reached a deal to resume diplo-
matic ties under the mediation of 
China. The foreign ministers of the 
two countries met in Beijing in April 
and announced the restoration of 
diplomatic relations after seven 
years of estrangement. The rap-
prochement between the two Middle 
East rivals demonstrates China’s 
positive role in solving security prob-
lems in the region, and shows that 

the Global Security Initiative holds 
immense significance in addressing 
the security dilemma besetting the 
Middle East. 

First, the traditional security 
concept advocated by the US-led 
West mainly serves their own inter-
ests, which only aggravates the tur-
bulence and chaos in the Middle 
East, as can be seen from the latest 
Israel-Palestine conflict. The Global 
Security Initiative breaks the West-
ern monopoly on Middle East secu-
rity issues by advocating respect 
for sovereignty and territorial 
integrity of countries and building 
a security architecture that con-
forms to the reality of the Middle 
East. 

Second, the Global Security Initia-
tive helps establish a new security 
concept in the Middle East. By offer-
ing a new solution to solving the 
security problems of the Middle 
East, the peace and security concept 
proposed by China and the actions it 
takes to promote peace in the Middle 
East have won recognition from the 
international community and 
regional countries.

Third, the China-brokered rap-
prochement between Saudi Arabia 
and Iran triggered a wave of recon-
ciliation in the Middle East, which 
facilitated the settlement of security 
issues in the region, and provided 
opportunities for countries such as 
Yemen and Syria to solve their 
domestic problems. As a result, soli-
darity and development have 
become the trends of the times in the 
Middle East. 

While the new wave of Israel-Pal-
estine conflict has cast a shadow 
over the prospect of security situa-
tion in the Middle East, the diplo-
matic interactions between Saudi 
Arabia and Iran demonstrate that 
the wave of reconciliation in the 
region has withstood the test of geo-
political turbulences and has a sus-
tainable future. The fact that Middle 
East countries have changed the pri-
ority of their national strategies from 
security to development means it is 
not an expediency but a long-term 
policy for them to seek rapproche-
ment. 

Going forward, Middle East coun-
tries should focus on development, 
seek to solve problems through dia-
logues, boost their strategic autono-
my, and create a new path to security 
that meets their own conditions.

First, promote peace through 
development. In 2016, President 
Xi Jinping put forward the concept 
of “promoting peace through devel-
opment” in a speech made at the 
headquarters of the Arab League. 
Overcoming the development deficit 
is the only way for the Middle East to 
enjoy lasting peace and stability. 

Second, promote peace through 
dialogue. The history of the Middle 

East shows that wars and sanctions 
are not the right way to settle con-
flicts. The root of the security crisis 
can only be eliminated by enhancing 
strategic communications and 
boosting trust among Middle East 
countries. The reconciliation 
between Saudi Arabia and Iran has 
set a good example of solving con-
flicts and demonstrated that dia-
logue is the right path to lead the 
region out of its security dilemma. 

Third, build a security architec-
ture with strategic autonomy. 
Despite the positive changes and 
peace dividend brought by the resto-
ration of diplomatic ties between 
Saudi Arabia and Iran to the region-
al geopolitical landscape, there are 
still many security problems to be 
solved before regional countries can 
enjoy lasting peace. To build a more 
sustainable security architecture, 
Middle East countries need to 
enhance their strategic independ-
ence. 

Fourth, properly manage differen-
ces under the guidance of de-securi-
tization. Some Middle East 
countries have come to realize that 
securitization will only lead to a 
lose-lose result, and de-securitiza-
tion is the correct approach to solv-
ing conflicts, a lesson the region has 
learned from the wave of reconcilia-
tion. Seeking common ground and 
properly managing differences is 
the important way for regional 
countries to break out of the securi-
ty dilemma. 

As the Israel-Palestine conflict is 
raging into its fifth month and spill-
ing over to other parts of the region, 
including the Red Sea, Lebanon 
and Iraq, it has severely disrupted 
global shipping and supply chains. 
The US’ military actions in retalia-
tion against Houthi and other mili-
tia groups in the Middle East have 
added fuel to the fire in the region. 
At such a critical moment, all par-
ties should cherish the sound secu-
rity environment brought by the 
Saudi-Iran reconciliation, promote 
and implement the Global Security 
Initiative, and strive to build a new 
security architecture in the Middle 
East. 

The region will only enjoy lasting 
peace when fundamental problems 
besetting the region such as the 
development deficit, the lack of 
independent national strategies, and 
the Palestine-Israel conflict are 
solved through development and 
dialogue. 

The author is a professor of the Insti-
tute of Middle East Studies at Shang-
hai International Studies University. 
The author contributed this article to 
China Watch, a think tank powered 
by China Daily. The views do not 
necessarily reflect those of China 
Daily.
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