t And
19_4 Th e Retu rn although it stays clear of the virulent economic nationalism
1 of the 1930s and the protectionism of US President Donald
Of Economlc Trump, its tone and much of its content are unmistakably
1 1 nationalist (in either a German or an EU sense). Specifically,
Natlonal ISSU rn Altmaier calls for

raising the manufacturing share in GDP both in
Germany (from the current 23 percent—twice the share

upends that view (Altmajer; 2039 o.hE SHotk
German commentators, particularly on the center-
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size matters, that EU and German competitiveness depend
on the ability to create very large companies. The second is
that current EU competition law prevents the creation of
such companies and hence needs to be reviewed.

With respect to the first claim, the National Strategy
argues that some markets—such as railway systems and
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concern is that Chinese companies that are “to an unknown
extent controlled by an undemocratic authoritarian regime”
will acquire a monopoly in key technologiesthe extent

that Chinese companies acquire state-of-the art technology
by purchasing foreign companies, creating an instrument that
allows the German government to prevent such purchases
could slow China’s technological domination.

A possible objection is that acquisition of foreign
companies is a minor factor propelling China’s technological
advance. More important factors include technology theft;
forced technology transfers (the requirement that Western

10
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nating applied research. German companies receive public
financial support from multiple sources, including R&D
grants awarded by federal and state governments and low-
cost SME credit and equity supplied by the Kreditanstalt fur
Wiederaufbau (KfW), the second-largest national promo-
tional bank in the world (after the Chinese Development

12

March 2019



PB 19-4

a sense that Western technology is being appropriated
without adequately compensating its owners, for reasons
ranging from lax enforcement of intellectual property
rights to forced technology transfer, and

fears that Western companies and consumers may
become dependent on technologies controlled by
companies that can be influenced by an authoritarian
government.

Part of the response to these challenges is to create the
best possible conditions for the success of European firms,
including through the industrial policies just described,
without adopting Chinese policies such as mega-mergers and
vast subsidies to preferred sectors whose success is question-
able even in Chirf&ln addition, it requires a functioning
WTO that is in a position to enforce its rules (Payosova,
Hufbauer, and Schott 2018). As the WTO does not offer
effective mechanisms against either domestic subsidies (Wu
2016) or technology transfers on unfair terms (Branstetter

13

March 2019


http://trade.ec.europa.eu/doclib/docs/2019/february/tradoc_157683.pdf
www.scmp.com/news/china/diplomacy/article/2189046/chinas-tech-strategy-all-talk-no-action-and-waste-taxpayers
www.reuters.com/article/us-eu-china-investment-idUSKCN1Q31JU
www.theguardian.com/commentisfree/2019/mar/04/europe-brexit-uk

PB 19-4

to mobilize state support for large, ambitious R&D projects
in specific sectots.

The aim and scope of this type of publicly funded tech-
nology support is very different from what is proposed in
the National Industrial Strategy. Altmaier wants the state
to support innovative projects based on the principle that
anything of “great economic significance” deserves state inter-
vention. Specific areas worthy of state support are preidenti-
fied in the Strategy. In contrast, in the program proposed
here, experts, not politicians, would identify projects that
warrant government support, based on a much narrower
objective and a competitive process. The best analogy is to
competitive defense contracts that fund specific technologies
for national security purposes. As in the defense example,
identifying such technologies can involve inefficiencies and
(if competition breaks down) rents. But to the extent that
the program would allow the European Union to retain a

14
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