Interview with Sabine Stricker-Kellerer
What is important for understanding China?

Listening. Not jumping to conclusions. And teamwork. Because you never really
hear the correct message on your own. This also speaks against those popular
one-on-one conversations in contract negotiations — and maybe also in politics
— because you are more likely to understand China if you always have other
people around you to discuss what you’ve heard so that you can read between
the lines.

For a substantive understanding of today’s China, it’s not a bad thing to
remember what it was like in China in the 1970s and 1980s. Nowadays, people
tend to refer to those times more than they did a few years ago.

While basic intercultural knowledge is never a disadvantage, | don’t need it to
understand today’s China and the actions of my interlocutors.

From an economic point of view, it’s essential to appreciate that politics and
business form a single entity, otherwise | won’t understand how state-owned
enterprises function, the relationship between the state and private industry, or
the local environment for foreign companies. Right now, China is inclined to
accuse “the West” of politicizing economic processes, but that is precisely what
makes China’s economy so special. So | have to try to grasp how processes are
politicized in China in order to understand the narrative threads on the other
side of the table and comprehend the ecosystem and political framework
within which my counterpart is embedded. And | cannot negotiate projects or
investments without knowing the government’s economic plans because there
again, political and economic objectives are intertwined.

To understand China as a whole, this bundle of detailed knowledge is crucial.

How much do you tailor your preparations to individual interlocutors? Do
their personal agendas play a role here?

Not so much. As a rule, Chinese contractual partners in business negotiations
prepare much more as a team. Compared to us — if you want to put this in
general terms - they invest more in preparation and tactics than we normally
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do. This is why personal agendas are not a priority for me. Working together in
a spirit of trust is important, of course, as is gaining the trust of individual
actors, but the old concept of middlemen is outdated. Trusting only individuals
and relying on a single person and their knowledge is not purely beneficial. |
need to know the team behind them and how the different team opinions and
political drivers work.

During our last conversation, you told me that nothing in China is as it seems.
How can you see what’s behind the scenes?

| can’t. | just have to be open to the fact that it’s different. What matters is a
willingness to accept a multitude of voices that can be quite contradictory. An
open mind is essential. Preparation is everything. You also need plenty of team
spirit. My three-pronged approach is: preparation, listening and teamwork.

How have motivations on the Chinese side changed recently? Are they
concerned with implementing economic policy or is their ambition to get rich
still paramount? Ideology appears to be less of a factor.

In recent decades, the order of priorities on the part of Chinese entrepreneurs
was probably: making money, economic policy goals and only then ideology. At
present, the order and, above all, the weighting depends on the particular
situation and is not always predictable. It’s not the case that the order has been
reversed and ideology dominates everything, but the limitations on profit
orientation are increasing. In most cases, companies can only be managed
successfully within the framework of economic policy guidelines: Which
industry is prioritized as a target of the regime? Which sector is less attractive
from a political point of view? Only after this analysis do Chinese partners
become active in certain sectors, obviously with the aim of earning money and
not overlooking the ideology. So they have a three-pronged approach too!

How well do you understand the balance of power in China? Can you tell
which faction you are dealing with? Is that relevant?



It would probably be relevant in terms of assessing risks better. But | don’t trust
myself to do that.

So are you skeptical of supposed experts on China?

No, I’'m always grateful for expertise, and whether it is “supposed” or not is a
different question.

How can you tell if someone has a clue about China?

By the fact that they have a substantiated view and make statements, but are
also prepared to say that the opposite could also be true.

How many people are there who can make plausible assumptions about
Chinese politics?

We have highly qualified experts and think tanks in Berlin and in Brussels with
brilliant colleagues who each bring their influence to bear. Although as a
member of MERICS’ Advisory Board, | am biased on this issue.

In an earlier Megatrend Report, an American expert described the American
government’s understanding of how Chinese decision-making processes come
about as non-existent. Is it better here?

| can’t make that judgment about the United States. In Germany, expertise on
China has made a huge leap in recent years, especially the awareness of the
need to constantly and repeatedly prepare for China. This doesn’t mean that
there are always solutions to upcoming issues and to the question of how we
should and would like to deal with developments in China, but we have clearly
improved in the preparation phase.

What are the next steps in our approach to China? Where do we need to
improve?



The main point is that we have to be more coordinated. We must become a lot
better at Europeanization. Our processes are still driven by national interests, as
you can see from the delegation trips to China. Macron sent a message of
Europeanization when he invited Ms. von der Leyen to his talks with the
Chinese leadership.

We also need to put knowledge of China on a broader footing within Germany.
We should have a greater exchange of information and knowledge on China-
related issues across the federal states and even down to local and municipal
levels — no easy task given how quickly these issues and developments move.
It’s not about having to have a coordinated assessment, but we need to share
ideas and information more so that we can keep our knowledge up to date.

What are the potential fault lines in German-Chinese relations in your view?
Or maybe an event that could call into question everything achieved and
developed so far?

Faults tend to come as a surprise and are hard to predict. Of course, there are
always conceivable fault lines where agreements are broken or the rule of law
takes second place. A case like that would raise many questions as to how the
previous stability of relations can be maintained. Are economic relations a
guarantee here? Do dialog formats and civil societies provide a stable enough
basis for discussing and, ideally, solving difficult problems? We need to work on
all of this. The dialog formats must work.

Do you see any red lines on either side that would result in a change in
quality, such as sanctions against the German automotive industry if 5G
technology from China is banned?

| hope we don’t have any red lines, because I've never been able to get to grips
with the concept of red lines. If you approach them, it is almost impossible to
find a solution, as the trigger for confrontation is virtually pre-defined. | have to
have my principles and values to guide me. Then | can pursue my interests. The
Chinese side tends to define its core interests in terms of shifting red lines. | am
in favor of a definition of interests and values.
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Our American friends do have red lines. In the case of the semiconductor
sanctions, this was the very precise limit of 14 nanometers. This also affects
German technology.

The key question is how we react to these sanctions and straddle both stools,
so to speak, without actually falling between them. It will arise again and again
in the coming years in many areas, for example in the discussion on scientific
cooperation with China, which is being increasingly restricted. This is no longer
about companies manufacturing products, but about their research and
development activities. We have not yet sufficiently considered how we can
and should react without falling between the two stools.

But isn’t the semiconductor sector a harbinger of things to come?

Yes, it is.

How dependent are we as a nation of exporters on the U.S. strategy toward
China? How much scope and flexibility do we have?

At company level, each company is currently assessing for itself where the focus
of its activities is, in China or the United States. The more detailed courses of
action are then derived from this, such as the extent to which companies
restructure their activities, whether they want to relocate more activities to the
U.S. or China or seek a third haven of independence in order to pre-empt any
issues.

Certain people are now clearly of the opinion that decoupling from China is
completely unrealistic. What do you think?

| think that’s probably true; however, no one here has ever advocated
decoupling. Decoupling is not a concept that has ever been formulated as an
aim in Germany, either by politicians or the business community. Decoupling in
the American sense is more about containing China than reducing
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dependencies. However, China’s economic policy itself is focused on
decoupling, and in most areas strives for autonomy and self-sufficiency for its
own industries.

Germany’s China strategy deals specifically with the issue of high-risk
dependencies.

Where is this decoupling heading? Are there two spheres of technology that
are incompatible?

Yes, if we were to go through with it in this way, we would probably end up with
two separate spheres and everyone would have to choose their own sphere. In
practical terms, we may stand a chance of avoiding this and seeing the
technology spheres split into several key regions. Although we would then have
lost our conventional form of globalization, we would at least have created a
regionalized system rather than just two large blocs. This would be a realistic
option that we could get to.

How can we prepare for this in practice? What would you recommend with
regard to ownership structures? Should companies split up or register in
neutral countries?

This is exactly what companies are looking at right now: whether to split up or
not, and especially where their technology and innovation-driven intangible
rights should be located. For some companies, this will be at least as relevant as
the legal allocation of tangible assets. In the future, where will inventions and
technological innovations be located in terms of ownership? This will become
important if we are to expect the world to fragment.

Are there successful models we can use as a kind of benchmark?

There are no successful benchmarks. Companies are too differently positioned
for that: for some, the location of the investment is a bigger factor, while for
others it’s the technology and innovation drivers or supply chains. The only

thing that is certain is that it will be expensive. Everything is more expensive
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than globalization. But that is probably the price we have to pay for not being
dependent or at least for being less dependent.

Would you describe this as resilience or simply realism?

| would say both: resilience and realism.

What alternatives are there to China? What do you think of the “China plus
one” strategy?

It’s now called “China plus N” because we haven’t found the “one” — anywhere
from Indonesia to India. The search for alternatives - or rather, for additional
interesting locations - has now become standard homework for companies.
This is no longer a strategic goal to be dealt with and defined in the strategy
department, but is part of day-to-day operations. It’s a difficult process. China’s
companies are already ahead of us themselves, and are also very active in these
countries considered by us as the “one” or “N”. This leads to us meeting
potential local partners in these countries who are already cooperating with
China or have the corresponding investments.

How would you recommend that a company organize itself internally in terms
of its expertise in China? Should this expertise be concentrated, or should
there be competing positions in order to do justice to the diversity that you’ve
described?

No single person should ever be solely responsible for dealing with China-
related issues. | have already mentioned the team concept. Team decisions also
make it possible to remove the emotional element from business with China.
Business with China has always been extremely emotional.

When people talk about system rivalry, what are the differences between the
systems?



The differences between the systems are essentially determined by the
relationship between business and politics. In China, business is not only
subject to commercial requirements, but is closely interwoven with political
decisions that extend right into the company. This is where we encounter two
systems in Germany and China that are not compatible. If, on the Chinese side,
there is a company whose ultimate responsibility for a project is not just
financial success, but is also based on how the political decision-makers assess
the project or influence it, then these are completely different criteria. In our
view, this distorts competition.

So you don’t think much of industrial policy in general?

The term “industrial policy” has only been revived in recent years. This wasn’t a
thing in Germany before. There is no overlooking the fact that we are also
seeing trends toward a much stronger industrial policy in the China debate. For
example, some people believe that we should introduce a kind of joint venture
obligation for Chinese investments in critical industries in Europe. These people
are still in a minority. Let’s see where things go. But ultimately this would mean
copying China’s industrial policy of the 1980s. Whether this would be our
formula for success is a big question.

It’s a completely new approach. We don’t know whether we can find a way to
use a combination of our economic system plus industrial policy to at least
cushion the impact of the systemic rivalry we are facing.

What should our priorities be when competing with China?

In the best case scenario, our priority would be to get China to accept more
market economy criteria in its own actions. Where we can neither influence nor
achieve this, which is usually the case, we need to focus on our own
competitiveness while simultaneously sharpening our constitutional tools to
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protect our industry from unfair competition. We have already come a long way
with the European competition tools against trade distortions and for critical
investments. A deepened industrial policy is another element.

In your opinion, where are the Chinese ahead, either technologically or
economically? And where do you see our competitive advantages? Aircraft
construction is often cited as an example.

For a long time, people thought that Chinese companies would not become our
competitors in areas where system expertise rather than “just” production and
manufacturing were involved. But that has proved to be wrong. Aircraft
manufacturing, as mentioned by you, is actually a case in point. The C-919,
developed and produced by China, will soon be launched in Asia. In this
respect, | don’t see that it will be possible to single out individual sectors or
products where Chinese competitors won’t be able to keep up for systemic or
economic policy reasons. In the past, it was often said that top-down
innovation didn’t work. Now we are seeing that a mixture of a top-down
approach and Chinese entrepreneurship (including start-ups) can work after all.

Which system is more innovative?

We don’t have the answer. Until now, we were firmly convinced that innovation
was only possible when people were allowed to make mistakes and think freely.
We thought that an autocratic approach wouldn’t get results. China is teaching

us otherwise. It’s a big test, and we don’t yet know the long-term result.

Innovative strength requires decision-making freedom at all hierarchical levels.
This applies just as much to the economy as it does to politics. It is unclear
whether this is currently the case in China and how successful this will be



within the framework of Chinese industrial policy or politically driven economic
policy.

When you negotiate with Chinese business partners, what makes a particular
impression on you? Is there anything you will never get used to?

What impresses me is that they are usually better prepared than we are.

| will never get used to the fact that when | am on the last page of a document
under negotiation, it always starts all over again. The last page is never the last
page; it’s always the first page of the next ten pages.

What fascinates you about China?

That it is so difficult to understand. It is an intellectual challenge to comprehend
the processes, which are very opaque to us.

What questions should we ask ourselves in the future?

The questions emerge from this systemic rivalry. How can we, on the one hand,
admire China for its innovative strength and speed without having to sell
ourselves short and without abandoning our democratic and constitutional
values? How can we generate a solution based on “remaining true to ourselves”
plus admiration? We don’t have one at the moment, because the systemic
rivalry is hitting us pretty hard.

Thank you very much.
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